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This report focuses on VEF’s investment in Gringo, an 
Embedded Finance company in Brazil and VEF portfolio 
company since 2022. 

Embedded Finance signifies the seamless integra-
tion of financial services into the user interfaces of non-
financial companies. The shift to mobile-first approaches, 
increased provision of digital infrastructure and ongoing 
software innovation are factors propelling this trend. 

Despite being in the initial stages, Embedded Finance 
presents a significant opportunity in VEF’s core focus 
markets—Brazil, India, and Mexico. We saw it first-hand 
through our portfolio companies like Creditas, followed by 
specific Embedded Finance investments in Brazil-based 
Solfácil and Gringo, and BlackBuck in India. 

The growth of Embedded Finance has been made pos-
sible in Brazil thanks to the emergence of open banking 
and PIX, two critical regulatory support factors we have 
previously written about here. 

In the first section of this report, we outline the oppor-
tunity to digitize the driver experience in Brazil, while the 
second section sheds light on Gringo, its team, and the 
future of the business.

VEF’s Fintech investment verticals

= VEF investments
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Payments

•	 Offline
•	 Online
•	 Mobile
•	 Remittances

Personal 
finance

•	 Digital banks
•	 Personal finance managers
•	 Mobile wallets

Investments
•	 Wealth management
•	 Roboadvisors
•	 Digital brokers

Web 3.0

•	 Protocols + infrastructure
•	 Defi/Cefi
•	 NFTs
•	 Platforms

Insurtech •	 Online comparison and brokerage
•	 Full-stack digital

Driver pain points

Waste of time

•	 Analogue and broken systems
•	 Physical presence required
•	 Complex tax calculations
•	 Cumbersome existing infrastructure

Waste of money

•	 Brazil – 2nd most expensive country 
to own car

•	 High recurring annual taxes
•	 High maintenance costs and fines
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Brazil is among the most expensive 
countries globally to own a car…
(Costs as a % of average yearly wage)

The above analysis compares the average running cost of different 
car models in major countries and ranks them in order of affordability 
(calculated as total annual running costs as a % of annual wage).

Source: Comparethemarket.com
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Introduction The opportunity to digitise the end‑to‑end 
driver experience in Brazil

Pain points
High car ownership costs
Brazil ranks among the top 5 most expensive countries glob-
ally to own a car, with annual running costs exceeding 30% 
of the average yearly wage. This financial burden is com-
pounded by several factors:

	⚫ High taxes and fees: Vehicle ownership comes with a 
hefty price tag, courtesy of high annual taxes and licens-
ing fees (which can be up to USD 300). Both federal and 
state-level levies on vehicles effectively subsidize spend-
ing on a broad range of government programs, including 
infrastructure development.

	⚫ Costly fuel: The cost of fuel in Brazil is notably high, sig-
nificantly impacting overall operating expenses for drivers.

	⚫ Elevated maintenance and repair costs: Maintaining and 
repairing a vehicle in Brazil can be expensive, in part due 
to import tariffs on car parts and a complex distribution 
system.

The cumbersome experience managing a car
Payment of annual taxation on vehicles and fines requires 
multiple interactions with public entities, introducing bureau-
cratic hurdles that often necessitate physical visits to differ-
ent departments, each with its own set of processes varying 
from state to state.

The entities responsible, collectively known as the Brazilian 
DETRAN (Brazilian State Transport Department), operate with 
predominantly analogue systems, often plagued with long 
delays and an overreliance on paper-based communication. 
Despite government strides in digitalisation, incomplete data 
integration among municipalities, states, and the federal 
government results in information asymmetry, affecting all 
drivers who have to periodically pay vehicle taxes and other 
documentation renewal fees. These payments often become 
contingent on settling fines, introducing further complexity.

The payment processes themselves are inefficient and 
physical, requiring visits to banks or local agencies with lim-
ited operating hours. With the exception of the annual vehicle 
tax (IPVA), paying via installments or credit card is a cumber-
some process, unless dealing with major banks. Additionally, 
drivers lack visibility on payment deadlines, often postponing 
fine payments due to the inconvenient process. 

Adding to the cumbersome experience, tasks like car 
insurance renewal involve navigating between brokers and 
direct interactions with insurance companies.

