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Executive Summary 

Australia's Buy Now Pay Later sector underwent remarkable transformation between 2020 and 

2025, growing from $7.35 billion to $21.8 billion. This case study examines how BNPL reshaped 

consumer finance, creating both significant opportunities and concerning risks. While 30% of 

Australian adults adopted BNPL services, research revealed that one in five users experienced 

financial hardship severe enough to skip meals. 

The COVID-19 pandemic accelerated digital payment adoption, with BNPL transaction volumes 

increasing 55% in 2020. Afterpay emerged as a global leader before its $29 billion acquisition by 

Block, while the regulatory landscape evolved from industry self-regulation to comprehensive 

credit licensing requirements. The sector contributed $14.3 billion to GDP and created 99,200 

jobs yet simultaneously exposed vulnerable consumers to financial stress. 

Australia pioneered regulatory frameworks that became global benchmarks. However, the 

industry now faces a mature market environment where compliance costs have driven 

consolidation, and traditional financial institutions have entered with significant competitive 

advantages. The sector's future depends on sustainable business models, responsible lending 

practices, and balanced consumer protection. 

 

 

 

  



Introduction: The BNPL Boom 

The March 2020 lockdowns marked a pivotal moment for Australian consumer finance. Buy 

Now Pay Later services, previously associated primarily with millennial fashion purchases, 

rapidly evolved into mainstream financial products. BNPL offered consumers immediate 

purchase capability with deferred payment, without traditional credit checks or interest 

charges. 

The model differed fundamentally from existing credit products. Unlike credit cards with 

revolving balances and compound interest, BNPL provided fixed payment schedules and 

transparent fee structures. Unlike traditional layaway programs requiring full payment before 

product delivery, BNPL delivered goods immediately while spreading payments across several 

weeks. 

The pandemic created ideal conditions for BNPL expansion. Physical retail restrictions drove 

digital commerce adoption, economic uncertainty made consumers cash-conscious, and 

government stimulus programs provided spending capacity. Online shopping shifted from 

convenience to necessity, with BNPL bridging the gap between financial caution and consumer 

demand. 

By mid-2020, BNPL transaction volumes were growing at 55% annually, far exceeding 

traditional payment methods. What began as an alternative payment option was rapidly 

becoming standard consumer behaviour, setting the stage for fundamental changes in 

Australian financial services. 

 

  



Market Landscape: The Numbers Tell the Story 

Australia's BNPL market experienced extraordinary growth that exceeded industry projections. 

The sector transformed from a fintech experiment into a multi-billion dollar industry within five 

years: 

Market Size Evolution: 

• 2020: $7.35 billion (baseline year) 

• 2021: $7.85 billion (7% growth despite economic uncertainty) 

• 2022: $11.82 billion (50% surge as restrictions lifted) 

• 2023: $14.24 billion (20.5% sustained expansion) 

• 2024: $16.84 billion (14.8% growth indicating market maturation) 

• 2025: $21.87 billion (projected) 

 

This represents 189% total growth over five years, with a compound annual growth rate of 

19.8%. BNPL became Australia's fastest-growing payment segment, with transaction volumes 

increasing from $10 billion to $19 billion, capturing 2% of all card purchases. 

Australia achieved remarkable global prominence in BNPL adoption. Despite representing only 

0.3% of global population, Australia accounts for 3.4% of worldwide BNPL transaction value. 

This indicates market penetration rates ten times higher than global averages, comparable only 

to Nordic countries with advanced digital payment infrastructure. 

Consumer adoption peaked at 49% in 2022 before stabilizing at 43% by 2024, representing over 

7 million active accounts. The average Australian BNPL user maintains 1.8 accounts across 

different providers, indicating sophisticated usage patterns and market maturation. 

Geographic distribution followed urban population patterns, with Sydney and Melbourne 

leading adoption rates. However, regional centres quickly embraced BNPL as provider networks 

expanded and digital payment comfort increased. By 2025, BNPL had become deeply 

embedded in Australian commerce infrastructure. 



The Players: Market Evolution and Consolidation 

 

 

Afterpay: Pioneer to Global Leader 

Afterpay entered 2020 as Australia's dominant BNPL provider, though questions remained 

about long-term profitability. The company's response was decisive and successful. Fiscal year 

2020 results showed $11.1 billion in global sales (112% growth), 9.9 million active customers, 

and net transaction margins of $261.3 million. 



