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Chapter 32:

Securities Backed by Credit Card Receivables

SECURITIZATION OF CREDIT CARD RECEIVABLES

A. The earliest credit card securitizations (late 1980s) were executed as a means of diversifying the funding sources for banks active in the credit card market
B. In the early 1990s, faced with stricter capital standards by regulators, securitization provided the banking industry a vehicle to reduce balance sheet assets and thereby improve regulatory capital ratios
C. Securitization also allowed for the entry and growth of specialized credit card banks into the market – MBNA, FirstUSA, and Capital One

II. THE CREDIT CARD ABS MARKET

A. Background

1. Credit card ABS is the largest and most liquid part of the ABS market
2. The large number of issuers and dollar amount outstanding makes this sector a particularly active secondary market
3. Consequently, spreads for credit card ABS are a benchmark for other ABS sectors
4. Rapid growth and intense competition led to problems with asset quality
B. Industry Consolidation

1. Consolidation has been one of the key themes in the credit card business for the past few years

2. While consolidation has reduced the number of issuers in the market, the overall credit quality of those that remain has im​proved
C. Credit Card Market Segments

1. Commercial Banks:
 Bank One, Citibank, Chase, BankAmerica

2. Consumer Finance:
MBNA, Household, Capital One, Providian

3. Independents:
Discover, American Express

4. Retailers:
Sears, Dayton Hudson, World Financial Network, Federated

D. General Purpose Cards
1. The credit card ABS market is divided into two major segments: general purpose and private label
2. General-purpose credit cards include both Visa and MasterCard cards issued by commercial banks and con​sumer finance companies, as well as the independent networks of merchants built by Discover Card and American Express
3. This group of issuers represents the vast majority of the credit card ABS market
4. Issuers of general-purpose cards tend to price new ABS at tighter spreads relative to private label issuers
5. Citibank and MBNA are generally considered to be the benchmark issuers in this market segment

E. Teaser Rate Cards
1. The teaser rate usually is in effect for 6 to 12 months, and then steps up to a higher rate based on the borrower’s credit risk

2. Balance transfers have been used to great effect, though many borrowers have become adept at rolling balances from one card to another at the end of the teaser rate period

3. Borrowers with poor credit are more likely to respond to a teaser rate, and may be less likely to roll balances to a new card in the future because they have less credit options

F. Affinity and Co-Branded Programs
1. One of the uses of the technological investment made by card issuers has been in the customer retention effort
a. Affinity cards are issued by a bank in association with a special interest group – college alumni association, professional group, or sports team, which receives a fee from the bank

b. Co​branded cards are programs that associate a bank’s credit card with a particular commercial firm
i. Customers can earn certain rewards from the commercial firm for making purchases with the card

ii. Earning mileage toward free tickets on airlines is probably one of the most popular bank co-brand programs

G. Private Label Credit Cards
1. The other, much smaller segment of the credit card market includes private label credit cards, which are sponsored by retailers for use in their own stores
2. This segment has been dominated by issuance from Sears, which represents about one-third of the private label market

3. Retail credit card accounts

a. Most often viewed by the sponsor as a means to increase sales
b. Credit underwriting may not be as stringent as it is for general-purpose credit cards

4. Charge-offs tend to be higher on private label credit card master trusts than on a typical bank card master trust

5. APRs and portfolio yields tend to be higher to compensate for the greater risk in the private label portfolio
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