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THE ROLE AND THE IMPORTANCE
OF THE CARD IN THE BUSINESS ENVIRONMENT

Miranda Petronella Vlad, Mariana Rodica Tirlea

“Dimitrie Cantemir” Christian University Bucharest, Romania
Faculty of Economic Sciences Cluj-Napoca

Abstract. According to the Encyclopaedic Dictionary, the card is defined as: “payment
instrument issued by a bank by means of which the customer agrees to a contract,
setting out the services and facilities one may dispose of, as well as one’s obligations
towards the issuer”.' The Commission Regulation no. 4/2002 of B.N.R.?> defines the
card in section I, article 2, as being an electronic payment instrument, namely a
standardized, secure and individualized information support, which allows its holder to
use one’s own money, previously placed in an account opened in his/her name with the
card issuer or to use a line of credit up to a limit fixed in advance, credit line which was
opened by the issuer for the card owner so that he/she could carry out, either
cumulatively or not, the following operations: — money withdrawals;, — payment of
goods or services; — transfers between credit accounts other than those ordered and
executed by financial institutions. The card is a payment instrument both with and
without cash which belongs to the larger sphere of banking services. The need for cards
and their emergence in the market was due to the rapid changes occurring in the
business environment. In the context of the market economy, the banking services play
an important role for the development of a country’s society and economy. Besides the
fact that it brings an input to the allotment and accumulation of resources, this segment
of the banking services stands also an indicator that reflects a country’s degree of
development. The rapid changes in the market, the competition and the competitiveness
of the economy, in the banking and business environment, have prompted banks to find
specific ways of diversifying their products, to match the needs of customers, so that the
relationship between customer and supplier could become as efficient as possible, to
ensure quality services, to lead to an increased economic efficiency of their activity
while satisfying consumers. Having a particular significance which consists in the
rapid business environment settlements, the card can also be comprised within this
sector of the banking services.

Key words: card, debit card, credit card, cashless payments.

! Tulian Ceausu, Dictionar Enciclopedic de Management [Management Encyclopaedic Dictionary],
ed. I, Bucuresti, Edit. Academicd de Management, 2000.

2 “Monitorul oficial al Roméniei” [Official Gazette of Romania], Part I, no. 503 from 12 July
2002.
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The concept of card stepped into the Romanian society in the 1970’s as a
result of the fact that our country became a touristic target of foreigners, who were
using the card as a method of payment for services and hotels. However, only 1992
was the year when the first cards were issued, for only then the foundations of the
market economy started to be set up in Romania, and the cards become necessary,
as means of collecting cash from ATMs and paying for services. The first card
issuing banks in 1992 were: The Romanian Commercial Bank; The Agricultural
Bank; The Romanian Bank for Development; lon Tiriac Commercial Bank;
Romanian Bank for Foreign Trade — Bancorex.

This group of banks was called ROMCARD. In 2005, BancPost also entered
the group. “In time, cards accrued a rapid development in Romania. In the context
of today's market economy, the banking sector has an important role in the
development of the society and economy of a country, because, besides the fact
that it contributes to the accumulation and allotment of resources, it is also an
important token of a country’s degree of development.” Today, the card market is
in a full process of ripening in all its segments, and the sale of cards is a way of
reducing cash in circulation.

Scientific literature relevant to the subject as well as the practice indicates the
fact that the first credit card was issued in 1946. It was invented by John Biggins of
the Flatbush National Bank of Brooklyn in New York. In 1946, he designed the
“Charge-It” system, a program that allowed traders to periodically submit to the
bank their bills, which had the cardholder data imprinted on them and allowed the
bank to honour payments.

The credit cards were the first cards to be issued by banks, being used as a
lending methodology for its holder and they were circulated in the form of coins,
metal or celluloid plates, paper or textiles. “The card can be defined as a settlement
tool facilitating the purchase of goods and services for its holder, without the
existence of cash (money).” *

In Europe, the first card appeared in France, after 1967, being called “Carte
Bleu”. This type of card required customer signature on the bills which were
afterwards remitted to the bank for collection.