The current driver experience
Owning a car in Brazil can be extremely complex – from 
the initial purchase, to grappling with annual vehicle taxes, 
managing driving licenses and other vehicle documents, 
and settling fines. Car ownership comes with its fair share 
of bureaucratic hurdles and involves navigating a labyrinth 
of administrative complexities, which is much more the 
case in Brazil than other emerging markets we invest in. 
The major pain points can be explained as follows:

VEF’s Embedded Finance investments in Brazil

BRAZIL

https://vef.vc/wp-content/uploads/VEF-Embedded-Finance-Apr-22-1.pdf
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Gringo monetization streams

Payment and 
financing of fines 

& taxes

Charges fee for all 
transactions. Allows 
payments of fines & 
taxes in installments 

(BNPL) earning 
take rates on TPV 

processed through 
credit cards

Issuance and 
renewal of 
documents

Charges a fee 
whenever a driver 
issues or renews a 

document

Origination of 
insurance & auto 

equity loans

Marketplace 
with embedded 

offerings earning 
a take rate on all 

originations through 
the platform

VEF’s investment in Gringo

Introduction
Launched in 2020, Gringo serves over 15mln registered 
drivers with documentation issuance and payment ser-
vices and has successfully expanded its product suite 
to include a marketplace which originates credit and 
insurance in a fully embedded app experience for drivers. 
Additionally, it provides free monitoring of vehicles and 
driver licenses, fostering engagement and accumulating 
valuable data. 

VEF first invested in Gringo by leading its USD 34mln 
Series B in February 2022. Since then, performance 
metrics, including TPV, transactions, and revenues, have 
grown 5–6x.

Recognising the importance of identifying and sup-
porting compounders early on for returns, we participated 
with a USD 3mln additional investment in Gringo’s Series 
C, a successful funding round announced in September 
2023. With this round, Gringo not only achieved a higher 
valuation but also became one of the very few Series C 
companies to secure funding amidst the prevailing market 
challenges, a real testament to the quality of the team, 
execution, and attractive business they have built.

Gringo overview
The app and long-term vision
Gringo initially focused on providing vehicle documentation 
services, which include tracking license and registration 
details, vehicle taxes, and monitoring traffic violations. 
Expanding beyond just monitoring, Gringo began to 
address drivers’ financial needs by facilitating the settle-
ment of outstanding vehicle-related debts, offering inte-
grated digital payments with flexible instalment options.

As the platform gained momentum and gathered 
insights into drivers’ journeys, Gringo evolved into Brazil’s 
first ‘fully embedded’ vehicle credit and insurance platform. 
Today, Gringo offers auto equity loans and car insurance in 
collaboration with key partners in the auto industry. 

Gringo’s long-term vision is to become the ‘driver’s best 
friend’, with the most extensive and comprehensive source 
of data on drivers in Brazil. By participating in every aspect 
of the vehicle journey, the platform seeks to capture a sig-
nificant share of profit pools within the auto industry.

The team

Rodrigo Colmonero – CEO and co-founder 
Prior to founding Gringo, Rodrigo was a co-founder 
and partner of an asset manager in Brazil called NEO 
Investimentos, where he spent 10 years. Rodrigo ran 
NEO’s innovation fund called NEO Future, investing in 
public equities in Brazil where he spent time on the 
automotive industry. Gaining a deep understanding of 
the industry’s pain points led him to wanting to start 
Gringo. Rodrigo is smart and highly regarded in the asset 
management industry. What has impressed us most 
about Rodrigo is his execution at the company, long-term 
vision, the team he has assembled, focus on culture and 
his constant desire to learn from those around him and 
iterate the business accordingly.

Caique Carvalho – CPO and co-founder
Caique is a second-time founder, having been a 
co-founder of MyInk before operating within the tattoo 
industry. Prior to that venture, he worked at CarZar in 
South Africa, a C2B marketplace facilitating vehicle trans-
actions between private parties and dealerships through 
an auction platform. He has a product-orientated mindset 
and embodies the company’s central focus on the driver. 

Juliano Dutra – CTO and co-founder
Juliano was the founder of a software house called 
Rapiddo which was instrumental in creating iFood’s 
technology and was later acquired by iFood in 2018. Since 
then he has been an active angel investor and board 
member at a number of Brazilian startups and a reference 
for software engineers. 

Gringo has 3 co-founders – Rodrigo Colmonero (CEO), 
Caique Carvalho (CPO) and Juliano Dutra (CTO). 
It is a strong team, with complementary skills and a 
deep experience set.

TAM & monetization
Documentation
Gringo began its relationship with drivers by creating 
solutions around vehicle documentation, including licenses 
and taxes. Vehicle documentation in Brazil is a USD 20bln+ 
gross market value (annually) with vehicle taxes making up 
half of this, and the rest generated in fines, licenses and 
renewals. Drivers enjoy the ease of document management 
via Gringo, paying a small, fixed fee for the service. 

