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Give credit (card) where it’s due 

 APRA is likely to finalise APS120 by the end of this year, paving the way for Master Trust transactions in Australia.  

 Will we see credit card-backed transactions in Australia?  

 We provide an overview of the credit card market in Australia.  

Background 

APRA is likely to finalise APS 120 by the end of 2016.  APRA is expected to 
iron out some industry concerns raised after the first APS 120 draft and 
pave the way for the much awaited Master Trust framework in Australia.   

We provide an overview of the market, its key characteristics and our 
thoughts on which issuers are likely to issue credit card-backed ABS in 
Australia.  We will discuss credit card-backed ABS features in a separate 
report.  Please note that we have collated the information in this report from 
various RBA and ABS reports, and have refrained from repeatedly 
referencing them throughout the text.   

How big is the market? 

The aggregate outstanding credit card balance was just over A$51b as at 
August 2016 (Chart 1).  This total value includes “outstanding balances owed 
on credit and charge cards as at the last day of the month whether or not 
the balance is incurring interest charges or penalties”.  This data covers credit 
cards and charge cards issued to individuals or businesses by reporting 
financial institutions in Australia, inclusive of foreign banks operating in 
Australia and non-bank providers.   

Of the aggregate A$51b balance, A$32b is accruing interest and this share 
has dropped over the years.  However, the RBA notes that “around 75-80 
per cent of transactions on credit cards do not accrue interest.  That is, 
interest-paying ‘revolvers’ account for about 30-40 per cent of accounts, 
about 20-25 per cent of transactions”.   

The number of credit card transactions per capita has increased gradually 
since the late 1990’s.  But the extent of growth in the debit card usage has 
been greater than credit card over the same period (Chart 2).  Credit card 
balances grew by just 1.4% during the year to August 2016 as opposed to 
the upwards of 10% growth rate observed prior to the GFC.  The growth in 
aggregate balance has decreased since the RBA’s card payment reforms 
that began in early 2000s in order to bring competition and efficiency to the 
card payment system.    

Regulatory reforms  

The credit card market price structure was distorted prior to RBA reforms 
of the market in the early 2000s.  The true cost to the card holder was 
being subsidised via high interchange fees, where the merchant’s financial 
institution paid a fee to the card holder’s bank every time there was a credit 
card transaction.  RBA reforms led to a reduction in merchants’ strategic 
interchange cost when the merchants accepted credit cards.  The reform 
also increased the effective price to credit card holders because of 
improved price signals and in turn had a negative impact on its usage rate.  

Chart 1: Aggregate credit card balance*  

 

Source: RBA, CBA,   
*Gross of any amounts on cards where the 
account has a credit balance.  

Chart 2: Non-cash transactions per capita 

 

Source: ABS; APCA; BPAY; RBA 
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However, “interchange rates on premium and 
other higher-cost cards have risen as interchange 
fee schedules have become increasingly 
complicated” over the past decade or so.  New 
card schemes have been introduced into the 
credit card market since around 2010.  As a 
result, there has been significant growth in credit 
card usage in the premium segment.   

The Financial System Inquiry recommended in 
2014 that the RBA look into the card payment 
regulatory framework again, with particular focus 
on the interchange fee and surcharging.  
Subsequently, the RBA implemented major 
changes to how credit card payments are 
processed and the extent of surcharges that 
businesses can charge to customers to use credit 
cards in Australia.  The new rules are effective in 
stages from Sept 2016, with full implementation 
from Sept 2017.  

Loan application trend 

The Veda Quarterly Consumer Credit Demand 
Index measures the volume of credit card and 
personal loan applications.  The index therefore 
shows flow data of the consumer credit market 
(Chart 3).  The index rose by 2.6% in Sept 2016 
on a YoY basis.   

When we segregate this index and look at credit 
market dynamics, Veda’s data shows that Credit 
card applications fell in the September quarter by 
-0.2%).  Credit card loan applications have 
plateaued since 2015 as opposed to significant 
increase in personal loan applications during the 
same period.   

