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CREDI T CARDS: A NECESSI TY THAT CAN TURN | NTO A NI GHTMARE?
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KUALA LUMPUR: Several years ago, Adamowned six credit cards. But four
years | ater, he had to di spose four of those cards as his outstandi ng debts
had accunul ated to about RMLO, 000.

To settle it, he took a bank loan. Now, with two credit cards in his
hands, he feels | ess burdened.

But what makes hi mown so many cards?

"By having several cards, | thought |I could use one or two cards to
settle paynent for the other cards as | often use themtill the maxi num
credit limt. Till one day, | was left with no avenue but to get a | oan

fromthe bank to settle the debts," Adam says.

"To ne, possessing credit cards is a necessity but at the sane tine it
al so encourages debts and this could turn into a problem"”

For Maria, owning two credit cards is |ike having instant cash,
especially in desperate tines.

"But what is inportant is to be disciplined in paying. Credit cards are
like instant cash as we could wi thdraw about RML, 000 a day at the Automatic
Tel | er Machine (ATM wi t hout any hassle or guarantor needed."”

Maria's friend, Ana, has been summobned to court as she could not settle
her six nonths' outstandi ng paynent.

Adam Maria and Ana, represent nearly two million cardhol ders who are
trapped in the credit card business which has becone increasingly popul ar
anong Mal aysians and is no nore a status synbol, as those earning RMBOO a
nmont h coul d al so own one.

Credit cards are a nmedi um of paynent but have been used to secure
deposit-free | oans which cone with high interest rates ranging from18 to
24 percent a year

They are a saviour in cases of urgenci es when one have insufficient or
no cash, but it is a nightrmare for those with unsettled debts.

For instance, statistics have shown that in 1992, 58,498 people were
taken to court for failing to settle their debts and 2,121 cardhol ders were
decl ared i nsol vent by the court.

These are worrying facts about cardhol ders spendi ng habits and poor
personal financial rmanagenent, and steps nust be taken to reduce this
probl em

Mal aysi a now has a 12 percent credit card delinquency rate - tw ce the
wor | dwi de aver age

Total credit card transactions grew by 44.8 percent fromRM2.9 billion
as at June last year to RMA.2 billion in the corresponding period this
year. And as at June this year, total unpaid balances of credit cards
amounted to RVM698 million, while non-perforning bal ances stood at RW95
mllion or 42.3 percent of the total overdue.

Now there are two nmillion credit cards with 17 issuers in the country.

To curb excessive spending using credit cards, Finance M nister Datuk
Seri Anwar I brahimin the 1996 Budget, declared that the m ni mum nonthly
payrment for outstanding bal ances in credit cards be raised from 10 percent
to 15 percent, with effect fromJanuary 1995

As a result, the cardholder will have to pay nore and will be less in
debt. The nobve was al so part of the nmeasures to curb inflation.

And when tabling the 1997 Budget in the Dewan Rakyat |ast week, Anwar
who is also Deputy Prime M nister, announced that a service tax of RMb0 a
year will be inposed on all types of credit cards including those given on



a conplinmentary basis as a neasure to encourage prudence.

Wth two nmillion credit cards, the governnment will make a good RMLOO
mllion a year fromthe tax.

Meanwhi | e, Finance Mnistry secretary-general Tan Sri Cifford F
Herbert recently stated that the RVbO service tax was a cautious step taken
to curb excessive spending, as the governnent had found that nany people
wer e beconing increasingly carel ess and sonme had | arge unpai d bal ances
whi ch incurred high interest charges.

Herbert al so noted that Prime M nister Datuk Seri Dr Mahathir Mhanmad,
had nmenti oned that sone people had as many as 14 cards.

To further nonitor the credit card spending situation, Bank Negara had
| ast year announced a new set of guidelines for credit card conpanies that
could result in cardhol ders saving on interest paynents should they settle
their bal ances pronptly.

The Central Bank al so says that credit card conpani es nust inform
cardhol ders of the charges inmposed on the outstandi ng bal ances and t he
met hod of conputing such charges.

The nove was ai ned at introducing nore transparency in the way card
i ssuers conpute and i npose interest charges. The new gui delines are ai ned
at hel ping curb excessive spending using credit cards as well as
encour agi ng pronpt paynents and nurturing better spending habits anpng
car dhol ders.

But with all these new guidelines, will cardholders take it as an
opportunity to settle nmore of their outstanding bal ance or to spend nore?

Accordi ng to Consuner Associ ation of Penang (CAP) President S.M Idris,
t he new gui del i nes are not good enough to curb conspi cuous spending and to
achi eve that aim CAP suggests that the government inplenent the follow ng
new rul es. They are:

+ The m ni mum annual incone pre-requisite for a cardhol der shall be
RM36, 000 fromthe present RWM24, 000 per annumso as to restrict access to
credit card facilities to only those who can really afford them and

+ Paynent for outstanding bal ances should be raised fromthe present 15
percent to 20 percent of the bill.

"Undoubtedly, there are many cardhol ders who flash their cards at every
opportunity and are | ater overwhel med by the anount of the credit. W need
restrictions so that cardhol ders do not get into debts that are way above
their heads," says ldris.

"If consuners spend | avishly and wi thout care, they do not realise that
they are actually accunul ating their debts each nonth. This all boils down
to bad consuners spending habits. | feel that sone advertisements pronoting
peopl e to spend so nuch and | avishly, should be curb and controlled,” he
says.

Idris also stresses that consumers nust use their credit cards w sely
and pay pronptly. "If you feel you cannot control your spending, cut off
all the cards."

Associ ate Professor Dr Zul kefly Osman fromthe Universiti Kebangsaan
Mal aysia's (UKM Economic Faculty, al so suggests that the governnment inpose
the m ni mumincome pre-requisite for a cardhol der to be RMVB6, 000 per annum

He al so adds that no cardhol der should be allowed to run up bills
exceedi ng two nonths' salaries in order to keep his debt managenent.

"There shoul d be proper planning, control and restriction fromthe part
of the cardhol ders so as not to be overwhelnmed by the bill that they would
receive later," Dr Zul kefly says.

Nevert hel ess, educating credit cardhol ders about their rights and
responsibilities would probably go a long way in reducing the rate of
bankrupt cy, sumobns and debt s.

In this respect, perhaps the banks and consuner organi sations coul d



work together to achieve this end. -- BERNAVA
FN
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