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Executive Summary
The Credit Card Accountability Responsibility and Disclosure Act of 2009 (“CARD Act” or “the
Act”) changed the landscape of the credit card market. The CARD Act was enacted to “establish
fair and transparent practices related to the extension of credit” in this market, regulating both
the underwriting and pricing of credit card accounts.1 Among other things, the Act prohibits
credit card issuers from extending credit without assessing the consumer’s ability to pay, with
special rules regarding the extension of credit to persons under the age of 21. The Act restricts
the amount of “upfront” fees that an issuer can charge during the first year after an account is
opened, and limits the instances in which issuers can charge “back-end” penalty fees when a
consumer makes a late payment or exceeds his or her credit limit. The Act also restricts the
circumstances under which issuers can increase interest rates on credit cards and establishes
procedures for doing so.
Implementation of the CARD Act was vested originally with the Board of Governors of the
Federal Reserve System (“Board”), and passed to the Consumer Financial Protection Bureau
(“CFPB” or “Bureau”) on July 21, 2011, pursuant to the Dodd-Frank Wall Street Reform and
Consumer Protection Act (“Dodd-Frank Act”). The CARD Act directs the Bureau to conduct a
biennial review of the consumer credit card market, including the effect of the Act on the cost
and availability of credit and the adequacy of protections for consumers relating to credit card
plans. This is the first such report the Bureau has prepared. The report draws upon publicly
and commercially available data as well as data obtained by the Bureau through its supervision
of large credit card issuers.

a

The CFPB considers all supervisory information to be confidential. Consistent with the Bureau’s rules, the data
findings presented in this paper do not directly or indirectly identify the institutions or consumers involved. See 12
C.F.R. § 1070.41(c).

a
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Based on our analysis of the data, as well as our experience monitoring the credit card market
for risks to consumers, we present the following findings.
COST OF CREDIT
The CARD Act has impacted the way that consumers pay for credit in the credit card
marketplace and has significantly enhanced transparency for consumers. Overlimit fees and
repricing actions have been largely eliminated; those effects can be directly traced to the Act.
The dollar amount of late fees is down as well, and the CARD Act directly caused this reduction.
The end result is a market in which shopping for a credit card and comparing costs is far more
straightforward than it was prior to enactment of the Act. Many credit card agreements have
become shorter and easier to understand, though it is not clear how much of these changes can
be attributed directly to the CARD Act since it did not explicitly mandate changes to the length
and form of credit card agreements. Limitations on “back-end” fees, along with restrictions on
an issuer’s ability to raise interest rates, have simplified a consumer’s cost calculations. Credit
card costs are now more closely related to the clearly disclosed annual fees and interest rates.
This greater transparency means a consumer deciding whether to charge a purchase can now
make that decision with far more confidence that costs will be a function of the current interest
rate rather than some yet-to-be determined interest rate that could be reassessed at any time
and for any reason by the issuer.
Consistent with the shift towards more transparency as a result of upfront pricing, we find that,
beginning in early 2009 and continuing through February 2010, when many provisions of the
Act went into effect, the interest rate on credit card accounts increased, while back-end fees
decreased or were eliminated. While some of this increase was likely intended to offset other
changes in pricing affected by the CARD Act, we make no judgment on the extent to which the
CARD Act, as distinguished from other factors such as the impact of the Great Recession,
contributed to these increases.
However, we do find that among the card issuers represented in the Bureau’s credit card
database (representing between 85% and 90% of credit card industry balances), the total cost of
credit – i.e. the annualized sum of all amounts paid by consumers (including both interest
charges and fees) divided by the average of outstanding balances – declined by 194 basis points
from Q4 2008 to Q4 2012. Again, it is unclear how much of that change is attributable to the
CARD Act.
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AVAILABILITY OF CREDIT
Differentiating between the willingness of creditors to extend credit and the desire of consumers
to avail themselves of that credit is challenging. To better understand credit availability, we
consider a number of measures, including the volume of credit card mail solicitations, the
volume of new account originations, the approval rates on credit card applications, the size of
credit lines granted to new accounts, and the frequency with which credit lines are increased.
From these metrics, a clear pattern emerges: beginning in 2008, prior to the enactment of the
CARD Act, but after the onset of the Great Recession, credit became less available in the credit
card marketplace. Credit availability bottomed out in 2009 and has since risen, although not to
2007 levels. The decline was smaller and the subsequent increase more robust among
consumers with stronger credit scores than among those with subprime credit scores.
This pattern is consistent with trends observed in other consumer credit markets during the
same time frame. The post-2009 recovery in the credit card market has been more robust than
that of some markets (such as home equity lines of credit), while lagging behind that of others
(such as auto lending).
According to the Bureau’s data, total credit line (whether used or unused) was $200 billion
lower at the end of 2012 than when many provisions of the CARD Act took effect in February
2010. This decline disproportionately occurred in the subprime credit space. The industry
contraction that we observe began before the enactment of the CARD Act and has continued
through 2012, though at a slower pace than during the peak of the Great Recession. Even so,
consumers still possessed $1.9 trillion in unused credit line at the end of 2012.
The evidence suggests that the CARD Act had a discernible impact on credit availability in three
discrete respects. First, there has been a substantial decrease in the number of credit card
accounts originated among students and other consumers under the age of 21. Second, the
issuers contacted in preparing this report stated that a small but discernible percentage of
applicants that they deemed otherwise creditworthy are being declined as a result of insufficient
income to satisfy the Act’s ability-to-pay requirement. Third, and relatedly, there has been a
marked decline in the percentage of consumers receiving unsolicited credit line increases (also
referred to as “proactive line increases”) on their accounts. At least some of these limitations on
access to credit appear to be intended consequences of the CARD Act’s stated objective of
creating fair and transparent practices with respect to open-end credit.
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REMAINING CONCERNS
The CARD Act made sweeping changes in the credit card marketplace and addressed many of
the practices that consumer advocates and others had identified as particularly problematic.2
Voluntary actions by card issuers, including renewed attention to customer service and
complaints, have brought about further market improvements. Additionally, the Bureau is
continuing its work with card issuers on voluntary efforts to shorten and simplify cardholder
agreements.
There remain, however, some possible areas of concern – practices that may pose risks to
consumers and may warrant further scrutiny by the Bureau. Based on the work that supports
this report and our other activities, we identify six examples of such practices:
1. ADD-ON PRODUCTS: Credit card issuers market various “add-on” products to card
users, including debt protection, identity theft protection, credit score monitoring, and
other products that are supplementary to the actual extension of credit. The Bureau has
found through its supervisory work that these products are frequently sold in a manner
that harms consumers. The Bureau has engaged in enforcement actions and issued a
bulletin3 that provides industry guidance on the marketing of these products. The
Bureau will continue to closely review the sale of add-on products by card issuers and
their service providers to determine whether additional actions are warranted.
2. FEE HARVESTER CARDS: Some card issuers charge upfront fees that exceed 25% of a
card’s initial credit limit, but those practices have been held not to be covered by the
CARD Act because a portion of the fees are paid prior to account opening. The Bureau
will continue to monitor the use of application fees in connection with account opening
to determine if it should take action under its available authorities.
3. DEFERRED INTEREST PRODUCTS: In the private label credit card market, it is
common to offer promotional financing for purchases. These offers retroactively assess
and charge interest if the balance is not paid in full by a specific date. The evidence
gathered by the Bureau indicates that for borrowers with subprime credit scores, about
43% are ultimately charged retroactive interest in a lump sum. The Bureau intends to
continue to study these issues and assess whether additional action is appropriate to
promote a more fair and transparent market.