The pandemic validated Afterpay's business model as consumers embraced deferred payment 

options during economic uncertainty. Brand awareness reached 70% among Australian 

consumers, with "Afterpay" becoming synonymous with BNPL services in common usage. 

Block's acquisition of Afterpay for $29 billion in January 2022 represented a watershed moment 

for Australian fintech. The deal validated both the BNPL model and Australia's capacity to 

develop globally competitive financial technology companies. Post-acquisition, Afterpay 

contributed $1.04 billion in revenue and $755 million in gross profit to Block, processing $27.3 

billion in payments across 24 million global users. 

Zip Co: Strategic Adaptation 

As Australia's second-largest BNPL provider, Zip faced the challenge of competing against 

Afterpay's market dominance while building sustainable operations. The company pursued 

geographic diversification and product differentiation, expanding into the United States and 

developing distinct offerings for different transaction sizes. 

Financial performance demonstrated resilience despite challenging conditions. FY24 revenue 

reached $868 million (28% growth) with transaction volumes of $10.1 billion. Profitability 

remained elusive until Q3 FY25, when the company achieved positive cash EBITDA of $46 

million, representing 219% year-over-year improvement. 

Consolidation and Traditional Finance Integration 

From 2022 to 2024, the BNPL industry in Australia experienced major consolidation as rising 

compliance costs and profitability pressures forced weaker players like Openpay and Laybuy to 

exit or be acquired. The number of active providers shrank from dozens to fewer than ten, with 

survivors relying on strong technology, merchant networks, and regulatory readiness. 

At the same time, traditional financial institutions entered the space. PayPal’s launch of Pay in 4 

and Commonwealth Bank’s StepPay and Klarna investment signalled that BNPL had become 

core financial infrastructure. These entrants brought advantages like compliance systems, fraud 

detection, and brand trust—but faced challenges keeping pace with BNPL’s innovation cycles. 

By 2025, market leadership was concentrated among Afterpay (Block), Zip Co, Klarna, and 

PayPal. These firms succeeded by balancing compliance, scale, and strategic focus—while 

others lacking sustainable models or differentiation fell behind. 

 



Consumer Behaviour: Demographics and Financial Impact 

User Demographics 

BNPL users demonstrate distinct demographic patterns concentrated among younger, digitally 

engaged consumers. Usage rates reach 40% among 18–39-year-olds compared to just 10% for 

those over 65. Interestingly, consumers with multiple BNPL accounts often earn less than 

$35,000 annually, suggesting the service functions as both a convenience tool and essential 

credit access. 

Gender distribution shows 53% male and 47% female users, challenging early perceptions of 

BNPL as primarily appealing to female fashion shoppers. Geographic concentration follows 

Australia's urban centers, with Sydney and Melbourne showing highest adoption rates due to 

digital infrastructure advantages and higher living costs. 

Generational Patterns 

 

*General Population % indicates the share of each age group in the overall population. 

Generation Z (18-24): This cohort demonstrates strongest BNPL preference, with 59% 

considering it their primary e-commerce payment method. Annual spending growth reaches 

35% among this group. However, 94% link BNPL accounts to debit rather than credit cards, 

indicating limited traditional credit access. Concerningly, 49% of consumers who reduce 

essential spending to meet BNPL payments fall within the 18-29 age range. 



Millennials (25-39): Representing 40.6% of all BNPL users, millennials demonstrate 

sophisticated usage patterns across diverse categories. Their BNPL spending on small business 

purchases increased 180% since 2020, indicating comfort with the payment method beyond 

traditional retail categories. 

Generation X and Baby Boomers: Older demographics show more selective BNPL adoption, 

typically for larger considered purchases where payment flexibility provides genuine value. 

While adoption rates remain lower, satisfaction levels among older users who do engage with 

BNPL tend to be higher. 

Spending Patterns and Categories 

BNPL usage spans diverse categories, with fashion representing 14% and electronics 10% of 

transactions. Growth categories include travel, healthcare, and automotive services. Average 

BNPL transactions of $150 significantly exceed typical card payments of $86, indicating use for 

considered rather than impulse purchases. 

Usage frequency data reveals that 70% of consumers use BNPL "every few months or less," with 

only 3% using services weekly or more frequently. This pattern suggests most consumers treat 

BNPL as a strategic financial tool rather than a primary payment method. 

