Market Research Report for Visa Inc.

Visa Inc. (Visa) is a global payments technology company. The Company provides digital
payments across more than 200 countries and territories. The Company connects
consumers, merchants, financial institutions, businesses, strategic partners and
government entities through technologies. The Company operates through the payment
services segment.

Industry Overview

Visa Inc. operates in the consumer finance industry, specifically as a global payments
technology company that facilitates electronic funds transfers through its proprietary
network. Its primary business is providing payment processing services to financial
institutions, merchants, and consumers. Visa enables secure and efficient electronic
payments between consumers, merchants, banks, and other stakeholders, facilitating
the movement of money globally.

Close Peers

1. Mastercard Inc
Mastercard is Visa's closest competitor, offering similar payment processing
services. Like Visa, Mastercard connects consumers, merchants, and financial
institutions through a robust network, supporting both consumer and
commercial payments.

2. American Express Company
American Express stands out by being both a card issuer and a network
operator, creating a closed-loop system. It targets affluent consumers and
businesses, offering premium services and rewards.
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In 2022, the global digital payments industry featured a concentrated market landscape
within the United States. Visa secured approximately 58% of total transaction volume in
billions of dollars, with its primary competitor, Mastercard, capturing about 33%.
American Express, the other significant player, controlled approximately 6% of the total
transaction volume.

Throughout the calendar year 2022, Visa, Mastercard, and American Express accounted
for 60%, 35%, and 2%, respectively, of the total transactions processed in billions of
dollars.



Similarly, in terms of the total number of cards issued in millions, Visa, Mastercard, and
American Express held 57%, 37%, and 2% of the market share, respectively, in 2022.

The aforementioned statistics reflect the dominance of Visa in all key metrics.
Mastercard followed as the second-largest market leader, while American Express held
the third-largest position across the operational data from 2020 to 2022, as reported in
Visa Inc.'s annual reports.
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Mastercard has consistently maintained the highest stock price, while Visa's stock price
has fluctuated between Mastercard and American Express from 2019 to 2023.
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American Express has achieved the highest net revenue, whereas Visa has shown an
increasing trend, surpassing Mastercard in net revenue over the same period.

Substitutes and New Markets
1. Digital Wallets and Mobile Payment Platforms:
Platforms like Apple Pay, Google Pay, and PayPal are becoming increasingly
popular as they allow consumers to make payments using their smartphones or
online accounts.
2. Cryptocurrencies and Blockchain-Based Payment Systems



Cryptocurrencies such as Bitcoin offer an alternative to traditional payment
systems by enabling peer-to-peer transactions on decentralized ledgers, often
with lower fees.

3. Buy Now, Pay Later (BNPL) Services
Services like Afterpay and Klarna allow consumers to pay for purchases in
installments, potentially challenging traditional credit card payments.

Key Revenue and Cost Drivers
Revenue Drivers
1. Transaction Volumes:
Visa earns fees on each transaction processed. More transactions mean more
revenue, influenced by economic conditions and consumer spending habits.
2. Cross-Border Transactions:
Additional fees from cross-border transactions contribute significantly to
revenue, driven by international travel and global e-commerce.
3. Data Processing and Service Fees:
Fees for data processing and services like fraud prevention and compliance
support add to Visa's revenue.
4. Value-Added Services:
Services such as loyalty programs and risk management provide additional
revenue streams and enhance client relationships.

Revenue by Segment
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Visa Inc.'s revenue is driven by five main segments: Service Revenues, Data Processing
Revenues, International Transaction Revenues, Other Revenues, and Client Incentives.
In 2023, these segments contributed 33%, 35.6%, 25.9%, and 5.5% of total revenue
respectively.

Service Revenues, supporting Visa payment services, declined to 33.0% of total
revenues in 2023 from 33.7% in 2022. Data Processing Revenues, facilitating



transaction processing, were 35.6% of total revenue in 2023, down from 36.5% in 2022.
International Transaction Revenues rose to 25.9% in 2023, up from 24.8% in 2022.
Other Revenues, mainly from license fees, grew to 5.5% in 2023.

Despite growth across all segments, Other Revenues showed the fastest growth rates:
24.5% in 2023. Overall, Visa's total revenue increased by 11.4% in 2023.

Cost Drivers

1. Technology and Infrastructure:
Continuous investment in technology, including data centers and cybersecurity,
is crucial to maintain and improve Visa’s services.

2. Marketing and Advertising:
Significant spending on marketing is necessary to maintain brand visibility and
attract new customers.

