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The digital payments industry offers access to a truly enormous addressable market across the world, and varying
penetration across regions and countries creates opportunities for active managers. But disruption is always a
consideration when analyzing an industry, and this threat varies significantly across the segments of the digital
payments industry.
The global payments ecosystem consists of three primary segments.
Merchant acquirers are the entities that enable merchants to accept credit cards and other forms of digital
payments. Issuers are the banks that issue credit and debit cards and the issuer processors that are either internal
functions within banks or are banks’ external partners. And networks are the “pipes” or “rails” through which all
transactions flow, connecting merchants and issuers.
These different segments face different disruption risks.
Disruption Risk: Overstated?
For example, incumbent merchant acquirers face a major threat of losing market share to new, technologyenabled providers.
With networks, on the other hand, we believe that many investors are overestimating the near- and medium-term
disruption risk facing the global duopoly of Visa and MasterCard. The existing networks are firmly entrenched,

2
efficient, inexpensive, safe, and reliable.
In other words, there is nothing overpriced or inefficient about the current system that would make it ripe for
disruption.
That includes digital currencies and blockchain, which are lauded by their ardent supporters as game-changers for
many industries. We believe their potential to significantly disrupt the payments industry is low—at least in the
near and medium terms.
First and foremost, the technology simply isn’t capable of handling the bandwidth needed to support any sort of
systematic shift. Estimates of the number of transactions that Bitcoin and its competitors can handle ranges from
as low as five to a few hundred per second—a fraction of what existing networks such as Visa and MasterCard can
handle.[1]
Facebook’s planned digital currency, Libra, is primarily targeted at consumers in emerging markets with high
inflation, where a large percentage of the population is under- or unbanked. However, most governments are not
keen on the idea of an alternative currency that could interfere with their control of monetary policy.
While Visa, MasterCard, and PayPal were members of the original Libra consortium, all three have recently
announced they are withdrawing in the face of government pushback.
Over the longer term, alternatives such as blockchain, real-time payments, and other models may have the
potential to take volume from the existing networks, but many of the networks are preparing for this risk and using
their powerful balance sheets to invest in alternative systems.
Another reason that near- and medium-term disruption risk across the payments industry is overstated is inertia.
The methods individuals use to pay for goods and services tend to be firmly established, and consumer behavior is
often resistant to change. Once people are accustomed to—and trust—their forms of payment, a disrupter would
have to offer a truly superior alternative, not just a marginally better approach.
New entrants to the payments ecosystem in recent years have leveraged the existing system rather than
attempting to replace it. Even if a superior approach that would bypass the existing system did emerge, adoption
would likely be slow.
Technology Underpins Growth
At the same time, leading payments companies are using increasingly sophisticated technology to create
value—and justify their fees—for merchants and consumers through enhanced fraud prevention, increased
acceptance rates (i.e., lowering the frequency of rejected transactions), more sophisticated targeted marketing,
and improved omnichannel experiences.
Companies across all three segments of the payments ecosystem (merchant acquirers, issuers, and networks) are
using artificial intelligence and machine learning to enhance fraud prevention and detection. This is critical in
encouraging trust in noncash payment methods, which is particularly important for app-based services and other
forms of e-commerce.
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Merchant acquirers are using data analytics to enhance merchants’ ability to conduct targeted marketing
campaigns, develop more effective customer loyalty programs, and create a more seamless experience for
consumers across in-store, online, and mobile environments.
All of this is extremely valuable to merchants in helping to increase sales, driving volume for the payments
industry.
How We Invest
When we evaluate technology companies, we look for sustainable growth and disruption potential, but also other
factors. We are particularly attracted to ones that operate within systems that involve two mutually dependent
and mutually beneficial components.
As each platform improves in functionality, the entire ecosystem becomes more appealing to consumers; as these
platforms add more users, their infrastructure and development costs are spread over a broader base, driving the
marginal cost of each additional transaction closer to zero.
Payments and mobile technology are a prime example of a two-sided system driven by the type of symbiotic
relationship that we find so appealing.
Technology advancements continue to enable new services that improve consumers’ lives, whether in the form of
ridesharing, streaming video, or having food delivered to your door.
Without digital payments, these services couldn’t exist in their current forms. All parties benefit from ongoing
improvements to other parts of the ecosystem and are willing to pay a fee or make the necessary investments to
make it work.
Up Next
Although digital payment transactions take only seconds to complete, there are different layers and numerous
players interacting behind the scenes that make that phenomenon possible: merchant acquirers, issuers, and
networks. In our next posts, we will explain how they interact, and offer some insight into the opportunities and
risks each face.
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Blockchain.com.
Global Research Analysts Drew Buckley, CFA, and Kwesi Smith, CFA, contributed to this blog post.
Daniel Hill, CFA, is a research analyst on William Blair’s Global Equity team.

5

Disclosure:
This content is for informational and educational purposes only and not intended as investment advice or a
recommendation to buy or sell any security. Investment advice and recommendations can be provided only after
careful consideration of an investor’s objectives, guidelines, and restrictions.
Information and opinions expressed are those of the authors and may not reflect the opinions of other investment
teams within William Blair Investment Management, LLC, or affiliates. Factual information has been taken from
sources we believe to be reliable, but its accuracy, completeness or interpretation cannot be guaranteed.
Information is current as of the date appearing in this material only and subject to change without notice.
Statements concerning financial market trends are based on current market conditions, which will fluctuate. This
material may include estimates, outlooks, projections, and other forward-looking statements. Due to a variety of
factors, actual events may differ significantly from those presented.
Investing involves risks, including the possible loss of principal. Equity securities may decline in value due to both
real and perceived general market, economic, and industry conditions. The securities of smaller companies may
be more volatile and less liquid than securities of larger companies. Investing in foreign denominated and/or
domiciled securities may involve heightened risk due to currency fluctuations, and economic and political risks.
These risks may be enhanced in emerging markets. Different investment styles may shift in and out of favor
depending on market conditions. Individual securities may not perform as expected or a strategy used by the
Adviser may fail to produce its intended result.
Investing in the bond market is subject to certain risks including market, interest rate, issuer, credit, and inflation
risk. Rising interest rates generally cause bond prices to fall. High-yield, lower-rated, securities involve greater risk
than higher-rated securities. Sovereign debt securities are subject to the risk that an entity may delay or refuse to
pay interest or principal on its sovereign debt because of cash flow problems, insufficient foreign reserves, or
political or other considerations. Derivatives may involve certain risks such as counterparty, liquidity, interest rate,
market, credit, management, and the risk that a position could not be closed when most advantageous. Currency
transactions are affected by fluctuations in exchange rates; currency exchange rates may fluctuate significantly
over short periods of time. Diversification does not ensure against loss.
There can be no assurance that investment objectives will be met. Any investment or strategy mentioned herein
may not be appropriate for every investor. References to specific companies are for illustrative purposes only and
should not be construed as investment advice or a recommendation to buy or sell any security. Past performance
is not indicative of future returns.
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