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Introduction 

 

In recent decades, the way we manage money and access credit has undergone radical 

changes, partly thanks to technological advances that have revolutionized the financial sector. 

From the era of cash transactions and traditional bank credit lines, we have moved towards a 

digital universe, where payments, financing and resource management are characterized by 

speed, convenience and accessibility. This is the backdrop to the rapid growth of the Buy Now 

Pay Later (BNPL) model, a solution that is profoundly changing the interaction between 

consumers, merchants and financial institutions. This thesis aims to offer a critical and up-

to-date analysis of the BNPL phenomenon (not only in Italy but also in the rest of the world) 

by integrating theoretical analysis, market data, sector studies and regulatory considerations. 

Through a multidisciplinary approach, the objective is to explore how technology, digital 

marketing and new regulations are shaping the future of payments and credit, directly 

influencing consumers' choices and financial well-being. 
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Chapter I: 

Introduction to BNPL and Fintech Providers 

 

This chapter aims to provide a comprehensive introduction to the phenomenon, offering 

readers an initial understanding of both how it works technically and the broader context in 

which it operates. The first part will analyze the essential characteristics of the BNPL model. 

The second part will be dedicated to the main fintech providers that have built their identity 

around this business model. Well-established companies such as Klarna and Affirm, will be 

presented, analyzing their financial results and by providing an opinion. Finally, some 

quantitative data on the spread of BNPL internationally will be presented, highlighting the 

growth in transaction volume and the most dynamic markets. The aim of this chapter is 

therefore to provide the theoretical and descriptive foundations necessary to tackle the 

subsequent chapters. 
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1.1 How the BNPL model works in the Fintech world 

 

Today, the world of finance has changed profoundly with the advent of technology. The term 

“fintech”, now widely used, encompasses a wide range of entities, from emerging start-ups to 

global giants, to companies that are breaking the mould, revolutionizing the way financial 

services are provided (McKinsey, 2024). Whereas in the past, the management of payments, 

investments and loans was a monopoly of large banks, today it is being targeted by lean 

organizations that leverage the cloud, proprietary algorithms and innovative strategies. 

Between 2015 and 2021, the sector saw rapid growth in investment, rising from $19 billion 

to over $90 billion, driven by the acceleration of digitalization due to the pandemic and almost 

absolute confidence in technological solutions. This has led not only to greater efficiency, but 

also to a transformation of market rules and expectations, often outside traditional 

regulations.  

According to McKinsey, there will be rapid growth in fintech in Africa, Asia, Australia and New 

Zealand, Latin America and the Middle East. In these places, the seven technologies that will 

be key drivers of the future are artificial intelligence, which alone can add £4.4 billion per 

year to the global economy, and six other technologies. Blockchain will continue to be 

important with technologies such as smart contracts and zero-knowledge proofs (a way to 

prove you have information without revealing what it is). Cloud computing, where the world's 

500 largest companies can make more than £1 trillion in profits before paying taxes, thanks 

to this technology. The other driver is Internet of Things applications for the financial sector, 

which include perception systems and smart sensors, wireless networks, and support for 

applications and operations. Open source software, serverless architecture, and software as 

a service (SaaS) are becoming essential for traditional financial institutions and technology 

start-ups, as it promotes collaboration, reduces development costs and provides robust 

solutions supported by global developer communities. Serverless architecture, on the other 

hand, stimulates innovation by allowing fintech start-ups to outsource infrastructure 

management to providers such as Amazon Web Services, Microsoft Azure or Google Cloud, 

enabling them to focus on application development without worrying about hardware. A very 

popular model is Software-as-a-Service (SaaS), which allows users to use up-to-date software 
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via an online subscription. Applications such as Salesforce for customer management and 

Microsoft 365 for productivity are concrete examples of this. For banks and fintech 

companies, SaaS means secure and scalable resources, with costs linked to actual usage 

rather than initial purchase. In addition, no-code and low-code development platforms 

simplify application creation, allowing even those without in-depth technical skills to build 

customized solutions, thanks to intuitive interfaces and ready-made templates. 

A turning point in fintech innovation is hyper-automation, which integrates artificial 

intelligence, machine learning, deep learning and event-based systems to automate processes 

that were once manual. This has made it possible to optimize customer identification (KYC), 

improve credit risk analysis, detect fraud in real time and monitor large volumes of 

transactions quickly. The result is a significant reduction in operating costs combined with 

faster and more accurate decisions. 

In summary, fintech is profoundly changing the way the financial sector operates. Thanks to 

continuous advances in AI, cloud computing, automation and intuitive development tools, not 

only is steady growth expected, but also radical transformation, offering businesses and 

consumers faster, safer and smarter ways to manage their money. 

It’s inside this landscape that Buy Now, Pay Later (BNPL) which is a form of short-term 

financing that allows consumers to purchase a good or service by paying only part of the 

amount at the time of the transaction and deferring the balance to a future date. In many 

cases, the debt can be divided into several fixed instalments, to be paid over a period 

determined by the terms and conditions of the service provider (Wikipedia, 2025). 

The BNPL can be compared to a credit card in that the purchase can be paid in installments, 

but unlike the latter, the process is managed entirely online. In this case there are three main 

subjects: the customer, the merchant, and the financier. The image below shows a diagram 

that simplifies the procedure. 
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Source: Diagram elaborated by the Reserve Bank of Australia 

 

In Italy, for example, as noted by the CRIF database, BNPL is a phenomenon that in the second 

half of 2024 saw the amounts disbursed in the form of consumer credit grow by 85% 

compared to two years earlier, while in the same period, small ticket financing – traditional 

loans of less than €5,000 – recorded a slight decrease (-1%) (CRIF, 2025). 
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Source: Elaborated by the CRIF Database 

 

1.2 Evolution of credit instalment 

 

Before receiving financing, the credit intermediary, which may be a bank or other financial 

institution, is required to assess the customer's ability to repay. In this process, they can use 

two tools (in the Italian context): the Bank of Italy's Central Credit Register  or a Credit 

Information System (SIC). According to Italian law, consumers have the right to be 

immediately informed, based on access to their bank details, if their credit application is 

rejected. Consumers can also consult the information in the Central Credit Register and the 

SIC databases and find out who reported them. If they believe the information concerning 

them is incorrect, they can challenge it and request verification and correction. To do so, they 

can contact the person who reported them directly or write to the database manager. There 

is no single, unilateral procedure for calculating creditworthiness. Each institution proceeds 

differently, based on its internal policies and its own situation. According to the author (Proto, 

2021) the two stages include a quantitative analysis and qualitative analysis which apply both 

to the assessment of financing requests from companies and businesses to consumer credit. 
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To protect itself, the bank may also require personal guarantees (such as a guarantor) or 

collateral (a mortgage). These guarantees do not eliminate the risk of insolvency, but they do 

offer the bank the possibility of resorting to these measures in the event of non-payment. 