7

CONSUMER FINANCIAL PROTECTION BUREAU – CARD ACT REPORT

4. TRANSPARENCY ISSUES
a. ONLINE DISCLOSURES: The CARD Act mandated that certain disclosures be
included on monthly billing statements, including warnings related to late fees
and the cost to the consumer of making only the minimum payment due.
Regulation Z adds other requirements for these statements. However, consumers
who pay their bills electronically may not access their monthly statement and
instead may use online portals which are not required to contain these
disclosures. This reflects a more general challenge of translating regulations
related to disclosures largely written for a paper-and-pencil world into the
modern electronic world. The Bureau will observe closely how card issuers
ensure that consumers receive disclosures in different channels.
b. REWARDS PRODUCTS: For certain consumers, comparison shopping for new
credit cards frequently revolves around considering different rewards programs.
Rewards offers can be highly complex, with detailed rules regarding the eligibility
for sign-on bonuses, the value of earned points, the rate at which they are earned,
and the rules governing their forfeiture. In the course of its consumer research
and market monitoring activities, the Bureau will review whether rewards
disclosures are being made in a clear and transparent manner, as well as assess
whether additional action is warranted.
c. GRACE PERIODS: For consumers who do not pay their balance in full each
month, a key determinant of their cost of credit is the grace period. It is unclear
whether consumers understand that once they carry a balance into a new month,
interest will be assessed on the unpaid balance from the start of the prior month.
Until the consumer qualifies for the grace period again, interest is assessed on all
purchases from the date of purchase. It is likewise unclear whether consumers
understand that even after they pay the full amount shown on their bill, they may
still owe “trailing interest” for the period from the time the bill was issued until
the time the payment was received. As with rewards products, the Bureau will
review whether grace period limitations are being disclosed in a clear and
transparent manner.
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1. Introduction
Implementation of the Credit Card Accountability Responsibility and Disclosure Act of 2009
(“CARD Act”) was vested originally with the Board of Governors of the Federal Reserve System
(“Board”),4 and passed to the Consumer Financial Protection Bureau (“CFPB” or “Bureau”) on
July 21, 2011, pursuant to the Dodd-Frank Wall Street Reform and Consumer Protection Act
(“Dodd-Frank Act”).5 Section 502(a) of the CARD Act requires periodic reviews of the consumer
credit card market, within the limits of the Bureau’s existing resources available for reporting
b

purposes. This review is required every two years beginning two years after the effective date of
the CARD Act,6 or alternatively, two years after a material revision of the regulations on
consumer credit card plans.7 In April 2011, the Board made material changes to the rules it
issued to implement the CARD Act.8 Those revisions became effective on October 1, 2011,
making this October 2013 report the first iteration of this biennial requirement.
As set forth in the statute, this review seeks to examine developments in the consumer credit
card marketplace, including:
1. Terms of credit card agreements and the practices of credit card issuers;
2. Effectiveness of disclosure of terms, fees, and other expenses of credit card plans;
3. Adequacy of protections against unfair or deceptive acts or practices relating to credit
card plans; and

As enacted in 2009, the CARD Act directed that the Board conduct this review. See 15 U.S.C. § 1616(a) (2012). The
Bureau and the Board concluded in May 2012 that responsibility for this review transferred to the CFPB, along with
the general transfer of rulemaking authority for the Truth in Lending Act.
b
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4. Whether or not, and to what extent, the implementation of this Act and the amendments
made by this Act has affected:
a. cost and availability of credit, particularly with respect to non-prime borrowers;
b. the safety and soundness of credit card issuers;

c

c. the use of risk-based pricing; or
d. credit card product innovation.

1.1

Overview of the CARD Act

Since 1968, the Truth in Lending Act (“TILA”) has been the principal federal law regulating the
credit card marketplace.9 Prior to passage of the CARD Act, which amended TILA, the
provisions of TILA and its implementing regulation (“Regulation Z”)10 that applied to open-end
unsecured credit focused principally on disclosure requirements related to product pricing
terms and periodic statements, but otherwise placed few substantive limits on industry pricing
practices.
In addition to TILA, credit card issuers also have been subject to the provisions of Section 5 of
the Federal Trade Commission Act which prohibits “unfair or deceptive acts or practices.” In
December 2008, the Board, along with the National Credit Union Administration (“NCUA”) and
Office of Thrift Supervision (“OTS”), promulgated amendments to their regulations on unfair or
deceptive acts or practices (“UDAP rules”) which substantively regulated certain credit card
practices.11 Those amendments were scheduled to take effect on August 1, 2010.
The CARD Act was signed into law in May 2009. Passage of the Act was expressly intended to
“establish fair and transparent practices related to the extension of credit” in the credit card
market.12 To achieve these objectives, the Act added into TILA a number of new substantive
protections for consumers, expanding upon some of the provisions that had been included in the

This report does not address specific safety and soundness issues relating to credit card issuers. The prudential
regulators have the primary responsibility for monitoring the safety and soundness of financial institutions. The
Bureau therefore does not have detailed data on specific safety and soundness issues.