“By jurisdiction, TAS (+2.2%) and the NT (+2.2%) 
experienced the greatest growth in credit card 
applications, followed by VIC (+0.9%) and SA 
(+0.6%). NSW (-0.3%) and QLD (-0.6%) recorded 
the smallest declines in credit card applications, 
while WA (-2.0%) and the ACT (-3.4%) recorded 
the largest fall in credit card applications in the 
September quarter”. 

Credit card debt exposure 

In aggregate level, outstanding credit towards 
credit cards and other personal debt ($144b) is 
only 9% of aggregate outstanding mortgage-
related credit (investor & owner-occupier).  This 
portion has decreased significantly since the 
1990s when personal outstanding credit used to 
be around 50% of outstanding mortgage debt.  
Aggregate level RBA data also shows that the 
average transaction size and average credit card 
balance has fallen over the years.   

At the household level, the most recent Australian 
Social Trends Survey (2014) shows that the 
proportion of Australian households with net 

Chart 3: Consumer credit applications (12 
month rolling average) 

Source: Veda 

Chart 4: Average credit card balance and 
transaction size  

 

Source: RBA, CBA 

 

Chart 5: % of households with various types 
of debt 

 

Source: ABS Surveys 
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credit card debt (household level debit balance 
after all credit card balances of household 
members have been summed)  has decreased 
from 57% in 2003-04 to 53% in 2011-12 (Chart 
5).  It went up slightly to 55.3% in 2013-14 (not 
shown in Chart 5).   

While a significant number of households use 
credit cards, the level of debt in relation to credit 
cards is low in comparison to other forms of 
household debt.  The ABS household survey 
shows that the average amount owing on a credit 
card was A$2,700 in 2013-14 (mean value).  The 
low relative debt associated with credit cards 
(Chart 6) despite high usage is likely because 
households tend to use credit cards for 
convenience and for supplementary benefits like 
reward points, free travel insurance, etc that the 
user accumulates for its usage.   

The household level credit card debt of A$2,700 
is also small relative to household income.  The 
mean weekly household disposable income was 
$998 in 2013-2014 (adjusted for size and 
composition of household).   

A greater proportion of households in the higher 
income category have credit card debt than low 
income groups (Chart 7).  In addition, credit card 
holders in the highest income quartile tend to hold 
cards with premium status.  

In terms of distribution by States, household level 
survey data (based on HILDA) shows that 27% of 
the households in Queensland had credit card 
debt as at 2014.  While this share is the highest 
among the five States (excluding Tasmania), QLD 
households’ exposure to credit card debt has 
fallen from 36% in 2002.  

Chart 6: Average real* level of selected debt 
among debt among households with that 
type of debt 

 

Source: ABS, *Adjusted to 2011-12 

Chart 7: Type of credit card held* 
by respondents’ household income quartile 

 

Source: RBA, *RBA Consumer 2013 Survey 

 

 

 

Credit card interest rate 

Chart 8 shows the average interest charged for 
credit cards based on a sample of cards that are 
tracked by the RBA.  The average interest rate for 
standard cards has been steady at just under 
20% since around 2010.  In comparison, the 
average interest rate has been around 13% for 
low-rate credit cards.  We note that while credit 
card interest rates historically moved in line with 
changes in the cash rate, they have not been 
adjusted lower to the same extent as the fall in 
cash rate since the end of 2011.   

The credit card interest rates in Chart 8 are, 
however, based on advertised rates and not the 
actual rates paid by the borrowers.  The 
borrowers may benefit from special promotions 
offered by the issuers where there is no interest 
rate during the first 12 months.  According to the 
RBA’s 2013 Consumer Use Survey, less than 30 
per cent of credit card holders paid interest on 
credit card debt.   

Chart 8: Credit card interest rates 
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Credit card monthly repayment rates as a 
percentage of outstanding balance are high.  The 
repayment rate has increased steadily since the 
GFC and the current 12-month average is 52% 
(Chart 9).  Borrowers tend to repay their credit 
debt fast by the end of the month rather than 
incurring interest costs.  Credit card usage is 
more driven by benefits and perks associated 
with using them.   