The issuance and the use of electronic payment instruments in our country
were established by the National Bank of Romania, much later, through the
Regulation 4/2002 which stated that payments should occur within certain
previously established limits, set by the issuer in favour of the cardholder, in order
to carry out either cumulatively or not, the following operations: withdrawals,
respectively loading and unloading value units, in the case of electronic money

3 Mariana Rodica Tirlea, Management financiar bancar [Bank and finance management],
handbook, 2012, p. 92.

* Ilie Mihai, Tehnica si managementul operatiunilor bancare [Technique and management of
banking operations], Bucuresti, Edit. Expert, 2003, p. 328.
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payment instruments, from terminals such as cash dispensers and ATMs, from the
accepted counters of the issuer/bank or from the office of an institution
contractually obliged to accept electronic payment instruments; payment for goods
or services purchased from accepted merchants and payment of taxes, duties, fines
or penalties to the public administration authorities, by means of POS terminals or
other electronic methods; the transfer of funds between accounts other than those
ordered and executed by financial institutions, carried out through electronic
payment instruments.’

A card will be accepted as payment instrument under the conditions of its
issuance, listed by mutual obligations. “The card gives the holder access, by
appropriate technical means, to a bank account which one can use to pay for
purchased goods and services, either from the funds available in the account or by
resorting to credit.” ¢

From a legal perspective, credit expresses an agreement between creditors
and debtors, serving the process of manufacturing and the movement of goods.” In
economic terms, credit expresses the distribution of a part of the gross national
product or national income, in order to meet certain capital needs.”

The bank loan is the process by which the borrower (debtor) takes immediate
possession of resources (money) in exchange for a promise-commitment of future
repayment, accompanied by payment of an interest that remunerates the bank.’

In practice, there is an obvious interdependency between interest and the
finality of the financed sector: investment, production and consumption. In all
cases, the low interest rate will stimulate the economic process, the same as its
growth will have the opposite effect. If according to the logical sequence, credit
has a primary position, interest is, in fact, the condition for its opportunity and its
efficiency. Interest lies, at the same time, in the position of both the cause and the
effect of the lending activity, being practically the reason for a commercial bank to
grant loans."

The need for credit is objective, meaning that the process of social
reproduction and its unfolding ultimately determine the occurence of credit
relationships. Credit functions represent the way it accomplishes its social
mission.'" “The credit/loan is a good that is given to a person who engages to
return it, replace it or pay for it after a while, usually together with an addition
called interest.”'?

> “Monitorul Oficial al Roméniei” [Official Gazette of Romania], Part I, no. 503 from 12 July
2002.

8 Ilie Mihai, op. cit., p. 329.

" Teodor Rosca, Monedd si credit [Money and credit], Alba-Iulia, Edit. ,, ALTIP”, 2001, p. 58.

8 Ibidem.

? Vasile Dedu, Management bancar [Bank management], Bucuresti, Edit. Mondan, 1997, p. 65.

' Ibidem, p. 93.

"' Teodor Rosca, op. cit., p. 159

12 Vasile Marian, Monedi si credit [Money and credit], Cluj-Napoca, Edit. Argonaut, 2003, p. 43.
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The nominal interest refers to the monetary units brought by an investment of
one monetary unit, while the real interest rate represents the difference between the
nominal interest rate and the inflation rate. The real interest rate, depending on the
inflation rate, may be positive or negative. A profitable interest for the loan
contract must compensate the bank in at least two aspects considered crucial,
besides the coverage of operating expenses and the remuneration of its
shareholders.

First of all, the interest rate shall cover the value of the advanced funds in
time. This pure interest rate is considered the most consistent part of the loan’s
interest rate. Secondly, the loan’s interest must necessarily include a premium,
above the pure interest rate, in order to compensate for the default risk, called risk
premium, which is correlated in size with the nature and risk of the business, but
also with the client’s financial performances, respectively his creditworthiness."

“The payment system with debit and credit cards is part of the national
infrastructure equally with the national legal system, the energy system, the
transportation system etc. The development of the business card business in our
country bears the imprint of those who design and manage them. Romania has a
very good potential for cards addressed both to companies as well as to their
employees.”"