Payment of fees
Gringo offers drivers the ability to pay their dues digitally 
through the Gringo app and avail of credit solutions on 
taxes due to be paid, pointing to an estimated USD 1bln+ 
potential revenue pool to be earned through these solu-
tions. Gringo’s digital solutions are gaining significant 
traction led by a favourable regulatory environment and the 
aforementioned introduction of PIX. Gringo monetizes all 
digital payments (including those made through PIX) on its 
platform through a combination of a fixed fee and trans-
action fees for instalment payment options (Buy Now Pay 
Later or BNPL). Gringo leverages existing payment provid-
ers and local BNPL rails to facilitate this financing without 
taking credit risk and charges a spread. The biggest attrac-
tion to drivers is the fully digital experience and the ability 
to pay their annual vehicle licence and taxes (equivalent to 
2–4% of the vehicle value) in instalments. 

New products
Gringo has established a unique relationship with its cus-
tomers, and as such, has access to a deep pool of data 
to assess the needs of drivers at different points in their 
vehicle journeys. Further deepening this relationship, in 
2022 Gringo began offering fully embedded auto insurance 
and financing solutions in their app, matchmaking drivers 
with cost-effective and affordable products. Together, this 
represents an additional USD 28bln+ annual gross market 
value opportunity (translating into an estimated USD 1.5bln 
revenue potential). Gringo’s ability to leverage its growing 
platform to become an efficient originator creates value for 
both drivers and lending/insurance partners who acquire 
high intent drivers digitally. For its fully embedded solutions 
in auto equity and insurance, Gringo earns a commission 
from partners on loans and premiums originated.

Buy-and-sell
Whilst Gringo continues to build out financing and insur-
ance solutions, it is now strategizing on entering the buy-
and-sell market. The Gringo marketplace is still in early 
days of monetisation, but together (financing, insurance, 
and ‘buy-and-sell’) represent an additional USD 125bln+ 
potential gross market value.

Gringo is still in the early stages of its journey with 
drivers, operating within an auto industry TAM of 
USD 170bln+
(Source: IBTP, Susep, B3 and multiple other sources)

Core product New products
(already live)

New product
(to be live)

Documentation Auto financing Auto insurance Buy-and-sell

Gross 
Market 
Value

USD 20bln+ USD 25bln+ USD 3bln+ USD 125bln+

Revenue 
pools USD 1bln+ USD 1bln+ USD 500mln+ USD 20bln+

High market share
High monetization

Product market fit achieved
Early days of monetization

Early days of 
planning

0 0

1,000 60

250 15

750 45

500 30

3Q231Q22 2Q22 3Q22 4Q22 1Q23 2Q23

Brazil fintech has witnessed considerable 
slowdown in funding    (Left: VC funding. Right: Deal count)

Source: Pitchbook

  Funding amount (USD mln)    Gringo    Deal count

Gringo’s series C fundraise in a 
challenging environment is a testament 

to strong delivery in business.



By the YE23, Gringo will be fully integrated with 
13 DETRANs with combined 80%+ share of GDP, 
vehicles and drivers

  Integrated states    Work-in-progress states

Each state in Brazil has its own 
DETRAN, making 26 in total. By the end 
of 2023, Gringo will be fully integrated 
with 13 states with a combined 80%+ 
share of GDP, vehicles, and drivers. 
  More than 70% of drivers nationally 
are in 6 (southern) states. This is heavily 
skewed by Sao Paulo State, which has 
46m inhabitants and >20m vehicles. 
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Gringo has rapidly become the leading 
platform for drivers in LatAm
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Unique 
registered users
(EoP mln)

Gross revenue
(BRL mln)

Contribution 
margin
(%)

2021 2021 20212022 2022 20222023e 2023e2023e

125x 16x
46%

35%
30%

The future
The future of Gringo will be characterised by accelerating the 
growth of users after a successful fundraise and increasing 
revenues from ancillary services through their marketplace.

Accelerating growth:  Post fundraise, Gringo is now in a 
strong position to efficiently acquire customers and scale 
the user base. By YE23, Gringo will be fully integrated with 
13 state DETRANs with a combined 80%+ share of GDP, 
vehicles, and drivers in Brazil.

Increasing revenues from ancillary services:  This will be 
a function of increasing cross-sell of auto equity loans and 
insurance, and building out vehicle ‘buy-and-sell’.

	⚫ Increasing cross-sell of auto equity loans and 
insurance:  Gringo sees lending and insurance as key to 
layering in additional revenue growth, increasing core 
conversion rates, and building a competitive moat of 
complex integrations around key ecosystem players in 
banking and insurance. The beauty of Gringo’s marketplace 
solution stems from the fact that the entire loan and 
insurance process is completed in-app (with some 
information on drivers and cars already pre-filled) and 
without the drivers having to leave the Gringo ecosystem. 
This significantly improves conversions and reduces 
drop-off rates at every step of the process. With partners 
including the top three auto lenders and multiple auto 
insurers in Brazil, Gringo is on the front foot to scale the 
cross-sell of auto equity and insurance products in 2024.

