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ABSTRACT

Along with the electronic development of financial industry, as a
new industry, bankcard industry is experiencing nearly 20 years operation
in China, Payment methods in China have been changed from traditional
cash to bankcard. Meanwhile, opening policy of financial industry and
conglomeration of international bankcard industry has led many foreign
financial institutions to enter potential market in China. This kind of sit-
uation makes China bankcard market more competitive, Although finan-
cial industry is still in WTO transitional phase and has not yet opened
completely, the competition has got into white heat,

Compared with foreign countries, bankcards came into China as rare
things in 1980s. Stunted by objective and subjective condition, China
bankcards industry pullulated in a natural way. However, commercial
banks or bankcard holders do not have enough knowledge about bank-
card, which leads to bankcard become an instrument to get deposit and
hold clients. The main function of bankcard has not been utilized. Sec-
ondly, due to the two-sided network effect, predominance in bankcard in-
dustry is prominent. Predominance of four leading commercial banks has
stunted universal-usage. Thirdly, facing international bankcard associa-
tion, such as VISA, MasterCard, how to survive and expand its market

is not only the key problem related for China UnionPay (CUP), but also
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the major problem to ensure the independency of China bankcard industry
and security of Chinese payment system

Different from other rivalries industry, bankcard industry is very im-
portant to the national economy and the people’s livelihood. The develop-
ment of bankcard industry can reduce transaction cost, reinforce economy
transparency and boost consumption. Moreover, as a carrier of retail
business in commercial banks, bankcard is very important to restructure
banking industry. At present, compared with other financial service, the
competition of bankcard industry is more intensive. Hence, the study of
the mechanism of China bankcard industry development under financial
industry open-up policy is not only valuable in academics, but also signifi-
cant in economic and social aspect, This paper, based on the study of
practice and development of international bankcard industry, tries to find
out a track of our bankcard industry growth, explores the mechanism of
China bankcard industry development. Though many people pay attention
to China bankcard industry, there are few fruits in the field of problem-o-
riented research. This dissertation tries to narrow the gap in this field.

Meanwhile, this dissertation is based on some industry reformation
including Gold Card Project, Universal-usage, establishment of CUP,
and focuses on some critical problems. The main objects of the research
are to provide some policy suggestion to China bankcard industry and oth-
er industries with similar market characteristics.

The main contents can be summarized as follows:

1. Chapter 1 and Chapter 2 briefly introduce the theoretic and prac-
tical significance of this paper, then choose some critical problems to
study based on their background, reasons, experience of China bankcard
industry and significance of the international bankcard industry develop-
ment. These two chapters describe four-step development of china bank-
card industry and make a premise for {ollowing research.

2. Universal-usage is the important precondition to impel bankeard

industry. Based on the original background of China bankcard industry,



ABSTRACT 3

allowing for market structure and multithoming, chapter 3 constructs
asymmetric and symmetric dynamic duopoly model and analyzes the Uni-
versal-usage problem to indicate the internal track of industry develop-
ment.

3. Currently, more and more foreign financial institutions enter China
credit card market., China commercial banks invest more to credit card market
at the cost of underlying risks. Based on the lending model and Hotelling
model, allowing for the taste and the credit difference of consumers, Chap-
ter 4 discloses the competitive behavior of Chinese commercial banks in
credit card market in order to offer some policy suggestion.

4. From the view of bankcard industry around the world, the rule
run by bankcard association has been called into question. Allowing for
bankcard usage conditions, Chapter 5 analyzes the merchant’s choice and
bankcard association’s performance, provides some helpful suggestions to
China bankcard usage condition and CUP,

5. Having been opened for 3 years, China banking industry is attractive
for many foreign financial institutions, There are many problems for China
bankcard industry to be resolved, such as security, independence, ect. Focu-
sing on the strategically Competition of bankcard associations, Chapter 6
reveals the two-sided market pricing rule for the open bankcard associa-
tions and gives some policy suggestion to CUP’s internationalization,

The primary innovations include:

1. Different from the current research papers on China bank card in-
dustry, this dissertation views the industry as a whole and studies it from
two prospects based on the theory of two-sided market and network eco-
nomics. Firstly, applying the two-sided market theory for the research of
issuing banks’ competition behaviors, Compared with the research on
compatibility in single-sided market, this research, with the considera-
tion of bankcard industry’s two-sided market characteristics and multi-
homing, based on China commercial banks’ competition on bankcard bus-

iness, compares the private and social optimal choice of universal usage.
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Secondly, this dissertation studies the competition of bankcard associa-
tion in the interchanging market. The contribution here lies in the full
consideration of bankcard association’s two-sided characteristics, foreclo-
ses the pricing law, theoretically analyzes the deterrence strategy of the
international bankcard association and offers a theoretical reference for
the internationalization of China Union Pay.

2. Due to the rapid development of emerging market, some prob-
lems lying under the industry development are easily to be ignored.
Thus, current research flourishes on the bases of mature market and as-
sures the assumption of commercial banks’ strong capability of controlling
risks, well enough card usage condition, popularity of card usage, etc.
Different from that, based on industry organization theory and game the-
ory, this dissertation focuses on the emerging bank card industry with the
consideration of all immature characteristics of such industries and rele-
vant market, studys the credit card industry competition behaviors and
the monopolistic characteristics of bankcard association’s the collective
determination of the interchange fee.

3. China bank card industry has its own development status and spe-
cialties. another contribution of this dissertation is that normatively es-
tablishes the theoretical model for the critical problem with modern in-
dustry organization theory, non-cooperative game theory and information
economics. The mechanism of industry development and upgrading is re-
vealed as well. The research framework here enriches the current two-si-
ded market theory based on mature market and offers a theory and meth-
od for future research on such industries with two-sided market charac-
teristics.

The primary conclusions;

Based on the development status and inherent characteristics of Chi-
na bankcard industry, this paper normatively analyzes and investigates
some critical problems related to the China bankcard industry with mod-

ern industry organization model and game theory model by new problem-