Major players 

Visa and MasterCard dominate the market in 
terms of credit card schemes.  Their share of the 
credit and charge cards market has fallen since 
the early 2000s and “coincided with the launch of 
bank-issued American Express cards in 2004 (by 
NAB and Westpac) and 2009 (by ANZ and CBA)”.  
American Express’ market share increased from 
13.8% to 18.3% between 2002 and Aug-2016.   

In terms of actual issuers of credit cards, banks’ 
lending to households for credit card purposes 
comprised A$41b as at August 2016.  Among the 
banks, CBA has the highest amount of loans for 
credit card purpose, followed by Westpac.  
Besides the 4 major banks, Citi has a chunky 
amount extended towards credit cards.   

In the non-bank space, a vast array of retailers 
also offer store bought cards these days, where 
the borrowers benefit from loyalty programs.  
Latitude Finance Australia is a major non-bank 
issuer of credit cards.  The GE Consumer Finance 
business became Latitude Finance Australia in 
November 2015 when a consortium acquired the 
Australia and New Zealand business worth 
A$8.2b.  From Fitch’s recent report, ‘Australian 
Sales Finance and Credit Cards Trust’ and ‘New 
Zealand Sales Finance and Credit Cards Trust’ of 
Latitude Financial have an approximate A$3.5b 
and NZ890m amount, respectively.  The structure 
is backed by revolving consumer credit cards and 
sales finance.   

When we exclude aggregate credit card loan 
exposure by banks to households from the total 
outstanding credit card balance of $51b (August 
2016) we are left with roughly $10b of credit card 
loans.  We estimate that this balance comprises 
of corporate credit cards and credit card loans 
that are extended by the non-banks.  If you are 
wondering why credit cards extended towards 
corporates are so small relative to households, it 
is because charge cards are generally extended 
towards the corporate segment.  Balances on the 
charge cards are due by the statement date and 
cannot accumulate over time like credit cards.  
Unfortunately, the data is not granular enough for 
us to separate out non-bank lending from the 
$10b.   

Chart 9: Repayment rates 

 

Source: RBA, CBA 

Chart 10: Market shares of card schemes (by 
value of credit and charge card purchases) 

 

Source: RBA, CBA 

Chart 11: Outstanding household credit cards 
loans made by banks 

 

Source: APRA, CBA 
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 Performance 

The share of non-performing credit card loans 
and other personal loans in banks’ portfolio has 
decreased in recent quarters.  Credit card arrears 
are a leading indicator of household financial 
stress.  Credit card and personal lending is riskier 
relative to mortgages, as those types of loans are 
typically made on an unsecured basis.  Credit 
card loans thus underperform housing loans.  The 
share of 90+days past due housing loans in 
banks’ books are much lower than credit cards 
(Chart 12).   

While the arrears rate of credit cards are higher 
than mortgages, credit card debt (excluding other 
personal loans) represents less than 2.0% of 
banks' total domestic gross lending vs residential 
loans accounting for around 60% of banks’ total 
domestic gross loans and advances. 

Losses on credit card debt issued by the banks 
has ranged between 2% and 3% since 2011 
(Chart 14).  Historical losses on credit cards have 
been higher than other personal lending.  Notably, 
the write-off rate for the major banks' housing 
lending has been less than 0.1%.   

On face value, credit card performance within 
banks’ loan portfolio seems better than that 
experienced by the pool backing ‘Australian Sales 
Finance and Credit Cards Trust’ of Latitude 
Finance Australia.  According to Fitch, the pool 
backing Australian Sales Finance and Credit 
Cards Trust experienced an average charge-off 
rate of 4.1% as of August 2016.  But this could 
be driven largely by the performance of the ‘sales 
finance’ component of the pool which has 
characteristics like personal loans.  

Credit card backed ABS? 

