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The LatAm Digital Report (“Report”) is based
on a number of information that has not been
generated by McKinsey & Company, Inc. do
Brasil Consultoria Ltda. (“McKinsey”) and has
not been subject to McKinsey’s independent
verification. McKinsey makes no
representations or warranties regarding the
accuracy or completeness of the information
contained in this Report and expressly
disclaims any and all liabilities based on it.

The analyses and conclusions contained in
this Report does not intend to contain or
incorporate all the information that may be
required and are based on various
assumptions which may or may not be
correct, being based upon factors and events
subject to uncertainty. This Report is not
intended to give an independent opinion or
perspective of future events nor any type of
recommendation on specific courses of action

or decisions. Statements of expectation,
forecasts and projections relate to future
events and are based on assumptions that
may not remain valid for the whole of the
relevant period. The reader should conduct a
more detailed investigation and analysis
before making any decisions.

This Report and the information included in
this report does not contain, nor are they for
the purpose of constituting any type of
strategic, legal, tax, regulatory, investment,
environmental or other regulated advice.

McKinsey shall not be obliged to maintain,
update or correct the report, nor shall it be
liable, in any event, for any damage or loss
caused by the use of the Report, including,
without limitation, lost profits or indirect
damages.
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In the last years
LatAm lived its

first significant
VC boom

oprietary and Confidential. All rights reserved



An i n n ovati o n Total number of
e nVi ronme nt unicorns in LatAm
never seen before 34
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Startup’
de?lgropp;ent /\@( m W( m N [\\
/» kﬁ”— B

cycle getting | S
faster and faster

—

Cohort’s minimum time to reach # of months to reach one million Risk and growth rounds blurred,
Unicorn status in years clients by player reducing runway time (# months)

2021 1 2019 | G 2021 |1

Source: Brazilian Start-ups Landscape Survey — McKinsey 2020; McKinsey analysis, Press search, Company websites © 2023 McKinsey & Company. Proprietary and Confidential. All rights reserved 6



$18B
6x

The growth on venture

$3_B funding in LatAm
2018 2021
1.297
928 1. 4X
The growth on number
of VC rounds in LatAm
2018 2021

An abundance
of capital flow N 2.4x
in the region -’10

2018 2021

Increase in VC investors
active in LatAm

Source: SlingHub © 2023 McKinsey & Company. Proprietary and Confidential. All rights reserved 7



Changing
the mindset
of the next
generation
of talent

Of newly tech
graduates would like
to work for a startup

Of newly tech

83% graduates would like

to open a startup

Of newly tech
19% graduates already
have a business

Source: Survey conducted in April 2022 with Brazilian students recently graduated from
computer science, computer engineering, IT, and other tech courses

© 2023 McKinsey & Company. Proprietary and Confidential. All rights reserve



m value markdown

on selected VC
Fund’s portfolios’

And now we h

are livi ng of startups had

a down round?

our first real h
dOW" CyC|e | ~in VC funding

volume between
2021 and 2022

Market estimation. Valor - Pipeline
Include startups in stages B+. Based on McKinsey LatAm Startup Study

1.
2.
Source: Valor — Pipeline, SlingHub, McKinsey LatAm Startup Study (2023)

© 2023 McKinsey & Company. Proprietary and Confidential. All rights reserved ]



So we conducted
a comprehensive
study to better
understand the

current context...

1. VC Funds, CVCs, Startup Founders and Legal Experts

Source: McKinsey LatAm Startup Study (2023)

Of the Top Startups
in LatAm surveyed

Market leaders
interviewed’

Startup employees
surveyed

STEM Students
surveyed

10



...covering a diverse
set of startups from
different geographies

Countries

covered :
L Different

industries




/ \

And here is a
summary of our

~Kkey Insights

and Confidential. All rights reserved 12
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Funding
& Investor
Relations

2

Product
& Growth
Strategy

3

Profitability
& Efficiency

we grouped
the main
insights into
4 DIMENSIONS

} People &
Culture

McKinsey & Company 13




Funding >Profitabi|ity
> & Efficiency

& Investor
Relations
we grouped
the main
insights into
Product ; } I_Deople &
& Growth > Culture