Once the loan is approved, the bank disburses the requested amount and begins to constantly 

monitor the customer's position. Unlike traditional credit, which requires time, 

documentation and in-depth assessments, BNPL reduces barriers to access. Users do not 

have to provide formal guarantees or undergo complex investigations, as only a few details 

are required to immediately start paying for their purchase in instalments. If we want to 

analyze how these intermediaries are financed for conducting their business, an interesting 

study by the academic researchers (Cornelli, Gambacorta, & Pancotto, 2023) inside a report 

of the Bank for International Settlements shows the process. It is mostly carried out with 

private capital, with venture capitalists accounting for the largest share of investors, and 

many pension funds among the limited partners. 

Below is a graph showing the calculations made by Giulio Cornelli et al. 

 

 

 

 

 

 

 

 

 

Source: BIS quarterly review 
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Adoption of the service is particularly high in app downloads and active users in Australia 

and Sweden. China, Finland, Germany, the Netherlands, New Zealand, Norway, Singapore, the 

United Kingdom, and the United States are also important markets. Most users are under 35 

years old. In the US, it is mainly used by people with lower incomes and education levels, 

according to the BIS report. Consistently, US datasets show that BNPL users have higher 

debts, lower credit scores, and more delinquencies than non - users. In 2021, as Covid 

stimulus measures ended, the rate of failed BNPL payments increased and surpassed that of 

cards. The regulation of the service is ultimately approached differently around the world.  

 

1.3 Analysis of big players in the market  

 

In the global Buy Now Pay Later landscape, three major players stand out in terms of size and 

performance: Klarna, Affirm and PayPal. Klarna, a Swedish fintech company, has built one of 

the largest commerce networks in the world, measured by the number of consumers and 

merchants, serving approximately 93 million active Klarna consumers and more than 

675,000 merchants in 26 countries as of December 31, 2024, and facilitating $105 billion of 

GMV (the total monetary value of products and services sold through the Klarna network over 

a given period of time). 

If we observe the income statement net operating revenues increased compared to 2023, but 

credit losses still remain significant due to impaired loans to the public. Please refer to note 

14 of the financial statements for further details. 
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Source: Klarna Financial Reports section 

 

As for Affirm, for the fiscal year ended June 30, 2024 they have facilitated consumer 

purchases of $26.6 billion in GMV. Interest rates charged to consumers vary depending on 

several factors including transaction risk, creditworthiness of the consumer, the repayment 

term selected by the consumer, the amount of the loan, and the individual arrangement with 

a merchant.  However, as reported by management, there are risks associated with debt 

levels, as the company may not continue to generate sufficient cash flow from operations in 

the future to service their debt and make necessary capital expenditures. This may involve 

adopting one or more alternatives, such as selling assets, restructuring debt or obtaining 

additional equity capital on terms that may be onerous or highly dilutive. Financial results 

are shown below. 
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Source: Affirm Financial Reports section 

 

If we examine the financial statements of the two companies, we can see that these two 

competitors have generated losses in recent years, mainly due to substantial investments in 

marketing, technological development and customer acquisition. These costs are partly due 

to operating expenses related to aggressive marketing and credit risk management, including 

impaired loans due to non-payments. In this simple analysis, it is reasonable to ask whether 

the business model of these providers will be sustainable in the future, as the financial results 

show clear signs that customers are late in paying one or more instalments or that the credit 

has become irrecoverable. 
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1.4 The Business Model 

 

It’s clear that BNPL Providers don’t make money if they apply interest-free instalment 

payments for consumers. If we look at Klarna's history, the profiles of the three founders are 

interesting. In 2005, the idea for Klarna was born from Siemiatkowski's experience at a debt 

collection agency specializing in e-commerce: some merchants had confided in him that they 

would gladly delegate transactions if someone else took on the risk of non-payment. If we 

take a closer look at how the Swedish unicorn's business model works nowadays the main 

sources of income derive from primarily merchant fees, but also earns from interest charges, 

late fees and in store Klarna Card transactions. Its banking license enables them to maintain 

a low-cost stable funding model based on consumer deposits. Affirm instead generates 

interests on loans it provides in addition to merchant fees. 

 

1.5 Differences with other financial instruments 

 

This section compares the BNPL model with other financial products offered by banks and 

intermediaries. Let's start with credit cards, instruments issued by banks or financial 

institutions that allow users to purchase goods or services or obtain cash loans up to a set 

limit, with the obligation to repay them later. Unlike normal purchases, cash withdrawals 

using a card, also known as cash advances, generally incur an initial fee of between 3 and 5% 

of the amount withdrawn. The interest rate is higher, and interest starts the day someone 

takes the cash (no grace period), compounding daily. Anyone can’t take out unlimited cash 

but there’s a separate, smaller “cash advance limit.” Some things that feel like purchases 

money orders, prepaid cards, lottery tickets, casino chips, certain government fees, even 

some mobile payments can be coded as cash advances, so they get hit with the higher rate 

and no grace period. Another substantial difference concerns the fact that, for purchases 

made with traditional credit cards, there is usually a grace period, which can vary from 

approximately 20 to 55 days depending on the issuer, during which no interest is charged if 
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the entire balance is paid off by the due date. If even a small portion remains unpaid, interest 

is calculated from the date of each individual purchase using the standard formula:  

Interest = (APR/100 × average daily balance) / 365 × days overdue 

Where APR is the annual percentage rate, average daily balance indicates the average value 

of the daily debt, and days overdue are those in which the balance remains outstanding. 

