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Introduction

The Credit Card Competition Act of 2023 (CCCA) was introduced in Congress in June 2023 with sponsors claiming
that fees charged for offering and servicing credit cards are too high. According to the office of Sen. Dick Durbin (D-IIl.),
these “fees keep going up.” This claim is contrary to data collected between 2016 and 2021, where the estimated

weighted average credit card interchange rate did not change.?

The CCCA has the potential to financially harm credit card issuers, consumers and merchants. This report demonstrates
six ways the CCCA will negatively affect all parties involved in this debate, including those the bill sponsors indicate

would benefit if the proposed legislation is passed and implemented.
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1. Reduced Revenue for Card Issuers

The CCCA will require dual routing for credit card transactions for issuers greater than $100 billion in assets. The total
cost to process a credit card transaction for a merchant is the merchant discount rate (MDR), which comprises three
elements: 1) interchange fee; 2) network assessment fee; and 3) merchant processing fee or markup. Under the CCCA,
the interchange fee would be reduced as Visa and Mastercard adjust pricing to ensure payment volume is conducted

on their networks.

$100 Merchant Transaction

Current State Interchange Future State Interchange / Exempt Issuers

1.60% x $100 = $1.60 1.28% x $100 = $1.28

Assumption: Network assessment and the markup are unchanged under CCCA. 1.6% is comparable to a Tier 1 supermarket
for credit transactions. Exempt issuers experienced about a 20% reduction in debit card interchange in the years following

the implementation of Reg Il.

A reduction in interchange will further challenge the economics of providing credit card programs. According to the
Federal Reserve Board, the net transaction margin has been negative since 2016, reflecting that the expenses exceed

the revenue brought in from credit card interchange (Figure 1).
Figure 1: Transactional Margin of Credit Cards
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The exempt issuers could face unintended consequences of lower interchange. An alternative scenario is one in which
issuers under $100 billion do not see interchange reductions but surcharging is applied by identifying the BIN numbers

of lower asset issuers and passing a higher cost to the consumer.
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2. Minimal Pass-Through Savings to Customers

Bill sponsors say the CCCA is intended to “keep fees in check,” but there are no requirements for a merchant to pass on
savings to consumers. According to a study by the Richmond Federal Reserve, only 1.2% of merchants reduced their
prices following the passage of the Durbin Amendment, when debit fees were cut nearly in half.? What merchants pay

is the MDR, which includes interchange, the payment network assessment and the merchant acquirer fee.

$100 Merchant Transaction & MDR

Current State MDR Future State MDR

2.19% x $100 = $2.19 1.89% x $100 = $1.89

Assumption: The average MDR is 2.19% in 2022.% The impact of CCCA
could bring a 30 basis point reduction in the overall MDR to 1.89%.

Larger retailers have the ability to negotiate pricing in a cost-plus agreement, which may result in a lower MDR for
certain credit card types. Retailers have little incentive to pass through savings that amount to pennies for individual
items. Considering the average credit card transaction was $68 in 2022, a 30-bps reduction would generate 20 cents.

This is hardly noticeable with inflation increasing the costs of everyday items.*

Small businesses typically pay one all-inclusive rate for all credit cards in contrast to large retailers with negotiated rates by
interchange category. Even if small businesses received some savings on their MDR, very few would pass on the savings to

their customers (Figure 2).

Figure 2: Small and Medium-Size Businesses Pass-Through of Credit Card Savings

Percentage of Businesses That Will Consider Passing on 100% of Proposed
Credit Interchange Fee Savings by Transaction Purchase Size
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Source: Cornerstone Advisors survey of 1,009 small to medium-size business owners and executives, March 2023
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3. Increased Cost of Fraud to Issuers

Visa, Mastercard, American Express and Discover credit cards issued in the U.S. generated $5.451 trillion in purchase

volume in 2022.° All credit card issuers route transactions from their credit cards through their networks, enabling them

to monitor fraud with a single view of cardholders' activity. Card processing with multiple payment networks will

create a fragmented fraud detection system where today the card networks provide a holistic, global payment system

with a single view of the accountholder and global fraud trends.

Fraud per $100 of Payment Volume

Current State Fraud Costs Future State Fraud Costs

10.57 cents per $100 21.14 cents per $100

Assumption: Fraud costs represented 10.57 cents per $100 in payment volume in 2021.¢ Issuers today assume ~50% of
dispute costs on credit cards. Issuers could hold 100% of fraud costs from new networks in the future.

The ability to identify fraud requires a vigilant and ongoing investment by payment networks. Fraud losses under the

current payment processing model are expected to grow (Figure 3). Introducing additional payment networks will make

the task of fraud identification harder and increase the overall cost of fraud to issuers.

