
C r e d i t  C a r d s  —  

C a n  S m a l l  B a n k s  C o m p e t e ?

Can small banks compete effectively in offering 
credit cards or related plans? Some persons be
lieve they cannot and that the growth of credit 
card banking “tips the competitive scales” in 
favor of big banks. As evidence, they point to the 
high cost of starting a credit card operation and 
the time normally required to recover the original 
outlay. These factors, they claim, give large 
banks a decided advantage.

Despite these theoretical arguments and the 
recent publicity surrounding the entry of many 
large banks into the credit card field, a number 
of plans are offered by small banks in the Sixth 
District. Average outstandings of $579,000 per 
bank in this region are considerably less than the 
national average of $1,340,000. Smaller District 
banks have also shared in the recent growth of 
credit card banking.

How have these small banks overcome the 
handicaps to successful participation in credit 
card banking? Data on the types of plans gen
erally favored by banks of various sizes give a 
partial answer.
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T h e  D a ta

Although credit card banking is not new, data on 
the number of banks offering various types of 
plans and the associated volume of outstanding 
loan balances became available for the first time 
in 1967. In April of last year commercial banks 
were requested to report outstandings under 
credit cards and related plans to the appropriate 
supervisory agency—the Comptroller of the Cur
rency for national banks, the Federal Reserve for 
state member banks, and the Federal Deposit In
surance Corporation for state insured nonmember 
banks—as a part of their regular report of condi
tion (Call R eport). The following October 
banks reported outstanding balances for each of 
the major types of plans separately. Special tabu
lations of these data for Sixth District banks pro
vide the basis for this article. About 12 percent 
of the nation’s commercial banks involved in 
credit card banking are located in this District 
and account for 5 percent of the total outstand
ings.

C re d it  C a r d s  a n d  C r e d it  C a r d  B a n k in g  

in th e  S ix th  D is t r ic t

To evaluate the competitive thrust of credit card 
activity on small banks, the major aspects of 
credit card banking must be differentiated. Most
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The number of banks with balances under credit card and 
related plans and their reported outstandings increased 
sharply between April and October 1967 in the Sixth District 
and the nation.
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people are familiar with local bank credit card 
plans and how they operate. Somewhat less fa
miliar, however, are the other facets of credit 
card banking, such as nonbank cards, check- 
credit, and overdraft plans. These related plans 
are similar in many respects to the ordinary bank 
credit card. However, certain differences are im
portant in the small bank’s ability to participate 
in credit card banking.

Bank credit cards are generally issued by a 
local bank and enable the cardholder to charge 
purchases at participating merchants in the same 
area. The issuing bank shoulders the full cost 
of starting the operation and receives the result
ing income or takes the loss. Normally, this type 
plan requires relatively high start-up and operat
ing costs because of special processing equipment 
and large promotional expenses in trying to ob
tain a wide coverage immediately. Nonbank and 
check-credit plans, on the other hand, generally

require only a small fraction of the initial cost of 
a full-fledged credit card operation.

Although many smaller banks have operated 
their own credit card plan for a number of years, 
most of them were not faced with direct competi
tion during the beginning stages of the program’s 
development. Over one-half the banks that offer 
their own credit card plan in this District are 
in the $50-million or under deposit category. 
Nearly all of them are located in cities with a 
1960 population of under 50,000, where another 
plan is not offered. Banks with deposits of over 
$ 10 0  million and cities with a population above
100,000 are dominant in terms of outstanding 
balances, however.

Observers who think the small bank’s future 
is threatened by recent growth in credit card 
banking argue that today’s environment is differ
ent. Banks considering entry into this field most 
likely face direct competition immediately from 
banks already in the business or others also 
thinking of entering. Thus, the level of mer
chant and customer participation needed to re
cover the initial outlay in a reasonable period 
may be harder to achieve today than several 
years ago.

Participation through other means, however, 
may enable the small bank to overcome these 
handicaps. Nonbank credit cards, such as Ameri
can Express and Carte Blanche—the familiar 
travel and entertainment cards, are now being 
issued through banks. These plans are similar to 
the ordinary bank credit card in that they allow 
the cardholder to receive a bank loan to repay the

M a j o r  T y p e s  o f  P l a n s

Several major types of plans are currently being used 
by banks in offering prearranged credit privileges to 
their customers. These plans can be classified broadly 
as credit cards, check-credit or overdraft plans, and 
nonbank credit card plans.