The difference with debit and prepaid cards, instead, is that the last typologies do not grant 

credit because consumers can only spend what they have in their account or have topped up. 

Other categories of consumer credit include personal loans granted directly to households 

for any purpose as home renovation, purchases, travel, and healthcare expenses. A distinction 

is with the special-purpose loans, as the latter are loans linked to the purchase of a specific 

good or service like for examples cars, electronics, household appliances, furniture, travel. A 

particular form of consumer credit found in Italy is salary-backed loans, which consist of 

assigning a portion of one's salary or wages up to a value of one-fifth of the total amount, 

assessed net of deductions. The last and least well-known category is debt consolidation, 

which allows consumers to consolidate their obligations by taking out loans or mortgages on 

more favorable terms, thereby avoiding possible default. 

 

1.6 Differences in the contracts  

 

We will now review a Paypal BNPL contract alongside HeyLight's revolving credit card. The 

information comes from the contract forms of the two companies. 

The agreement with HeyLight (HeyLight, 2025) features a revolving credit line linked to a 

digital credit card with installment options. Unlike typical BNPL products, the repayment 

method is not fixed at the time of purchase. Instead, customers can decide after the monthly 

statement is issued, within two days. The contract includes a relatively high APR, which sets 

it apart from standard BNPL solutions that often promote 0% APR. As a revolving facility, 

repayments are made according to the rules in Article 1194 of the Italian Civil Code. Payments 
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first go to interest and charges, then to fees and collection costs, and finally to the principal 

amount. For installments, the repayment plan depends on the amount of each purchase:  

• Purchases up to €29.99 must be repaid in a single payment.  

• Purchases between €30 and €59.99 can be split into 3 or 6 installments.  

• Purchases of €60 or more may be divided into 3, 6, or 12 installments. The number of 

installments cannot be predetermined. It depends on the amount and frequency of 

purchases over €30. In any case, the contract states that each installment must be at 

least €5. A major concern is the risk of non-payment, which could incur additional 

costs for the customer.  

For out-of-court recovery, Compass charges:  

• 12% of the unpaid installment for the first missed payment.  

• 20% of subsequent unpaid installments. The minimum charge is €10 (€5 if the missed 

installment is €15 or less), and the maximum charge cannot exceed €90. If the case 

goes to legal recovery, customers will be responsible for the actual costs incurred by 

Compass.  

In cases where the benefit of the term is lost (meaning the entire debt is immediately due), 

the following applies:  

• A fee equal to 5% of the remaining balance, excluding the installation that caused the 

forfeiture.  

• The actual legal costs are incurred.  

• Default interest at 1.5% per month on the overdue and unpaid installments. Compass 

does not mean that the default interest rate cannot change. If payment is missed, the 

customer's situation may be reported to both public and private credit databases. 

As regards PayPal, the company offers two types of solutions, as reported on their website 

(PayPal, 2025). In the first plan, consumers can choose to pay in four interest-free monthly 

instalments, with no late payment penalties, and with:  

• APR - 0.00%,  



16 
 

• APPLICATION FEE - $0.00,  

• NON-SUFFICIENT FUNDS FEE CHARGED BY PAYPAL - $0.00, PREPAYMENT PENALTY 

- $0.00 

The amount subject to approval in this case is between $30 and $1,500. As for the second 

plan, PayPal applies a fixed APR between 9.99–35.99% depending on the amount financed. 

The second option involves paying in monthly instalments of up to 24, with amounts ranging 

from $50 to $10,000. To summarize the two main plans, the main contractual conditions for 

both types are shown below.    

 

Source: Table is extracted from PayPal’s website. 
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1.7 Effects of the different products 

 

We looked at the terms and conditions of a BNPL contract and a credit line in the previous 

paragraph. Now we want to analyze what happens in practice when you decide to pay for a 

product in instalments1. Let’s suppose a consumer opts for splitting 200 euro into 3 

installments. According to the line of credit of HeyLight, the consumer should pay the amount 

by selecting in their app, consumers decide how many instalments to divide the cost of the 

product and/or service into. The maximum number of instalments allowed is 12. Therefore, 

if the consumer decides to divide the payment into three instalments. In a simple scenario, 

where there are no delays in payment, the situation will be as follows:  

 

Credit Instalment per month Delays and Penalties 

200 euro 66.67 euro No 

 

Table 1 assumes a simple scenario 

 

If the consumer has not specified the number of instalments to be divided, Compass will apply 

the standard 6 instalments. The situation changes if the consumer fails to pay the first 

instalment. In this case, 12% of the first outstanding amount will be applied to the first unpaid 

instalment. The situation is now as follows: 

 

Credit Instalment  Added Penalties Cost 

200 euro 66.67 euro 8 euro 12% first unpaid 

 

Table 2: Calculations elaborated by the Author 

 
1 The calculations were made based on contractual information. 
 



18 
 

 

For each subsequent unpaid instalment, the company will apply a 20% surcharge on the 

overdue amount. Therefore, if the consumer fails to pay the second instalment, they will face 

costs equal to: 

 

Credit Instalment Added Penalties Cost 

200 euro 66.67 euro 13.33 euro 20% second unpaid 

 

Table 3 hypothesizes a second scenario 

 

If, on the other hand, we compare Intesa Sanpaolo's carefree credit line (Intesa SanPaolo, 

2025), we can see that for the same amount, the bank sets a TAN of 12.9% and an APR of 

13.96% in the contract for a credit line.  In this case, interest is applied monthly to the 

remaining capital to be paid. Unlike before, the cost to the consumer includes interest even if 

there are no delays in payment. The calculations are shown below: 

 

Credit Interests Cost 

200 euro 2.15 euro 200 euro * 1.075% 

133.34 euro 1.43 euro 133.34 euro * 1.075% 

66.67 euro 0.72 euro (12.9 % / 12) = 0.01075 

 

Table 4: Elaborated by the Author based on the information shown on the contract 

 

Having seen the first two cases of a line of credit backed by a credit card in the first case and 

a current account in the second (which means that interest is applied whether using a debit 

or credit card), we want to focus on the case of PayPal's BNPL.  As regards the convenient 

three-instalment PayPal payment service, there is no APR on the financing, it offers the option 
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of early repayment of the three-monthly instalments, and there are no late payment charges 

in the event of delayed payments. The situation therefore entails: 

 

Instalment 66.67 euro 

Interests none 

Late payment charges none 

APR 0% 

 

Table 5 is extracted by the contract. 
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Chapter II:  

The impact of BNPL 

 

This chapter will examine the study by Christine Laudenbach, Elin Molin, Kasper Roszbach 

and Talina Sondershaus on the relationship between BNPL (Buy Now, Pay Later) services and 

traditional bank credit markets. The analysis will serve as a basis for understanding how 

BNPL influences people's financial habits. Concepts related to consumption patterns, both 

rational and behavior-driven, and planned or impulsive economic decisions will be 

introduced. The marketing strategies and the use of social networks adopted by large 

international fintech companies to encourage instalment payments will also be evaluated. 