Traction & growth
In a short time, Gringo has become Brazil’s #1 app for 
drivers. Its compelling value proposition has driven a 4x 
increase in users and a remarkable 16x growth in revenues 
over the past 2 years. Despite challenging market condi-
tions in 2023, the business has excelled, with revenues 
expected to double and a contribution margin approach-
ing 50%. The focus on customer experience is evident 
in improving conversion metrics and exceptional user 
retention, reflected in a high NPS score of 88. This score 
has been a strong signal of great product market fit and 
that the Gringo app and services are solving a real pain 
point for drivers.

	⚫ Building out vehicle ‘buy-and-sell’:  In the long term, 
Gringo has ambitions to enter the vehicle ‘buy-and-sell’ 
market, which is among the largest revenue pools in 
the auto industry. C.50% of cars in Brazil are sold offline 
through physical locations. Marketplaces (Webmotors, 
for example) typically lack a personal touch with cus-
tomers and mostly provide leads of ‘digital customers’ 
to dealers and as a result, financing and insurance 
attach rates are low adding to the poor overall customer 
experience. Armed with a goldmine of customer data, 
transaction intelligence, and individual preferences, 
Gringo is gearing up to redefine the entire car-buying 
experience in Brazil and is currently strategizing to enter 
the ‘buy-and-sell’ market.

Gringo has an incredibly bright future ahead and, as a 
shareholder, we look forward to seeing the team fulfil 
its full potential.

	⚫ Competition intensifying: Gringo faces competitive 
pressures, with larger banks competing on the pay-
ment product, and private companies considering 
entering the space through alternative wedges (buying 
and selling, parking, etc.). We are confident that the 
Gringo team will be able to deliver these products with 
a unique user-centric experience. 

	⚫ Product execution: The team has executed well on 
the existing payments product and delivered a great 
user experience with strong engagement and reten-
tion showing that the products solve real pain points. 
Execution risk will centre around launching and effec-
tively monetizing products like insurance and finance 
without compromising the experience. 

Key risks to the Gringo investment case
	⚫ Government innovation: One risk Gringo may face is 

if government departments at a federal and state level 
are able to coordinate and offer a unified digital solu-
tion to these problems. However, we know these bod-
ies are typically slow to move, and because Gringo’s 
solutions span multiple departments and states we 
find it hard to see anything like this happening anytime 
soon. 

Gringo must integrate with each DETRAN one-by-one, 
and in turn this requires integrating with a select number 
of banks the government uses. In some cases, there are 
direct API integrations, in others Gringo must integrate 
directly and manually. In this way, we believe Gringo is 
building a defendable moat and increasing DETRAN cov-
erage is key to unlocking further growth.

Split of total car sales in Brazil
(as of August 2023)

Dealerships
45%

P2P
26%

Franchise
17%

Rental cos.
12%

Source: B3
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Strong value proposition of solar energy
Brazil is undergoing an energy transformation. As men-
tioned, part of this is a reaction to a recent energy crisis, 
where dry summers left hydro reservoirs at 20–30% of 
capacity whilst electricity demand from a burgeoning mid-
dle class was resilient.

The government is gradually realising it must increase 
and diversify its energy mix. A key pillar of this strategy is 
introducing attractive legislation to unlock investment and 
adoption of solar. In 2012, Brazil introduced net metering, 
a landmark regulation governing the economics of distrib-
uted energy systems. Under this system, owners of small 
distributed energy systems (e.g. residential) can sell surplus 
energy generated back to the grid in return for 1:1 billing 
credits – effectively using the national grid as a ‘virtual bat-
tery’ free of charge. In contrast, most other countries only 
allow excess electricity to be sold back to the national grid 
at a discount to the residential tariff the consumer pays 
when drawing electricity from the grid, which changes the 
economics and valuation proposition to consumers.

Since then, regulation has increasingly become favoura-
ble for renewable energy and in particular for solar. In addi-
tion, the government now has an explicit target of meeting 
48% of its energy demand from wind and solar by 2027.

The value proposition of solar is strong and has been 
strengthening over recent years. This is due to: 
1. Attractive climate & solar irradiance characteristics
2. High (and rising) electricity costs
3. Falling solar input costs.

Attractive economic value proposition
The strong solar value proposition translates into a highly 
attractive economic proposition for the consumer over 
traditional options, given PV panels have a long useful life 
of 25–30 years.