Figure 3: Projected Total Fraud Costs for All Card Payments
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Total Card Fraud Losses (credit, debit and prepaid cards)
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4. Increased Annual Fees for Customers

The presence of annual fees for a credit card varies depending on the card type and the credit rating of the customer.
The prevalence of an annual fee has declined from 18.3% in 2015 to 16.3% in 2022 (Figure 4), representing 122 million
accounts out of the more than 753 million total credit card accounts in the market.? The majority of these accounts reside
with issuers over $100 billion in assets. According to the Nilson Report, the seven largest issuers generated 76.1% of the

payment volume in the United States.”

Annual Fee Prevalence

Current State Annual Fees Future State Annual Fees

16.3% of credit cards with an annual fee

Additive range of fee increases: $5 to $20 annuall
Fee range: $53 to $129 per year & $ $ Y

Assumption: A reduction in interchange for issuers could result in annual fees increasing by 20%. Fee increases would vary
by issuer and card product.’®

Issuers may seek to close revenue gaps from the CCCA with higher or new annual fees. The prevalence of annual fees has
dropped by 22% since 2015 for subprime account holders. The CCCA could reverse this progress and make unsecured

credit more expensive for these individuals (Figure 4).

Figure 4: Prevalence of An Annual Fee by Account Holder Credit Rating
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Source: Consumer Financial Protection Bureau'*
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5. Reduced Revenue for Merchants

During the past decade, the average credit line has gradually increased by 17% to an average credit limit of $26,069 for all
cardholders. Consumers' use of their credit limits has been stable the past 10 years, sitting at 20.7% for all accountholders
in 2022.12 The CCCA, if enacted, has the potential to alter utilization and available credit limits as issuers seek to reduce
expenses through tighter credit policies that will result in lower credit limits, thus reduced purchasing capabilities at the

merchants these Americans choose to shop with.

Utilization and Spending

Current State Utilization / Credit Limit Future State Utilization / Credit Limit
Prime cardholders: 46.3% / $21,178 Prime cardholders: 40.7% / $19,060
Subprime cardholders: 75% / $6,482 Subprime cardholders: 56.2% / $5,833

Assumption: 10% of consumers spend more when they have access to credit cards. Removal of rewards from the CCCA
could drop utilization. Credit limits lowered by 10%.

Retailers have benefited from the growth of unsecured credit, and consumers spend more resulting in increased
revenues for retailers.’® More than $5.7 trillion in payments were processed on credit cards in 2022 with merchants.*
With approximately 40% of point-of-sale transactions conducted on credit cards, a reduction in credit limits or
availability is bad news for retailer revenue.*®> Merchants may incur an unintended and negative side effect from

a post-CCCA of lower revenue from decreased spending when credit is not available or reduced (Figure 5).

Figure 5: If you did not have a credit card, how would that affect your spending habits?

Spending Habits with No Credit Card Available

45%
39%
10%
. -
Spend more Spend less Spend about Unsure
the same
Source: America's Credit Unions: National survey of 2,524 Americans, August 2023
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6. Limited Options for Unsecured Credit

Americans with limited access to credit have few options from banks and credit unions if credit card lending is restricted or in
some cases eliminated. Three prominent alternative unsecured credit options are buy now pay later (BNPL), payday lending,
and small-dollar loans. The CCCA will cause all issuers to examine their approval policies as they seek to manage expenses and
possible losses. Americans with lower credit scores are more financially vulnerable and could be faced with account closures
or the inability to obtain unsecured credit via a credit card as issuers tighten credit policies to ensure profitability.

Reduction in Approval of Credit for Financially Vulnerable Americans

Current Approval Rates Future Approval Rates
~18%-20% of subprime or lower credit score applicants ~15% of subprime or lower credit score applicants are approved
are approved for credit cards for credit cards.

Assumption: 1.6 million subprime and lower credit Americans will be denied access to unsecured credit.*®

A more restrictive credit risk policy could force many Americans to seek higher-interest credit from payday lenders.
While small-dollar loans are emerging from banks and credit unions, the take-up of these loans has been low as most
financial institutions have requirements including an active checking account. According to Equifax, 16.2 million new
accounts were orginated in 2022, which is 10.3 million more accounts than a decade earlier'” (Figure 6). The CCCA has
the potential to revert the progress of providing more credit to more Americans.

Figure 6: Subprime Bankcard Account Originations
Subprime Bankcard Accounts Orginated (Millions)
20
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10

2012 2014 2016 2018 2020 2022

Source: Equifax?”

The availability of small-dollar loans from financial institutions remains low. Innovative programs such as the payday
alternative loan (PAL) program offered by many credit unions have generated only $262 million in credit for the quarter
ending September 2023, compared to $79 billion in credit card lending for the same period by credit unions.®
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