c
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UDAP rules and addressing other issues as well. Included in Appendix A is a timeline of events
and activities surrounding the CARD Act.
The Board implemented the CARD Act through amendments to Regulation Z,13 and the Bureau
subsequently reissued these rules in December 2011.14 The following is a high-level summary of
principal changes contained in the CARD Act and the implementing regulations.
INTEREST RATE INCREASES15
The Act limits the circumstances under which credit card issuers can increase interest rates on
existing balances and the circumstances under which issuers can change the interest rate
applicable to future transactions. For changes affecting only future transactions, the card issuer
generally must give the consumer 45 days written notice of a rate increase. Furthermore, during
the first year after an account is opened, issuers generally are prohibited from increasing the
interest rate except in limited circumstances, such as the expiration of promotional rates or a
change in the variable rate to which the credit card interest rate is linked. For interest rate
increases applicable to existing balances, the card issuer generally cannot increase the rate
unless the consumer has missed two consecutive monthly payments (i.e. 60 days past due) and
the consumer has been provided 45 days written notice.
In addition, after an issuer increases the interest rate on an account – either for existing
balances or for new transactions – the issuer is generally required to review the account at least
once every six months to determine whether the factors underlying the increase have changed
and to reduce the interest rate where indicated by the review.
PENALTY FEE RESTRICTIONS16
Penalty fees, such as late fees or overlimit fees, must now be “reasonable and proportional” to
the relevant violation of account terms. The implementing rules establish a safe harbor for
reasonable and proportional late fees of $2517 for a first late payment and $35 for each
subsequent violation within the next six months.
OVERLIMIT FEE OPT-IN18
There are additional restrictions on the overlimit fees assessed when a consumer exceeds his or
her assigned credit line. Per the Act, issuers may only charge such fees if the consumer
expressly opts in to permit overlimit transactions.
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FEE HARVESTER CARDS19
The CARD Act and implementing regulations provide that an issuer may not require consumers
to pay fees (other than penalty fees) during the first year in which an account is opened which
exceed 25% of the total initial credit line.20
PAYMENT TIMING21
Payments must now be due on the same day of each month. In addition, the Act and
implementing regulations contain a set of rules as to which payments must be considered
timely. There are also rules requiring issuers to adopt reasonable procedures designed to assure
that periodic statements are mailed or delivered at least 21 days before the payment is due.
PAYMENT ALLOCATION22
Subject to certain exceptions, when a consumer makes a payment on his or her account, issuers
are now required to allocate the amount of that payment that exceeds the minimum payment
first to balances that are subject to highest interest rates and then to each successive balance
bearing the next highest rate of interest.
MONTHLY STATEMENTS23
Monthly statements must describe how long it would take the consumer—and how much it
would cost—to pay the full balance on the card by paying only the required minimum monthly
payment. For comparison, the statement must also show the monthly payment required to
repay the full balance in three years if no further transactions are made, and the total cost to the
consumer if the balance is paid in three years. Monthly statements must also contain a
conspicuous warning of the amount of the late fee and any penalty rate that may be imposed if
the minimum payment is not received by the due date.
ABILITY TO PAY24
Card issuers cannot open a credit card account or increase a credit line on a card account unless
the card issuer considers the ability of the consumer to make the required payments under the
terms of the account. The implementing regulations state that such consideration should
include the ratio of debt obligations to income, the ratio of debt obligations to assets, or the
income available to the consumer after paying debt obligations. The regulations permit the use
of a predictive model to estimate income as long as the model is statistically sound.
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In May 2013, the Bureau amended the rules implementing the credit card ability-to-pay
provisions of TILA to address concerns that the rules unduly limited the ability of spouses and
partners not working outside the home to obtain credit cards based on the income of their
spouse or partner. The final rule removed the requirement that issuers consider consumers’
independent ability to pay for applicants who are 21 or older. Instead, issuers may now consider
income and assets to which such consumers have a reasonable expectation of access.
STUDENTS AND YOUNGER CARDHOLDERS25
The Act imposed new restrictions related to on-campus or near-campus marketing of credit
cards. In addition, any credit card applicant under 21 years of age must demonstrate his or her
independent ability to make payments on the account or have a co-signer that is 21 or older with
the ability to make payments. Card issuers also are prohibited from sending pre-approved
offers of credit to persons under age 21 unless the individual consents to receiving such offers.

1.2

Methodology, Data Sources, and
Limitations

In light of the complexity of undertaking this review, the Bureau sought to leverage as many
data sources as were reasonably available. Such sources include:
1. De-identified loan-level information from a sample of large banks’ credit card portfolios,
which is compiled in the CFPB’s Credit Card Database (“CCDB”). The data is updated
monthly and covers the period from January 2008 to December 2012. The database
contains information on the full consumer and small business credit card portfolios,
representing between 85% and 90% of credit card industry balances. Information in the
database cannot be tied to any particular individual nor can multiple accounts in the
database that may belong to a single individual be linked in any way. The database does
include anonymous updating of accounts over time in order to discern changes in
account information such as annual percentage rates (“APR”), balances, payments,
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interest charges, and fees;

d

2. Responses to a Credit Card Practices Inquiry (“CCPI”) conducted by the CFPB Office of
Supervision gathering information from a number of large banks on their credit card and
CARD Act compliance practices. The issuers that participated in this inquiry represent
approximately 80% of credit card industry balances;
3. Responses to a Request for Information (“RFI”) published in the Federal Register in
December 2012 wherein the Bureau sought comment on the terms of credit card
agreements and practices of credit card issuers, the effectiveness of credit card
disclosure, the adequacy of protection from unfair or deceptive acts or practices, whether
the CARD Act affected the cost and availability of credit, whether the CARD Act has
impacted issuer safety and soundness, whether the CARD Act had any effect on the use
of risk-based pricing, and whether the CARD Act had any impact on credit card
innovation. 26 The RFI generated 31 responses, including responses from 3 trade
associations representing credit card issuers, 6 individual issuers, and 4 consumer
advocacy groups;27
4. Data from the CFPB Consumer Credit Panel, which contains de-identified credit reports
for a representative sample of the US population, refreshed on a quarterly basis;
5. Commercially available data sources that focus on the credit card industry, including
mail volume monitoring reports, industry analyst reports, and data services and
analytics from industry consultants. As an example, Experian and Oliver Wyman
collaborate to produce the quarterly “Market Intelligence Report,” which covers product
trends in consumer finance, including those in credit card, mortgage, and auto lending
markets; and

The Bureau recognizes that the issuers who supply data to the CCDB constitute a non-random sample in that they
are the largest issuers. The practices and experiences of these issuers are not necessarily representative of the
practices and experiences of many small credit card issuers. Thus, we do not attempt in this report to extrapolate
from the CCDB data to make projections for the entire market. However, because the participating issuers represent
85%-90% of credit card industry balances, the Bureau is confident that the findings reported here would not
materially change if data from the entire universe of card issuers were available.
d
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6. Numerous public sources such as:
a. SEC filings, analyst presentations, reports and studies prepared by other
government agencies, and congressional testimony and hearings on the CARD
Act;
b. Materials presented at the CFPB’s 2011 CARD Act Conference where industry
executives, leading academics, and consumer advocates examined the effects of
the CARD Act; and
c. The Federal Reserve Bank of New York’s published reports on findings derived
from a random sample of consumer credit reports.
FICO SCORE RANGES
This review frequently focuses on trends within specific subsets of the credit spectrum. The
population of accountholders in the CCDB is analyzed based on risk scoring models developed
by the Fair Isaac Corporation (“FICO”). The FICO scores submitted by credit card issuers to the
CCDB are based on the scoring model in use by that institution at a given point in time.28
Accounts are split into four FICO score ranges, shown in the table below with approximate
proportions of the scored population of the United States:29
FICO Score Ranges