We estimate the monthly cost of a solar PV to a resi-
dential home owner in São Paulo at USD 157 for the first 
72 months. Thereafter, the cost drops to just maintenance 
of c. USD 12 monthly. This compares to a conventional 
electricity cost of USD 128 monthly, which likely increases 
with inflation at 4–6% annually. We believe a c. USD 6,000 
solar panel installation will be NPV positive in less than 
10 years with projected savings vs. conventional electricity 
of >USD 20,000 in 15 years and >USD 60,000 in 25 years. 

The strong and improving value proposition is evident 
in Brazil’s rapid growth of installed solar capacity in recent 
years, yet this represented just 0.8% of residential elec-
tricity users in Brazil in 2021 and 1.4% in 2022f. 

2. High (and rising) electricity costs
Whilst electricity prices have been historically volatile in 
Brazil, domestic tariffs have continued to trend upwards 
over the past decade, growing at CAGR of c. 8%, almost 
doubling since 2011. When adjusted for per capita income, 
Brazil’s energy costs are among the highest in the world.

2020 2025 2035 2040

Savings calculated based on:
• c. 6.5kWp solar system installed in a 

residential property in São Paulo
• Total project cost of USD 5.6k, financed 

across 6 years at c. 25% APR
• Annual solar system maintenance of USD 150
• 1:1 net metering on excess electricity 

generation
• Electricity tariffs escalating at 5% annual 

inflation

 Solar PV cost   Conventional supply

Years since installation

Average loan duration 
of 6 years

200

600

400

0

Solar financing vs conventional supply (Monthly cost, USD)

1 15 20 255 10 30

*  Distributed capacity refers to solar panels installed at the site of the 
electricity consumer (e.g. rooftop panels at a residential property, or on 
the farmland in the case of rural solar). Total users includes residential, 
commercial and rural.

 Residential dist. solar users   Total dist. solar users
 New residential users annually
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0

Cumulative distributed solar users in Brazil* (‘000s)

2015 2016 2017 2018 2019 2020 2021

Penetration of residential electricity users

0.0% 0.0% 0.0% 0.1% 0.2% 0.4% 0.8%

2023 Regulatory update 
Brazil updated the solar regulatory framework pub-
lishing the long-anticipated Law 14.300 that came 
into force on January 1st, 2023. In broad terms, the 
law introduces a new framework for distributed 
generation in the country (>60% of installed grid- 
connected solar capacity), with a key feature lowering 

the eligibility criterion for net metering (to any solar PV 
systems below 5MW). The anticipation of this law has 
seen a recent surge in new small-scale solar project 
developments. The framework will remain in place 
until 2045, ensuring regulatory and legal certainty for 
owners of small-scale solar PV systems.Spot rate residential electricity prices in Brazil  (BRL/MWh)

Dec
2011
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Dec
2012

473

Dec
2013

392

Dec
2014

457

Dec
2015
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2016
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Dec
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Dec
2018
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Dec
2019

779

Dec
2020
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2021

979

Sep
2022

778

8%
2011 21 CAGR

Sources: Brazilian Energy Research Office (EPE), VEF Estimate.

3. Global Horizontal Irradiance (GHI) is the total amount of shortwave radiation received from above by a surface horizontal.

Sources: Intersolar South America, RatedPower, List Solar, McKinsey, Brazilian Ministry of Mines and Energy, Global Solar Atlas, Brazilian Report,  
Update Brazil, International Renewable Energy Agency (IRENA).

3. Falling solar input costs
The cost of installing solar systems has fallen significantly 
over the past decade. This is in part thanks to technological 
advances – the efficiency of the new equipment has 
significantly increased, providing c. 30% more energy 
than five years ago, reducing unit costs (the cost of 
photovoltaic modules in Brazil fell c. 66% between 2013 and 
2021. This has been coupled with an increase in technical 
proficiency and scale/competition amongst installers. This 
is expected to translate into a 46% reduction in the levelized 
cost of energy (LCOE) for solar generation and a 27% 
reduction for wind generation by 2040.

1. Attractive climate & solar irradiance characteristics
The annual mean of daily horizontal global solar irradiation3 
in São Paulo is 1,911 kWh/m², comparable to cities such as 
Mexico City, Los Angeles and Cape Town, and is much 
greater than many other populous capitals across both 
developed and emerging markets including Madrid, Delhi, 
Jakarta and Sydney. Climate is such that the country 
experiences ideal sunlight hours for solar power generation. 
Brazil receives 4.25 to 6.5 sunshine hours on average each 
day and technological advances such as solar tracking 
systems further amplify the value of Brazil’s idealistic 
climate, allowing optimal exploitation of solar resources.