Strategy -
McKinsey & Company 14



LatAm venture capital volume
USD Bi

" Angel-Seed | SeriesA+ B! [l Series C+2 [ No information

The volume of

17,7 capital dropped, but
alle is still 63% above

5,8 pre-pandemic levels
and is mainly
available for early-
stage startups

Includes S A and Series B rounds of funding stag
Includes S C+ rounds of funding stag
: SlingHub © 2023 McKinsey & Company. Proprietary and Confidential. All rights reserved 15



Almost 1/3 of
startups have
less than

18 months of
runway

of startups have
less than 18

months of runway’

VC investor

© 2023 McKinsey & Company. Proprietary and Confidential. All rights reserved
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shortage for series
LatAm, estimated
by the market

Annual capital
B+ startups in

2 Bil+




Top 10 investors

active in LatAm were responsible for

Sources of

funding are

409%

of deals

diversifying...

in 2021

erved 18
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1.
2.
Sou

0 of largest LatAm
8 O / based VC Funds! are

O on the Fund lIl +
...pushed by

local VCs that

I . _ind der f
are becoming  v0 ) (2D o g niE "
more mature and
experienced

new LatAm based
+ 15 O VC Funds emerged

in the past 3 years

Selected LatAm VCs with more than USD100 million of capital raised
According to market estimation published in Spectra’s Survey with Entrepreneurs Report (2023)

rce: SlingHub, Crunchbase , NeoFeed, Spectra © 2023 McKinsey & Company. Proprietary and Confidential. All rights reserved
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We see an
opportunity to
increase CVC
volume in the
region...

Source: PitchBook Data, Inc. Data has not been reviewed by PitchBook analysts

Penetration of CVCs
# CVCs / # of listed companies

6.2%
3.3%
LatAm uUS

Potential upside
for CVC participation
in LatAm of

© 2023 McKinsey & Company. Proprietary and ConfidentiédcKérisegh&sCosgraed
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...and CVCs
can become
even more
prominent by
adjusting their
operating
model

Source: Abvcap

CVC in Brazil is

a recent trend...

were founded
since 2020

have a pure
independent,
third part
management
team

...and we observe common pitfalls CVCs
should avoid in order to be successful

Lack of agility on decision Weak monitoring on financial
making process performance and failure to
capitalize on synergies

Loss of autonomy for the
startup's founders and

Failure to use industry
management team

specific know-how to help
investments strive

© 2023 McKinsey & Company. Proprietary and Confidential. All rights reserved

21



Despite the low
volume, angel
inveStO rs are Total LatAm VC volume invested by angel investors
m - . USD MM
increasing their
participation in

the market

Source: SlingHub © 2023 McKinsey & Company. Proprietary and Confidential. All rights reserved 22



Main attributes startups look for in VC Funds
% of respondents

() Early

-stage’ Late-stage’
o
S 64%

47%

36%
33%
ﬂ r } A 24%

() [

3%
Quality of Quality of Size of the Largest Quality of Speed in Demands for Others?
network in mentorship check offered  valuation governance closing deals stock rights
the segment proposed proposed

1. Early-stage includes Seed and Series A stages; Late-stage includes Series B+ stages
2. Others include ethics, reputation with LPs, brand and commitment for future rounds

VCs need to
continue to
evolve on
how they
support
startups

Source: McKinsey LatAm Startup Study (2023) © 2023 McKinsey & Company. Proprietary and Confidential. All rights reserved 23



VC funds re pOrted to be Distribution of cap table by company stage

seeking closer 7 of cap table

involvement with startu PS — Owned by founders == Owned by investors  Reserved for stock option & other
and better deal terms

75

70

6 .

60

For the next 6 months, I intend to hold 55

new investments in order to draw closer 50

attention to my current portfolio 45

companies 40

— VC investor 35

30

7 ’

20

We have more time now to conduct a 15

robust due diligence and structure the 10

deal with more favorable terms 5

_ VC investor 0]
Seed Series A Series B Series C Series D

Source: McKinsey LatAm Startup Study (2023) © 2023 McKinsey & Company. Proprietary and Confidential. All rights reserved 24



LatAm 50

M&A deals

evolution

Number of
monthly M&A
deals

Where should
we go from
now on?