The analysis will be sustained by academic papers, Economical theories and practical 

examples. 
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2.1 Recent studies 

 

The study conducted by researchers examined the integration between Buy Now, Pay Later 

(BNPL) services and traditional bank credit, using a proprietary dataset that collects over one 

million bank loan applications and a complete register of BNPL transactions from a Nordic 

institution (Laudenbach, Molin, Roszbach, & Sondershaus, 2025). The authors start by 

arguing that BNPL is a huge market in Nordic countries, mainly because BNPL is almost 24% 

of e-commerce payments in Sweden. Therefore, it is starting to be evident of a growing 

market, not only in Nordic countries, but also across Europe and globally. Two items are used 

to judge the credit worthiness of the customer - the External Credit Score (ECS), a score from 

0 to 100 purchased from a public agency, but still used by most banks - and the Internal Credit 

Score (ICS), an in-house version that recalibrates the ECS and includes other variables such 

as income, gender, demographics and in some cases BNPL history. The authors therefore 

distinguish between ‘internal’ and ‘external’ customers. Internal customers are defined as 

customers who have made at least three BNPL transactions in the last twelve months. If a 

customer is regarded in the internal segment, the bank entered the BNPL repayment history 

in the ICS. External customers have little or no frequency or recency of BNPL transactions and 

therefore the ICS excludes BNPL and relies solely on the ECS and standard information. The 

first model in the regression analysis reports the main findings, first “internal” BNPL 

customers are much more likely to get a bank loan (31% higher likelihood). The bank 

provides the internal customer with a lower rate due relied upon a good BNPL history; 

consistency and reliability are rewarded. “Internal” BNPL customers have no of fewer delays 

and defaults on loan repayments. It should be noted that even will not being “internal” show 

much better repayment behavior, so BNPL is using a method that helps people learn 

managing debt. 

We can consider BNPL as a gateway to credit that can benefit both consumers and banks. 

However, the authors raise some interesting points in their concluding discussion. The first 

is that banks use private data that is not accessible to the public or other market operators. 

This creates a competitive advantage for the bank, which can apply price discrimination and 
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obtain higher margins on consumers with a higher ICS. On the other hand, however, it raises 

a complex criticism that individual institutions can distort competition between competitors. 

This includes the question of whether only certain credit institutions can use relevant data to 

assess individuals' creditworthiness. This question raises the issue of so-called information 

asymmetries, situations where one party to a transaction has more detailed information than 

the other. The second point for consideration concerns the fact that BNPL can promote 

financial inclusion by offering access to those with low or non-existent credit scores. 

However, this inclusion is conditional on the fact that, as in the case presented in the paper, 

those who benefit are consumers who are more attentive to payment deadlines, while those 

who are late are penalized even for future loans. The second point for consideration concerns 

the fact that BNPL can promote financial inclusion, offering access to those with low or non-

existent credit scores. However, this inclusion is conditional on the fact that, as in the case 

presented in the paper, those who benefit are consumers who are more attentive to payment 

deadlines, while those who are late are penalized even for future loans. One might wonder 

whether we are witnessing a new form of financial meritocracy, in which those who make 

mistakes, even minor ones, may find themselves more easily excluded from the market or 

forced to accept worse contractual conditions. The third point is that the paper interprets 

virtuous post-BNPL behavior as the result of a learning process (learning by doing). This is 

certainly a positive message, but it does not fully consider the opposite risk, namely that BNPL 

may encourage immediate consumption, especially among younger segments of the 

population. Is learning therefore spontaneous, or can it be accompanied by a process of 

financial education? If we consider another study (Cervellati , Filotto, Sgrulletti, & Stella, 

2025) that looks at the Italian population, we see that out of a sample of 300 Italian 

consumers, collected via an online questionnaire, the possibility of purchasing immediately 

without immediate payment is seen as an extension of purchasing power and not as financial 

awareness, as consumers do not perceive the BNPL service as debt, underestimating the 

associated risks. This is partly attributed to poor financial education and, as highlighted in 

the previous paper, to the fact that customers often do not monitor deadlines or consider the 

cumulative effect of payments. This confirms that, in the absence of financial literacy, BNPL 

can turn into a debt trap disguised as flexibility. The study highlighted that people under 30 

are the main users of the service and that the psychological component of “buy now” has a 
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greater impact on those with unstable incomes or little financial experience. However, 

considering that this latest paper did not use a more complex econometric model (survey-

based) than the previous one, as the focus is qualitative and descriptive, the analysis suggests 

that there is the possibility of an “invisible debt trap”, which manifests itself in part through 

marketing. A technique used in market psychology is called FOMO, the fear of missing out on 

something. In conclusion, a comparison of the two papers leads to complementary 

interpretations: the first approach immediately demonstrates the real impact of the BNPL 

service, based on data collected by the bank and using linear and logistic regression models; 

the second, on the other hand, allows us to understand the subjective reasons and meanings 

that consumers attribute to BNPL.  