3. Personnel Costs:
Salaries and benefits for a highly skilled workforce are substantial expenses,
critical for innovation and operational excellence.

4. Fraud and Risk Management:
Investments in fraud prevention systems are essential to protect the network’s
integrity and maintain consumer trust.

COST BREAKDOWN EXCEEDING 10% OF TOTAL EXPENSES
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PERSONNEL MARKETING GENERAL AND ADMINISTRATIVE

Visa's operating expenses in 2023 are divided into Personnel (50%), Marketing (12%),
Network and Processing (6%), Professional Fees (5%), Depreciation and Amortization
(8%), General and Administrative (11%), and Litigation Provision (8%). Despite a cost
reduction strategy, overall core operating expenses increased by 11% in 2023, down
from 26.5% in 2022, with Personnel costs consistently rising.



Comparatively, Mastercard's operating expenses grew by 11.2% in 2023 (13.3% in
2022), and American Express's increased by 9.3% in 2023 (24.1% in 2022), both
showing an upward trend.

Economic Moat

Leading payment networks such as Visa benefit, unsurprisingly, from a network
effect. The more consumers that are plugged into a payment network, the more
attractive that payment network becomes for merchants, which in turn makes the
network more convenient for consumers, and so on. This explains why a small number
of networks have come to dominate electronic payments. At this point, Visa has reached
essentially universal acceptance in most developed markets. While the network effect is
the initial and primary driver of economic moats in this industry, the highly scalable
nature of payment processing leads to sizable cost advantages for large payment
networks, which in turn further cements their competitive positions. For the dominant
payment networks with global footprints, such as Visa, the network effect and resulting
cost advantage are strong enough to lead to a wide moat, in our view.

Visa has translated its dominant competitive position into an enviable level of
profitability. Operating margin (using net revenue) in fiscal 2022 was 67%, and margins
have generally trended upward because of the scalability of the business. Further, given
the relatively asset-light nature of the business, returns on invested capital are quite
healthy, averaging 29% over the past five years and 47% if goodwill is excluded.

Financial Performance

Visa’s diluted EPS and operating income have been robust, with operating
revenues primarily driven by service, data processing, and international transaction
revenues. These segments accounted for 33%, 35.6%, and 25.9% of total revenue in
2023, respectively. Despite a decline in service and data processing revenues, overall
revenue has grown steadily, reflecting Visa's strong market position.

Industry/Market Trends

1. Increasing Adoption of Digital and Contactless Payments:
The pandemic has accelerated the shift towards digital and contactless
payments, driven by consumer demand for convenience and safety.

2. Growth of E-commerce and Mobile Commerce:
Online shopping and mobile commerce are booming, increasing the demand for
secure digital payment solutions.

3. Expansion into New Payment Flows:
There’s a growing focus on new areas like B2B payments, P2P transactions, and
cross-border remittances, offering fresh revenue opportunities.

4. Regulatory Changes and Compliance:
Adapting to regulatory changes is crucial for staying compliant and avoiding
fines, influencing operational strategies.

5. Cybersecurity and Data Privacy Concerns:
Ensuring transaction security and protecting consumer data are paramount, with
breaches potentially damaging the brand and incurring heavy costs.

6. Competition from Fintech Companies:
Fintech startups and alternative payment methods are challenging traditional
networks, pushing Visa to innovate and adapt continually.



SWOT Analysis
Strengths

Weaknesses

Extensive Global Network
Visa's network spans over 200 countries, making
it a truly global player in the payments industry.

Dependence on Economic Conditions

Visa's revenue is closely tied to consumer
spending, making it vulnerable to economic
downturns.

Strong Brand Recognition

The Visa brand is synonymous with trust and
reliability, giving it an edge in retaining and
attracting customers.

High Regulatory Scrutiny
The financial industry is heavily regulated,
and compliance can be costly and complex.

Diverse Product Offerings

Beyond credit cards, Visa offers a range of
products including debit and prepaid cards, as
well as services like fraud prevention and data
analytics.

Rising Fraud Prevention Costs

Increasing digital transactions elevate the
costs associated with maintaining secure
networks.

Strategic Partnerships

Collaborations with financial institutions and tech
companies enhance Visa’s technological
capabilities and market reach.

Limited Presence in Some Emerging Markets
Visa faces challenges in penetrating some
emerging markets due to local preferences
and regulatory barriers.

Opportunities

Threats

Growth in Emerging Markets

With rising internet penetration and incomes,
emerging markets offer significant growth
potential for Visa.

Competition from Fintech and Alternative
Payment Methods

Digital wallets and cryptocurrencies are
gaining popularity, posing a threat to
traditional payment networks.

