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How many credit
cards do you need?

One, two or halfa dozen? It depends on your spending patterns and lifestyle. But
experts say, with other methods of digital payment evolving, one card is enough

BY SHAIKH ZOAIB SALEEM
zoaib s@livemint.com

Lis common these days (o gel promo-

tional messages and phone calls from

banks olfering personal loans and

credit cards. Banks have been doing

thismore aggressively since demone-
lization ol high-value currency notes in
November 2016. Apart from other things, this
move led to the banks ending up with excess
liquidity. Andsince then, thebanks have been
trying to capitalize on this liquidity by giving
out more loans, even if it at marginally lower
interest rates.

But why are they pushing credit cards? A
creditcard tooisakind of unsecured personal
loan. However, credit cards have not found
acceptance among the bulk of banks’ custom-
ers. According to latest data from the Reserve
Bank of India, for November 2017, there were

just 3.47 million credit cards in the country.

This is only 4.17% of the total number of debit
cards. But thisisnot the full picture. The pene-
tration of credit cards is likely to be even less
when we consider that while most bank
account holders have only one debit card per
account, many bank customers hold more than
one credit card. In fact, according to Credit
Sudhaar—a credit advisorv—on average, a
credit card user in India has 2.2 credit cards.

BENEFITS OF MULTIPLE CARDS

Banks determine your credit limit based on
vour credit worthiness, which could include
notjust howyou treat your liabilities from the
past but also the cash [low in vour bank
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Mimimum due, maximum delay

Paying the credit card company only the mimimum amount of what you owe, can snowball
into a very long and expensive repayment process.

Amount due: Rs10,000. Minimum payment: 5%. Interest rate: 3% per month

Outstanding
(inRs)

1st month 10,000

2nd month 9,785
3rd month 9,575
422nd month 1.04
423rd month 1.02
424th month 0.99

Min. payment
(Rs; 5% of
outstanding)
500
489
479
0.05
0.05
0.05

Carried 3% int.on Next month's
forward (in Rs) | carried forward | outstanding
amt (in Rs)
9,500 285 9,785
9,296 279 9,575
9,096 273 9,369
0.99 0.03 102
097 0.03 0.99
0.95 0.03 097

It would take 424 months, or over 35 years, to bring the credit card loan to below Re1 if you pay only the
mimimum due in this case. Total amount repaid would be more than double of what you had used: Rs23,254.

The total interest alone would be more than what you had used: Rs13,255

categories. In that case, youmay want to look at
dilferent cards [or dilferent kinds of spends.

Source: Mint research

HOWMANY CARDSTOIIAVE
Bali said that alotof people prefer to have two
cards. “It could be for managing personal and
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account. So, ifyou have a healthy cash flowor
a good amount of disposable surplus in your
account, the bankis willing to offer vou a credit
card. For a consumer, the biggest benefit ofa
credit card is that it offers interest-free credit
forup to 45 days. Moreover, itis not mandatory
to pay the entire amount due. Customers can
pay only the minimum due amount, and pay
the rest later. If vou pay only the minimum
amount due, youwill not be charged a late pay-
ment fee. However, you will still have to pay
interest on the balance amount.

There are many different varieties of eredit
cards. Some ol these cards are designed o cater
to users who prefer to use theircredit cards for
spends in specific categories. For example,
there are co-branded credit cards that give
brand-specific deals to the card users. Such
credit cards include travel or airline cards,
which give rewards points for travel or airline
bookings. Co-branded fuel cards are in the
same category, giving reward points for pur-
chasing [uel through these cards.

Thisiswhere youneed to strategize il vou are
using multiple credit cards. First, look for cards

that have low fees, orno fee at all. "Majority of

the cards that provide good reward points
come with an annual fee. It is for the users to
quantify the benefits they would get versus the
annual fees they would pay,” said Rajiv Raj,
co-founder and director, CreditVidya, which
offers alternative data based credit
scores. Based on vour history, the card issuing
banks may waive the feeson credit cards.
Choice of credit cards should be purely based
onyour lifestyle and spending patterns. “If you
spend more on fuel, it isworth going for cards

that provide benelits across petrol pumps. I

you are a [requent traveler, opt for cards that
provide air miles and lounge access,” Raj said.
Itis possible that you fitin allmany of these
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DRAWBACKS OF CREDIT CARDS

The benefits of credit cards can quickly turn
into drawhacks if you do not exercise self-con-
trol and discipline in using them, even ifit is

justone cardyou are using. “Ifa personrevolves

credit on a card by paying only the minimum
amount due, there is risk of paying very high
interest—which canlead to debt traps, defaults
and poor creditscore,” said Arun Ramamurthy,
founder, Credit Sudhaar. Moreover, having a
credit card could also lead to ‘impulse buys’,
which means buying things that are not really
needed butwhichare boughton the spurof'the
moment. This means vou would be spending
more than your earnings, which is arecipe for
financial disaster.

While this could be true for some users, data
from Rotalkk Mahindra Bank Ltd suggests that
the average spend by acredit card userisonly
30-35%ofher credit limit. “Even for the entire

industry, this number will be in the range of

30-10%. While in some months or periods it
might be higher, the average is around this
range. In our experience, mostly it does not
lead to profligacy in spending,” said Sumit Bali,
senior executive vice president and head, per-
sonal assets, Rotak Mahindra Bank.
However, some consumers may [ind it
attractive that they need to pay only the mini-
mum balance on a credit card each month,
instead of the entire outstanding. But this
would lead to adebt trap. Thereare credit cards
that charge interest at 3% per month on out-
standing amounts. [f you have an outstanding
of Rs10,000 onsuch a card and decide to repay
only the minimum outstanding, 5%, each
month thenitwould take vou over 35 vears to
bring the outstanding amount to below Rsl. In
this time, youwould have spent over Rs13,000
in interest payments alone. This is assuming
that no more spends are done on this card.

business expenses separately, or someone may
lookfor higherrewards on a particular category
ofspending. Also, ifaperson is travelling and a
particular network does not work at some
place, thusitis generally advisable to keep two
cards,” he said. At the same time, multiple cards
can create financial indiscipline. “IThave some
clients who have a bad history with credit cards.
One of them, gold medallist from a leading
institution, had eight cards and was accus-
tomed to buying consumer durables. We have
beenworking for the past 2 years to bring disci-
plineinto hisspending. Thisis one extreme. At
the other extreme are people who say they do
not need credit cards at all because they can
manage theirpayments,” said Prakash Praha-
raj, founder, MaxSecure Financial Planners.

He said that credit cards were useful about 10
years ago, asother forms of digital transactions
hadnotevolved. “Now yvou have many options
for online payments. Credit cards should now
be used only when vou have a temporary cash
issue and need to make a payment instantly.
Other than the 45-day (interest-free) credit,
there is no major advantage. Ideally, a person
should have only one credit card,” he said.

Moreover, you should not revolve card bal-
ancesand should try to pay the entire outstand-
ing before due date. “Credit cards should be
used asa ‘cheque book’, to effect transactions
that one would have normally paid in cash,”
Ramamurthy said. Also, keeping your card
usage below 50% of card limit would result in
good credit scores, he added.

While you should utilise the facilities a credit
card provides, you should be disciplined while
usingit. Paving only the minimum halance can
be tempting, butit could lead you into a debt
trap. Not making payments could lead youinto
a debt trap, apart from spoiling your credit
scores and future borrowing prospects too.
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