% of US Population with a
Credit Score

Superprime (FICO scores ≥ 720)

45%

Prime (FICO scores 660-719)

20%

Core Subprime (FICO scores 620-659)

10%

Deep Subprime (FICO scores < 620)

25%

FICO scores in the CCDB are refreshed regularly. Refreshed scores are used throughout this
report to place accounts into score ranges for the analyses presented here, with the exception of
analyses performed on account-origination data, which use the FICO score at origination. As a
result, when analyzing trends over time within a particular FICO score range, we are not
analyzing a constant set of accounts, but rather accounts that fall within that range at each point
in time under analysis.
UNTANGLING CORRELATION, CAUSALITY, AND THE GREAT RECESSION
One of the most reliable methods of assessing causality is to track and compare the performance
of otherwise identically-situated individuals, some of whom are subject to a particular

15

CONSUMER FINANCIAL PROTECTION BUREAU – CARD ACT REPORT

intervention and others of whom are not. Needless to say, there is no control group of US
consumer credit card accounts or issuers that were not subject to the CARD Act, and thus this
review is limited in what can be causally attributed to the CARD Act.
Additionally, gauging the impact of the CARD Act is especially difficult in light of the financial
crisis that coincided with the Act’s passage. The Act was passed in May of 2009, falling in the
midst of the Great Recession as designated by the National Bureau of Economic Research
(December 2007 – June 2009).30 During this crisis, the number of unemployed individuals
more than doubled from 2008 to 2009, rising from 7 million to 15 million.31 The resulting
distress contributed to a substantial increase in credit card charge-offs, which increased from
5.1% to 10.8% during this time frame.32 In reaction to these macroeconomic trends and rapidly
increasing charge-offs, and in an attempt to protect against further deterioration in credit
performance, credit card issuers sought to reduce their exposure by closing accounts, decreasing
unused credit lines, and tightening the criteria for granting new credit or for increasing lines on
existing accounts. In addition, the increase in loan losses may have led to increases in pricing to
mitigate the impact of the charge-offs. As a result, where we observe substantial changes in
issuer and consumer behavior, the question remains whether such changes constituted a
response to the CARD Act or a response to the significant financial upheaval taking place during
the same time frame.
In addition, any analysis of CARD Act effects is further complicated by the Board, NCUA and
OTS adoption of UDAP rules in December 2008 with effective dates beginning in 2010. While
some of these rules were ultimately superseded by the Act and its associated rulemakings, the
proposal that the agencies issued in May 2008 nevertheless provided significant advance
warning to issuers about the likely future direction regulation would take with the enactment of
the CARD Act. This may have impacted issuer behavior prior to the Act’s passage.
Lastly, although the Act was passed in May 2009, many of its provisions, including restrictions
on the repricing of existing balances, did not take effect until February 2010.33 During this ninemonth period, issuers may have made preemptive modifications in advance of the Act even
though it had yet to become legally binding.
To address these concerns, this review employs a variety of analytical approaches using the data
sources described above. For example, the primary data source for much of this report is the
CCDB, which begins in 2008, and as a result our analysis generally starts in 2008 as well.
Nonetheless, where availability and reliability permit, this review considers information dating
back to as early as 2007. To be clear, the prevailing economic climate in 2007 was appreciably
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different from conditions following the Act’s passage, so these comparisons are necessarily
imperfect. We believe this approach succeeds in generating insights relating to the credit card
marketplace, and provides at least a directional indication of the impact of the CARD Act,
though not the precise magnitude.
Where appropriate, this review also looks beyond the immediate consumer credit card space to
draw relevant parallels to trends observed across the consumer financial marketplace, including
for such products as mortgages and auto loans. In addition, in a number of places throughout
this review, we compare the consumer credit card market with the small business credit card
market. While both are unsecured open-end credit products with similar structures, the CARD
Act applies only to consumer credit cards and not to small business credit cards. As such, any
similarities in trends in the cost and availability of credit between these two markets post-CARD
Act may suggest that such trends are likely attributable to something affecting both card types,
such as a macroeconomic event like the Great Recession. Conversely, where consumer cards
and small business cards show dissimilarities, one could plausibly point to the CARD Act as a
potential contributing factor. In some cases, issuers enacted CARD Act changes in their small
business portfolios and, where we are aware of such actions, we excluded these portfolios from
the comparison analysis for both consumer and small business cards. The comparison only
includes issuers that participate in both the consumer card and small business card markets in
order to reduce the impact of issuer-dependent differences in strategy on our analyses.
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2. Cost of Credit
2.1

Definition

One question that Congress directed the Bureau to study is “whether and to what extent the
implementation of the Act has affected the cost of credit, particularly with respect to non-prime
borrowers.”34 In approaching this question, it is important to recognize that the cost of credit
has many components.
Consumers who utilize a credit card may pay for that credit in a number of different ways.
Consumers may be charged an annual (or monthly) fee. They may incur penalty fees if they
violate the account terms, most commonly by making a late payment or a transaction that
exceeds his or her credit limit. They may be charged a variety of other fees such as cash advance
fees, balance transfer fees, or foreign transaction fees. Finally, consumers may pay interest
charges. In general, these interest charges are only paid when a consumer carries over a balance
from month to month, although for certain types of balances (such as cash advances) interest
charges may be assessed from the date of the transaction so that a consumer who pays the entire
balance on time still incurs an interest charge.
The CARD Act directly regulated practices with respect to penalty fees and interest rate
increases triggered by delinquent or otherwise “risky” behavior. We therefore begin by
evaluating the impact of the CARD Act on those components of pricing. We then examine
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trends in other components of pricing, including annual and other fees and interest rates and
e

interest charges.

A change in the cost of a component of pricing can have a significant impact on a market, even if
the overall effect is neutral from a cost perspective, because the components may not all be
equally salient to or predictable for consumers when making purchasing and borrowing
decisions. For example, consumers may focus on a credit card’s advertised interest rate and
compare products along this dimension, rather than compare products across multiple other
dimensions, such as penalty interest rates or penalty fees. Thus, to the extent that regulation
shifts costs either towards or away from salient components, it can significantly affect
consumers in the market.

f

Although changes in component costs and the composition of pricing are therefore important to
consider, the ultimate question posed to the Bureau concerns the “cost of credit.” To measure
all-in costs, we calculate, on a monthly basis, a metric that includes everything that consumers
pay to possess and use their credit cards and state that total as a percentage of the average cycleending balance on an annualized basis for those accounts. This “Total Cost of Credit” (“TCC”)
metric incorporates all fees and interest charges the consumer pays to the issuer. It excludes
revenue generated though separate agreements between other businesses and the issuer, such as
interchange fees paid by merchants and marketing fees or commissions paid by companies
offering add-on products to an issuer’s customer base. This TCC metric thus captures all of the
component costs that consumers pay.

