
Myth vs. Fact: Correcting the Record on Buy Now Pay Later

As Americans face record inflation, and a challenging economic landscape, consumers are
turning to Buy Now Pay Later as a better alternative to high-interest credit cards, costly
overdraft fees, and predatory payday loans.

Buy Now Pay Later (BNPL) is an alternative payment option enabling consumers to manage
their cash flow and avoid paying high interest rates and fees. The typical Pay-in-Four model
offers small, short-term, and low-cost payment terms, usually four installments over six to eight
weeks, with no extra fees if the consumer repays on time.

Consumers and merchants alike benefit from BNPL. In 2021, 45 million American users drove
$20.8 billion in sales using BNPL, helping businesses of all sizes secure new customers. Unlike
revolving debt products like credit cards, which put high-interest rates, long repayment terms,
and late fees at the core of their profit model, BNPL generates the vast majority of its revenue
from partnerships with merchants, not consumer fees.

BNPL is also more consumer-friendly than other payment options like overdraft protection
services or payday loans.
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Yet, misconceptions abound about BNPL and obscure how this product puts consumers back in
control of their finances with convenient, transparent, and flexible payment options. Here are
some of the common myths and facts about BNPL.

Myth: BNPL leads to overspending, enabling consumers to rack up more debt than they can
afford to pay.

Fact: Buy Now Pay Later empowers consumers to manage their finances better and make
small-dollar, short-term purchases without incurring high fees or interest. Unlike revolving debt
products that continue to charge interest, BNPL cuts off late payers from its service so they
cannot accumulate debt.

According to the Financial Health Network, the vast majority (92 percent) of Buy Now Pay Later
users did not report having difficulty making payments. Approximately 95 percent of BNPL users
among FTA’s members do not experience late charges. Most users have five times the total
purchase amount in their bank account, and users of the Pay-in-Four model typically spend less
than $250.

Myth: Consumers face surprise bills with BNPL and struggle to understand how these
payment methods work.

Fact: According to the Financial Health Network, nearly all users (99 percent) understood the
terms and conditions associated with the service.

Myth: It’s challenging to track multiple BNPLs at once, making it easy for consumers to
overspend.

Fact: BNPL depends on consumer success, not failure, and the overwhelming majority of BNPL
consumers do not fall behind on payments. When extending credit, BNPLs look at poor
repayment history and assess the status of repayments before approving future purchases.
Unlike credit cards, which often start a consumer with an average $10,000 limit, BNPL extends
credit initially based on a single transaction, usually less than $250. While high-interest credit
cards put consumer fees at the center of their profit model, the vast majority of BNPL revenue
does not come from late fees.

Writer and economic historian Louis Hyman, PhD., summed the credit card business model up
in the Netflix documentary, “Money, Explained,” saying: “Credit card companies don’t want
people who pay back all their money every month, and they don’t want people to never pay
back their money, but between those two extremes is the sweet spot, is the place where banks
make a lot of money on those loans.”
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Myth: BNPL has a negative impact on credit scores, especially if you miss a payment.

Fact: BNPL could help people build a solid credit record, but only if the credit bureaus
modernize their systems. Credit bureaus traditionally depend on long-term payments like a
mortgage or car loan to assess creditworthiness and do not reflect the positive nature of
short-term repayments on a BNPL. That’s why FTA’s BNPLs are in active conversations with the
credit reporting agencies to modernize their scoring models and ensure that prompt repayment
of BNPL products does not negatively impact credit scores. Most BNPLs FTA represents do not
report to the credit bureaus; Sezzle allows users to opt into credit reporting voluntarily.

Myth: BNPL isn’t regulated and doesn’t offer the same financial protections as credit cards.

Fact: BNPL customers are protected by key federal and state consumer protection laws,
including regulations on anti-money laundering, fair lending, credit reporting, debt collection,
privacy, fair treatment of customers, and electronic funds transfers. BNPLs designed their
products to be consumer-friendly, with repayment terms that match pay periods. For example, in
the U.S, employees are usually paid every two weeks, which is when BNPL payments are due.
In this way, BNPLs protect consumers from cash flow stress and help prevent overdraft risks.

Additional Resources & Works Cited

Here are resources to learn more about the impact of Buy Now Pay Later on consumers,
merchants, and the economy.

➔ Accenture: The Economic Impact of Buy Now Pay Later in the U.S.
➔ The Ascent: Study: Buy Now, Pay Later Services Continue Explosive Growth
➔ Cardify: COVID-19 and the surge of “buy now, pay later”
➔ CB Insights: Disrupting The $8T Payment Card Business: The Outlook On ‘Buy Now,

Pay Later’
➔ Consumer Financial Protection Bureau: CFPB Finds Credit Card Companies Charged

$12 Billion in Late Fee Penalties in 2020
➔ Federal Reserve Bank of Kansas City: The Appeal and Proliferation of Buy Now, Pay

Later: Consumer and Merchant Perspectives
➔ Financial Health Network: Buy Now, Pay Later: Implications for Financial Health
➔ Financial Health Network: FinHealth Spend Report 2021
➔ Financial Technology Association: Just the Facts: Buy Now Pay Later
➔ McKinsey: Buy now, pay later: five business models to compare
➔ Morning Consult: Inflation and a Possible Recession May Cement BNPL in Consumers’

Wallets Forever
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➔ PYMNTS: Buy Now, Pay Later: Millennials And The Shifting Dynamics of Online Credit
➔ Zip: Is 2021 the Year of BNPL? 6 Facts You Need to Know About This Payment Method

ABOUT US

The Financial Technology Association (FTA) champions the transformative role of financial
technology for American consumers, businesses, and the economy. FTA represents leaders in
the Buy Now Pay Later industry, including Afterpay, Figure, Klarna, Sezzle, Zilch, and Zip, and
advocates for the modernization of regulation to support greater access to financial services.
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