Financial Stress Indicators 

ASIC research revealed concerning patterns of financial stress among BNPL users. Twenty 

percent of users reported cutting back on essential items, including meals, to meet payment 

obligations. This represents approximately 1.4 million Australians experiencing significant 

financial hardship. 

Among users who defaulted on BNPL payments: 

• 44% missed other household bills 

• 32% missed credit card payments 

• 22% missed mortgage repayments 

• 15% took out additional loans to meet BNPL obligations 

Consumers with multiple BNPL accounts showed particularly concerning patterns. Among those 

with three or more providers, 25% reduced essential spending and 20% sought additional credit 

to meet obligations. Average BNPL debt per consumer decreased from over $1,000 to under 

$900 by July 2024, potentially indicating improved consumer awareness and market 

maturation. 

 



Regulatory Evolution: From Innovation to Oversight 

Initial Regulatory Findings 

ASIC's November 2020 Report 672 marked a turning point in regulatory attitudes toward BNPL. 

The report documented significant consumer harm: one in five users missing payments, $43 

million in missed payment fees (representing a 38% annual increase), and concerning spillover 

effects into other financial obligations. 

The research identified that BNPL users were 75% more likely to experience financial stress 

compared to the general population (21% versus 12%). This correlation, whether indicating that 

BNPL attracted vulnerable consumers or contributed to their vulnerability, demanded 

regulatory response. 

Industry Self-Regulation Attempts 

The industry responded with the world's first voluntary BNPL Code of Practice in March 2021, 

covering approximately 75% of the market. The Code established nine key commitments 

including credit checks for transactions exceeding $2,000, prohibition of services to minors, 

anti-money laundering compliance, and upfront payment capability assessments. 

An independent Code Compliance Committee received authority to investigate breaches and 

impose sanctions. However, Peter Kell's 2023 independent review identified significant 

limitations in voluntary standards, particularly around comprehensive affordability assessments 

and dispute resolution mechanisms. 

Transition to Comprehensive Regulation 

The Australian government's May 2023 decision to regulate BNPL under the National Consumer 

Credit Protection Act represented fundamental policy shift. The Treasury Laws Amendment 

(Responsible Buy Now Pay Later and Other Measures) Bill 2024 created a "Low Cost Credit 

Contract" framework specifically designed for BNPL characteristics. 

Key regulatory requirements effective June 2025 include: 

• Mandatory Australian Credit Licence for all providers 

• Responsible lending obligations including affordability assessments 

• Consumer protection measures including hardship provisions 

• Fee limitations and comprehensive disclosure requirements 

 

 



Implementation Challenges and Market Response 

Regulatory compliance created significant cost pressures. Initial licensing costs ranged from 

$30,000 to $100,000, with major providers investing $500,000 to $2 million in systems 

upgrades. Ongoing compliance increased operational costs by an estimated 15-25%. 

Market leaders like Afterpay/Block and Zip invested heavily in compliance infrastructure and 

submitted early licence applications. Smaller providers faced difficult decisions regarding 

market exit or consolidation. ASIC's May 2023 stop order against Humm for inadequate Target 

Market Determination demonstrated regulatory willingness to enforce compliance aggressively. 

Australia's balanced approach to BNPL regulation influenced international frameworks. The 

European Union's amended Consumer Credit Directive drew explicitly from Australian 

experience, while other jurisdictions studied the "Low Cost Credit Contract" model as a 

template for proportionate regulation. 

 



 



Market Impact: Retail, Credit, and Economic Transformation 

Retail Sector Evolution 

BNPL fundamentally altered retail dynamics beyond simple payment processing. Merchants 

reported average conversion rate increases of 14% and average order value improvements up 

to 50%. Online retailers particularly benefited, with cart abandonment rates decreasing 28% 

when BNPL options were available. 

Major retailers including Myer, JB Hi-Fi, and IKEA integrated multiple BNPL providers, 

recognizing payment flexibility as essential for competitive positioning. However, merchant fees 

of 3-6% significantly exceeded traditional card processing costs of 1.25-1.75%, creating margin 

pressure that smaller retailers struggled to absorb. 

Traditional Credit Market Disruption 

BNPL captured significant market share from traditional credit products, particularly among 

younger demographics. Credit card applications among millennials and Gen Z consumers 

declined as these cohorts increasingly viewed traditional revolving credit as unnecessarily 

complex and potentially harmful. 

