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An Optimization Framework for Improving Authorization Decisions on Credit Card Transactions
Abstract
According to the Federal Reserve consumer credit report, American consumers collectively were managing $976 billion in credit card debt as of the end of 20201. Considering the two major credit card networks – Visa and Mastercard – U.S. credit purchase volume for the 12 months at the end of September 2020 was $2.8 trillion and there were 574 million of Visa and Mastercard credit cards2,3. The credit card business is big and very competitive for lenders, even small improvements on how a credit card portfolio is managed can generate significant returns and give lenders a competitive advantage.
Credit card limits are assigned according to the financial capacity of each customer. However, there are situations such as when an account is delinquent, over limit or to be over limit where the lender might want to evaluate in real-time whether a transaction should be approved or not. Approve the right transactions and good customers will continue to use their card generating income; approve the wrong transactions and bad balances will grow; decline the wrong transactions and negatively impact the customer experience. 
The proposed approach consists of a flexible component-based framework to evaluate and identify the best authorization strategy to optimize the lender’s objectives while satisfying business constraints and operating conditions. This framework is implemented in FICO® Decision Optimizer which allows us to explore what-if scenarios, understand the trade-offs and find a balance between the different objectives.
This session will cover the Optimization Framework and a case study for a North American bank.
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