The necessity of cards is due to money-related security reasons, reducing the
money supply, the easiness of carrying out operations such as cash withdrawal
transactions, payment transactions for goods or services and collecting salaries and
pensions by card.

Payment transactions by card use two environments: on-line (electronic) and
off-line (non-electronic or manual). The electronic environment is mostly used in
technologically advanced countries and it does not use paper acceptance and
settlement documents. Except for the receipt that is issued to the client, all the other
fund transfer messages are electronic. The off-line environment still uses
mechanical equipment, voice telephony and paper documents and it mainly has the
following features: 1) The merchants have imprinters (mechanical equipment) used
to retrieve information embossed on the card by mechanically pressing on the
receipts, the other elements (date of transaction, bank authorizing the transaction
code) being manually filled in by the operator; 2) The authorization of the
transaction is made by telephone, telex or just by checking the list of lost/stolen
cards; 3) The settlement is done based on “imprint” type receipts that are submitted
to the acquiring bank and then sent to ROMCARD where the electronic files are
prepared, after which they are returned to the acquiring bank; traders can receive
funds immediately or when the actual loan is received from the issuing bank.

"3 Joan 1. Trenca, Metode si tehnici bancare [Banking methods and techniques], Cluj-Napoca,
Edit. Casa Cartii de Stiinta, 2002, p. 168.
" Ilie Mihai, op. cit., p. 329.
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The issuing banks have the right to refuse payment of the settlement
documents, either at the initiative of the holder (a, ¢) or on its own initiative (b, d),
due to the following reasons: a) invalidity of transactions — the goods or the cash,
subject to the transaction, were not received by the cardholder (e.g. the ATM didn’t
release the cash, but the transaction was registered); the sale and purchase
operation has not been completed and the actual receipt was not cancelled; retailers
changed the amount of the transaction without the cardholder’s acceptance;
b) failure of the authorization procedure — the card was inscribed on the list of
prohibited ones; the card was used for several sales operations in the same unit and
on the same day in order to avoid authorization; the value of the goods exceeds the
cardholder’s authorization; c) errors in completing and processing receipts,
d) expired cards, counterfeit, fraudulent transactions.

By extending the possibility of using cards prevalently for payments, the
market drafts the main purpose of the card, which created the relationship between
the cardholder, the merchant and the card issuer. Only incidentally the card is used
with its identification function which only creates a relationship between the
cardholder and the issuer, thereof the bank, all this resulting in the positive
influence of card sales.

The card is an expression of the progress in information technologies, which
makes the globalization of payments possible. The importance of cards results from
the features and advantages they offer: increased operating speed and safety; speed
in making settlements; security in transactions; reducing fraud; integrity of online
transactions; growth of electronic commerce; globalization of payments; control
risk management; the card develops and provides solutions for the modern
payment infrastructure in Romania; monthly account management; balance
consultation, ATM cash withdrawal; card issuance, card renewal; annual card
administration; internet banking.

The card is part of banking products and services. “Banking products and
services can be divided into two large categories: traditional banking products and
services; special banking products and services.

Among the traditional banking products and services, we find: opening
personal bank accounts and performing transfers; attracting customers and cash in
national or foreign currency and using them as investment money in credit and
capital markets; performing cash operations in national and foreign currency;
awarding loans to clients in national and foreign currency for both productive and
investment activities; inter and intra-bank currency auctions; international clearings
and transfers; conducting credit operations, security investments in the primary
market capital by customer order public subscription; conducting operations with
state titles in the primary and secondary market.”"

' Eugenia Matis, Management bancar [Bank Management], handbook, 2012, p. 68.
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These types of banking products and services, also called traditional, are
offered to the client regardless of its legal status and are constantly improving. The
emergence and development of special banking products and services was
influenced by developments in the economic and social life in the last two decades.

