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'If your outgo exceeds your income, then your upkeep will be your downfall.' 
-American philosopher Bill Eorle 

Tips on credit cards usage 
Currency conversion charges on overseas purchases give banks substantial profits, says LARRY HAVERKAMP 

T 
HBRE are pros and cons when us­
Ing credit cards. We are well 
aware of the pros since banks ad­
vertise them all the time. but not 
so much about the cons. tlere 
are some Issues to think about. 

Promotions 
Credit cards constantly advertise discounts 
for dining and shopping. I spent a few days 
trying to compare them and the winner 
is ... none. Some go for French cuisine wblle 
others. Uke me. prefer McDonaJds and Burger 
King. 

But each card bas Its own niche. The 
"best· deal depends on your own tastAls. 

Gotta get 'em all? 
If you reaDy have lots of time on your hands. 
one questionable strat<>gy is tAl obtain aU the 
credit cards available. It will give you access 
to inany deals and lots of one-for-one meals. 

Someone I know of has as many as 24 
cards. He said he uses them mostly for dining 
deals. 

One drawback is banks could wonder 
what you are up to an·d lower your credit rat· 
ing. See how banks view your credit history 
from the Singapore Credit Bureau. 

You can access it through any of the 62 
SingPost branches or online at www.creditbu­
reau.com.sg. It costs $6.42 {which you can 
pay by credit card,). 

Don't pay annual membenhip fees or 
late fees 
A problem with having many credit cards is 
you will incur lots of annual fees. Fortunately. 
there is an easy way out. When your bank 
statement arri\'CS with your annual card mem­
ber fee, call the bank and say. "Sorry but I pre­
fer not to pay.· 

Banks quietly permit this. All you have to 
do Is make the request and If tlle bank argues. 
you can add a llttle pressure by saying: ·we 
can cancel my credit card or cancel my fee. 
We would prefer to cancel the fee. Please 
help." 

That seems to work. Banl<s want to keep 
your business, which is worth more than t.be 
card"s annual fee. 

Surprisingly, all cards. including American 
Express. will consider waiving annual mem­
bershlp fees although they don't call< about it 
much. 

Late fees are sim.ilar. Banks usually waive 
it automatically so you don"t need to teO them 
a long story about how you were stuck on top 
of Mount Everest and couldn't descend in 
time to pay. 

Air miles. VIP lounges and free tr;~vel 

insurance 
If you collect air miles, the choices are Ameri­
can Express. Citlbank. DBS, HSBC and UOB. 
Even more useful may be access to VIP loung-

es at airports. Tho top cards for that perk 
come from Citlbank, DBS. HSBC and ANZ. 

These banks also offer free travel insur­
ance. and some toss in •mconvenience cover­
age· . which pays in case your night is dolayed 
or your bags are lost. 

Don't roll over 
"Roll over· means carrying your credit card 
balance forward rather than paying on time. 

The cost is typically 2 per cent per month. 
which comes to 26.8 per cent per year with 
compounding. It is super-expensive and only 
loan sharks charge more. 

Malaysia has a better scheme that ou.r 
banks might consider some day. Their credit 
card charges are layered at 15. 17 and 18 per 
cent depending on whether cardholders have 
had zero late payments for the past 12. 10 
and less than 10 months. 

A mystery is why Singapore charges re­
main so high. The banks claim it is necessary 
because these loans have hlgh default ralAls. 

Not tTUe. According to a S<lpt 16. 2013. re­
ply to a parliamentary question on credit card 
debt. credit card default rates are very low. at 
only 0.2 per cent. 

My guess is banks charge 26.8 per cent in· 
terest because they can and not because they 
nood to. 

B.llance transfer 
No matter wbat I recommend. some people 
will roll over their debt and end up paying 
26.8 per cent interest. 

We have 6ve million credit cards and roll­
over debt is around $4 billion. The good news 
is it's easy to rollover and still pay zero inter­
esL 

How? Simply borrow for six months at 0 
per cent interest plus a yearly administrative 
charge of 3 per cent. 

This particular deal is offered by Maybank. 
but other banks offer six to 12 month balance 
transfer deals that are roughly the same. 

After the promotion period, the inlA)rest 
rate reverts to 26.8 per cent. Tben what? It's 
time to go look for another good balaoce trans­
fer deal at another bank! 

On the downside 
One of the basics of business is that compa­
nies are tempted to charge more if customers 
don"t realise how much they are paying. 

Banks have succumbed to this IAlmptation. 
An example: For every currency conversion 
on overseas credit card purchase. banks 
eharge an "administrative fee·. 

Everyone who uses their credit card over· 
seas has to pay this ·currency conversion 
cost" but no one knows bow much. Rough esti­
mates are possible but even that is difficult. 

It works like this: Your credit card state­
ment arrives in the maD with only (!) the cost 
or the purchase in foreign currency plus (ji) 
the cost in Singapore dollars. Hidden in all 
that Is the currency conversion cost. 

Suppose you took a holiday to Australla 
and purchased a boomerang for A$100. The 
credit card bill shows that charge as weD as 
the charge in Singapore dollars {Uke $1.14). 

You look for the exchange rate history and 
find it was $1. 107 on the posting datAl. so It 
looks correct If the currency conversion cost 
was around 3 per cent. So far , so good. 

One problem, however, is that's not cheap. 
It is much hlgher than the costs to the bank 
and higher than it needs to be. 