Cost of solar energy is expected to decrease by 46% 
from 2020 to 2040 (BRL/MWh)

129 184

LCOE average reduction (2020 2040)= 46%

90 126

71 99

Global horizontal irradiation (kWh/m² per year)
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Photo: Soro 6 (Unsplash.com)
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Prioritising Gold Loan 
Originations

Source: Companies’ Investor Presentations

SBI
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Union 
Bank
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puram

5,000
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Banks and NBFCs Number of Branches Q1FY23

24 .7%

Union 
Bank

10 .8%
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9 .9%
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Source: Companies’ Investor Presentation

Gold Loan Book FY21-FY22 YoY Growth

Source: Manappuram Investor Presentation
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18 .8%

Competitive landscape

Within the organised share of the gold loan market, 
growth rates have been healthy (18% CAGR 2018-
’22) and banks have historically dominated (c . 60% 
market share) . In the following section, we review the 
main players divided between NBFCs, the banks and 
Fintechs (Rupeek) .

Banks
Banks with the largest loan portfolios include Union Bank, 
State Bank of India, Indian Bank, ICICI and Federal Bank . 
Partly in response to a cautionary approach to credit 
origination during COVID, the RBI7 increased maximum 
loan-to-value limits for gold loans in October 2020 from 
75% to 90% for banks (but not NBFCs) . As a result, banks 
with abundant liquidity, such as those mentioned above, 
grew gold loans rapidly – in the second half of 2021 and 
into 2022, banks like State Bank of India and Federal Bank 
began to prioritise gold loan originations over other retail 
or MSME loans .

There are many factors that influence the extent to 
which banks prioritise gold loan origination (or not), 
including having the ability to originate and service 

6 . Muthoot Finance (MUTH), Manappuram (MGFL),IIFL Finance (IIFL), Muthoot FinCorp (Muth Fincorp) . Muthoot FinCorp and Muthoot Finance are two 
separate companies without any common promoters . While the two parameters are family, cousins, they have no mutual business relations .

NBFCs
There are two dominant NBFCs operating in the gold 
lending space in India – Muthoot and Manappuram – 
both listed on the stock market with a long history in gold 
lending . These specialist gold lending NBFCs have been 
successful in taking market share from banks historically 
thanks to some major relative advantages – faster under-
writing/origination and repayment flexibility . Relative to the 
size of assets, they have large branch networks (compara-
ble to the largest private and state banks), and all of their 
branches are dedicated to gold lending (this is not the 
case for traditional banks) . NBFCs saw a spike in market 
share during the COVID period, as most banks pulled back 
aggressively from all lending . NBFCs went from a market 
share of less than 40% in 2019 to 44 .5% during 2020 . 
Both Muthoot and Manappuram have historically had high 
returns and strong growth dynamics, although competitive 
intensity has increased of late .

Source: VEF estimates, FedFina, IIFL Finance, KPMG, Companies’ Investor 
Presentations

Covid outbreak Normalisation of  
Market Share
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NBFC’s Organised Gold Loan Market Share (Non-agri)6
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4 .9%

7 .1%

18 .6%

7 .3%

5 .2%

6 .5%

in-house . We think that the most important is excess 
liquidity, and the relative spread attainable . It is no coinci-
dence that the banks with the lowest loans-to-deposits 
ratio are the largest gold lenders . These banks deploy 
excess liquidity into gold lending, which is inherently 
low-risk . 

This is due to the more favourable treatment of gold 
loans from a risk-weighting perspective . Similar to 
treasuries, gold loans carry a zero-risk weighting com-
pared to average risk weights for other retail loans of 
50–100% . Banks typically assess where to place excess 
liquidity between gold and treasuries . As risk-free yields 
have declined, banks with the most liquidity (the lowest 
loans-to-deposits ratio) have sharply reallocated liquidity 
to higher-yielding gold loans . 
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Liquidity 
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Gold Loan Book  
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Investment Book  
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Source: Companies’ Investor Presentation

Banks’ Loans-to-Deposit Ratio (Q1FY23)
(Investment book includes SLR investments, shares, and  
debentures/certificate of deposits/mutual funds/commercial paper)

* Domestic only .

 Federal Bank Gold Yield Spread   Indian 5 Year Bonds Yield

Source: Federal Bank’ Investor Presentation, India 5 Year Bond History

Federal Bank Gold Loan Yield Spread vs Indian 5 Year Bonds
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– Low unit economics and commoditisation: Take rates, 
on average, are low across the various players in the 
payment space. In addition to competition to acquire 
volumes, the government and RBI have reduced the 
Merchant Discount Rate (MDR) of many payment 
schemes to promote digital payments and financial 
inclusion. This is a significant factor in driving adoption, 
particularly when UPI P2P became free, although it 
presents somewhat of a barrier for Fintechs to innovate 
around given low MDRs.

  This has led to payment companies launching val-
ue-added services to increase monetisation. Examples 
include: 

 – UPI-based issuers are diversifying into offering finan-
cial services to capitalise on large customer/merchant 
base they have built.