The banking products and services market was marked by the entry of the
non-banking principles which resulted in important changes in the bank-client
relationship. Specific ways and methods were developed for the bank to be able to
supports its customers through special products and services such as: on demand
the bank provides the customer with financial and legal information; guaranteeing
for the normal course of the transactions; assistance and advice.

In this area the phenomenon that substantially reinvigorated the banking life
of the last decade is called the “private banking” phenomenon which is present in
the banking practice of consolidated market economy countries. The bank offers its
private and institutional clients a range of correlated basic and peripheral banking
services and products and supports a particular strategy.

There are several ways in which “the banks providing” private banking
intervene to support their clients: the bank manages for a fixed period of time
(agreed with the client), the factors that the client makes available, in order to be
capitalized by investments in the financial and/or monetary markets; the fiduciary
loan — when a client gives the bank a bank deposit and asks it to invest it in the
form of loans given on behalf of the bank, but according to a list of institutions
received from the client and on his own risk; the fiduciary management — whose
mechanism works similarly to the principles of the fiduciary loan only that this
time the bank manages the customer’s entire patrimony; services of client
representation within holding companies in order to defend his interests”.

“Given the fact that the range of banking products and services is so
diversified, with substantial variations from one bank to another, distribution
channels, including electronic ones, do not offer strategic advantages any more,
bank staff, through open access to all information, is extremely well qualified and
markets are globalizing, which leads to a certain smoothing of the competition,
differentiation in the bank performances, which ensures either their success or their
failure — in our opinion — is the management, quality and professionalism of the
management team.”'®

Worldwide, there is now a huge competition between the specialized banking
institutions regarding the development of payment instruments in electronic
commerce. Cards as a result of further progress in information technologies, is one
of the main ways to reduce cash in circulation which also drafts the card’s payment
function.

The banks in Romania, as well as foreign banks, recognize the importance
and the potential of the card market through: solving acceptance problems;

'® Ilie Mihai, op. cit., p. 332
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developing a modern payment infrastructure in Romania; diversifying the range of
products determined by the market economy.

Over time the economic functions of money have changed. The functions of
money are focused on: 1. Exchange function; 2. Storage function — by which banks
attract resources available in the economy both from individuals and from the
companies; 3. Transfer function — banks give customers the option of moving cash
between the accounts of the same owner or between accounts belonging to
different owners; 4. Financing function — whereby banks provide coverage of
customer funding gaps through loans.

Compared to the functions of money, the card also possesses these functions.
The Romanian business environment has a very good potential for credit cards
aimed at businesses and individuals. This simplified the identification of marks
among consumers and facilitated the communication process of the bank. The
credit card businesses developed and still continue to develop, since they have a
great potential for obtaining profits in banks, which launched themselves into the
design and management of integrated card programs.

The continuous concern of the Romanian banking companies to modernize
activities and adopt world information technology for operating payments in our
country has become a definite reality in a relatively short time. For banks, the card
secured the success of the banking activity.

“We mention the fact that the Romanian market is easily adaptable to the
world experience. In this regard, we observe that while commercial banks in the
market find themselves in a clear and vicious competition environment, in the field
of the credit card products, any instrument issued under an established logo (VISA,
Eurocard/Mastercard, or American Express) is surprisingly accepted as a national
product right away.”"’

The effect is due to the global banking experience, which imposed its
universality logo, but we should not be neglecting the willingness of banks not to
obstruct each other in accepting each others cards.

In addition to the banks promoting the card programs in Romania, even
smaller banks that recently appeared in the spectrum of businesses, have noticed
the importance of card projects. In time, the banking products and services on the
market have improved as a result of competition in the banking market, driven in
particular by the benefits of this new information technology.

Moving to card payments in the Romanian economy and the Romanian
business environment ensured proper management of bank resources, the
institutional availability of resources temporarily available on the market, but also
to improvement of the bank payment behaviour in our country. In conclusion, this
payment instrument was easily and shortly generated and it successfully made a
statement in the Romanian economic environment.

7 M. P. Vlad, M. R. Tirlea, Cardul — moneda electronica [The card — electronic currency],
Galati, Edit. University Press, 2012, p.411.