The credit card in effect combines the loan granting 
function of the bank with the accounts receivable 
function of the merchant. They operate on two levels, 
one oriented toward the customer and the other to
ward the merchant. The issued card allows the holder 
to make purchases, in accordance with a prede
termined maximum amount, from participating mer
chants. The merchants discount their sales tickets to 
the bank at a rate determined, in most cases, by 
their total volume of credit card business. At the 
end of the month, the bank sends a statement to the 
cardholder indicating the total amount of credit pur
chases made. The customer may either pay in full or 
pay only part and revolve the balance. A growing 
number of banks are offering such plans to their 
customers through a correspondent or agency ar
rangement.

Check-credit is similar to the credit card plan, but 
has no connection with specific retail merchants. The 
bank customer is given an approved line of credit just 
as in the case of a credit card. Instead of a card, he 
receives a number of especially prepared checks. The 
checks, when used, activate a loan for a specified 
amount, generally printed on the check.

Special overdraft plans have also become popular 
in some areas. Under this agreement, which is gen
erally tied to a check-credit plan, the bank approves 
a maximum line of credit. Loans against this line are 
activated by the customer’s regular checking account 
when his account balance is not sufficient to cover 
the check.

Nonbank plans, such as American Express and 
Carte Blanche, are also being used. With his type of 
operation, the cardholder signs the appropriate agree
ments with a participating bank in which case the 
bank agrees to extend the customer credit for the 
amount of his purchases on the T & E card. In most 
cases, the customer can also receive a cash advance 
from the bank by presenting this card.
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Average outstandings per bank are larger in the nation than 
in the District for each of the major types of plans. Credit 
cards dominate the picture in terms of per bank balances. 
The District average for credit cards is only one-half the 
comparable U. S. figure.

Average Outstandings 
(Millions of Dollars)

Credit Nonbank Check Credit Total
Cards Credit Cards and Overdrafts

indebtedness incurred under such plans. Al
though nonbank cards are of more limited use 
in local markets than ordinary retail cards, they 
are accepted nationally.

Check-credit plans do not involve a card at 
all, except for identification purposes in some 
cases. Under this arrangement the preauthorized 
loan privilege, which is a common feature of all 
facets of credit card banking, is activated when 
the customer presents a check in payment for a 
purchase. The customer is not limited to charg
ing purchases only at certain participating mer
chants.

The implications for small banks of these al
ternative means of participating in credit card 
banking are obvious. If, for example, a check- 
credit plan or a nonbank credit card is reasonably 
acceptable as a substitute for a bank’s own credit 
card operation, the cost of initiating the pro
gram may be reduced considerably. Of course, 
whether or not small banks can compete effec
tively through these means depends on their ac
ceptance as reasonably good substitutes for the 
ordinary retail type credit card.

Again, those persons who believe small banks 
are at a competitive disadvantage are not im
pressed by the availability of these substitutes as 
effective alternatives. They contend that each 
type plan appeals to a different market. On this 
score, they do have some empirical backing. Sev
eral banks in the Sixth District offer a combina
tion of plans, suggesting that distinct markets 
exist for each type. Most of the multi-plans, 
however, are found at larger banks and generally 
involve a combination of a credit card and one 
of the other plans. Therefore, this might also in
dicate that, with a successful credit card plan, the

added costs of offering the second plan is small 
and may be worthwhile even if the markets are 
largely the same.

Many District bankers apparently think check- 
credit and nonbank plans are reasonably good 
substitutes for credit cards, at least within the 
competitive environment of this District. Of the 
99 District banks reporting outstandings under a 
credit card, a check-credit, or a nonbank plan 
last October, over 80 percent were in the latter 
two categories. Credit card plans accounted for 
about 60 percent of the $57 million in total out
standings, however.

A more important indicator of the relative 
competitive position of smaller banks is the man
ner in which recent growth has occurred. Practi
cally all the growth in credit card banking in 
this District has been through plans other than 
credit cards. Several of these new plans are 
being offered by smaller banks which face direct 
competition from other banks in the same area.