Source: SlingHub

(44

It seems that the whole
market is on sale. We are
constantly approached with
M&A opportunities

LatAm Startup Founder

73

Deals in 1Q23

We are
likely to

2023

seéeé a wave

19 of M&As

There will be a lot of
opportunities in
times like these, with
high cost of capital

LatAm Startup Founder

© 2023 McKinsey & Company. Proprietary and Confidential. All rights reserved
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And there are some blooming industries
increasing their share of capital in the market

Other sectors with highest CAGR,

LatAm venture volume by sector, 2020-2022 CAGR, %

% of total volume

100% 100% 100%
0 . . B Finioch Energy 263%
intec
. Retailtech
] Proptech
B Foodtech
HRtech Cleantech 206%
Logtech
Other
Biotech 198%
@
299, 28% 28% Construtech 132%

2020 2021 2022

Source: SlingHub © 2023 McKinsey & Company. Proprietary and ConfidentiédtKiisegr8sCosgraeyg 26



Funding
& Investor
Relations

2

Product
& Growth
Strategy

| Profitability
> & Efficiency

we grouped
the main
insights into

} People &
Culture
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Growth and
product
development
are among the
main priorities
for startups

Startups top priorities

% respondents that selected each lever as one of their top 3 priorities

84%

57%
48%
43%
34% 34%
Growing atthe  Product Cost Growing on Funding People and
current market development reduction new markets Culture

Source: McKinsey LatAm Startups Study (2023) © 2023 McKinsey & Company. Proprietary and Confidential. All rights reserved 28



YoY Growth Grew +90% in
% of startups by annual growth range 2022

-~ Despite the

down cycle, 5 4%

startups +90% B Braci

continue to e

grow

almost as if -

nothing has 51-907% | 18% ° 44%
e LatAm

happened et ex-Brazil

0-50% L 30%

2021 2022

Source: McKinsey LatAm Startup Study (2023) © 2023 McKinsey & Company. Proprietary and Confidential. All rights reserved 29



The main
source of
growth is
customer
acquisition

1. Others include international expansion, M&As and other levers

Source: McKinsey LatAm Startup Study (2023)

Main lever of value creation driving startup’s growth
% of respondents

I &

New Share of
clients wallet
E%E 000
550 O
\ 000
ey Others
products

© 2023 McKinsey & Company. Proprietary and Confidential. All rights reserved 30



And organic
growth is the
main
strategy to
acquire new
customers

Source: McKinsey LatAm Startups Study (2023)

Customer acquisition strategies reported by startups
% of respondents that selected each strategy

Organic Growth

SEO, Product-led growth, referrals and
others

Online marketing (non-organic)

paid marketing, paid clicks, social media
impulse purchases, and others

Offline marketing (non-organic)
TV & radio, billboard ads, phone call

© 2023 McKinsey & Company. Proprietary and Confidential. All rights reserved
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Startups that
invest in new
products
grow at
higher rates

1. Others include international expansion, M&As and other levers

Source: McKinsey LatAm Startup Study (2023)

YoY growth by main lever of value creation
% of startups by annual growth range, 2022

+90%

50-90%

0-50%

New clients Share of New Others'
wallet products

© 2023 McKinsey & Company. Proprietary and Confidential. All rights reserved
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Pivoting Is also a core strategy, after all,
startups are all about test and learn

Detailed next

% of surveyed 62% A

startups that A
pivoted one aspect

of their strategy / /

Pivoted Pivoted Pivoted
geography channel customer
segment

Source: McKinsey LatAm Startup Study (2023) © 2023 McKinsey & Company. Proprietary and Confidential. All rights reserved



68% of
startups that
have pivoted
product, did it
two or more
times

% of surveyed startups that pivoted product

3? %

Pivoted
one time

Pivoted two or
more times

© 2023 McKinsey & Company. Proprietary and Confidential. All rights reserved
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In terms of geography, international footprint is relevant,

and contributes to ~20-40% of total revenue

Geographic source of revenue by industries
% of revenue by geographic source

4% I
22%

4%

33%

B Country of origin

3%

35%

Latam (outside
country of origin)

6%

27%

Fintech

Source: McKinsey LatAm Startup Study (2023)

SaaS

E-commerce
& consumer

Other industries

M Global
(outside Latam)

Average % of revenue
coming from outside

the country of origin

,  ZO%

3R e Startu PS in
Brazil

4 0%

. .. Startu PS

K in LatAm
ex-Brazil

© 2023 McKinsey & Company. Proprietary and Confidential. All rights reserved
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Funding
& Investor
Relations