A second problem is that most CUJt'tOmers 
don't have the skills to do these calculations, 
so they can"t uncover basic bank charges Uko 
the ones in this tittle example. 

The thlrd problem Is even If they have 
those skills. a part of the cost is hidden. so it's 
impossible to know total currency conversion 
costs. 

Buried deeper than the Titanic 
Another way to find the cost or using your 
credit card overseas is to study the small print 
on the back of your bill (wllich is filled with le· 
gal jargon so wby bother?). 

What it appears to show is that almost aU 
banks charge 1.5 per cent of the foreign cur· 
rency transacted amoWlt for currency conver­
sion costs. 

After that are charges imposed not by the 
bank, but by the credit card companies them­
selves. "lbey are 0.8 per cent to 1 per cent for 
MaslAlrCard depending on whether you trans­
act in Singapore or foreign currencies outside 
of Singapore. and one per cent for Visa, bring­
ing the tAltal cost to the cardholder to about 
2.5 per cont. For American Express {Amex). 
the fee is 2.5 per cent- but this Is different 
with co-branded cards. 

A separate problem is you don"t know if 
you will receive the perks that typically come 
with Amex cards since you don't know if you 
are reaDy getting an Amox card. Your Amex 
card could be a co-branded card issued by big 
banks Uke DBS. UOB and Citlbank. It wUI car­
ry the Amex name and logo on the card but 
co·branded cards follow the rules and offers 
from the banks and not Amex. 

To get Amex deals. you need a "pure· 
Amex card issued by American Express. lfs 
confusing and the only way to know for sure 
what you are getting Is to call the co-branded 
bank or American l!xpross. 

What are the charges? 
Back to the problem of credit card charges. 
currency conversion fees might not what they 
appear to be. 

It is difficult to figure out what exactly you 
are paying. and what you pay might be more 
than the stalAld 2.5 per centthatyou find after 
some digging. 

Even so. 2.5 per cent might amount to big 
nun>bers. Questions can be asked on whether 
this charge is fair. 

Billions of dollars have boon spent by cred­
It card holders for overseas purchases and 

not one has ever been told about their total 
cost of currency conversion. 

An amusing part of my investigation is 
how the banks and card companies blame 
one another for this non-disclosure. 

On this. I vote with the card companies. 
They say disclosure is u,p to the banks since 
banks mail out the credit card bills. Only 
banks know how much they have charged 
lheir customers for their overseas credit card 
spending. 

Visa and MasterCard have no way of know­
ing this. It Is quilAl unfair for banks to insist 
that card companies provide complete curren­
cy conversion cost Information wllicb they 
don"t have. 

There are no good solutions. The only ai!A)r· 
native to paying for an overseas purchase 
with your credit card Is to do it yourself {DIY) 
and make a c.-.sh conversion from Singapore 
doUars to the foreign currency on your own. 

How do you do that? It's easy. Do it at a 
bank or a moneychanger. or course, these 
have currency conversion charges too, which 
are nearly as hlgh as the credit cards. 

You roughly pay 2 to 3 per cent to a bank 
or moneychanger when you convert ~en· 
cies with them. AS a retail customer. you 
don"thave access to low forex rates of 5 to 10 
pips (0.05 per cent to 0.1 per cent). while insti­
tutions - like banks and credit card compa­
nies- have access to those rat.es. 

Of course. you can get these rates if you 
are a forex trader. but you can only trade at 
those rates. and not convert and take the for­
eign currency in cash. 

Well. I am supposed to give you tips but in 
this case. there is no tip. 

The only partial {and wtsatlsfying) solution 
Is to try not to spend when on an overseas holi­
day. Wait until you got home and don't need 
lO convert a currency. 

Back t o the good old USA 
Perhaps our role model on this issue can be 
the US. It has more discussion. transparency 
and compet!Uon on tl•e topic. From time to 
time. It even shines a spotlight on it. 

As a result. two large credit card issuers. 
Charles Schwab and Capilal One. waive credit 
card currency conversion fees entirely. 

lt"s great for customers. a lthough not quite 
as generous as it seems since foreign ex­
change costs to all card issuers as well as 
banks are very cheap, especially for the huge 
volumes they deal in. 

Depending on the currencies traded. the 
costs rarely exceed 10 pips, which is 0.1 per 
cenL Compare this to what our banks and 
card companies charge customers. While not 
precisely known. 1 think It could be around 3 
per cent (300 pips). 

In a revealing US court cise oo this subject 
{Schwartz vs Visa). Judge Ronald Sabraw 
found that Vlsa and MasterCard ·merely act 
as a clearing house. performing arithmetical 
calculations at insignificant cost". 

Wblle cardholders benefit by paying their 
bills a Utile later {about 52 days), the conven­
Ience comes at a eoSI. 

For example, a 3 per ce.nt conversion 
charge would translate to an annual rate of at 
least 21 per cent. All overseas shoppers pay. 
but it is unlikely anyone knows how much. 
Thafs because banks embed tbe currency 
conversion fee in the cost of the overseas pur­
chase. 

Big questions that should be asked are -
whether banks and card companies should 
change their ways and disclose their charges 
immediately. and whether banks should be re­
quired to compensate cardholders for dec­
ades or non-disclosure. 

The writer is an adjunct faculty member at 
Singapore Management University and an 

instructor In the Citi-SMU Financial Literacy 
Programme for 
Young Adults. 
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