Expansion of Digital and Contactless Payments
The shift towards digital payments is a huge
opportunity, with consumers seeking convenient
and secure payment methods.

Cybersecurity Risks

The risk of cyberattacks and data breaches is
a significant concern, potentially harming
Visa’s reputation and financial health.

New Payment Flows and Services

B2B payments, P2P transactions, and cross-
border remittances represent new areas for
growth and revenue diversification.

Regulatory Changes

New regulations can impact Visa’s
operations and profitability, requiring
constant adaptation.

Strategic Acquisitions and Partnerships
Acquiring fintech companies and forming new
partnerships can help Visa enhance its
technological capabilities and market presence.

Economic Downturns

Economic recessions can lead to reduced
consumer spending, negatively affecting

Visa’s transaction volumes and revenue.




PESTEL Analysis

Category

Factors

Political

Regulatory Changes

Visa must adhere to different regulatory environments
in each country it operates in, which can influence its
operational costs and strategies. Changes in regulations
related to data privacy, financial transactions, and anti-
money laundering laws can have significant impacts.

Trade Policies and
International
Relations

Political tensions and changing trade policies can impact
Visa's ability to operate smoothly across borders,
affecting cross-border transaction volumes and
revenues.

Economic

Global Economic
Conditions

Economic growth boosts consumer spending and
transaction volumes, positively affecting Visa's revenue.
Conversely, economic downturns or recessions can lead
to reduced consumer spending and lower transaction
volumes.

Currency
Fluctuations

Exchange rate variations can affect the profitability of
cross-border transactions and the value of revenues
earned in different currencies, posing a risk to Visa’s
financial performance.

Social

Consumer Behavior

Shifts in consumer preferences, such as the increasing
demand for digital and contactless payments, require
Visa to continuously innovate and adapt its services.
Demands for convenience, speed, and security are
driving changes in payment methods.

Demographic
Changes

Growing internet penetration and the increasing
number of tech-savvy young consumers in emerging
markets present opportunities for Visa to expand its
digital payment solutions and capture new customer
segments.

Technological

Technological
Advancements

Innovations in fintech, blockchain, and mobile payment
technologies present both opportunities for new
services and threats from new competitors. Visa needs
to invest in these technologies to stay competitive.

Cybersecurity
Threats

As digital transactions increase, so do the risks of
cyberattacks and data breaches. Ensuring robust
cybersecurity measures is crucial to maintaining
consumer trust and protecting the integrity of Visa’s
payment network.

Environmental

Sustainable Practices

There is increasing pressure on companies to adopt eco-
friendly practices. Visa must incorporate sustainability
into its operations, such as reducing the carbon
footprint of its data centers and promoting digital over
physical cards.




Energy Consumption

The energy demands of Visa’s extensive global network
and data centers are significant. Efficient energy use and
investment in renewable energy sources are important
for reducing environmental impact and operational
costs.

Legal

Compliance
Requirements

Compliance with a multitude of legal standards and
regulations across different jurisdictions is complex and
costly. Failing to meet these requirements can result in
legal penalties and damage to Visa’s reputation.

Intellectual Property

Protecting its technological innovations and proprietary
systems through patents and trademarks is essential for
maintaining Visa’s competitive edge and avoiding costly

legal disputes.

Competitive Environment Analysis

Visa and its close peer Mastercard dominate the global payments industry,
controlling over 90% of the credit card market. Both companies benefit from extensive
global networks, strong brand recognition, and technological capabilities, making it
difficult for new entrants to compete. However, fintech companies like PayPal, Apple
Pay, and Google Pay are gaining traction, particularly in e-commerce and mobile
payments, offering lower transaction fees and seamless integration with online
platforms and mobile devices.

To stay competitive, Visa and Mastercard are expanding their product offerings,
investing in new technologies, and exploring new payment flows such as B2B and cross-
border transactions. Strategic partnerships and acquisitions are also key strategies. For
instance, Visa's partnership with various fintech companies and its acquisition of Plaid
enhance its digital payment and open banking capabilities.

American Express differentiates itself by targeting affluent consumers and
businesses, offering premium services and rewards programs. It has invested heavily in
digital capabilities and partnerships to enhance its value proposition, maintaining a
competitive edge in the premium segment.

The competitive landscape in the payments industry is rapidly evolving, with
traditional players facing disruption from innovative fintech companies and alternative
payment methods. Companies must adapt to changing consumer preferences, embrace
new technologies, and offer compelling value propositions to maintain their market
position.