The 3 major banks are relatively regular issuers of 
RMBS.  ANZ announced that it is looking to issue 
an RMBS after being absent for over a decade.    
The major banks have the infrastructure (including 
data reporting) already setup for RMBS.   

We noted earlier that credit card loans account 
for a smaller share of the banks’ lending.  Setting 
up infrastructure for credit cards will come at a 
cost.  We thus don’t envisage that the major 
banks will issue credit card-backed ABS anytime 
soon.  They are more likely to start by issuing 
RMBS out of a Master Trust structure than credit 
cards.  Depending on how that is received by 
investors, setting up the infrastructure related to 
credit card-backed ABS may come into 
consideration.  Hence, in the near to medium 
term, we don’t expect any bank issued credit 
card-backed ABS.  However, for non-banks like 
Latitude Financial, this could be an option (as they 
are not subject to APRA rules). 

Chart 12: Non-performing household loans* 
share of loan by type   

 

Source: RBA, FSR April 2016, *banks’ domestic book 

Chart 13: Banks’ exposure to various HH 
loans as a % of banks’ total gross loans 

 

Source: APRA, CBA 

Chart 14 : Credit losses by portfolio* - 
consolidated data for 3 major banks (annual)  
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IMPORTANT INFORMATION AND DISCLAIMER  
 
The information contained in this report is made available for persons who are sophisticated investors or professional investors (as those terms are defined by section 708(8) or (10) and (11) of the Corporations 
Act 2001 (Cth)).  
 
Please view our website at http://www.commbank.com.au/corporate/research.html. The Commonwealth Bank of Australia ABN 48 123 123 124 AFSL 234945 (“the Bank”) and its subsidiaries, including 
Commonwealth Securities Limited ABN 60 067 254 300 AFSL 238814 (“CommSec”), Commonwealth Australia Securities LLC, CBA Europe Ltd and Global Markets Research, are domestic or foreign entities or 
business areas of the Commonwealth Bank Group of Companies(CBGOC). CBGOC and their directors, employees and their representatives are referred to in this Appendix as the “Group”. 
 
Financial markets products have an element of risk. The level of risk varies depending on the product’s specific attributes and how it is used. Potential investors should note that the product discussed in the report 
may be sophisticated financial products which involve dealing in derivatives. Unless you are familiar with products of this type, this product may not be suitable for you. The Bank will enter into transactions on the 
understanding that the customer has: made his/her own independent decision to enter into the transaction; determined that the transaction is appropriate; ensured he/she has the knowledge to evaluate and 
capacity to accept the terms, conditions and risks; and is not relying on any communication from Commonwealth Bank as advice.  
 
In the UK and Europe: This report is made available in the UK and Europe only for persons who are Eligible Counterparties or Professional Clients, and not Retail Clients as defined by Financial Conduct Authority 
rules. The Commonwealth Bank of Australia and CBA Europe Ltd are both registered in England (No. BR250 and 05687023 respectively).  
 
Commonwealth Bank of Australia: Authorised and regulated by the Australian Prudential Regulation Authority. Authorised by the Prudential Regulation Authority.Subject to regulation by the Financial Conduct 
Authority and limited regulation by the Prudential Regulation Authority. Details about the extent of our regulation by the Prudential Regulation Authority are available from us on request. 
 
CBA Europe Ltd: Authorised and regulated by the Financial Conduct Authority. 
 
In Singapore:  The information in this  report is made available only for persons who are Accredited Investors or Expert Investor in terms of the Singapore Securities and Futures Act. It has not been prepared for, 
and must not be distributed to or replicated in any form, to anyone who is not an Accredited Investor or Expert Investor. If you are an Accredited Investor or Expert Investor as defined in Regulation 2(1) of the 
Financial Advisers Regulations ("FAR"), the Bank is obliged to disclose to you that in the provision of any financial advisory services to you, we are exempted under Regulations 33, 34 and 35 of the FAR from 
complying with the business conduct provisions of sections 25 (Obligation to disclose product information to clients), 27 (Recommendations by licensees) and 36 (Disclosure of interests in securities) respectively, 
of the Financial Advisers Act ("FAA"). 
 
