Opening Statement

Rep. Carolyn Maloney

Financial Institutions Subcommittee

Hearing: “Credit Card Practices: Current Consumer and Regulatory Issues” 
April 26, 2007

This hearing will come to order.  The topic of today’s hearing is “Credit Card Practices: Current Consumer and Regulatory Issues.”

First, I would like to thank the witnesses for coming today. 
This is the first in a two- part series of hearings on credit card practices.  

In our second hearing, to be held the first week in June, we plan to have federal and state regulators to discuss the anticipated revision to the regulations governing disclosure for credit cards by the Federal Reserve. The Fed has informed me that they expect to be issuing this in late May. We also expect to have a panel of consumer and industry representatives to comment on the Fed’s action.   

Credit cards may represent the single most successful financial product introduced to our country in the last 50 years.  Their benefits are manifest, giving consumers unprecedented convenience and flexibility in both making purchases and in managing their personal finances. 

Consumer spending, facilitated in large part by the ease of payments afforded by credit cards, accounts for nearly 2/3 of the annual US economic activity.  

And even more dramatically, one can argue that the broad availability of credit cards coupled with advances in technology has helped to create, support and expand an online retail industry that is projected to reach $129 billion in sales this year according to a recent Business Week article.

All told, 145 million people in America (about half the population) own credit cards.  

In short, credit cards, like many other tools in our society, have changed from a luxury item available to the few, to a necessity demanded and needed by the many.  

But with that great success, with that widespread growth, with that necessity, comes great responsibility.  
The credit card industry has been clear about the responsibility imposed on consumers: the responsibility to become financially literate; the responsibility to spend only in accordance with your means; the responsibility to pay your bills on time.

But this spectacular growth in the credit card industry does not seem to have created the same sense of responsibility in the ten issuers that control 90 percent of the market, much less in the other 6,000-plus US credit card issuers.  
It is true that competition among issuers has created initial consumer choice 
and can reward the diligent consumer with lower interest rates and no annual fees.
But the industry has also acted to implement practices that quickly became industry standards - such as double cycle billing, universal default, no-notice interest rate hikes, outsize fees –as much as $39 dollars for a late payment -that bring us to our hearing today.

For example, a recent article in Electronic Payments International reported that credit card issuers were expected to rake in a “record $17.1 billion in credit card penalty fees in 2006, a rise of 15.5 percent from 2004, and a tenfold increase from 1996, when card issuers raised $1.7 billion in revenues from fees.”

Did American consumers become ten times less responsible in 2006 than in 1996? 
Or did the industry make a concerted and deliberate effort to squeeze even more revenue out of consumers by increasing fees and creating pitfalls and violations of the card agreement that allowed the issuer to penalize even the most responsible consumers?

Credit card issuers hold an enormous amount of power – enshrined in the cardmember agreement:  just listen to this section from an April 2007 card agreement of a major card issuer :

“…we may suspend or cancel your Account, any Feature, or any component of your Account, … at our sole discretion at any time, with or without cause, whether or not your Account is in default, and without giving you notice, subject to applicable law.”
From terms like that, it is not hard to see how fee income went up ten fold in the past 10 years!

I have always believed that responsible access to credit is critical to our economy and that access to appropriate credit should be as broad as possible, consistent with the safety and soundness of the financial system.  
Similarly, I approach credit card regulation from the point of view that we should both protect consumers and keep responsibly-issued credit available in as many of our communities as possible.
I am generally in favor of market based solutions wherever possible, but in this case, 

I am not convinced that the industry is going to make the changes that are necessary.

I do want to credit some major issuers who have taken steps to move toward better practices. Citi has announced that it would eliminate “any time for any reason” repricing and universal default.  Chase has said it would no longer use double-cycle billing but rather average daily balance. But I don’t yet see the development of “best practices” that industry holds itself to across the board.

For example, in the wake of the key GAO report last September, finding that the increased complexity in rates and fees requires better disclosure, even industry agrees that changes to credit card disclosures are desperately needed, because no one can understand their statement.

Yet industry has not taken comprehensive action on this point. 
And if the industry fails to make meaningful changes, if the major issuers continue to lead the way in a race to the bottom rather than a race to improvement, it is my belief that we will see bipartisan legislation coming forward to fix the problems that industry proved itself incapable or unwilling to fix on their own.

I look forward to the testimony 