g

The CARD Act and implementing regulations also provide that issuers may not require consumers to pay fees
(except penalty fees) during the first year after account opening that exceed 25% of the consumer’s credit limit. The
issuers represented in the CCDB did not charge fees at the level regulated by the Act and thus we cannot observe the
impact of this change through the data available to us.
e

For example, Oren Bar-Gill and Ryan Bubb assert that high back-end fees were used by credit card issuers because
these fees are not salient to consumers. As part of their analysis, the authors cite behavioral economics work showing
that customers “place excessive weight on short-term, salient prices and insufficient weight on long-term, non-salient
prices.” Oren Bar-Gill & Ryan Bubb, Credit Card Pricing: The CARD Act and Beyond, 97 Cornell L. Rev. 967, 969
(2012).
f

Our methodology follows one used by Argus Information & Advisory Services in a presentation it made in
collaboration with nine large card issuers at a conference sponsored by the Bureau in 2011. Argus calculated what it
termed “gross effective asset yield” which was computed as the sum of interest charges, fees and gross interchange as
g
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2.2

Changes in Components of Cost

2.2.1

Overlimit Fees

The CARD Act has had its most direct and immediate effect with respect to the assessment of
overlimit fees.
Generally speaking, when a consumer seeks to make a transaction using a credit card, the issuer
will receive an instantaneous electronic message seeking authorization for the transaction. Prior
to the enactment of the CARD Act, it was a common practice for issuers to authorize
transactions which would result in a balance that exceeded the credit limit on the account.
Issuers would then assess an overlimit fee either when the transaction settled or at the end of
the billing cycle if the account was overlimit at that time.
Beginning in the mid-1990s through 2005, the fees charged for overlimit transactions more than
doubled, increasing from under $15 to over $30.35 By 2008, for the issuers represented in the
CCDB, the average overlimit charge was $34.80.
The CARD Act made two changes with respect to overlimit fees. First, the Act prohibits the
assessment of such fees unless consumers opt in to such charges.36 Such opt-ins are revocable at
any time by the consumer, and the consumer must be notified of the right to revoke any time an
overlimit fee is assessed.37 Second, the Act requires that overlimit fees, when assessed, be
reasonable and proportional to the violation.38 The implementing rule establishes a “safe
harbor” benchmark for “reasonable and proportional” penalty fees: $25 for a first violation and
$35 for each subsequent violation within the next six months.39
In the wake of these changes, most credit card issuers simply stopped charging overlimit fees
altogether. The figure below illustrates this trend, showing overlimit fees declining sharply
coincident with the effective date of the CARD Act opt-in rule in February 2010. Even after this
elimination of overlimit fees, customers are still being authorized for charges over their credit
limit, though less frequently. In Q4 2008, 16.4% of active accounts had one or more overlimit
instances, and 48.6% of the time these overlimit occurrences resulted in the assessment of an

a percentage of average daily balance. Our calculation of TCC differs from this methodology only by excluding
interchange revenue, which is not a cost paid directly by the consumer to the card issuer.
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overlimit fee. This translates into a 7.9% overlimit fee incidence rate in Q4 2008. By
comparison, by Q4 2012, 12.7% of active accounts had one or more overlimit instances, but
these instances led to the assessment of an overlimit fee only 3.4% of the time. This translates
into an overlimit incidence rate of 0.4%.

FIGURE 1: TRENDS IN OVERLIMIT FEES (ACTIVE ACCOUNTS)
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Source: Credit Card Database; number of observations of over limit accounts divided by number of active accounts,
and number of accounts paying overlimit fees divided by number of over limit instances

It is clear that the CARD Act has effectively eliminated overlimit fees as a source of cost to
consumers and revenue to issuers. Had the incidence of overlimit fees remained at 2007 levels
0f 6.4% and had average overlimit fees remained at their 2008 levels, consumers whose

In the CCDB, accounts are flagged as “active” if the account has had any activity (i.e. any charge or any payment)
during the preceding twelve months. We use this definition of active in this report.
h
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accounts are included in the CCDB would have paid an estimated $2.5 billion more in overlimit
fees in 2012 than they actually paid.

i

It is important to note that the estimated $2.5 billion difference may over- or understate the
impact of to the CARD Act. We cannot address the counter-factual question of whether, and if
so to what extent, the incidence of overlimit fees would have declined independent of the CARD
Act because of changes in consumer behavior (i.e. fewer consumers seeking to make purchases
that exceed their credit limit) or because of changes in issuer behavior (i.e. fewer issuers
authorizing overlimit transactions). Conversely, the $2.5 billion difference may understate the
impact of the CARD Act if, absent the Act, overlimit incidence would have increased from the
2007 baseline or if issuers would have increased the amount they charged per overlimit
incident.

2.2.2

Late Fees

For most credit card accounts, if the consumer fails to make the minimum payment by the due
date, the consumer will be assessed a late fee. As with overlimit fees, the level of late fees
increased rapidly beginning in the mid-1990s, rising from under $15 to over $30 by 2005.40 For
the issuers in the CCDB, late fees rose to an average of $33.08 by 2008. Consumer advocates
complained that some issuers were engaging in a range of practices that artificially increased the
frequency of late fees.41
The CARD Act made a number of changes relating to late fees. First, the Act restricted the
circumstances in which a payment may be considered late, such as prohibiting issuers from
considering a payment as late if the payment due date was on a date on which the issuer does
not receive or accept payments by mail (e.g. weekend or holiday) and the payment was received
by mail on the next business day after the due date.42 Second, the Act added requirements that
the payment due date be the same day each month, that billing statements be mailed at least 21
days before that due date, and that statements include a warning of the amount of the late fee
and any penalty rate that will be assessed if a payment is late.43 Third, the Act added a

This calculation is based on data from Argus Information & Advisory Services, which reported overlimit fee
incidence rates for large issuers for the first and third quarters of 2007. Based upon that data, the Bureau calculated a
benchmark quarterly overlimit fee incidence rate of 6.4%.

i
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requirement that late fees be reasonable and proportional to the violation.44 As noted, the
implementing rule establishes a “safe harbor” for “reasonable and proportional” penalty fees, set
at $25 for a first violation and $35 for each subsequent violation within the next six months.45
As the figure below shows, the average late fee declined with the effective date of the safe
j

harbors in the implementing rules, dropping from $33.08 to $23.13. The average late fee has
increased by $3.71, reaching $26.84 in the fourth quarter of 2012; this likely reflects the impact
of the safe harbor permitting a $35 late fee if a consumer is late more than once during a sixmonth period.