Product
& Growth
Strategy

. 3

Profitability
A & Efficiency

we grouped
the main
insights into

} People &

> Culture
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If before was

all about growth,
the current
dilemma is

how to balance
growth and
profitability

© 2023 McKinsey & Company. Proprietary and Confidential. All rights reserved 37



We identified 4 clusters Great Gatsby
of startups based on /:»
how they manage this ?) /4
balance; 19% of them

report growing at a ] 35%

faster pace, while
closely tracking their
profitability aspirations

STRONG

Growth'

Peter Pan

=

34% 12%

WE AK

WEAK STRONG

1. Strong growth includes startups with +50% average annual growth (on revenue or client base) from
2020 to 2022

2. Strong profitability includes startups that have reached breakeven, have 6+ months of runway, and PrOfltablllty2
had no down round. And/or startups that monitor success through profitability related metrics

Source: McKinsey LatAm Startup Study (2023) © 2023 McKinsey & Company. Proprietary and Confidential. All rights reserved 38



f/?/Rockstars Non-Rockstars
Main
industries’
41% 38% Fintech

— A deeper

- 000000000
X ray Of 0000000000

‘ 23% 15% SaaS

Rockstars 0000000000 | ,;, |, |y
0000000000 9% | 3% | Edtec
- 90000000000 . ‘ »3o, ot
ers
T 0000000000 ’ ’
| 0% | 17% | E-commerce
Average annual per year Distribution Brazil g .. LatAm ..,
growth in the in LatAm (except Br) %
last 3 years
~ ) 0/
75% 63% 37%
Non - Rockstars 38% Non - Rockstars 46% 54%

Source: McKinsey LatAm Startup Study (2023) © 2023 McKinsey & Company. Proprietary and Confidential. All rights reserved



Startup journey since launch
average time since startup launch in months

11 MONTHS

s
7TMONTHS J
E-commerce

Ecommerce g On average,
Fintech
E-commerce 171 MONTMHS a Startup cyCIe
4 MONTHS SaaS

- 14 MONTHS from launch to
g 7 MONTMHS n n n
Al Saas monetization Is

10 MONTHS

g less than a year...

Source: McKinsey LatAm Startup Study (2023)



.but the

jou n ey to Startups that didn’t reach breakeven by startup age

% of respondents by range of startup’s age
breakeven can
83%

take much
longer 61%
g 53%
I I Is%
Startup 3.5 6-8
?Qe,
years since
launch

Source: McKinsey LatAm Startup Study (2023) McKinsey & Company



use CAC & sales
expenses optimization

Startups g@%
seeking cost N
efficiency
focus on 3
main levers

implement |T costs
efficiency levers

(e.g., cloud usage,
engineering productivity)

I. CAC optimization
Il. IT cost reduction
lll. Workforce resizing

made layoffs to
reduce costs

‘\
Source: McKinsey LatAm Startup Study (2023) ; @! © 2023 McKinsey & Company. Proprietary and Confidential. All rights reserved 42



LTV/CAC shrinks throughout startups
journey to maturity, as customer
acquisition becomes more difficult
and growth investments increase

Seed
LTV/ICAC
63% of late-stage startups
use organic growth to
acquire new customers,
Early vs. 71% of early-stage
stage \
Late
stage Mature
% of total
budget for m m
19% 30% 34%

growth & sales

N

(

Source: McKinsey LatAm Startup Study (2023) © 2023 McKinsey & Company. Proprietary and Confidential. All rights reserved 43



Those with lower
ratio have a
higher pressing
Issue to reduce
CAC in the current
context

Source: McKinsey LatAm Startup Study (2023)

LTV/CAC distribution
by industry

83%

Upper
quartile

3.0
Average .
Lowerg 29
quartile 2.0

Ecommerce

% of startups that prioritize CAC

XX% o
and sales expenses optimization

45, 64
11
-
-
— 8.6 6.7
4.0
2.5
Fintech SaaS

47%

10

8.1
4.0

Others

© 2023 McKinsey & Company. Proprietary and Confidential. All rights reserved 44



Architecture &
platform
Micro-services architecture
coding standards and design
g

n
C O m pa n Ies Infra as a code (processing, 9
- i storage, network) @ techniques (peer code review)
Wlth a h I g h Resilience by design (blocking & Standardized toolkit with a

