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The analysts are saying that the golden age of credit cards is over. The juicy returns that issuers enjoyed are behind us. Pessimists lament that the industry faces a future of, at best stagnation, at worst slow decline.
Figures from the US
 offer a stark insight into the body-slam on profitability: observers there forecast card company net earnings of $4 billion in 2010, compared with the $18 billion generated in 2006 and 2007. 

Driving the downturn? Consider what’s happened to the main revenue streams:

	Interest income
	· Billings down

· Reduced revolve behaviour

· Increased pay-down

· Regulatory pressure on APRs

· LOCs cut
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	Interchange
	· Billings down

· Regulatory pressure

· Merchant resistance
	

	Penalty fees 

(over-limits, late payments…)
	· Regulatory pressure
	

	PPI commissions
	· Consumer and media pressure to restrict earnings
	

	FX fees
	· Fewer foreign holidays
	



Again, US experience provides the detail: the chart shows the sharp decline in loan balances, calculated by Credit Suisse to be 20% down from the peak they reached in the second quarter of 2008. Part of the decline stems from consumers paying down their balances, or simply not taking on new debt; but a substantial portion comes from issuers cutting into the credit lines they authorise: Equifax estimates that limits on new cards are down 11% on the previous year.  The result at just one of the largest issuers: Chase has slashed more than $20 billion from its $127 billion portfolio.

On the expense side of the P&L, we may have seen the worst of the debt write-offs, but losses continue to mount and may even accelerate as unemployment begins to bite: it’s long been the case that people under financial strain are prepared to walk away from their credit cards before giving up on other debts.

To add to the pressure, if consumer confidence begins to wane, we may well see customers controlling their spend by using debit cards rather than (more profitable for issuers) credit cards. Accordingly, some marketers are hoping that they can begin to charge a fee for debit cards. Maybe they’re clutching at straws: researchers have found stiff consumer resistance to being charged for a debit card.
 

And, of course, there’s the 400lb gorilla in the card issuer boardroom: alternative payment methods. To cite just one, in 2009 PayPal reported revenues of $796 million, a 28% increase on the previous year, on payment volumes that hit $21 billion, a leap of 34%. And PayPal is just one of a number of contenders jostling to use – and then usurp? – the plumbing that the associations and issuers have expensively installed. Start-ups like BlingNation make no secret of using merchant discontent to move retailers on to new payment pathways that use m-transactions to sidestep the traditional operators
So, is it a case of “Will the last issuer to leave the building please turn off the lights?”

We think not.

We believe the opposite: that there are still good times ahead for those issuers who are prepared to learn that the game now has new rules.

Rule 1: Join the Flight to Quality

Back in the day, there was a cheery belief that, properly managed, credit cards could be profitably sold to just about everyone. That myth has been definitively shattered.

But that doesn’t mean that cards can be profitably sold to no-one. Now is the time for savvy marketers to dust off their account profitability models, and find out which are the customers who are still making money. Naturally, history will dictate that a segment of these accounts will be high risk. But exclude those, and see who you are left with. It’s likely to be a mix of high spending transactors, frequent low-to-medium balance revolvers, and occasional revolvers.

How can you ensure that you retain these profitable customers? – because it’s unwise to discount the real possibility that they could be tempted elsewhere. Part of the answer to that question lies in our second rule.

Rule 2: Add Value

One of the challenges facing card marketers is that they’re selling what, a great deal of the time, is a commodity product. The POS transaction is pretty much identical whether you’re using a super prime card or the most basic entry level product. What will make the profitable customer select your card rather than a competitor’s?

As we’ve seen, profitable customers come in a number of guises: the comfortably-off heavy spending transactor is likely to have different needs from the careful budget-balancer who every now and then needs to use her line of credit. But both groups will have needs and aspirations. Would it not make sense to offer them added value that they find attractive – and, who knows, may even be willing to pay for?

One thing is for sure: not so very long ago, every item on one global issuer’s marketing plan disadvantaged the customer in one way or another. Those days should surely be gone.

Rule 3: Target, Target, Target 

It’s a truism that profiling your existing profitable customers is a valuable signpost to identifying new profitable prospects. Again, though, it’s important to bear in mind what the competition is likely to be doing. When your acquisition mailing drops through the letterbox, will a competitive balance transfer attract revolvers? It’s well known that many of those you acquire will move on to the next issuer who comes along with a special offer.

And even a 0% APR is irrelevant to a high-spending transactor prospect. It’s worth while to consider what may be appropriate for this valuable – but too often ignored – segment. 

Predictably enough, the intense competition for the best quality customers is setting a high premium on offers which will cut through the clutter to get a prospect’s attention.

Take a hard look at your current new business campaign. Are you really confident that it has that special spark? Especially when you consider the higher decline levels that your risk people have mandated?

Rule 4:  Be Prepared To Lose The Customers You Don’t Want

The card business is not a numbers game any more – painful history has taught us that it never should have been. Many of the accounts on any card portfolio will be dormant or close to it. But they cost money to keep open. If there is no real prospect of profitably re-activating them, it will make sense to bite the bullet and close their accounts. If they’re only occasionally active, American Express has even paid cardholders as much as $300 to take their business elsewhere. 

Rule 5: Embrace The Technology

Time was when the card industry was justifiably proud of its record in innovation: telecoms infrastructures to drive massive transaction volumes accurately and securely around the world, sophisticated data mining to slice and dice huge relational databases, computer-assisted decision-making…..all of these were deployed for the first time by issuers and card schemes.

Today, the picture has changed. Just compare, for instance, the speed and ease of a POS card transaction with the clunkiness of its Internet counterpart. Again, look at the myriad apps that start-ups from Shoreditch to Silicon Valley are building to exploit mobile phone platforms.  Some day, someone, somewhere is going to find a safe, straightforward way to square that circle. And it would be wise to assume the revolution will come sooner rather than later.

Certainly, experiments are happening, and some issuers are very much alive to the technology challenge: Antony Jenkins, Global CEO of Barclays Retail, is on record as saying that in 10 years, the card format will only be used by customers who enjoy nostalgia. But the risk is that, as M-PESA has shown in Africa, it is possible to bypass banks and their heritage payment networks, and build entirely new infrastructures. Once the genie is out of the bottle, it’s impossible to force it back in.

There’s a great deal to play for here, and those who come out on top are likely to be fast on their feet and avid to use technology to build competitive advantage – with both consumers and merchants.

So, looking back, are the prophets of doom right? For sure, the game has changed dramatically. But in every game, there are winners. Those who play by the rules we’ve set out are likely to be near the top of the league tables.
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