The presence of a check-credit and/or nonbank 
plan may not present as much of an obstacle to 
another bank desiring to offer a similar plan in

The majority of District banks offering credit card and related 
plans as of October 1967 are in the less than $50-million 
deposit category,
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Banks with deposits between $50 million and $100 million 
increased their outstandings of credit cards and related plans 
most rapidly in the April-October 1967 period, and those with 
deposits of less than $10 million also grew fast.

Deposit Size Percentage Increase
(Millions of DollarslQ 20 40 60
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the same market as does a credit card plan. The 
frequency of multi-plans was much higher in 
District cities where a credit card was not of
fered. Possibly, this is related to a credit card 
operation’s dependence upon the cooperation of 
a large number of merchants, whereas the other 
plans are not tied directly to specific merchants.

Im p l ic a t io n s  fo r  F u tu re  B a n k in g  S t r u c tu r e  

a n d  C o m p e t it io n

Those who see credit card banking as a threat to 
small banks are not supported by currently avail
able evidence. Small banks are actively involved 
in all phases of credit card banking. Nonbank 
and check-credit arrangements, which offer one 
means of overcoming the high costs of launching 
a full-scale credit card operation, have accounted 
for most of the increased small bank participation 
in recent months. Whether or not such plans will 
prove effective substitutes for credit cards will 
depend, in the final analysis, on customer accept
ance and demand.

Most studies of the demand for banking ser
vices indicate that customers choose their bank 
primarily on the basis of convenience. Thus, 
even though imperfect substitutes for a credit 
card, check-credit and nonbank plans, or corre
spondent plans may be effective alternatives when 
offered through the customer’s local bank. Ap
parently, many Sixth District bankers must think 
so, judging by their increased commitment to 
such plans when credit card activity is expected 
to become even more widespread.

Another means that a growing number of 
smaller District banks are utilizing to enter this 
field is the offering of another bank’s credit card 
plan. In this manner, the correspondent or 
licensee bank can provide most of the advantages 
of a credit card operation without the full costs 
of initiating its own plan or assuming the added 
liability which could result from carrying the ac
counts receivable. They merely share in the re
sulting income, however.

The franchise or agency type of arrangement 
appears attractive to the issuing bank as well. 
The lead bank, with the necessary equipment and 
experience from its own plan, can expand its 
operation into other areas without raising costs 
proportionately. In some cases, such plans are 
subfranchised, which increases the extent of the 
coverage and spreads the costs thinner.

Future developments could alter the compet
itive position of smaller banks, but recent credit 
card activity in the Sixth District does not indi
cate that big banks have gained an upper hand. 
If anything, small banks are competing more ag
gressively than before through a growing number 
of alternative arrangements.

J o e  W .  M c L e a r y

B a n k  A n n o u n c e m e n t s
On January 1, three nonmember banks began to remit 
at par for checks drawn on them when received from 
the Federal Reserve Bank. They are the City Bank and 
Trust Company, Roanoke, Alabama; The Commercial 
Bank of Roanoke, Roanoke, Alabama; and The Citizens 
Bank, Hogansville, Georgia.

The Bank of Augusta, Augusta, Georgia, and The 
Quincy State Bank, Quincy, Florida, also nonmember 
banks, began to remit at par on January 2.

The First State Bank of Tuscaloosa, Tuscaloosa, 
Alabama, a newly organized nonmember bank, opened 
on January 8 and began to remit at par. Officers are 
Henry J. Brislin, president; Douglas L. Modling, vice 
president and cashier; and Clyde Daniel, vice presi
dent. Capital is $500,000; surplus and other capital 
funds, $250,000.

The Colonial Bank, New Orleans, Louisiana, a newly 
organized nonmember bank, also opened on January 8 
and began to remit at par. Adrian Duplantier is presi
dent; Ralph Giardina, executive vice president; and V. 
Gordon Isaacson, vice president. Capital is $1,000,000; 
surplus and other capital funds, $2,600,000.

The Citizens Bank and Trust Company, Quincy, 
Florida, a nonmember bank, began to remit at par on 
January 15.

The Parish National Bank of Bogalusa, Bogalusa, 
Louisiana, opened on January 25 as a member bank 
and began to remit at par. Officers are Purvis Hall, 
president; Asa Miller, executive vice president and 
cashier; and John H. Spillmon, vice president. Capital is 
$200,000; surplus and other capital funds, $300,000.
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