 – Acquiring businesses are starting to lend, funding 
the merchant based on digital sales volumes and 
facilitating seamless Buy-Now-Pay-Later (BNPL) for 
customers through their touch points.

– Tentative signs of consolidation: Prosus, the global con-
sumer internet group and one of the largest technology 
investors in the world, acquired BillDesk for US$4.7bn 
in August of this year. BillDesk is a one-stop online 
payment provider that helps customers organise, pay, 
and manage their regular and ongoing bills. The platform 
is used by consumers, banks, and companies. Prosus 
already owned PayU, which operates in multiple markets 
including India. PayU is an online payment gateway, and 
with the BillDesk transaction it has become the market 
leader in Total Payment Volume (TPV) terms. In our view, 
the primary motivation for the deal was to lower the 
per-unit cost of transactions via BillDesk’s scale and to 
gain access to its huge network of banks and relation-
ships to offer more services in the future. In addition, its 
stronger focus on large merchants should help PayU’s 
micro-lending business reach new potential users for 
its BNPL service, increasing monetisation. We expect 
further consolidation as leading players look to acquire 
scale volume and/or tech talent.

– High levels of friction: Indian payments infrastructure is 
very complex with unique payment methods, mandatory 
2 Factor Authentication (2FA), and many processors 
and wallets, amongst other challenges. This creates a 
lot of friction for merchants and consumers in digital 
payments, resulting in slow transaction speeds and low 
success rates. This is most acute for larger merchants, 
who often spend a great deal on marketing to bring the 
customer to their apps only to experience a large drop 
off at point of payment due to the high friction. Solving 
this with simple scalable solutions will create significant 
value for merchants.
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3,000

1,000
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of electronic payments, leapfrogging even developed nations.
India has launched free, instant and 24/7 digital payment infrastructure which has grown to dwarf other traditional forms 

Digital payments are far exceeding
 

debit card transactions now

Number of debit card transactions (POS) (mn) Number of UPI transactions (mn)
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Indian payments friction points
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Indian payments low unit economics
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Mercado Libre’s Embedded Finance  
revenue breakdown*
(% total Fintech revenue, Q1 ‘21)

Financing 
(discounting) 

29% 

Off-platform MDR 
(processing) 39%

mPOS  
sales 1%

Other 4%

Mercado  
Credito
revenue  
27%

* Discounting of receivables on the 
marketplace and off (mainly in POS 
business) are reported net of interest costs. 
Off-platform payments MDRs are reported 
gross of interchange.Credit revenues are 
reported net of funding cost, but excluding 
provisions for bad debt – this is included in 
sales & marketing expense.

Sources: Company reports/GS/BTG

Mercado Credito  
loan mix breakdown
(% total, Q4 ‘21)

Mercado Libre’s group TPV
(USD bln)

Consumer  
(loans) 50%

Merchants 32%

Consumer  
(credit cards) 
17%
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Mercado Pago and Embedded Finance

What is most striking about Mercado Libre’s Embedded 
Finance offering today is how long it has taken to build, 
the patience of management in its roll-out, and how broad 
and deep its ambitions are.

Mercado Pago was launched in 2003 as an escrow 
service for the Mercado Libre marketplace. After plac-
ing orders, buyers would deposit money to be held by 
Mercado Pago. Sellers would ship the order upon pay-
ment notification and receipt. Buyers would subsequently 
release funds to the seller via Mercado Pago upon receipt 
of goods. This allowed buyers and sellers to send and 
receive payments securely and provided a fraud-protec-
tion mechanism. 

Mercado Pago’s business subsequently experienced 
two meaningful inflection points:
• 2007: The escrow component began to be substituted 

by a direct payment product, which made the process-
ing payment more streamlined and shifted the pro-
cessing cost to the seller instead of the buyer. 

• 2014: It launched interest-free financing, allowing 
Mercado Libre to gradually expand the scope of sellers 
and listings required to use Mercado Pago.

Mercado Libre has invested heavily to grow both geo-
graphically (to Mexico and Argentina) and product-wise: it 
has increasingly focused on deploying solutions to parts 
of the population (both merchants and consumers) that 
are not reached or are underserved by traditional financial 
services. This also paved the way to expand its offering 
from payments into lending products, with the launch of 
Mercado Credito in 2016.2

As of Q4 2021, Mercado Pago processes 100% of the 
volume on Mercado Libre (c. USD 100 bln annualised). It 
has 35 mln Fintech users, with 20 mln of these also being 
wallet users.