 

2.2 Modern behavioral and psychological theories 

 

Behavioral finance is relevant to the use of BNPL services, as consumers should use the 

service rationally to analyze costs, benefits, interest rates and contractual constraints. Reality, 

however, indicates the opposite in most cases, where spending decisions are often guided by 

psychological dynamics, emotions and cognitive biases rather than by a rational calculation 

of costs. Behavioral finance therefore offers a theoretical framework for explaining the 

success of BNPL. Biases such as loss aversion, underestimation of future costs, or the pursuit 

of immediate gratification make BNPL a particularly effective tool for influencing purchasing 

behavior. According to traditional economic theory, consumers aim to maximize their utility 

given market prices and their income. From a critical perspective, one might consider how 

consumers making interest-free instalment purchases might perceive the experience as an 

immediate payment, given that the final cost remains unchanged. From a psychological 

perspective, consumers simplify decisions through cognitive shortcuts (heuristics) and are 

influenced by the context in which the choice is presented. 
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Source: Klarna end to end consumer journey from their website 

 

The images manage to unconsciously activate the purchase via the platform because it 

exploits the UX guidelines that cover every step of the purchase journey and make the 

mechanism fluid in their process. Choice architecture plays an effective role in these nudges 

(micro-interventions). It defines how options are presented to consumers and how they 

influence decisions. According to Thaler and Sunstein (2008), people do not make decisions 

in a rational vacuum, but are strongly influenced by context, framing and the design of 

alternatives. Nudging tools fall into two broad categories: 

• Option structure concerns the way in which alternatives are made available: number 

of options, default option, order of presentation, technological aids. 

• Option description concerns how alternatives are presented: cost partitioning, labels, 

graphic design, persuasive language. 

A recent contribution by Liu et all (Li, Liang, & Xv, 2024) provides clear empirical evidence of 

the role of nudges in digital payments. The authors conducted a series of experiments in 
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which the only variable manipulated was the presence or absence of the BNPL button during 

online checkout. The results show that even when consumers do not actually intend to use 

instalment payments, the mere visibility of the option is enough to increase their intention to 

purchase. In other words, the BNPL option acts as a silent nudge: it broadens the perception 

of available alternatives and reduces the feeling of financial constraint. 

Kahneman and Tversky's prospect theory highlights three key concepts applicable to BNPL. 

The first is framing, or how the presentation of options influences the final decision. The 

second is loss aversion, whereby anxiety about an immediate cost outweighs the appeal of a 

future benefit. And the last is the isolation effect or focusing on the most obvious elements of 

the decision while neglecting the long-term effects. 

In the shopping cart example above, it highlights how the same decision (whether to buy with 

Klarna or not) can lead to opposite choices if the outcomes are presented to the subject as a 

loss (200$ now) rather than facilitating the instant gratification of having headphones 

immediately. An interesting empirical study conducted by university researchers (Di Maggio, 

Williams, & Katz, 2022) a liquidity flypaper effect due to greater use of liquidity in the present 

compared to traditional Lyfe - Cycle models. This suggests that people who have access to 

BNPL might spend more overall because they consider the liquidity from BNPL as part of 

their total available funds. These increases are especially evident among consumers who 

already have access to other forms of unsecured credit (like credit cards). 

Another very relevant theory is economist Thaler's mental accounting, according to which 

people tend to weigh their economic choices in a mental accounting system. The theory finds 

explanation in two interesting anomalies. The first concerns the endowment effect, namely 

that people tend to value an asset more when they own it. In this case, the opportunity cost 

derives from the fact that the individual foregoes the lost income from selling the asset. If they 

choose from the example above 4 payments of $ 21.25 per month, consumers get the 

headphones immediately but defer the expense. Psychologically, the item already becomes 

part of their assets, so it becomes part of their endowment. The second point to which the 

theory relates is sunk cost, a cost that has already been incurred and is irrecoverable, which 

in theory should not influence future decisions. To highlight this theory, we take as example 
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recent experimental research (Ashby, Sharif, Yao, & Ang, 2025) which shows in the study case 

number 4 of the paper that a sample of 267 US participants divided into two main groups 

react in a different way to the price. The first group was exposed to a plan with equal and 

relatively low instalments (25% of the initial total paid immediately and the remaining three 

instalments of 25% each), the other one to a plan with a higher initial instalment (70%) 

followed by three lower instalments (10% each). The total price of the product (a sofa) was 

identical ($600) in both cases, but the payment method differed depending on how the 

instalments were presented. The results showed that the group that saw a lower first 

payment expressed a greater intention to purchase than the group with a higher initial 

instalment. It was hypothesized that when the initial instalment is low, consumers feel less 

constrained by the immediate financial commitment, favoring adherence to the instalment 

plan and increasing the desire to purchase.  

The next theory to be introduced is the theory of quasi-hyperbolic discounting, which 

explains that consumers prefer immediate gratification over greater future gratification, 

demonstrating temporal inconsistency. This generates impulsive behavior and difficulty in 

exercising self-control. This dynamic, which is not adequately represented in traditional 

exponential discount models, is instead captured by the quasi-hyperbolic model, in which 

future payments or utilities are perceived as reduced by a present bias factor (β) [p. 3-4, 

Section 1.2]. Applying this scheme to BNPL, a study in the Journal of Economic and Applied 

Electronic Commerce Research (Cheng & Jiazhen, 2025) shows how deferring payment leads 

consumers to underestimate the real future cost of the purchased good. In the basic model 

(immediate payment), increased time inconsistency reduces willingness to pay, causing both 

the optimal price and demand to fall. Conversely, in the BNPL model, since both consumption 

and payment occur in the future, the distorting effect of present bias is eliminated, allowing 

the company to set higher prices without experiencing a decline in demand [pp. 8-10, 

Sections 4.1-4.2]. This mechanism has direct advantages for businesses: BNPL strategies 

allow them to increase prices and sales simultaneously, resulting in higher profits. This is the 

case, for example, with Taobao, which has made BNPL the default option at checkout to 

stimulate purchasing propensity by exploiting consumers' underestimation of future costs 

[p. 11, Prop. 3-4].  
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2.3 Digital Marketing Strategies  

 

A psychological lever that is increasingly exploited in digital marketing strategies is Fear of 