Processes
& tools
High adoption of engineering
practices with well defined
A
N

- . recovering from threats) Leve rs to San
e n g I n ee rl n g . E2E secure automation (build,
rOd u CtiVit Increase test, and release)
P y Culture & talent efficiency

. . 000 M -
use 4 Ievers Autonomous multi-functional %@E m etrics

teams accountable for products’ Metrics to assess

to i n c reas e allEEEE infrastructure, productivity &

. quality (granular at the
effi c i e n c Culture of psychological safety engineer & squad level) and
y Engineers with “e-profile” team’s health

capabilities (leadership,
engineering, technologies)

Benchmarks against industry
best practices

2030« —— upto3x —— 20.30«

increase on reduction on reduction on
productivity time to market errors

Source: McKinsey Developer Velocity Survey © 2023 McKinsey & Company. Proprietary and Confidential. All rights reserved 45



Rockstars are ahead of the market in cloud
efficiency and 73% report adopting usage
monitoring to optimize cloud costs

Reported adoption of usage monitoring
by startups as a FinOps tool

% of respondents

Organizations struggle with
cloud usage optimization
and report that

44.,

of cloud cost

of cloud
spend was reduction can be
misspent achieved with FinOps Q

Non
rockstars

1. Estimation based on self-reported answers from global cloud decision makers and users (Flexera — State of the Cloud 2022)

Source: McKinsey LatAm Startup Study (2023); Flexera — State of the Cloud (2022) © 2023 McKinsey & Company. Proprietary and Confidential. All rights reserved 46



MIGRATE TO OPEN SOURCE

|dentify workloads that can run on open
source instead of within commercial solutions

ASSESS LOWER COST
ALTERNATIVES
Re-evaluate the necessary

functionality for software and
consider lower cost alternatives

&

LEVERAGE CLOUD

Leverage cloud solutions (PaaS as well as
SaaS) to reduce application maintenance and
infrastructure service costs

For software
& licenses, cost
efficiency can be
achieved through

6 STEPS

LR

RATIONALIZE SOFTWARE
CATALOGUE

Standardize and simplify the software
catalog, remove functionally equivalent
solutions and drastically reduce the number of
software products

MANAGE DEMAND FOR
LICENSES

Remove unused licenses,
selectively adding/removing
functionality for specific user
groups

RENEGOTIATE LICENSE

Renegotiating software licenses can drive
an up to 15% cost reduction

© 2023 McKinsey & Company. Proprietary and Confidential. All rights reserved 47



Layoffs are

impacting
r in
startu PS of startups in
LatAm LatAm had to
lay off part of
their workforce was the average
workforce
affected

Source: McKinsey LatAm Startup Study (2023) © 2023 McKinsey & Company. Proprietary and Confidential. All rights reserved 48



Funding
& Investor
Relations

Product
& Growth
Strategy

Profitability
‘A > & Efficiency

4
> BN

we grouped
the main
insights into

Culture
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In a tightening

g 5 ";" I'_’ l'; g W= - 2010 - 2017 2018 - 2021 2022 - Today
CyCIe, It PROP. lllustrative
becomes more
challenging to
manage talent ( Incumbents ) .............................. .
and culture
Lower salaries and Competitive Lower short-term equity
benefits compensation (fixed and return
Chance of equity upside variable) Layoffs
Flexible work models Unicorn boom Incumbents catching up
already a possibility Appeal at an all-time high on work model flexibility

and benefits

Source: McKinsey LatAm Startup Study (2023) © 2023 McKinsey & Company. Proprietary and Confidential. All rights reserved 50



Tech roles are
still a major
iIssue for
startups

Source: McKinsey LatAm Startup Study (2023)

Roles/areas harder to hire and retain
% of respondents that indicated each of the following options

74%

Tech and product related
Strategic roles _ 31%
Middle management - 20%
C-suite level - 17% é(

X
Sales - 11% 6 0%

For Rockstars

Support roles - 9%

Marketing - 9%

© 2023 McKinsey & Company. Proprietary and Confidential. All rights reserved
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There is a
challenging
scenario ahead

to retain talent ST S ¢

Top reasons for employees to seek a new job
% respondents that indicated each one of the options

