WHEN NANNY  BECOMES A NIGHTMARE

What keeps US bankers awake at night? The competition? No. Costs? No – guess again. It’s the regulators. 

In a survey of more than 350 financial services CFOs recently released by PricewaterhouseCoopers, 30% of respondents said that regulatory compliance was the single biggest issue their organisations are dealing with
.
And those CFOs are right to worry. Around the world, regulators with jobs to protect and showboating politicians with votes in mind have the credit card industry firmly in their sights. Urged on by consumer advocates whose business is to be outraged, they’re lining up to criticise, slap down and meddle. All, of course, in the name of the customer. And quite right too – where they can show that their actions help the consumer rather than hurt him. But do they?

Let’s take just one case in point: rewards programmes in Australia.

Reviewing the results of the Reserve Bank’s decision to limit card interchange fees
, Philip Lowe, Assistant Governor of the RBA, started by outlining the recent history of payment media in Australia, particularly the sharp fall in cheque usage, and rise of plastic: “The rapid growth in credit card spending over this same period partly reflects the introduction of reward points, which lowered the effective price to consumers of transactions on a credit card.” 

No mention here that, compared with cheques and cash, credit cards are more convenient, more secure (for both cardholder and merchant), have an interest-free period before payment falls due, include an optional credit facility, can be used on the Internet, and come with a rich array of benefits. No, the reason Mr Lowe singles out is reward points – and for him, these are the Mark of the Beast. 

The burden of Mr Lowe’s argument is that ”The (RBA-led) decline in interchange fees has also reduced merchants' costs, and we have no doubt that this is flowing through into lower prices of goods and services than would otherwise have been the case. Lower interchange fees have also seen a re-orientation of competition in the credit card market. With less interchange revenue available, issuers are now competing for cardholders by lowering interest rates, rather than through reward points.” 

This last is a remarkably sweeping statement: it assumes, first, that it’s not possible to compete both on interest and on rewards. Second, it assumes that all cardholders revolve – because otherwise APRs would be irrelevant to them. Third, it suggests that the only factor determining APRs is interchange income: nothing to do with cost of funds, for example, or risk-based pricing. It’s hard to avoid the conclusion that, like many a seeker-out of heresy before him, Mr Lowe sees what he wants to see. 

And even where closed-loop acquiring and issuing means there is no interchange, the abomination of loyalty programmes still lurks in the undergrowth: any success American Express has had is also directly attributable to rewards points, grumbles Mr Lowe.

In all of this, there is no mention of what the Aussie Battler wants. Now, quite a few of them liked earning rewards. Sorry, says Mr Lowe: rewards distort competition – and anyway, now you pay less interest when you revolve. But I don’t revolve, objects the Battler. Well, returns Mr Lowe, prices are falling in merchants because they pay less interchange. Show me the evidence, insists the Voice of Wollongong. We have no doubt, Mr Lowe loftily responds. But on your own figures, the Battler argues, MasterCard/Visa interchange has only fallen by 0.45%. And even if merchants passed all of this on (Mr Lowe doesn’t condescend to provide any proof, but does admit that actually some are surcharging), it’s still worth a heck of a lot less than I was earning in rewards on my card spend. And anyway, all this uproar for an absolute maximum saving of less than half of one percent? You can’t be serious!

No matter: for Mr Lowe, rewards schemes are the work of the devil, and he has no need to convince you, me or anyone else that he’s right to strike them down.

Of course, there’s room for legitimate debate about whether rewards programmes are a good deal for either consumer or issuer. But here we have the spectacle of a regulator deciding that a marketing strategy is wrong – not because it doesn’t benefit consumers, but because it doesn’t fit his notion of economic correctness.

Does it matter what a hubristic Reserve Bank gets up to in Australia? Yes, it does. Because they’re setting the pace for nannying bureaucrats and publicity-hungry politicians around the world (take a look at Taiwan TV for a nightmare example of lawmakers on the rampage about card industry practices). Right now, they’re arrogating to themselves the authority to set interchange, jack up minimum repayments, cap fees, and place limits on interest rates, they’re using tragic and exceptional individual cases to pillory complete lending and collection policies – in fact, attacking just about every component of an issuer’s P and L. 

No-one disputes a regulator’s right to demand business practices which are legal and fair. But some are running the risk of an intervention too far. Clearly, if he could, Mr Lowe would ban rewards programmes outright. Indeed, one senses that he has a notion of the maximum return on investment an issuer should be allowed to earn and that, given the chance, he’d quite like to make a law about it. 

Now, all this might be appropriate in a situation of monopoly, or where a public utility is concerned. There, society has determined, and probably rightly, that the public good can best be served by careful oversight of price and service levels. But the payment card industry is hugely competitive. If there are anomalies in pricing or product, all the evidence is that a free market will take care of them. 

And at much less cost to the public than Mr Lowe and his witch-hunts.
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