FIGURE 2: AVERAGE LATE FEE
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Source: CCDB; Total late fees assessed divided by number of late fees paid

Based on the current incidence of late fees in the CCDB, the Bureau estimates that the $6
decrease in the average late fee has resulted in a $1.5 billion reduction in late fees paid by
consumers whose accounts are included in the CCDB.
However, to focus solely on the level of late fees may miss any potential effect that the CARD Act
may have had on the incidence of late fees. Using the CCDB, we can track the incidence of late
fees since 2008, although as noted earlier, using 2008 as the baseline may set up a comparison
from an already elevated level (i.e. late fees may have increased by early 2008 as a result of the
Great Recession). From the second quarter of 2008 through the fourth quarter of 2009, the

Most of the late fee provisions in the Card Act were implemented by rules that became effective in February 2010.
However, the provisions that require late fees amounts to be reasonable and proportional and establish the safe
harbor amounts set forth in the implementing regulations were not effective until August 2010.

j

23

CONSUMER FINANCIAL PROTECTION BUREAU – CARD ACT REPORT

incidence of late fees ranged from a high of 26.1% (in Q3 2008) to a low of 24.2% (in Q4 2009).
The incidence rate is calculated by taking the number of late fees assessed in the quarter, and
dividing that quantity by the average number of active accounts in the quarter. By the second
quarter of 2010, the first full quarter after the CARD Act rules governing the assessment of late
fees took effect, the late fee incidence rate dropped to 20.0%. The incidence remained relatively
constant until the second half of 2012, when the incidence rate increased to 22.2%, where it has
held for the past year.

QUARTERLY INCIDENCE RATE OF LATE FEES (ACTIVE ACCOUNTS)

FIGURE 3:
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There are a number of factors independent of the CARD Act that may have contributed to
changes in late fee incidence. The Argus data indicate that, in 2007, the late fee incidence rate
among nine large issuers was 21.3%; as such, the drop that occurred after most of the late fee
provisions in the CARD Act took effect in February 2010 could reflect improvement in the
overall economy. Furthermore, there has been an overall shift in the composition of credit card
accounts in the CCDB, with accounts with subprime credit scores representing a smaller share of
the total today than in 2008. Because accounts with subprime credit scores are more likely to
incur penalty fees, it is possible that the decrease in late fee incidence is driven by the decreased
proportion of accounts with subprime credit scores in the data.

2.2.3

Annual Fees

The decline in late and overlimit fees was offset to some extent by an increase in the size and
frequency of annual fees. As the chart below shows, from Q2 2008 through Q1 2010 the
percentage of accounts on which annual fees were charged remained fairly constant.
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QUARTERLY INCIDENCE RATE OF ANNUAL FEES (OPEN ACCOUNTS)
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Source: CCDB; number of annual fees assessed divided by number of open accounts

Beginning in Q2 2010, coincident with one of the major implementation dates of the CARD Act,
there was an increase in the percentage of accounts with annual fees. The percentage increases
were largest for accounts with deep subprime credit scores and increased more modestly,
although still significantly, for the core subprime and prime segments. This increase in the
percentage of accounts with annual fees partially offset the reduction in incidence and amount
of late and overlimit fees discussed above.
The average dollar amount of annual fees increased from $32.48 in 2008 to $34.19 in 2012.
Using a baseline incidence rate of 3.0% from 2008 through Q1 2010 compared to the 3.75% rate
in the year 2012, the Bureau can estimate the increase in annual fees. Due to the increase in
both the incidence and average dollar amount of annual fees, consumers with accounts in the
CCDB paid an additional $475 million in annual fees in 2012.
In contrast to back-end fees such as overlimit and late fees, the incurrence of an annual fee is
certain, making it easier for consumers to anticipate costs. As such, we view the increase in
annual fees following the implementation of the CARD Act as part of a shift away from complex
and often confusing pricing to pricing that is more predictable and transparent for consumers.

2.2.4

Other Fees

Beyond the fees already discussed in this section, there are other fees associated with owning
and using a credit card. We look at other fees because it is possible that, in an effort to recover
lost penalty fee revenue, issuers may have raised these other fees. Such fees include debt
suspension fees for consumers who elect to purchase a debt suspension product in conjunction
with their account, balance transfer and cash advance fees for consumers who elect to make
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such transactions, and returned payment fees for consumers whose payment does not clear their
bank. The largest dollar amount of other fees comes from debt suspension, which comprises
about 45% of all other fees. Balance transfer fees represent approximately 25% of other fees and
cash advance fees represent another 20%.

FIGURE 5: QUARTERLY INCIDENCE RATE OF OTHER FEES (ACTIVE ACCOUNTS)
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The decline in the incidence rate of other fees has been driven mostly by fewer accounts paying
debt suspension fees. The number of accounts paying debt suspension fees declined
significantly from 2008 to 2009 during the financial crisis and again in 2012. The significant
decline in debt suspension fees in the fourth quarter of 2012 may be attributable to CFPB
enforcement actions. The incidence rates of both balance transfer fees and cash advance fees
fell in 2008 but have remained relatively steady since.

FIGURE 6: TOTAL OTHER FEES
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Source: CCDB

Total other fees declined from $2.0 billion per quarter in 2008 to $1.1 billion per quarter in
2012, albeit on a shrinking portfolio. On a per-active account basis, other fees rose from $1.35
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per-active account per quarter in 2008 to $1.75 per-active account per quarter in 2012.
Additional detail on other fees can be found in Appendix B in this report.

2.2.5

Repricing

Prior to the CARD Act, consumers were subject to changes in the APR on their credit card
accounts on both existing balances and new transactions. For example, cardholder agreements
established a “penalty APR” and permitted the issuer to increase the interest rate on an account
up to the penalty APR if the consumer engaged in certain behavior. Often, these triggers
included not only delinquency on the account governed by the agreement, but also delinquency
on any of the consumer’s other accounts (a practice known as “universal default”). Additionally,
cardholder agreements generally contained a provision permitting the issuer to increase the
interest rate at any time and for any reason. Per these provisions, many issuers periodically
reassessed the risk of their accounts and changed the terms by raising interest rates on accounts
that were considered more likely to default.
The CARD Act sharply curtailed repricing practices. Most importantly, the Act strictly limits the
circumstances in which an interest rate increase can be applied to existing balances.46 The Act
also generally contains disclosure requirements before the rate can be increased on new
transactions (or on existing balances) and review requirements at six-month intervals after rates
are increased.47
To assess the impact of these changes, it is necessary to determine an appropriate baseline. As
previously noted, in May 2008 the Board and other agencies issued proposed UDAP rules that
would have limited the ability of issuers to increase the interest rate on existing balances.48 That
proposal may have led some issuers to reprice accounts while it was still lawful to do so. For
that reason, and also because of the effect of the financial crisis that affected issuer behavior at
the same time, the 2008 data in the CCDB may reflect an already elevated amount of repricing
activity in the baseline. With these limitations in mind, we use 2008 as our baseline for
assessing the change in repricing activity.
It is worth noting that, at the CARD Act Conference sponsored by the Bureau in 2011, Argus
Information & Advisory Services presented data, drawn from large card issuers, which showed
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k