Missing Out (FOMO), the fear of missing out on experiences, offers or benefits that others are 

enjoying. This psychological mechanism is applied in digital marketing levers as it aims to 

generate urgency and exploit social proof, the tendency of people to conform to the behavior 

of others. A study from the Journal of Marketing (Aggarwal, Jun, & Huh, 2011) highlights how 

people are influenced by the presence of two types of messages. The first messages regards 

the emphasis on time limitation (offer valid until tonight) and the second regards those 

messages that emphasize quantity limitation (only 10 items left). They have experimentally 

demonstrated that both forms of scarcity increase purchase intention compared to situations 

where the offer is presented without any urgency. However, the results also reveal that 

messages based on quantity are more persuasive than those based on time. The reason is that 

the idea of limited availability triggers a perception of social competition in consumers. The 

product is not only subject to a deadline, but there is a real risk that it will sell out due to 

demand from others. The study also shows that the effectiveness of messages varies 

depending on the nature of the brand. In the case of symbolic brands, references to scarcity 

reinforce the image of exclusivity and uniqueness, further increasing the propensity to 

purchase. Conversely, for functional brands, the difference between temporal and 

quantitative scarcity is less marked, although still significant. Logically, when these 

mechanisms are combined with payment solutions such as Buy Now and Pay Later, the urge 

to purchase becomes even stronger.  

However, digital marketing tools are expanding into a wide range of options available to 

businesses. The most widely used tool is Search Engine Optimization, which aims to improve 

a website's ranking in the top search results on Google and other search engines. This process 

involves keyword analysis and the creation of quality content. Linked to the latter is content 

marketing, a tool that focuses on articles, videos, corporate blogs, and much more. The goal 

is to immediately establish a relationship of trust in the eyes of the user. The third widely used 

tool is email marketing, whose purpose is to inform and promote the company's products and 
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services. Another strategy used is retargeting and remarketing. Using cookies and tracking 

pixels, e-commerce platforms can monitor users' browsing behavior, identifying those who 

have abandoned their shopping cart without completing their purchase. This category of 

consumers is then shown personalized adverts, often on social networks or third-party 

websites. Another marketing tool is gamification, which encourages interaction and loyalty. 

Badges, rewards, levels and progress bars are used to transform instalment payments into an 

interactive experience, capable of stimulating user engagement and loyalty. Another tool used 

in BNPL providers' digital marketing strategies is gamification, the application of typical 

game mechanisms within the purchasing process. Badges, rewards, levels and progress bars 

are used to transform instalment payments into an interactive experience, capable of 

stimulating user engagement and loyalty.  

The strategies do not stop there, as the future seems to indicate that the direction of BNPL 

digital marketing strategies is moving towards the use of machine learning and AI. In a press 

release (Klarna, 2024) Klarna's Chief Marketing Officer confirmed that they use these tools 

to automate the creation of advertising content, such as images and text, reducing production 

time and costs. This approach allows for greater agility in campaigns and a quicker response 

to market trends.  

 

2.4 Social Media and Influencers 

 

In today's digital landscape, social networks and content creators play a central role in 

informing and guiding the public on the use of BNPL solutions, both through spontaneous 

reviews and structured collaborations with brands. Social media is a great source of 

inspiration and influence for Generation Z and Millennials. It can guide what consumers like 

thanks to the effectiveness of algorithms and the constant presence of targeted content. An 

algorithm is a set of computer programms that select the content to show users, with the aim 

of offering only the most relevant and engaging content, based on their personal preferences 

and past interactions. These algorithms collect data on user behavior, such as likes, 
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comments, shares and the time spent viewing each post and piece of content followed. This 

information is used to predict which content is likely to generate the most interaction. The 

main factors rewarded are the relationship, the quality of the content and the timeliness of 

the post. BNPL providers have managed to integrate these services into the digital daily lives 

of millions of people. For example, in a recent press release concerning a new collaboration 

between American actor Ferrell and PayPal, the firm plays a campaign on the actor's typical 

comical and creative side, combining humor and functionality to attract users' attention and 

promote the use of PayPal's various payment methods (Paypal, 2025).  
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Chapter III: 

BNPL Regulatory Framework 

 

This chapter analyzes the regulatory sources governing BNPL As in various legal disciplines, 

BNPL has left some fundamental aspects unprotected for consumers, particularly in terms of 

transparency, creditworthiness and complaint management. In this case, to address these 

critical issues, the European Union has adopted the new Directive (EU) 2023/2225 on 

consumer credit (CCD II), which broadens the scope of the regulatory framework to expressly 

include BNPL models, regardless of whether they are free or of limited amount. This is 

accompanied by Directive (EU) 2023/2673 on distance financial services contracts, which 

strengthens information and fairness requirements in online sales, the context in which BNPL 

is most widely used. The chapter aims to reconstruct the evolution of legislation at European 

level. The first three paragraphs analyze current European legislation, while the last 

paragraph will focus on the level of transposition in Italy. The aim will be to highlight how 

BNPL represents consumer credit in all respects. 
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3.1 The First Credit Consumer Directive and CCD II 

 

The first European Directive on consumer credit, namely the Directive 2008/48/EC 

(European Union, 2008), is the basic regulatory framework for consumer credit agreements 

in Europe.  The aim of the directive is to facilitate the creation of a functioning internal market 

by ensuring a high level of consumer protection.  Firstly, the directive applies to credit 

agreements concluded with consumers for amounts between €200 and €75,000. This 

therefore excludes mortgage loans, loans for the purchase of land or real estate, very short-

term loans (such as current account overdrafts payable within one month), interest-free 

loans and other specific types of loans indicated in the directive (BNPL is not included among 

these). As a preliminary measure, it establishes the obligation for creditors and credit 

intermediaries to provide clear pre-contractual information through a standardized 

consumer credit information form called SECCI, which includes details such as interest rates, 

the total cost of credit, the annual percentage rate (APR), repayment terms, withdrawal rights 

and early repayment. The second point requires creditors to assess the consumer's 

creditworthiness before granting credit. It also provides for the right to withdraw from credit 

agreements within 14 days without giving any reason, plus the possibility for consumers to 

repay the credit early, in whole or in part, with a reduction in the total cost of the credit.  Rapid 

technological advances, however, have brought about significant changes to the consumer 

credit market on both the supply and demand sides, such as the emergence of new products, 

particularly in the online environment, and the evolution of consumer behavior and 

preferences. This gap in EU legislation led in subsequent years to a revision of the rules, which 

took concrete form in Directive (EU) 2023/2225 (European Union, 2023).  The new directive 

(CCD II) introduces a change. The aim is to ensure this uniform and high level of protection 

also for new digital tools. 

