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Understanding the problem  
Small and medium enterprises (SMEs) often live with 
uneven cash flows: customers pay late but expenses are 
due on time. To bridge gaps in cash flows, many small 
firms rely on business credit cards as convenient, but 
costly, short-term borrowing. Since these cards are used 
widely, policies designed to change the availability and 
cost of business credit cards can have large effects on 
whether small firms can survive and grow.   
 
Regulators are rethinking the rules that tell banks how 
much of a safety cushion they need when they offer credit 
cards. These new rules - such as “Basel III Endgame” - 
would require banks to treat a fraction of unused credit 
card balances the same as credit provided. The goal is to 
make banks safer, but these changes are planned with 
limited evidence on:  
• How SMEs use business credit cards. 
• Whether high interest rates reflect true risk or lender 

markups. 
• How changes in capital regulation will affect both 

banks and small businesses. 
 
Understanding these trade-offs is critical: policies that 
raise the cost of business credit cards could strengthen 
bank balance sheets while unintentionally pushing small 
firms out of the formal financial system.  
 

Applying research methods for learning 

The analysis uses a proprietary panel from a U.S. 
commercial credit bureau from 2014-2019 and 
branch‑level pricing information from RateWatch. These 
provide data on credit relationships between SMEs and 
bank and non‑bank lenders, including: 
• Firm characteristics: a proprietary business risk 

score, firm age, number of employees, location, and 
an industry‑level measure of cash‑flow volatility. 

• Credit products: business credit cards, term loans, 
lines of credit, and leases. 

• Key variables: credit limits, balances, utilization 
rates, and indicators of delinquency (60 or 90 days 
past due), as well as average interest rates on 
business credit cards and term loans for each lender 
and branch. 

 
The authors develop a structural equilibrium model which 
includes: 1) Borrower side: Heterogeneous firms choose 
whether to  finance through a business credit card or a 
term loan, how much, and whether to repay or default;      
2) Lender side: Banks and non‑banks set interest rates in 
advance to maximize expected profits, anticipating that 
higher utilization is correlated with higher default risk; and 
3) Regulation: Banks issue credit subject to minimum 
capital requirements, while non-banks are not subject to 
the regulation. 
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What the analysis says 
The model allows the authors to run “what if” 
experiments - such as changing capital rules or 
simulating crisis scenarios - to see how behavior and 
outcomes would shift. 

The analysis shows that business credit cards are a 
central financing tool for the very smallest firms, 
especially those with fewer than five employees. The 
average card limit is about $16,000 USD with average 
utilization ~26%. However, this varies - smaller, riskier, 
and more cash‑flow‑volatile firms tend to have lower 
limits but higher utilization and delinquency. Delinquency 
rises steadily with utilization, indicating that the same 
shocks that lead firms to draw more on their cards also 
make repayment harder. 

Using pricing data, the analysis finds business credit card 
rates are high ~13% - roughly twice those on term loans. 
The model suggests a large fraction of the rate on credit 
cards is attributed to lender markups, and that many 
SMEs are relatively insensitive to interest rates when 
choosing cards, either because they underestimate 
future borrowing or focus more on card features and 
convenience.  

The model allows the analysis to illustrate how different 
shocks have different effects. In “COVID‑type” shocks, 
higher card borrowing can boost lender profits. In 
contrast, “2008‑type” shocks cut profits, since banks 
increase in cost and firms increase in default outweigh 
the increase in utilization.  

Under Basel III Endgame–style rules, banks are likely to 
respond by raising card APRs by about 3%, tightening 
limits, and losing some SMEs to non‑banks. This would 
reduce overall SME surplus by nearly 4% and would hit 
the smallest, most card‑dependent firms the hardest. 

 
From Benetton & Buchak (2024) 

Turning learning into future action 
The findings have different implications for different 
stakeholders. 
 
For Regulators and Banks 
1. Structural models like this can help regulators 

simulate the distributional impacts of proposed rules 
across firm sizes, risk categories and lender types 
before implementation.  

2. Stricter capital rules designed around the average 
default risk are likely to translate into higher borrowing 
costs, with a disproportionate effect on smallest 
firms that use credit cards heavily.  

3. Regulators can respond by tailoring rules to different 
types of users and by watching how tighter bank rules 
push small businesses toward non‑bank lenders. 

 
For Lenders and FinTechs 
1. Banks and fintechs can use transaction‑level data to 

better align credit limits and pricing with SME 
cash‑flow patterns, offering products that provide 
needed flexibility without excessive markups. 

2. Understanding how utilization and delinquency 
respond to shocks can help lenders adjust pricing and 
risk management in advance.  

 
For Social Entrepreneurs and Development Partners 
1. Interventions aimed at improving SME access to 

credit should pay special attention to very small, 
high‑utilization firms, which stand to lose the most 
from higher card rates and tighter limits. 

2. Complementary efforts such as financial 
management training or digital tools that help SMEs 
forecast cash flow could reduce reliance on 
expensive revolving credit and improve repayment 
outcomes. 

 
Conclusion 

Business credit cards have become a backbone of SME 
finance in the United States. This research shows that 
high card interest rates are driven by substantial lender 
markups, and that proposed capital reforms can have 
uneven, and sometimes unintended, consequences. 
Going forward, careful policy design that leverages 
detailed data and structural modeling can help strike a 
better balance: ensuring a safe and sound banking 
system and preserving responsible, affordable access to 
credit for the small businesses that drive employment 
and local economic growth.  
 


