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Between 1998 — 2002, credit card interest rates have remained high and
not responded to the declines in market interest rates or costs of funds. The objectives
of this study are 1) to determine the sensitivity of credit card interest rates to costs of
funds using Cointegration and Error Correction approach and 2) to examine the bank’s
adverse selection problem with the existence of consumer’s search cost énd switch cost
by analyzing consumer's credit card debt and the probability of new credit card
rejection. To do so, we use tobit and probit model respectively. Survey data is collected
from 380 credit card holders in Bangkok Metropolitan area during January - March

2003.

The empirical results indicate that during 1997 — 2002, credit card interest
rates of Thai banks adjust to costs of funds at the sluggish rate of 7.2% per month.
During 1999 — 2002 credit card interest rates of foreign banks are insignificantly
reflected to costs of funds. Analyzing the survey data, we find that consumers with high
credit card borrowing don't face substantial search cost allowing them to shop for the
pest offer. In contrast, these consumers are more likely to be rejected or to be granted
a low credit line when applying for a new credit card. As a result, it is difficult for them to
switch from one bank to another issuer offering lower credit card interest rates.
Therefore, this study concludes that this adverse selection problem induced by

consumer's switch cost partly explains the stickiness of credit card interest rates.



