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Card Regulations

Create Credit Union Opportunities

ven as credit card issuers work through the complex

challenges created by the new federal regulations, it’s
becoming clearer every day that the new environment
offers credit unions substantial opportunities to attract
and retain cardholders and take market share away from
national issuers.

In many ways, these regulations are aimed at making
big banks and national card issuers change their card
strategies and halt the types of practices that in most
cases credit unions do not engage in, such as shortened
billing cycles and excessive fees.

Because the credit union philosophy focuses on
member relationships, credit unions offer credit card
products that are designed to be member-friendly and
service-driven while generating a fair return. Their solid
rooting in serving members enables them to thrive on
lower product revenue than their big competitors would
settle for. It is this difference that is the foundation of

credit union card lending strategies and is now delivering
a competitive advantage as big issuers take aggressive
defensive measures to protect their credit card program
margins in the new regulatory world.

It is also important to remember that the same driving
forces that resulted in this federal legislation remain
ingrained in consumers’ attitudes. Consumer preferences
are changing, making them more receptive toward doing
business with a credit union, where there is a sense
of affinity and a concern for the individual member’s
financial well-being. Credit unions can take advantage of
these new opportunities since they understand the value
of a total relationship with the member and can use their
credit card program to help reinforce that message.

Even with these competitive advantages, it is vitally
important that credit unions position their programs for
long-term success in the new regulatory environment.
With the potential for negative impact on credit card




program margins, every issuer should consider their program
goals and act now to seize the opportunity before them to
ensure program sustainability. For example, one major task for
credit unions to consider is their credit card pricing structure
which is impacted by the new regulations’ restrictions on
re-pricing balances.

A pricing strategy founded on variable rates instead of fixed
rate pricing will better insulate program margins if the cost
of funds begins to rise in an inflationary market. Utilizing a
variable rate structure is not an unfriendly lending practice, and
going forward, it is emerging as the standard way to price credit
cards to minimize risk from a rise in the cost of funds.

The new regulations also affect how credit unions promote
their credit cards. No matter how marketing and promotion
efforts may have to evolve, it is essential to develop or refine a
growth strategy. These new regulations do impact the timing of
promotions and the disclosure that must be done in connection
with those promotions, but that doesn’t preclude credit unions
from marketing. Even as credit unions reevaluate their program
under the new regulations, the fundamentals of program yield
and performance will still be driven by three key factors:
penetration of the credit card into the membership base; strong
card utilization; and solid risk management practices.

ASK THE EXPERTS:

Use TBLG to improve or to establish a
business lending program by:

B Providing underwriting

B Processing loans

B Preparing commercial documentation
m Closing loans

m Providing member service support

Another factor that credit unions should consider is how
shifting consumer preferences toward debit cards will affect the
revenue they derive from their electronic payments business.
Credit unions should consider tying their credit card product
and debit card product together with a rewards or loyalty
program. Debit card rewards programs are becoming even
more prevalent with 45 percent of debit cards in 2009 being
linked to rewards, versus 34 percent in 2008. The retention
of members through loyalty programs will contribute to
the success a credit union has in earning primary financial
relationship status.

Credit unions can differentiate themselves in this new
marketplace, in large part because they have always competed
well on a relationship model. The top priority for credit unions
should be to focus on ensuring that their credit card programs
are structured for long-term success, both in meeting their
objectives and in taking advantage of the opportunity that has
been placed before them to grab market share. At TNB Card
Services, we believe that even in this new era of regulation, credit
card portfolios will remain one of the highest yielding products
for credit unions, and will continue to help credit unions increase
member loyalty.
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