Banks responded with strategic initiatives including proprietary BNPL offerings and partnerships 

with established providers. Commonwealth Bank's StepPay launch and Klarna investment 

exemplified recognition that BNPL represented permanent market evolution rather than 

temporary disruption. 

Financial institutions possessed inherent advantages including established fraud detection 

capabilities, comprehensive customer data, and existing regulatory compliance infrastructure. 

These advantages became increasingly valuable as the regulatory environment tightened. 

Economic Contribution and Costs 

Independent analysis revealed BNPL's substantial economic impact. The sector supported 

99,200 jobs and contributed $14.3 billion to GDP in FY21. Small business adoption was 

particularly strong, with 75% viewing BNPL as important for growth strategies and 50% 

crediting it as crucial for pandemic survival. 

However, economic benefits must be balanced against costs. The 20% of users experiencing 

financial stress represented approximately 1.4 million Australians, with associated economic 

impacts including reduced productivity, relationship stress, and increased demand for financial 

counseling services. 

Future: Maturation and Evolution 



 

Market Growth Projections 

Industry forecasts suggest continued but moderated growth, with the market reaching $32.89 

billion by 2030. Annual growth rates are expected to stabilize around 8.5%, reflecting market 

maturation and regulatory constraints. The focus has shifted from customer acquisition to 

profitability, as demonstrated by Zip's achievement of positive cash EBITDA in Q3 FY25. 

Technological Innovation 

Artificial intelligence and machine learning are enhancing credit decisioning and fraud detection 

capabilities. Real-time personalization enables dynamic payment terms based on individual risk 

profiles. Integration with broader payment ecosystems continues, as evidenced by Apple's 

decision to partner with Klarna rather than maintain standalone BNPL offerings. 

 

Strategic Partnerships and Market Structure 

Traditional financial institutions are increasingly partnering with BNPL providers rather than 

competing directly. These partnerships combine banks' regulatory expertise and customer 

relationships with BNPL providers' technology and user experience capabilities. The evolution 



toward comprehensive financial services platforms may represent the industry's long-term 

direction. 

Regulatory Evolution 

The June 2025 implementation of credit licensing requirements establishes a new operational 

baseline. Future regulatory development may include risk-based approaches that provide 

flexibility for providers demonstrating strong consumer outcomes. International regulatory 

harmonization will become increasingly important as providers expand globally. 

Emerging Opportunities 

Business-to-business BNPL represents significant growth potential, addressing small business 

cash flow needs. Cross-border payment capabilities and integration with emerging commerce 

models including social commerce and subscription services offer additional expansion 

opportunities. Environmental, social, and governance considerations may drive development of 

sustainable finance initiatives within BNPL frameworks. 

  



Conclusion: Lessons from the Revolution 

Australia's BNPL revolution from 2020 to 2025 represents a compelling case study in financial 

innovation, market transformation, and regulatory evolution. The industry's growth from $7.35 

billion to $21.8 billion created new financial services paradigms while exposing significant 

consumer risks. 

Success factors included addressing genuine consumer needs for payment flexibility, leveraging 

digital transformation accelerated by COVID-19, and building scalable technology platforms. 

Afterpay's journey from startup to $29 billion acquisition demonstrated the potential for 

Australian fintech innovation on a global scale. 

However, the identification of financial stress affecting 20% of users necessitated regulatory 

intervention. The evolution from industry self-regulation to comprehensive credit licensing 

requirements illustrated the challenges of balancing innovation with consumer protection. 

Australia's regulatory framework has become a global benchmark for proportionate BNPL 

oversight. 

Key lessons for financial services innovation include: 

• Successful innovation addresses specific unmet consumer needs 

• Rapid growth without sustainable business models creates systemic risks 

• Proactive engagement with regulators facilitates better outcomes than resistance 

• Market maturation inevitably leads to consolidation and professionalization 

• Traditional institutions' advantages in compliance and risk management remain valuable 

The BNPL revolution permanently altered Australian consumer expectations regarding payment 

flexibility and credit access. Traditional financial products must adapt to these changed 

expectations or risk obsolescence. The industry's evolution from disruptive innovation to 

regulated financial service provides a template for managing future fintech developments. 

As the sector matures, success will depend on operational excellence, regulatory compliance, 

and genuine value creation for consumers and merchants. The challenge is ensuring that 

payment flexibility enhances rather than compromises consumer financial wellbeing. Australia's 

BNPL experience demonstrates both the transformative potential and inherent risks of financial 

innovation. 
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