P

SACRA

MARKET REPORT UPDATED
03/16/2023

Mercury: the unbundling of
Silicon Valley Bank

TEAM

Jan-Erik Asplund
Co-Founder
jan@sacra.com

DISCLAIMERS

This report is for information purposes only and is not to be used or considered as an offer or the solicitation of an offer
to sell or to buy or subscribe for securities or other financial instruments. Nothing in this report constitutes investment,
legal, accounting or tax advice or a representation that any investment or strategy is suitable or appropriate to your
individual circumstances or otherwise constitutes a personal trade recommendation to you.

This research report has been prepared solely by Sacra and should not be considered a product of any person or entity
that makes such report available, if any.

Information and opinions presented in the sections of the report were obtained or derived from sources Sacra believes
are reliable, but Sacra makes no representation as to their accuracy or completeness. Past performance should not be
taken as an indication or guarantee of future performance, and no representation or warranty, express or implied, is
made regarding future performance. Information, opinions and estimates contained in this report reflect a determination
at its original date of publication by Sacra and are subject to change without notice.

Sacra accepts no liability for loss arising from the use of the material presented in this report, except that this exclusion
of liability does not apply to the extent that liability arises under specific statutes or regulations applicable to Sacra. Sacra
may have issued, and may in the future issue, other reports that are inconsistent with, and reach different conclusions
from, the information presented in this report. Those reports reflect different assumptions, views and analytical methods
of the analysts who prepared them and Sacra is under no obligation to ensure that such other reports are brought to the
attention of any recipient of this report.

All rights reserved. All material presented in this report, unless specifically indicated otherwise is under copyright to
Sacra. Sacra reserves any and all intellectual property rights in the report. All trademarks, service marks and logos used
in this report are trademarks or service marks or registered trademarks or service marks of Sacra. Any modification,
copying, displaying, distributing, transmitting, publishing, licensing, creating derivative works from, or selling any report is
strictly prohibited. None of the material, nor its content, nor any copy of it, may be altered in any way, transmitted to,
copied or distributed to any other party, without the prior express written permission of Sacra. Any unauthorized
duplication, redistribution or disclosure of this report will result in prosecution.

WWW.SacCra.com



mailto:jan@sacra.com
https://www.sacra.com/

Published on Mar 16th, 2023

Mercury: the unbundling of Silicon
Valley Bank

By Jan-Erik Asplund

TL;DR: As Silicon Valley Bank collapsed last week, $3B+ in
funds flowed through the startup ecosystem to other
startups, particularly neobanks Mercury and Brex. This
catalyzing event gives Mercury the opportunity to
aggregate startup demand, build the Booking.com of
startup banking and create a new gathering place for
technology startups and capital. For more on Mercury’s
strategy to build for safety and engagement, check out our
interview with Immad Akhund, CEO at Mercury.
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Key points from our research:

» Silicon Valley Bank (SVB) was founded in 1983 to serve an
unattractive segment of commercial banking, companies
with zero revenue but large deposits—otherwise known as
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venture-backed startups. Over 40 years, SVB accumulated
more than $200B in total assets across the startup/VC
ecosystem, with Valley institutions like Sequoia, Kleiner
Perkins, and Stanford Research Park serving as feeders. (link)

SVB’s growth left it vulnerable to bottom-up disruption
from Mercury and Brex (both founded in 2017), which
offered bank accounts and corporate cards to
underserved startups outside the core Silicon Valley
clique (e.g., international startups). Similar to consumer
neobanks like Chime ($1.85B revenue in 2022), Mercury and
Brex launched as Ul layers on top of infrastructure products
like Margeta (Brex credit cards), Synapse (Mercury banking)
and Lithic (Mercury 10 credit card), substituting easy-to-use
digital products in place of people-driven services and
verticalized to best serve a specific customer segment. (link)

SVB got unbundled during COVID and then unwound
completely in 48 hours, with Mercury and Brex initially
emerging as the primary beneficiaries, with Mercury
adding $2B+ in deposits and thousands of customers in a
week. Speed and safety drove companies to Mercury and
Brex, which as neobanks, are both designed to absorb
depositors at scale and diversify funds across multiple partner
banks for FDIC coverage ($3M and $2.25M respectively) and
money market funds. (link)
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Contrary to the banking business model of borrowing
short and lending long, as a software company, Mercury
generates revenue from (1) revenue sharing with partner
banks on deposits, (2) interchange on their debit and
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credit cards (3) international wire fees and foreign
exchange and (4) revenue sharing of the interest rate on
venture debt. Compare with Brex which also monetizes with
pure B2B subscription SaaS, selling their expense
management software Empower to enterprises. (link)

e Mercury is becoming the Booking.com of startup banking,
aggregating demand using free checking accounts and the
best banking experience to commoditize suppliers
(partner banks) who pay for access to Mercury’s customer
base. Booking.com aggregated demand for hotels by
dominating Google search results, which forced hotels onto
their platform and gave Booking.com the ability to get 5%
commission on each transaction. (link)

attempt to aggregate startup demand and sell more
products in their customer base, their offerings have
begun to overlap, turning partners into frenemies and a
new competitive set that will no doubt intensify in
competition over the coming years. Look to see these
companies move into incorporation (Stripe Atlas), cap table
(Carta) and fundraising (AngelList) as they look to create a
neo-SVB which consolidates all the services a founder needs
from the very first moment of company formation. (link)
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For more, check out our interview with Immad Akhund, CEO at
Mercury, and this other research from our platform:
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Stripe (dataset)
Mercury,

Bo Jiang,_co-founder and CEO of Lithic, on the key primitives
in card issuing

Peter Hazlehurst and Kris Hansen,_co-founders of Synctera,_ on
BaaS in 2023

Anthony Peculic, Head of BaaS at Cross River Bank on vertical
banks and BaaS providers

Shamir Karkal, co-founder and CEO of Sila, on the modern
payments stack

right sponsor bank
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