
Embedded Finance: The Invisibility Paradox
When finance disappears into every app, who is responsible when it breaks?

Digital Finance



Why Is Shopify a Bigger Lender Than Most Community Banks?

The Invisibility Paradox
Shopify has lent over $7 billion to merchants without a single
branch, loan officer, or deposit base. The merchants never applied
for a loan in the traditional sense – the offer appeared inside the
dashboard they already used every day.

Why embedded lending works:

• The platform already has the merchant’s revenue data – no application needed
• Repayment is deducted from future sales automatically
• The merchant never leaves the platform to access capital
• Default rates are low because the lender controls the cash flow

Why this matters beyond Shopify:

• Any platform with customer data can embed financial products
• The brand owns the relationship; the bank becomes invisible infrastructure
• Customers get convenience; they lose awareness of who holds the risk

ShopApp

$5,000 loan
available now

Today’s sales: $847

Orders: 23

Invisible Bank

:)

Merchant

“I just tapped
a button!”

The best financial product is the one
you use without realizing it is finance.

Shopify lent $7B+ without branches because the platform already owns the merchant relationship – the bank is invisible infrastructure behind the

dashboard.

(c) Joerg Osterrieder 2026



How Many Financial Products Did You Use Today Without Visiting a Bank?

Reflection Prompt

Think about your day so far. Every Uber ride bundles payment processing, dynamic pricing, and insurance. Every
Amazon purchase offers BNPL at checkout. Every Spotify subscription runs recurring billing through invisible payment
rails.

Count them. How many financial products touched your life today without you ever opening a banking app?

The typical consumer interacts with 8–12 embedded finance products daily without realizing it. Each one involves a licensed financial institution somewhere in
the background – but the brand on screen is never a bank.

Examples hiding in plain sight:

• Ride-hailing: Payment capture, driver payouts, insurance underwriting
• E-commerce checkout: BNPL installments, card tokenization, fraud scoring
• Subscription apps: Recurring billing, failed-payment retry logic, chargeback handling
• Gig platforms: Instant payouts, earned-wage access, expense cards

The common thread: you never chose a bank, signed a loan agreement, or compared interest rates. The financial product was pre-selected for you by the

platform – optimized for their conversion rate, not your cost of capital.

Embedded finance works precisely because you do not notice it – but invisibility means you also cannot compare, negotiate, or question the terms.
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What Is the Difference Between a Bank, a BaaS Provider, and a Brand?

Dimension Licensed Bank BaaS Provider Brand

License Full banking Full (rented out) None
Customer relationship Direct (own app) Indirect (via brand) Direct (own app)
Risk bearer Own balance sheet Shared Minimal
Revenue model NII + fees API fees + rev

share
Platform margin

Regulatory burden Full Full + oversight of
partners

Light (agent
model)

Examples JPMorgan, UBS Synapse, Railsr,
Solaris

Shopify, Uber

The three-layer stack
Embedded finance separates banking into three roles that used to
be one:

• Licensed bank holds the charter, capital reserves, and
deposit insurance obligation. It bears the regulatory burden
but may never see the customer.

• BaaS middleware translates the bank’s capabilities into APIs
that brands can call. It handles KYC orchestration, ledger
management, and compliance routing.

• Brand owns the customer relationship and the user interface.
It decides which financial products to embed and how to
present them.

The accountability gap: The customer sees the brand. The

regulator supervises the bank. The middleware sits between them –

and when it fails, neither side has full visibility.

Embedded finance splits banking into three layers – license holder, middleware, and brand – but accountability does not split as cleanly as the architecture.
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Follow One Buy-Now-Pay-Later Transaction from Click to Settlement?

Consumer
clicks BNPL

Brand sends
to BaaS API

BaaS runs
credit check

Bank funds
the loan

Merchant
paid in full

Consumer
repays 4x

Conversion +15%

API call fee

Soft pull, 200ms

NII on loan

Merchant discount 3–6%

Default risk: consumer

Who bears
the risk?

Six steps, three parties, one click

• Consumer clicks BNPL: At checkout the consumer selects
“Pay in 4.” The brand captures the intent.

• Brand calls BaaS: The checkout sends order data to the
BaaS provider’s API. The brand never touches the credit
decision.