Better benefits (eg. More paid leave, _ 40%

1/ I better health insurance, childcare, etc)

of startup employees Better career opportunities _ 37%
consider the possibility

of leaving their jobs in Flexible working arrangement I 26%
the next 3 to 6 months (eg. Working remotely)

Less hours - 25%

1. Startup employees were asked "How likely are you to leave your current job in the next 3-6 months?"
(n =300). It was considered the following answers: “almost certainly”, “very likely” and “likely”. 29%
selected the option “Somewhat likely” and 47% “not at all likely”

Source: McKinsey LatAm Startup Study (2023) © 2023 McKinsey & Company. Proprietary and Confidential. All rights reserved 52



The value prop
for the new
generation is
still appealing

Source: McKinsey LatAm Startup Study (2023)

Total of STEM students that would consider
working in a startup in the next 2 years
% of total respondents

2022 2023

87% v 86%

© 2023 McKinsey & Company. Proprietary and Confidential. All rights reserved 53



There is a mismatch between founders, employees and
students’ opinions on reasons why to work in startups

? Founders' Employees? Students?

Main reasons to work in a startup
% respondents that indicated each one of the options

Salary, benefits and working model are
relevant reasons for startup employees
and students

Founders believe that culture and
purpose are top reasons why people
seek to work in their companies

3. Students who showed interest in working in a startup were asked "Why would you like to work at a Startup?“

Source: McKinsey LatAm Startup Study (2023)

© 2023 McKinsey & Company. Proprietary and Confidential. All rights reserved

60 57 63
® 43 41
39 39 36
33
25 2 25
21 22 22 22 22 23
15 17
4 T
Learning Purpose Culture Networking Potentially Financial Working Potential
opportunity fast- reasons model financial
growing (CEIEWY (remote/ upside
career benefits) hybrid) from
1. Founders and C-levels were asked "Why do you think people come to work for your company?” stock
2. Startup employees were asked "What motivated you to work on a startup?” options

54



Remote or hybrid
working model are
largely preferred
by startup
employees

Working models employees’ preference
% of respondents

| Fully remote 2 Most days remote Most days on site Fully on site

100 100 100

S80%
..................... Of startup
employees
prefer remote or

hybrid working
model

Pre Covid -19 Current Desired

Source: McKinsey LatAm Startup Study (2023) © 2023 McKinsey & Company. Proprietary and Confidential. All rights reserved
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Finally, in this
context,
strengthening
culture’s
essentials is the
top priority in
People & Culture
for founders

Source: McKinsey LatAm Startup Study (2023)

Top priorities in People & Culture
% of respondents that selected as one of top 3 priorities in People & Culture

59%
YA
43%
32% 32%
27%
15%
Culture Performance Leadership Employee Talent retention Talent Incentives
management development development attraction structure
and training

© 2023 McKinsey & Company. Proprietary and Confidential. All rights reserved
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And there is a silver

lining about down cycles:
a great vintage wave of
talent and entrepreneurs

2007 - 2008
1998 - 2002
Financial
crisis
Dot-com bubble
and crash

@ =l
« Uber
airbnb ®
C®*>
2008 2009 2009

1998 2004 2005

Source: McKinsey LatAm Startup Study (2023), Press search

2022-2023

This crisis is
different; we had
several great
‘schools’ and
‘hubs’ that

developed digital
and tech talents

VC investor

44

The vintage of
startups forged in
2022-2023 will
be incredible

VC investor

© 2023 McKinsey & Company. Proprietary and Slotfidseyidl. @dmipaty reserved 57



It’s time to...

REVIEW
RECALIBRATE
REWIRE

© 2023 McKinsey & Company. Proprietary and Confidential. All rights reserved 58



McKinsey
& Company

KNOW MORE

— %, Litan | Startup
Rej

port | Study
'“ latamdigitalreport. mckinsey.com

_atAm

Digital Startup

Future Faster

ed to scole fost.

https://get.fuelbymckinsey.com/

Report

41h edition

Study
2023

Thank You!

McKinsey would like to thank SlingHub for
providing part of the data used to build this report

https://www.mckinsey.com/capabilities
/mckinsey-digital/leap/overview

© 2023 McKinsey & Company. Proprietary and Confidential. All rights reserved 59



