
 

 

Shorts not betting against credit card market   

 
The US credit card market is undergoing what is arguably its greatest period of change in the last 
decade, but short sellers have so far held back from betting on the sector’s downfall. 
 

 American Express has less than 0.2% of shares out on loan despite recent troubles 

 Visa had been targeted by short sellers, but demand to borrow has tapered off after hitting 
new record in September 

 One firm being targeted is international payments provider Western Union which has 16% 
of shares out on loan 

 

Credit card companies are arguably some of 
the best placed firms to take advantage of 
rising American consumer spending as their 
agnostic revenue generating model, which 
charges volume based fees, ought to reflect 
the fact that US consumer spending has 
largely outpaced the wider economy.  
 
But recent court judgements and 
increasingly heated (arguably zero sum 
game) competition between Visa, MasterCard 
and American Express, which are responsible 
for over 80% of credit card purchases by 
volume look set to shake up the established 
industry status quo. 
 
Despite recent drastic share price movements, 
short sellers have shown little appetite to 
trade on the back of the recent industry 
changes over the last few weeks. 
 
American Express sees headwinds 
 

American Express, which unlike its other two 
large peers is both a primary issuer and 
payment processor, has been at the losing 
end of both industry shifts over the last month. 
The firm recently lost an antitrust ruling, which 
could see retailers shun its higher cost cards; 
something which its previous merchant 
agreements forbade.  
 
This ruling added to an already fraught month 
for the firm as Costco, a large retailer and 
American Express’ largest co-branded card 

partner terminated its relationship and 
ultimately partnered with Visa. The end of this 
longstanding relationship, which was 
responsible for one tenth of American 
Express cards on issue, has been viewed as 
a shift in the established status quo between 
card issuing firms and partner firms. This 
development could see competition grow for 
consumers by credit card providers. 
Incentives such as miles and cash back have 
already started to eat into industry profits 
and an all-out price war between card issuers 
could further eat into profits. 
 
Shares of American Express have taken a 
double digit percent hit following the recent 
developments, but short sellers have not 
shown much appetite to bet against the firm, 
which has less than 0.2% of shares out on 
loan. This is despite the fact that analysts are 
expecting the company to post flat revenues 
for the coming year, contrasting with a 
forecast 10% gain from rivals Visa and 
MasterCard. 
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http://www.tradingeconomics.com/united-states/retail-sales-annual
http://www.bloomberg.com/news/articles/2015-02-19/american-express-loses-antitrust-suit-over-merchant-card-rules
http://www.wsj.com/articles/american-express-to-lose-costco-exclusivity-1423746408
http://www.economist.com/news/finance-and-economics/21645258-problems-american-express-are-sign-broader-blight-slowing-charge


 
Markit Equities Research 

   

Visa and MasterCard benefit 
 

Visa, which is arguably best placed to 
capitalise from the recent developments, sees 
much higher levels of short selling activity 
compared to American Express. Demand to 
borrow Visa shares now stands at 6.5% of 
shares outstanding. Borrow demand has 
remained roughly flat since the start of the 
year despite the recent announcement that 
Visa would replace American Express as the 
current exclusive Costco credit card partner; 
news that sent Visa shares to a new record 
high. 
 

 
 
MasterCard has also seen its shares trade at 
all-time highs in recent weeks, but the firm 
has not been the target of any tangible short 
interest, with just 0.4% of its shares out on 
loan at present.  
 
Western Union targeted by short sellers 
 
One firm that has seen consistent short 
selling activity in the payment services space 
is Western Union. While the company 
operates largely outside the scope of the big 
three credit card firms, advances in mobile 
payments could challenge the firm’s existing 
transfer business. The firm has seen short 
interest climb to recent highs and there are 
now 16% of Western Union shares out on 
loan, three times the level seen two years ago. 
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