2. Mercado Libre/Goldmans Sachs/JPM/Brizo Capital.

Embedded Finance in public markets: Mercado Libre

Introduction
We have dedicated resources at VEF focused on studying 
best-in-class publicly listed fintech businesses to deepen 
our knowledge particularly around new innovations/strat-
egies/use cases but also to allow us to become better 
private investors.

A company we have admired since the fund’s inception 
is Mercado Libre. It is the largest eCommerce ecosys-
tem in Latin America with a presence in over 18 coun-
tries. Today it is a c. USD 60 bln company with projected 
sales of USD 7 bln in 20221. It has been one of the earliest 
adopters of Embedded Finance at scale, having started 
out in 1999 as an e-commerce platform. We think readers 
will find it insightful to learn how this strategy evolved and 
what its future holds.

1. Koyfin
Fintech Products and Monetisation
Fintech makes up 36% of Mercado Libre’s total net reve-
nue (Q4 2021), which translates into a 3% take rate on TPV 
(or 2% excluding the Mercado Credito lending product). 

The main revenue streams within Mercado Pago come 
from financing (which is estimated to account for c. 30%), 
processing (est. c.40%) and lending (c.35%).3   

Specifically on the lending side, Mercado Pago has a 
gross loan book of USD 1.7 bln (Q4 2021, up from USD 
479 mln a year earlier). This accounted for c. 7% of TPV 
and comprises a mix of merchant and consumer credit 
– charging high monthly rates using on-balance sheet 
equity with high contribution margins despite elevated 
cost of risk.

Like some Southeast Asia super apps, Mercado Pago 
has become a fully integrated Embedded Finance player – 
it processes payments and lends from its balance sheet, 
instead of availing of banking-as-a-service fintechs. 
However, it does partner with multiple banks and fintechs 
to layer onto the wallet an increasing amount of services, 
including investment products, onto the Mercado Libre 
wallet.

3.  Mercado Libre limited disclosure breakdown of Fintech revenues 
after Q1 2021.

Ingredients of success
Mercado Pago’s wallet has been a critical factor in the 
company’s success. It has provided customers with a safe, 
reliable, mobile-first solution to access and avail of financial 
service products, developed both in-house and through 
financial service partnerships. 

Its verticalization of financial service provision to acquire 
customers has been highly successful in Brazil, where 
Mercado Pago had a large user base to begin with, built 
on top of Mercado Libre’s e-commerce platform. It has 
allowed many unbanked consumers to leapfrog the bank-
ing system and gain access to financial services.  

Covid-19 accelerated the adoption of its wallet, as TPV 
accelerated due to the shift from cash to digital. Although 
monetisation is relatively low today, customer acquisition 
costs are also low. This is a key competitive advantage of 
Mercado Pago over traditional banks.

Beyond the core Embedded Finance verticals outlined 
above, Mercado Pago is using the trust it has built up with 
its fintech user base to offer additional financial services 
such as asset management products (money market funds) 
in Argentina, Brazil, and Mexico under the name Mercado 
Fondo. This creates a new source of revenue in terms of 
float income, provides the customer with a higher yield on 
their deposits and improves the platform’s unit economics. 

Mercado Libre/Pago customer footprint
(Q4 ‘21)

Unique fintech active users 
are those who have made 
a wallet payment online, in 
app or in store; withdrawn 
part of balance; taken out 
credit; used card; sold via 
wallet or POS; user of asset 
management or insurance. 
Unique wallet payers include 
QR code online or in store, 
P2P transfer within Pago, bill 
payment/mobile top up. Source:  

Mercado Libre

Mercado Libre’s eCommerce ecosystem provides a 
complete portfolio of services to facilitate online and 
offline commercial transactions across 6 core segments: 

1. Mercado Libre Marketplace: An eCommerce platform 
where businesses, merchants, and individuals can list 
merchandise and conduct sales/purchases.

2. Mercado Envios Logistics: A streamlined logistics system 
that allows sellers to provide seamless delivery through 
third-party carriers as well as fulfilment and warehousing 
services.

3. Mercado Credito: Offers robust credit solutions including 
loans to marketplace merchants. Interest and principal 
payments are collected from a merchant’s existing 
marketplace sales.

4. Mercado Shops: Offers sellers online store solutions. 
Sellers pay a subscription fee to set up and manage their 
online storefront.

5. Mercado Libre Publicidad: Offers advertising solutions 
that allow businesses to promote themselves by utilizing 
targeted ads on Mercado Libre’s webpages. 

6. Mercado Pago: Provides fintech solutions that enable 
processing, gateway, and mobile payment services. 
Mercado Pago allows sellers to accept digital payments 
in-store and online.

Unique MELI Active  
Users (ecosystem) 82.2 mln

Unique Fintech  
Active Users 34.5 mln

Unique Wallet 
Payers 20.0 mln
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