The main changes include: 

• The scope of application has been expanded where very small loans (under €200) are 

now also included, and the maximum amount has been raised to €100,000 to reflect 

inflation and new market needs. 
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• Much stricter rules on transparency of information due to an increase on advertising 

and pre-contractual documentation which must be clear, easily visible even on 

mobile devices, and provide essential data such as costs, risks, and credit 

mechanisms in an understandable way. 

 

• A ban on messages that lead consumers to believe that taking out credit will improve 

their financial situation or that minimize the effects of any negative reports in 

information systems. 

 

• The possibility for consumers to request that a decision made by an automated 

system (as is often the case with BNPL services) be reviewed by a natural person. 

 

• Updates to the SECCI model and other measures to facilitate quick comparisons 

between offers and more informed choices. 

 

• In some cases, applicability thresholds are provided for convenience or payment 

deferral arrangements offered directly by suppliers of goods or services, without the 

intervention of third-party lenders. 

This new directive strikes a balance between protection and ease of use for consumers to 

make the BNPL experience less frictionless. 

 

3.2 The First Distance Marketing Directive and its recent update 

 

Regarding offers made through digital channels, BNPL falls within the scope of Directive 

2002/65/EC (European Union, 2002) on the distance marketing of consumer financial 

services. The legislation is one of the first Community initiatives aimed at regulating the 

distance marketing of financial services. The first step was to anticipate situations that are 

common today, such as the conclusion of banking, insurance or credit contracts using digital 
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tools, laying down from the outset certain essential safeguards, such as the obligation to 

provide clear and comprehensible information, the right of withdrawal within 14 days, 

protection against unsolicited services and guarantees in the event of fraudulent use of 

payment instruments. However, even the first regulation has some shortcomings, as it focuses 

almost exclusively on the marketing phase, regulating how information is presented and 

minimum consumer rights, without addressing in depth the substantive characteristics of the 

credit granted. This regulatory approach has resulted in a rather superficial framework of 

protection, which is valid for any financial service sold remotely, but is not very effective in 

addressing the specific risks posed by innovative instruments such as BNPL, which raise 

sensitive issues regarding the economic sustainability of consumers and the need for 

adequate solvency assessments. Another critical aspect is the fact that the directive was 

introduced at a time when digitalization was still in its infancy and the spread of e-commerce 

platforms and fintech systems was not comparable to today's. As a result, many provisions 

are generic and not perfectly suited to regulating modern digital ecosystems, which are 

characterized by profiling algorithms and automated processes. Directive leaves Member 

States considerable discretion in terms of implementation, but these risks create regulatory 

fragmentation and uneven levels of protection across Europe, thereby undermining legal 

certainty and the effective protection of consumers in international transactions.  Essentially, 

the directive served as a springboard for the implementation of Directive (EU) 2023/2673, 

known as the Distance Marketing Directive II (European Union, 2023) which replaced the 

previous Directive 2002/65/EC (DMD I) with the aim of updating the regulatory framework 

in light of the profound changes brought about by digitalization and the spread of new 

financial instruments, including Buy Now Pay Later (BNPL). This new regulatory framework 

includes financial contracts concluded via smartphones, online or by other remote means. Among 

the key points of Directive 2023/2673 are pre-contractual information requirements, including 

through digital layering techniques, and the possibility of receiving all information in a single 

document. The directive also introduces the right to request human intervention in the presence of 

automated tools such as chatbots or robo-advice systems, strengthens the right of withdrawal 

through a dedicated online function, and aims to combat manipulative practices known as “dark 

patterns”, giving Member States the power to establish even stricter rules in these areas. 
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In summary, while DMD I provided minimal protection, which was not entirely adequate 

considering the phenomenon, DMD II represents a qualitative leap forward by the legislator, 

balancing the typical operational simplicity of BNPL with the need to ensure transparency, 

awareness and effective consumer protection in the context of distance contracts. 

 

3.3 Status of reception of regulations in Italy 

 

The transposition of the new Consumer Credit Directive (CCD2) in Italy marks a decisive step 

forward for the Buy Now Pay Later (BNPL) sector. The draft legislative decree (Ministero 

dell'Economia e delle Finanze, 2025) prepared by the Ministry of Economy and Finance, 

currently under public consultation, extends consumer credit regulations to payment 

deferrals granted by suppliers of goods and services, i.e. to models that until now have 

remained in a grey area of regulatory grey. The most significant change is that even entities 

offering instalment payment plans as an “ancillary” activity to their main business, such as 

many BNPL operators, will have to be registered and subject to supervision by the OAM and 

the Bank of Italy, with limited exemptions for micro-enterprises and SMEs. Member States 

are expected to adopt and publish the laws, regulations and administrative provisions 

necessary to comply with the new Directive by 19 December 2025 and to apply those 

provisions from 19 June 2026 (Bank of Italy, 2024). Regarding the new DMFSD The first point 

concerns pre-contractual information. It is no longer enough to overwhelm the customer with 

pages full of clauses: the focus is now on the so-called “stratification” of information, i.e. 

communication at different levels. In practice, the really important information – costs, 

duration, penalties, risks – must be highlighted immediately, while additional details can be 

explored by clicking on links or opening dedicated windows. This approach helps those who 

browse on smartphones or are not familiar with complex texts to immediately understand 

whether the contract is right for them. Another key step is withdrawal. Until now, 

withdrawing from an online contract could be an obstacle course, but with the new directive, 

things are changing there must be a clearly visible button that allows consumers to withdraw 

as easily as they signed up. It is a way of rebalancing the relationship: signing should not be 
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easier than cancelling. Another new feature concerns the consumer's right to receive 

adequate explanations. Companies will have to ensure that customers really understand what 

they are signing. If they use digital tools – chatbots or virtual advisors – they will still have to 

offer the possibility of speaking to a person who can clarify doubts and adapt the information 

to the user's specific situation. Finally, there is the fight against so-called dark patterns, 

interfaces designed to unknowingly push customers towards disadvantageous choices: 

hidden buttons, pre-selected options, tortuous paths to say “no”. These practices will be 

banned because they limit the freedom to make truly informed decisions. In essence, the 

directive does not stop innovation but puts safety measures in place. The message is clear: 

even in the digital age, those who purchase a financial service must be able to do so with the 

same peace of mind as if they were buying goods in a physical store. 
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Chapter IV: 