• Credit check: The BaaS provider runs a soft credit pull in
under 200 milliseconds. Approval or decline is instant.

• Bank funds: A licensed bank behind the BaaS provider
funds the loan and books it on its balance sheet. The
consumer may never know which bank.

• Merchant paid: The merchant receives the full purchase
price minus a discount fee (3–6%).

• Consumer repays: Four installments are debited
automatically. Late fees apply on missed payments.

The hidden question: If the consumer defaults, who absorbs the

loss – the brand, the BaaS provider, or the bank?

A single BNPL click triggers six steps across three parties – the consumer sees one button but enters a chain of contracts they never read.
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How Does a Non-Bank Offer Banking – and Who Holds the License?

Brand Interface
Shopify, Uber, Amazon

BaaS Middleware
Synapse, Solaris, Unit

Licensed Bank
Evolve, Sutton, SWK

API calls

Compliance flows

UX, branding,
customer acquisition

KYC, ledger,
card issuing

Charter, capital,
deposit insurance

Light regulation

Gray zone

Full supervision

Synapse collapsed 2024 – $85M in deposits frozen

The rent-a-charter model

• Brand: Owns the customer-facing app and UX. Never
touches deposits or holds a license. Earns platform margins
and cross-sell revenue.

• BaaS middleware: Translates bank capabilities into APIs.
Handles KYC, account creation, card issuing, and
transaction routing. Earns API fees and revenue share.

• Licensed bank: Provides the charter that makes everything
legal. Holds deposits, underwrites loans, participates in
deposit insurance.

The Synapse/Evolve collapse
In 2024, BaaS middleware provider Synapse filed for bankruptcy.
Approximately $85 million in customer deposits were frozen –
customers could not access their money. The licensed bank
(Evolve) and the brands disagreed on who owed what to whom.
The middleware layer that was supposed to keep clean records had
failed.

Lesson: The three-layer stack works until the middle layer collapses

– then nobody knows where the money is.

The rent-a-charter model lets any brand offer banking via APIs – but when the middleware fails, the clean separation of responsibilities collapses with it.
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What Happens to Your Deposits When a BaaS Middleware Company Fails?

The Risk Cascade
When a BaaS middleware provider fails, the clean three-layer architecture breaks down.
Deposits that customers believed were safe become trapped in a web of disputed ledger
entries.

The Synapse case study (2024):

• Synapse powered fintech accounts for 100+ brands
• When it filed for bankruptcy, $85M in deposits were frozen
• The bank (Evolve) claimed records were incomplete
• Brands could not reconcile which customers owned what
• Months passed before partial resolution

Why this was predictable:

• Deposit insurance protects against bank failure, not middleware failure
• No regulatory framework specifically governs BaaS intermediaries
• Customer awareness is near zero – most did not know Synapse existed

Four risks of embedded finance

1. Counterparty risk: The brand depends on a middleware
provider that depends on a bank. A failure at any layer
cascades to the customer.

2. Operational risk: Ledger reconciliation across three parties is
fragile. When records disagree, customer funds become
unlocatable.

3. Regulatory gap: Banks are regulated. Brands are lightly
regulated. Middleware sits in between with unclear
supervisory authority.

4. Consumer confusion: Customers believe they are banking
with the brand. They do not know which bank holds their
deposit or whether insurance applies.

The core problem: Embedded finance distributes functionality

across three parties but concentrates failure risk in the middleware

layer that customers never see.

Deposit insurance was designed for a world where customers know their bank – embedded finance breaks that assumption, and the Synapse collapse

proved the consequences.
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Where Is Embedded Finance Growing Fastest – and Where Are the Regulatory Gaps?