the incidence of repricing beginning in the third quarter of 2007. The Argus data indicate that
during the third and fourth quarters of 2007 and the first two quarters of 2008, the percentage
of active accounts that were repriced each quarter was between 3.8% and 4.4%, with a quarterly
average of 4.2% or an annual average of 16.8%. The incidence of rate increases began to rise in
the third quarter of 2008 (perhaps in reaction to the proposed UDAP rules as well as
deteriorating economic conditions) and continued at an elevated level through the first quarter
of 2010 when the provisions of the CARD Act with respect to repricing took effect. Argus data
looked only at penalty repricing, and included some definitional differences that are not
reflected in our data. As a result, these numbers are not directly comparable.
As shown below, the incidence of repricing has declined to a quarterly rate of 1.5% in the year
2012 from 6.4% in the year 2008 (and from 4.2% in 2007 as shown by Argus, though again, this
number is not directly comparable). That said, compared with prior periods we studied, the
incidence of repricing has come down significantly. This allows us to determine that, although
the exact magnitude of the decline is difficult to measure due to challenges with the initial
baseline, the incidence of APR repricing has declined meaningfully, and has remained at very
low levels since the CARD Act’s February 2010 effective date of limitations on repricing activity.

Repricing in the Argus presentation is defined as any upward repricing of retail APRs during the quarter. The
magnitude of the repricing must be greater than 100 basis points and the retail APRs prior to the repricing action
must be higher than 9.99%. The CFPB used a more comprehensive measure of repricing activity that includes all
changes in terms, expiration of promotional APRs, and penalty APR. Presentation available at
http://files.consumerfinance.gov/f/2011/03/Argus-Presentation.pdf.
k

28

CONSUMER FINANCIAL PROTECTION BUREAU – CARD ACT REPORT

FIGURE 7: INCIDENCE RATE OF UPWARDS APR REPRICING (ACTIVE ACCOUNTS)
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We cannot answer the counter-factual question of what the incidence rate of pricing
adjustments would have been in the absence of the CARD Act. For example, given the shift of
the mix of accounts that has occurred over the past several years, a smaller percentage of
accounts may have triggered a penalty repricing in 2012 than in 2007. What is clear, however, is
that just as the CARD Act effectively eliminated overlimit fees, the restrictions on interest rate
changes have substantially curtailed the issuer practice of changing interest rates on credit
cards.

2.2.6

Retail APR and Effective Interest Rates

Except with respect to the repricing of accounts, the CARD Act did not directly regulate interest
rates. Nonetheless, by affecting other components of pricing, the Act likely indirectly impacted
the interest rate component of pricing.
Discussions of credit card interest rates often focus on the Annual Percentage Rate as it is the
interest rate charged on balances (the “retail APR”). The APR is often used as shorthand for
expressing the costs associated with using a credit card. However, for several reasons, the retail
APR may not provide an accurate indication of the effective interest rates paid by consumers.
The effective interest rate is defined as total interest charges for a period of time, stated as a
percent of average cycle-ending balance for the same period of time.
As a general rule, interest charges are not assessed on an account so long as the consumer pays
the balance in full each month by the due date. Thus, for many accounts the interest rate is not
a meaningful measure of the cost of credit. For purposes of this report, we define a “transactor”
account as an account where the balance is paid in full in two consecutive months. Based on the
CCDB data, we find that 25%-30% of accounts required to make a payment pay off their
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balances in full for two consecutive months. For these transactor accounts, the primary cost is
the annual fee. Consumers who do not expect to pay interest charges may not be rate sensitive,
and thus the retail interest rate on these transactors’ accounts may not be an important
consideration in determining the interest costs for consumers who are actually paying interest.
Furthermore, it is quite common for a credit card account to have multiple APRs for different
types of balances. For example, some accounts may have a promotional (“teaser”) rate for a
period of time. For newly-originated accounts, the promotional rate may apply to purchases, to
transferred balances, or to both. For existing accounts, promotional rates generally are offered
only on newly-transferred balances. Additionally, if a consumer uses a credit card account to
obtain cash from an ATM or a bank teller, there is generally a “cash advance APR” which will be
significantly higher than the purchase APR. And, as we have seen, prior to the CARD Act, a
significant percentage of accounts were charged a penalty APR.
It is important to note that, where an account has different balances at different interest rates,
the order in which payments are applied to these various balances will impact the effective
interest rate over time. This is one of the areas regulated by the CARD Act as payments are now
required to be applied to balances with the highest interest rate first (with limited exceptions).
l

We first examine the retail APR on accounts in the CCDB. We find that, beginning in the first
quarter of 2009 and continuing through the second quarter of 2010, the first full quarter after
most of the provisions of the CARD Act took effect, the account-weighted average retail APR

m

increased by 230 basis points, rising from 16.2% to 18.5 %. The increase was more modest
among accounts with deep subprime credit scores (140 basis points) and highest among
accounts with prime (280 basis points) and superprime (260 basis points) credit scores.
Interest rates stabilized and drifted slightly downward thereafter, dropping 10 basis points on an
aggregate basis (to 18.4%) with accounts with superprime credit scores showing a slight increase
and other tiers showing decreases.

Prime, the underlying index that is used as the basis for pricing credit cards, fell to 3.25% in 2008, and remained flat
at 3.25% through 2012. As a result, the underlying benchmark was not a factor in changing APRs on credit cards.
l

The account-weighted average retail APR is calculated based on all of the accounts in the quarter for every month in
the quarter.
m
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FIGURE 8: AVERAGE RETAIL APR (OPEN ACCOUNTS)
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While there are a number of factors which could explain the interest rate increases observed in
the 2009 and early 2010 time frame (including, for example, the migration of accounts from one
risk tier to another), these increases are consistent with the observations previously made in this
report with respect to the impact of the rising charge-offs that issuers were experiencing and
with the issuers’ desire to adjust pricing ahead of regulatory changes that would impact their
ability to do so.
Figure 9 shows the effective interest rate for accounts carrying a balance and by risk tier.
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FIGURE 9: EFFECTIVE INTEREST RATE (REVOLVING ACCOUNTS)
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The retail APR for revolving accounts increased by 230 basis points from Q4 2008 to Q4 2012,
but the effective interest rate remained flat for the same time period. For accounts with deep
subprime credit scores, the effective interest rate fell by 200 basis points from Q4 2008 to Q4
2012, with much of that decline occurring during the period prior to when most of the CARD Act
provisions became effective in February 2010 when retail interest rates were increasing. The
effective interest rate in other parts of the credit spectrum rose as well, but at a much slower
pace than the retail APR.