Critical Reflections 

 

The purpose of this chapter is to summarize the study and the data collected to provide an 

overview of the topic covered. The first paragraph will analyze the benefits and potential that 

have emerged from this new growth sector.  The second paragraph will focus on illustrating 

the risks, weaknesses and areas of uncertainty of BNPL. The final paragraph will reflect on 

how the results fit into the broader context and possible developments. The conclusion 

chapter will close with a reasonable summary of the topic, offering an overall view. 
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4.1 Strengths and opportunities 

 

In this section, we highlight the strengths and opportunities of this service through a report 

by two consulting firms. According to their study, demand for BNPL is not only growing but 

will reach one billion active users by 2027 (Accenture, 2023). The first response will 

undoubtedly come from traditional operators such as banks, which find themselves needing 

to revamp their strategies. In fact, it should be noted that 40% of consumers would be more 

inclined to use BNPL if it were integrated directly by their bank. Traditional credit institutions 

have the advantage of consolidated experience in the field of creditworthiness and repayment 

capacity analysis. Thanks to the trust they have built up with their customers over time, they 

are able to offer personalized solutions to customers who have a large credit margin. BNPL 

has the dual advantage that, if integrated with one's own bank, it can reduce competition, 

thereby countering fintech companies and technology giants. Banks can therefore adopt a 

strategy focused on the end consumer, as in the case of American Express, which offers a 

monthly fee to defer high-value purchases, or a strategy that collaborates directly with 

retailers, such as Walmart, which offers BNPL in its digital wallet in partnership with Affirm. 

In terms of opportunities, a study by a well-known consulting firm highlights (Mckinsey, 

2023) that 40% of BNPL users are replacing credit cards with this method, and 29% choose 

BNPL instead of debit cards or cash. It is interesting to note that 12% of users say that without 

BNPL they would not have made the purchase, while 19% would have spent less.  

Essentially, accessibility for a young and digitally savvy target audience, clarity of fixed 

instalments and terms, rapid and simplified approval procedures, and the integration of 

advanced technologies can be considered the main drivers of the sector according to the two 

studies. 

 

4.2 Critical issues and limitations 

 

As we have seen previously from the financial data in the balance sheets of the largest 

providers, the business model also has some critical shortcomings. A recent article 
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(Econopoly, 2025) describes the other side of the coin of these providers' business models. 

As previously analyzed, it appears that the main problems for consumers taking out credit 

are the lack of pre-contractual information and the most frequent complaints about hidden 

costs. The problem of over-indebtedness represents a business opportunity for operators 

specializing in the management and recovery of impaired loans. At the root of this problem, 

which generates uncertainty among the public, is the poor financial education of younger 

people. This is why regulation comes into play, as we have seen, because the main market 

players Klarna, Affirm and Afterpay, as mentioned above, are consolidating the market with 

the risk, according to Porter's five forces perspective, that consumers will become subjugated. 

This not only restricts competition and leads to more aggressive marketing practices and 

strategies but also limits consumer awareness of correct usage. This also has an impact on 

socio-economic inequalities, as people with lower incomes or unstable financial situations 

are more vulnerable to debt-related risks. Credit risk management therefore becomes 

fragmented and difficult to monitor, both for consumers and regulatory authorities. 

Furthermore, some retailers may exploit this method to push consumers towards impulse 

purchases, as they know that the absence of immediate payment may make the economic 

“burden” of a purchase feel less significant. This can distort consumers' approach to 

purchasing goods, leading to a reduction in rational consumption. This is also evident from 

an analysis by the consulting firm (Bain & Company, 2021), which, based on a sample of 

respondents often stated that consumers spend more online than they had planned and often 

end up buying items they had not originally intended to purchase.  

 

4.3 Implications and future prospects 

 

Regarding the last paragraph of this thesis concerning implications and prospects, BNPL 

presents aspects that deserve particular attention and study by future researchers. Certainly, 

as a first point, it will be interesting to explore the implications of artificial intelligence in 

creditworthiness analysis, given that substantial investments in 2025 will revolve around this 

sector. Furthermore, this new tool can be used to personalize the consumer's shopping 



39 
 

experience, increasing both operational efficiency for the service provider and digital 

integration between consumer and retailer. The debate on over-indebtedness will certainly 

continue in the future, focusing on protecting the transparency of contractual conditions for 

the end consumer. The final point is the trust and sustainability that digital consumers are 

placing in these platforms, which are beginning to be listed on regulated markets around the 

world. As we have seen, BNPL in Italy and worldwide is set to consolidate its position as an 

innovative and rapidly growing payment method, with profound regulatory changes 

underway and prospects for expansion in B2B and physical markets as well. 

In summary, the prospects for BNPL are marked by a tension between innovation and 

responsibility, between growth opportunities and structural challenges, laying the 

foundations for a dynamic but complex evolution, in which success will depend on the ability 

to harmoniously integrate technology, regulation and financial culture. 
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Conclusions 

 

In an increasingly digitalized world, BNPL represents more than just a payment method: it 

reflects new dynamics of financial inclusion but also poses challenges for consumer 

protection and the stability of economic systems. The long-term implications will require a 

joint effort between operators, regulators and consumers to transform the current ferment 

into a balanced ecosystem that promotes innovation without neglecting social responsibility. 

Looking ahead, scenarios are emerging in which the evolution of cognitive technologies, 

intensified regulation and growing financial awareness could converge, helping to shape a 

more sustainable BNPL model that is integrated into the traditional credit system. Research 

and policy must therefore accompany this process to ensure that progress does not come at 

the expense of individual and collective stability. 

Ultimately, this thesis aims not only to describe an emerging phenomenon but also to 

stimulate critical and forward-looking reflection, in the hope that the balance between 

innovation, inclusion and control can open new avenues for a fairer and more efficient credit 

market. 
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