MAKING THE CASE FOR THE BUSINESS CARD

Consider a business sector which boasts:

· 4.2 million firms (98% of the total)

· 8.5 million staff (38% of the total)

· Turnover of £675 billion (29% of the total)
And yet is barely penetrated by card issuers.

Sounds like a marketer’s fantasy, doesn’t it? But it exists: it’s the universe of businesses in the UK which have fewer than 20 staff
. 

Why does it receive only limited attention? Because of a myth.

Now, don’t discount myths: they can have a powerful hold on otherwise hard-headed decision-makers. Businessmen who would normally not get up in the morning without checking all the facts can cling fiercely to beliefs for which there is little evidence.

Take the case of corporate cards. Not so very long ago, UK bankers pooh- poohed the very idea: “Companies don’t need them”, “No interest income, so how can they be profitable?”, “You’ll get every fraudster in the country applying”….And then along came American Express, and turned every one of these ideas on their head, building a profitable business in the process – every one of whose customers had been poached from these same banks.

And the pattern is repeating itself today – this time with Business Cards. Admittedly, there is an important difference: most issuers now have at least a token product out there. But it’s clear from the way that the great majority of Business Card products are designed and marketed that those responsible for them have no great confidence in them. 
How else explain the fact that most so-called Business Cards in the UK are simply re-badged personal cards - but with a hefty fee? What other reason could there be for the service failures which, as recent research shows, all too often beset the application and decisioning processes?

The failure to invest is hard to understand: those issuers – mostly, but not exclusively, in the US – who have focussed on the Business Card market have found that:

· Spend per card is higher than any other product

· Average purchase transaction values are higher than consumer card

· Average cash withdrawal values are higher than consumer card
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Note: Figures for Corporate Card in Ireland are not available

Source: MasterCard Advisors

As a result, Business Card ROA performance can be as good as, and in some cases better than, results from so-called premium cards. Take a look at specialist US business card issuer Advanta: based on the company’s figures in the sidebar, we could guesstimate average pre-tax income per account in a range for 2006 of $120 to $130. And their credit losses seem to be well under control, too. Many consumer card managers would give their right arms for figures like these: so why don’t we see issuers ploughing big resources into Business Card? 

Enter the dragon: many decision makers fight shy of Business Card because they believe small companies are poor credit risks.

For some issuers, in fact, this is almost an article of faith, for which evidence is unnecessary. All too often, anecdote takes the place of analysis (I worked with one issuer who made a long face about a “major credit loss there had been in the past”, which turned out to be £4000 three years before). As a result, banks very often will offer Business Card only to existing customers – somehow ignoring the fact that non-bank issuers are happily building profitable relationships with companies they’ve never seen before. 

The evidence suggests that, if businesses survive their first crucial years, then they are remarkably stable. Current UK Government data show a three year survival rate for VAT registered businesses of around 67%. And of course businesses that do not survive are not necessarily failures. Research conducted in 2002 by Barclays Bank suggests that companies close for many different reasons. Only 5% of businesses that were surveyed closed due to failure (insolvency or bankruptcy): 48% said they had closed their business voluntarily and 29% had sold the business on to an individual or another business. Barclays figures have shown marked improvements in business survival between 1999 and 2001.The reasons offered for this improvement are better planning, and better use of advice from business support organisations, banks and professional advisers
. 
Certainly, some sectors have a worse credit history than others – catering is the obvious example – and issuers will be wise to treat these with caution.

But there is an emerging body of experience which suggests very strongly that a Business Card scoring protocol which focuses on the personal credit history of the business principal, while paying due regard to the industry sector and years in business can generate portfolios with a very satisfactory balance of risk with reward. As the Advanta experience underlines, resulting credit losses are comparable with consumer cards. 
What’s more, best-in-breed issuers are finding that properly managed Business Card accounts make excellent prospects for cross-selling lending products, as well as a whole array of profitable payment, insurance and protection services. 

It’s not difficult to tap this growing and commercially valuable market: all that’s needed is a relevant and attractive product, fairly priced and vigorously marketed.

And now could be just the time to do it: personal card products are under unprecedented pressure from customers, competitors and regulators, which will undoubtedly result in sharply decreased margins. Savvy issuers are already searching for ways to help make up those threatened revenues. They could do a lot worse than consider the Business Card.
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At the end of Q3 2005, managed outstandings approximately $3.6 billion, a 12.5% gain 


over September 30, 2004.


During the quarter, opened 57,974 business card accounts and ended with 846,471 gross accounts.


About 71% of the accounts were active.


2005 new customers had an average origination FICO of 733.


Transaction volume increased 18% to $2.5 billion during the quarter.


133 basis point decline in net principal charge-offs on average managed receivables to 5.15% on an annualized basis, compared to 6.48% for 3Q/04.


Over 30 day delinquencies on managed receivables declined 87 basis points to 3.55% and over 90 day delinquencies on managed receivables decreased 52 basis points to 1.61%, each as compared to third quarter of last year.


In January 2006, Advanta said it expects its business cards unit to post pre-tax income for the year of between $120 million and $125 million.


Source: Advanta








� Source: Department for Trade and Industry/Small Business Service Analytical Unit/start 2004





� See http://www.sbs.gov.uk/SBS_Gov_files/researchandstats/survival-jan-2004.pdf