$0B $20B $40B $60B $80B $100B $120B $140B $160B
Market Size (USD Billions)

Other

Wealth

Banking

Insurance

Payments

Lending

$15B

$30B

$45B

$70B

$120B

$150B

Total market: $430B

Embedded Finance Market Size by Segment (2024) Market segments by size and growth

• Embedded payments is the largest segment – every
e-commerce checkout, ride-hailing fare, and in-app purchase
runs through embedded payment rails

• Embedded lending (including BNPL) is the fastest-growing
segment, driven by point-of-sale credit at checkout

• Embedded insurance is emerging as platforms bundle
coverage into purchases (travel, gig work, electronics)

• Embedded banking (accounts, cards) is the most regulated
segment and the hardest to scale

Where regulation lags:

• Payments are well-regulated (PSD2, EMD2)
• Lending regulation varies by jurisdiction
• Insurance embedding has minimal oversight
• Cross-border embedded finance has almost no framework

Embedded finance is projected to exceed $7 trillion by 2030 – but regulatory frameworks were designed for a world where banks, not brands, distributed

financial products.
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Who Wins When Every App Becomes a Bank – Brands, Banks, or Consumers?

EVERY APP
EMBEDS
FINANCE

Tech
Brands

Convenience-
Seeking Users

Traditional
Banks

Community
Banks

Regulators BaaS
Platforms

own the customer fri
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cannot compete on tech

supervision gaps growth but fragile

Winners

+ Tech brands: Capture financial margin without the
regulatory burden. A platform that embeds lending earns
interchange and data without holding a charter.

+ Convenience-seeking users: One-click credit, instant
payouts, seamless insurance. The experience is objectively
better – if nothing goes wrong.

Losers

– Traditional banks: Reduced to back-end utilities. They
provide the license but lose the customer relationship and
the data.

– Community banks: Cannot afford BaaS infrastructure and
lose small-business lending to platforms like Shopify and
Square.

Mixed

∼ Regulators: More financial inclusion but harder to supervise
distributed risk.

∼ BaaS platforms: Rapid growth but thin margins and
existential collapse risk.

Embedded finance redistributes value from banks to brands – the question is whether consumers gain convenience at the cost of protection.
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The BaaS Evaluation Checklist: When Is Embedded Finance Real Innovation vs Regulatory
Arbitrage?

Three diagnostic questions
When evaluating any embedded finance product, ask:

1. Does the product serve a genuine unmet need?
Shopify Capital lends to merchants who cannot access traditional bank loans because
they lack collateral. That is innovation. A BNPL product that replaces a debit card
purchase with hidden debt may be arbitrage.

2. Is the risk transparently allocated?
Who holds the credit risk – the brand, the BaaS provider, or the bank? If the answer is
unclear, the product is structured to obscure accountability, not improve it.

3. Would the product survive bank-level regulation?
If the embedded product could only exist because the brand avoids bank-level capital,
disclosure, and consumer protection requirements, it is regulatory arbitrage – the
business model depends on the gap, not the innovation.

The test: If all three answers are positive, the product is genuine embedded finance. If

any answer is “no,” look for the arbitrage.

Full Bank

Regulated
Transparent

BaaS

Hybrid
Emerging

Shadow

Unregulated
Opaque

Sweet spot?

Innovation Arbitrage

The further right on this spectrum,
the more the business model depends

on the regulatory gap.

Not all embedded finance is innovation – some of it exists only because the regulatory perimeter has not caught up with the architectural unbundling of

banking.
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Your Challenge: Design an Embedded Finance Product for a Non-Financial Brand?

Mini-Challenge (15 minutes)

Choose one non-financial brand you use regularly (a retailer, a mobility platform, a SaaS tool). Design an embedded
finance product that the brand could offer its customers without obtaining a banking license.

Your deliverable: A one-page product brief answering:

1 What financial product? (lending, insurance, payments, savings) – Why does this brand’s customer need it at this moment?
2 Three-layer architecture: Who is the brand, who is the BaaS provider, and who is the licensed bank? Draw the stack.
3 Revenue split: How does each layer earn money? What is the customer’s cost (explicit and hidden)?
4 Risk allocation: Who bears credit risk, operational risk, and regulatory risk? Be specific.
5 Apply the three diagnostic questions: Is this genuine innovation or regulatory arbitrage?

Conclude with a verdict: Would a regulator approve this product? Would a consumer protection advocate object? Why or why not?

:D

Brand CEO

“We’re a bank now!
No license needed!”

?!

Regulator

“But who’s the bank?
Who do I supervise?”

The best embedded finance products make banking invisible to the customer – the challenge is making accountability visible to the regulator.
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