
 

 

Checkout, Not Check Out 
Despite negative investor sentiment and intensifying competition in digital 

payments, PayPal’s fundamentals remain solid, with six consecutive quarters 

of profitable growth and leading market share in U.S. checkout. We believe 

recent headwinds stem from temporary consumer softness rather than 

structural deterioration, supported by improving execution in Europe and 

strategic positioning in AI-driven commerce. We initiate PYPL with a BUY 

rating and a 12-month price target of $82. 

Thesis Point 1 Although management has met or exceeded targets, negative 

sentiment has pushed shares down roughly 20% year-to-date. Q2 earnings 

marked another quarter of growth, yet concerns over branded checkout 

deceleration weighed on valuation. Growth slowed from ~6% to 5% year-

over-year, driven primarily by softer consumer spending rather than 

competitive displacement. Venmo continues to accelerate, contributing a 

20% increase in total payment volume (TPV) year-over-year. Buy Now, Pay 

Later (BNPL) volume rose more than 20%, with PayPal now operating the 

largest BNPL network globally across nearly all core markets. PayPal remains 

the dominant player in U.S. online payments with roughly 47% market share, 

well ahead of Apple Pay (~14%) and Stripe (~8%). 

Management moved to reduce balance-sheet risk by selling $7 billion of 

BNPL receivables to Blue Owl Capital, returning $6 billion to shareholders 

through share repurchases. Despite these advancements, PayPal trades at 

8.9x EV/EBITDA versus Block (XYZ) at 16.2x, reflecting a meaningful discount 

to peers. 

Thesis Point 2 PayPal is a global leader in online payments serving 438 

million users across ~200 markets, processing $1.68 trillion in TPV. This 

puts the company in a strong position to capitalize on emerging AI 

advancements. In early 2025, PayPal launched the first remote MCP server 

for commerce and formed partnerships with Perplexity, Anthropic, and 

Salesforce, enabling customers to shop directly within their AI platform. 

Combined with its established brand, vast data sources, and customer 

base, PayPal has embedded itself into AI-driven commerce, which remains 

underappreciated and not fully priced into the stock. 

Company Overview PayPal Holdings, Inc., is a financial technology 

platform that facilitates payments for consumers and merchants. Its two 

primary brands, PayPal and Venmo, offer streamlined checkout experiences 

that allow customers to complete purchases without having to enter 

personal information, reducing cart abandonment and boosting merchants’ 

conversion rates. In addition, Venmo is the leading peer-to-peer wallet in 

the U.S., while PayPal continues to innovate with new offerings such as 

PYUSD stablecoin and “Pay with Crypto.” The company generates revenue 

from charging fees on payment transactions, accounting for roughly 90% of 

net revenue, with the remaining from other value-added services.  
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Risk 1 PayPal continues to lose share in branded checkout to competitors 

such as Stripe, Shop Pay, and Apple Pay. This competition could limit 

PayPal’s ability to reaccelerate branded checkout growth despite product 

upgrades. As branded checkout remains PayPal’s primary revenue driver, 

continued share loss would expose the company to consumer adoption of 

alternative payment methods, which could limit both earnings growth and 

multiple expansion. 

Risk 2 PayPal’s upgraded checkout platform is central to the company’s 

near-term recovery. If European adoption proves slower than expected or 

conversion uplift fails to materialize, TPV growth could remain muted. 

Factors such as implementation delays, merchant resistance, or technical 

integration issues could reinforce market skepticism over PayPal’s ability to 

reignite branded checkout growth, diminishing the intended catalyst effect. 

Catalyst Successful rollout of PayPal’s upgraded branded checkout across 

Europe could serve as a near-term catalyst for reaccelerating TPV growth 

while easing market concerns over slower branded checkout performance. 

Management noted that roughly 60% of U.S. transactions now run on the 

upgraded platform, which has shown measurable conversion uplift. The 

rollout has begun in Germany and the U.K. While the pace of European 

adoption remains uncertain, improved execution and capital efficiency could 

reinforce confidence in PayPal’s long-term growth trajectory. 

 Valuation  

 

Our base case valuation assumes a 12.0x multiple, reflecting modest 

expansion as market sentiment normalizes. This aligns with peer averages 

and is supported by PayPal’s execution in AI-driven commerce and European 

expansion. We project a 4.7% revenue CAGR, moderating to 3% over time, 

with EBIT margins stabilizing at 17–18%, in line with historical performance. 

Reference the appendix for our downside and upside case assumptions. 

Conclusion We rate PayPal a BUY, as we view recent weakness in branded 

checkout growth as cyclical rather than structural. Strong profitability, 

operational execution, and leadership in digital payments position the 

company for renewed growth as European rollout and AI integration progress. 

Our $82 price target implies approximately 18% upside from current levels. 
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Downside Case: Our downside case applies a 9x 

multiple, assuming continued share loss and weak 

European adoption. Revenue growth slows to 1.4% 

by 2030, with limited margin recovery. This 

scenario yields a $48 price target. 

Upside Case: Our upside case applies a 13x 

multiple, assuming stronger-than-expected 

execution. Revenue grows to ~8% by 2030, 

supporting a $105 price target. 

Disclosures and Ratings: Bluegrass Capital Research does not hold any professional relationships with the securities mentioned in this 

report. Our ratings are defined as follows: Buy (expected to outperform the market), Hold (expected to perform in line with the market), and 

Sell (expected to underperform the market), typically over a 12-month horizon. This report is for educational and informational purposes only 

and should not be considered as financial advice. 


