Best Buy: Visa, Mastercard, or
American Express?
It's a great time to be in the card payment business. Out of the famous trio,
here's which card stock is the best investment.
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It's a rivalry as old as time itself. OK, not really, but the top three payment-card companies in
America -- Visa (NYSE:V), Mastercard (NYSE:MA), and American Express (NYSE:AXP) -have been slugging it out since the dawn of the modern card era.
Over that time, many an investor has pondered which of the Big Three is the best stock buy
for the money. Here's which one I think is the champ right now.
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Middlemen vs. creditors
First, let's take a top-down look at the payment-card industry. There are two types of
operators -- open-loop and closed-loop. In the first, the card company is merely the
facilitator of transactions; another company extends the credit, typically a bank or other sort
of financial institution. Visa and Mastercard both fall under this category; they are card
brands but provide no credit themselves.
Closed-loop companies generally function as both the creditor and the payment processor;
this is the case with AmEx and smaller peer Discover Financial Services.
The game with open-loop companies, since they're essentially middlemen taking a cut of
every transaction on their network, is volume. The more payments eﬀected with their brands,
the more money they make, all things being equal. Credit risk is someone else's problem.
Yet it's also someone else's opportunity, at least as far as AmEx is concerned. As a closedloop operator, it also pockets those per-transaction "swipe" fees, but unlike Visa and
Mastercard, it rakes in interest income from the credit it extends to its cardholders as well as
annual membership fees from those customers.
This is why AmEx's revenue is well higher than that of both Visa and Mastercard. However,
since AmEx's costs of being a money lending, one-stop shop are proportionally much higher,
its margins are significantly thinner.
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It also has a smaller footprint -- at the end of last year there were around 47.5 million AmEx
cards in circulation, according to data from WalletHub. That number is well under
Mastercard's estimated 200 million, and Visa's 335 million (again, volume is key for the
open-loopers).
The world is quickly moving away from cash to alternatives such as plastic and digital.
According to Euromonitor International, transactions made by card overtook those by cash
for the first time last year.
One forecast from the Nilson Report predicts that the number of payment cards in circulation
will rise by 16% from the end of 2015 to 2020 -- a trend that favors the volume guys, rather
than closed-loop operators, since they necessarily have to be more careful and cautious
about issuing cards.
Meanwhile, Mastercard and Visa have gotten more deeply involved in 21st-century payment
processing. Visa in particular has done a good job inserting itself into this segment, forming
a partnership with one-time antagonist PayPal Holdings, and another with Europe-based
online payments specialist Klarna.
Analysts have a rosy view of the future of both open-loopers. According to Zacks Investment
Research, prognosticators have collectively forecast earnings growth averaging 16.3%
annually over the next five years for Visa, and 15.5% for Mastercard. AmEx's figure for same
is a good-but-not-quite-there 10.3%.

All of this means that, for me, the ultimate choice for investors is between Visa and
Mastercard -- even though I have long been an AmEx bull and remain so.
The drum roll, please...
So which of the pair takes the crown? In my view, it's Visa, which is giving every indication
that it's well armed and very ready to expand its lead in the payment-card space. The
company's recent results have been nothing short of stellar, and those smart strategic
partnerships, plus the recent consolidation of Visa Europe into its business, position it very
nicely for the future.
Both Visa and Mastercard have, justifiably, seen run-ups in their stock over the past few
months as investors realize just how explosive their potential is. These days, Visa trades at a
very high trailing 12-month P/E of over 40, while Mastercard floats a bit north of 36. Looking
toward the future, though, the two stocks' P/E-to-growth rates are roughly equal at around
the 1.9 level.
For the aforementioned reasons, I think the bigger company has scope for bigger shareprice gains. If anything, analysts are underestimating Visa's potential. It's the clear winning
stock for me at the moment.
10 stocks we like better than American Express
When investing geniuses David and Tom Gardner have a stock tip, it can pay to listen. After
all, the newsletter they have run for over a decade, Motley Fool Stock Advisor, has tripled the
market.*
David and Tom just revealed what they believe are the ten best stocks for investors to buy
right now… and American Express wasn't one of them! That's right -- they think these 10
stocks are even better buys.
See the 10 stocks
*Stock Advisor returns as of September 5, 2017

Eric Volkman has no position in any of the stocks mentioned. The Motley Fool owns shares of and
recommends Mastercard, PayPal Holdings, and Visa. The Motley Fool recommends American Express. The
Motley Fool has a disclosure policy.

This Stock Could Be Like Buying Amazon in 1997

Imagine if you had bought Amazon in 1997… a $5,000 investment then would be
worth almost $1 million today.
You can't go back and buy Amazon 20 years ago… but we've uncovered what our
analysts think is the next-best thing: A special stock with mind-boggling growth
potential.
With hundreds of thousands business customers already signed up, this stock has
been described as "strikingly similar to an early Amazon.com."
Learn more
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American Expr…
NYSE:AXP
$92.08 $0.39 (0.43%)

Mastercard

NYSE:MA
$146.50 $0.57 (0.39%)

Visa
NYSE:V
$107.81 $0.27 (0.25%)
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