In Japan:  This document is made available only for institutional customers. Commonwealth Bank of Australia, Tokyo Branch is a licensed banking business authorized by Japan Financial Services Agency.  
 

In Hong Kong: The contents of this document have not been reviewed by any regulatory authority in Hong Kong. You are advised to exercise caution in relation to the offer. If you are in any doubt about any of the 
contents of this document, you should obtain independent professional advice. 

The provision of this document to any person in the Hong Kong does not constitute an offer of securities to that person or an invitation to that person to acquire, apply, or subscribe, for the issue of, or purchase, 
securities unless the recipient is a person to whom an offer of securities may be made in Hong Kong without the need for a prospectus under section 2 and the Seventeenth Schedule of the Companies Ordinance 
(Cap. 32 of the Laws of Hong Kong) (“Companies Ordinance”) pursuant to the exemptions for offers in respect of which the minimum consideration payable by any person is not less than HK$500,000 or its 
equivalent in another currency.  Neither this document nor any part of it is, and under no circumstances are they to be construed as, a prospectus (as defined in the Companies Ordinance) or an advertisement of 
securities in Hong Kong.  The products have not been, nor will they be, qualified for sale to the public under applicable Hong Kong securities laws except on a basis that is exempt from the prospectus requirements 
of those securities laws. 

Minimum Investment Amount for Hong Kong Investors: HK$500,000 
In New Zealand The information contained in this document is made available in New Zealand only for persons who are wholesale investors as defined in the Financial Markets Conduct Regulations 2014. 
 
In the USA for products other than Equities:   
 
The Bank is authorized to maintain a Federal branch by the Office of the Comptroller of the Currency.  
This document is made available for informational purposes only.  The products described herein are not available to retail investors. NONE OF THE PRODUCTS DESCRIBED ARE  DEPOSITS THAT ARE COVERED 
BY FDIC INSURANCE.  
This product is not suitable for investment by counterparties that are not “eligible contract participants” as defined in the U.S. Commodity Exchange Act (“CEA”) and the regulations adopted thereunder; or (ii) 
entities that have any investors who are not “eligible contract participants.”  Each hedge fund or other investment vehicle that purchases the products must be operated by a registered commodity pool operator as 
defined under the CEA and the regulations adopted thereunder or a person who has qualified as being exempt from such registration requirement. CBA cannot execute swaps with any US person unless our 
counterparty has adhered to the ISDA Dodd Frank protocol.  
 
This report was prepared, approved and published by Global Markets Research, a division of Commonwealth Bank of Australia ABN 48 123 123 124 AFSL 234945 (the “Bank”) and is distributed in the United 
States by the Bank’s New York Branch and its Houston Representative Office.  If you would like to speak to someone regarding securities related products, please contact Commonwealth Australia Securities LLC 
(the “U.S. Broker–Dealer”), a broker–dealer registered under the U.S. Securities Exchange Act of 1934 (the “Exchange Act”) and a member of the Financial Industry Regulatory Authority (“FINRA”) at 1 (212) 336-
7737. The information contained herein is not intended to be an exhaustive discussion of the strategies or concepts mentioned herein or tax or legal advice. Investments and strategies are discussed in this report 
only in general terms and not with respect to any particular security or securities transaction, and any specific investments may entail significant risks including exchange rate risk, interest rate risk, credit risk and 
prepayment risk among others. There also may be risks relating to lack of liquidity, volatility of returns and lack of certain valuation and pricing information. International investing entails risks that may be presented 
by economic uncertainties of foreign countries as well as the risk of currency fluctuations. Investors interested in the strategies or concepts described in this report should consult their tax, legal or other adviser, 
as appropriate. This report is not intended to provide information on specific securities. The Bank’s New York Branch and its Houston Representative Office provides its clients access to various products and 
services available through the Bank and its affiliates.  
 
In the United States, U.S. brokerage products and services are provided solely by or through the U.S. Broker-Dealer.  The U.S. Broker-Dealer is a wholly-owned, but non-guaranteed, subsidiary of the Bank, 
organized under the laws of the State of Delaware, U.S., with limited liability. The U.S. Broker-Dealer is not authorized to engage in the underwriting of securities and does not make markets or otherwise engage 
in any trading in the securities of the subject companies described in our research reports.  
 
Notice of Negative Consent to Qualified Institutional Buyer to Receive Institutional Debt Research 
The Financial Industry Regulatory Authority (“FINRA”) adopted Rule 2242 “Debt Research Analysts and Debt Research Reports” to address conflicts of interest relating to the publication and distribution of debt 
research reports. Rule 2242(j) exempts debt research distributed solely to eligible institutional investors (“Institutional Debt Research”) from most of the Rule’s provisions regarding supervision, coverage 
determinations, budget and compensation determinations and all of the disclosure requirements applicable to debt research reports distributed to retail investors. 
This notice serves to inform you of Commonwealth Australia Securities LLC (“CAS”) intent to distribute Institutional Debt Research to you while relying on the exemption provided under FINRA Rule 2242. You have 
separately certified that: 
I. You are, or you are authorized to act on behalf of, a Qualified Institutional Buyer (“QIB”), as defined under Rule 144A of the Securities Act of 1933.  
II. You: (1) are capable of evaluating investment risks independently, both in general and with regard to particular transactions and investment strategies involving a security or securities (including a 

debt security or debt securities); and (2) are exercising independent judgment in evaluating the recommendations of CAS, pursuant to FINRA Rule 2111.  
III. You agree to promptly advise CAS if any of the representations or warranties referred to in this notice ceases to be true. Based on the aforementioned certifications by you, CAS is permitted to provide 

Institutional Debt Research to you under the exemptions provided by FINRA 2242(j). Unless notified by you in writing to the contrary prior to your receipt of our Institutional Debt Research, we will 
consider you to have given your consent to the receipt of such Institutional Debt Research. 
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All Investors:  
 
All investors: Analyst Certification and Disclaimer: Each research analyst, primarily responsible for the content of this research report, in whole or in part, certifies that with respect to each security or issuer that 
the analyst covered in this report: (1) all of the views expressed accurately reflect his or her personal views about those securities or issuers; and (2) no part of his or her compensation was, is, or will be, directly 
or indirectly, related to the specific recommendations or views expressed by that research analyst in the report. The analyst(s) responsible for the preparation of this report may interact with trading desk personnel, 
sales personnel and other constituencies for the purpose of gathering, synthesizing, and interpreting market information. Directors or employees of the Group may serve or may have served as officers or directors 
of the subject company of this report. The compensation of analysts who prepared this report is determined exclusively by research management and senior management (not including investment banking). 
 
Unless agreed separately, we do not charge any fees for any information provided in this presentation. You may be charged fees in relation to the financial products or other services the Bank provides, these are 
set out in the relevant Financial Services Guide (FSG) and relevant Product Disclosure Statements (PDS). Our employees receive a salary and do not receive any commissions or fees. However, they may be eligible 
for a bonus payment from us based on a number of factors relating to their overall performance during the year. These factors include the level of revenue they generate, meeting client service standards and 
reaching individual sales portfolio targets. Our employees may also receive benefits such as tickets to sporting and cultural events, corporate promotional merchandise and other similar benefits. If you have a 
complaint, the Bank’s dispute resolution process can be accessed in Australia on phone number 132221 or internationally 61 2 98417000. 
 
The Group will from time to time have long or short positions in, and buy or sell, the securities or derivatives, if any, referred to in this research report. The Group may also engage in transactions in a manner 
inconsistent with the recommendations, if any, in this research report. 
 
Unless otherwise noted, all data is sourced from Australian Bureau of Statistics material (www.abs.gov.au). 
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