2.3

Total Cost of Credit

To capture the all-in cost of credit, the Bureau has developed a Total Cost of Credit metric
(“TCC”) that expresses the totality of payments from consumers to issuers as a percentage of
average cycle-ending balance. The TCC is calculated quarterly and annualized, and can be
applied to any group of accounts. Because of seasonal variations in consumer (and potentially
issuer) behavior, point-in-time comparisons can be skewed. However, by looking at the average
annualized TCC over comparable time periods, meaningful trends can be detected.
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Figure 10 shows that the Total Cost of Credit declined by 190 basis points from Q4 2008 to Q4
2012, driven by the decline in late and overlimit fees mentioned earlier. The decline was
partially offset by an increase in annual and other fees.

FIGURE 10: TOTAL COST OF CREDIT
(% OF AVERAGE CYCLE ENDING BALANCE, ALL CONSUMERS, ANNUALIZED)
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Source: CCDB; all interest charges and fees divided by average balance

As mentioned earlier, our data shows that 25%–30% of active accounts pay off their balances in
full for two consecutive months. These accounts are classified as transactors. The remaining
active accounts carry a balance from month to month all or most of the time. These accounts are
classified as “revolvers.” In our data, some accounts are classified as revolving, even if they
sometimes paid in full at the end of the month. Revolvers comprise nearly 90% of the credit
card balances in the CCDB and pay the bulk of all fees and interest charges. Therefore, it is
useful to further examine TCC among revolvers.
The TCC for revolvers follows the same aggregate pattern as for the entire set of accounts,
increasing from 2008 to 2009 and then steadily declining thereafter. On an aggregate basis,
TCC for revolvers declined by 150 basis points from Q4 2008 to Q4 2012.
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FIGURE 11: TOTAL COST OF CREDIT
(% OF AVERAGE CYCLE ENDING BALANCE, REVOLVING ACCOUNTS, ANNUALIZED)
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A key driver in the decline for revolvers in the TCC is fee revenue. Total fees as a percentage of
outstanding balance are 180 basis points lower in Q4 2010 compared to Q4 2008 as shown in
Figure 12 below.

FIGURE 12: FEES (% OF AVERAGE CYCLE ENDING BALANCE, REVOLVING ACCOUNTS,
ANNUALIZED)
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This is not meant to indicate that the decrease in the TCC is attributable to the CARD Act. The
TCC as we have defined it reflects an interaction of the terms and pricing practices on credit card
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accounts, the manner in which consumers use those accounts, the manner in which issuers
choose to assess fees or adjust terms where permitted by cardholder agreements, and the mix of
consumers who have accounts. For example, if consumers with accounts in 2012 were more
careful to make payments on time than consumers with accounts in 2008, that will result in a
reduction in late fee incidence and thus a decline in the TCC; indeed, at least a portion of the
decline in fees resulted from the fall in delinquencies from their Great Recession highs in 2008.
Similarly, if consumers increase their monthly payments, this will drive down their TCC due in
part to changes in the application of payments required by the CARD Act. Thus, the potential
interaction of the CARD Act with other factors is complex and difficult to disentangle.

2.4

Comparisons to Other Credit Markets

Next, we examine the counter-factual question: might the cost of credit have come down even
further were it not for the CARD Act?
One way to shed light on that question is to compare trends in credit costs in the consumer
credit card marketplace with trends in other domestic credit markets which were not subject to
CARD Act regulation. Such comparisons are inherently uncertain. Different credit markets use
different sources of funding, have different cost structures including loan losses, and have
different demand dynamics, among other things. These factors do not necessarily move in
parallel across credit markets. Thus, even if all regulation were held constant for the different
credit markets, it is not clear that the costs of credit would move together for those markets.
Despite these limitations, we have examined the cost of credit in the small business credit card
market, as described in the methodology section of this review, and compared trends in that
market with trends in the consumer credit card market.
If the CARD Act had retarded the rate of reduction of credit costs in the consumer marketplace,
we might expect to see sharper reductions in credit costs in the small business marketplace than
in the consumer market. The data, however, does not show such a pattern or support such an
assertion.
We first examine the retail APR on small business cards in the CCDB. Similar to consumer
cards, small business cards also experienced an increase in retail APR starting in the second
quarter of 2009, and the interest rate trend is nearly identical.
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FIGURE 13: AVERAGE RETAIL APR – GENERAL PURPOSE VS. SMALL BUSINESS
(INDEXED TO 100 IN Q2 2008, REVOLVING ACCOUNTS)
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When we switch our focus from retail APR to TCC, we see that the TCC for consumer accounts
fell more than for small business cards. The chart below looks at the TCC for revolvers in the
two markets, and shows that TCC for consumers declined by 10.0% overall from Q2 2008 to Q4
2012, while TCC for small business cards rose by 3.7%. While there are many moving parts in
each of these portfolios (including composition shifts), the difference noted here suggests that
the CARD Act likely did not raise credit card costs for consumers.

FIGURE 14: TOTAL COST OF CREDIT – GENERAL PURPOSE VS. SMALL BUSINESS
(INDEXED TO 100 IN Q2 2008, REVOLVING ACCOUNTS)
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2.5

Conclusion

The CARD Act has likely impacted the component costs of credit cards in a way that has
significantly enhanced transparency for consumers. Overlimit fees and repricing actions have
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been largely eliminated; those effects can be directly traced to the Act. The dollar amount per
late fee is down as well and the incidence rate is down from 2008-2009 levels although it
remains at or above 2007 levels.
The end result is a market in which the costs incurred by consumers are driven more by APR
and annual fees and less by back-end penalty fees and APR repricing. For consumers looking
for a credit card, comparison shopping is far more straightforward than it was prior to the
enactment of the Act. Similarly, consumers deciding whether to finance a purchase with an
existing account can make that decision with far more confidence that the cost of financing will
be a function of their current interest rate rather than some yet-to-be-determined interest rate
that could be reassessed at any time and for any reason by the issuer.
Assessing the impact of the CARD Act on the Total Cost of Credit is more complex. There clearly
was an increase in interest rates and in the TCC during the year leading up to the date that most
of the CARD Act provisions became effective (February 2010) and a decline since then, with a
net reduction in the Total Cost of Credit of approximately 190 basis points. Further research is
required to assess how much of that decrease can be attributable to the Act.
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3. Availability of Credit
3.1

Introduction

The main purpose of this section is to analyze the availability of credit and assess whether there
are changes in the availability of credit that can be attributed to the CARD Act. As we have seen,
some of the provisions of the CARD Act regulate the circumstances in which credit may be
extended. Thus, in assessing the availability of credit here and asking whether there has been a
change, we do not intend to imply that the level of credit availability that prevailed prior to the
CARD Act was socially optimal or to render any judgments as to the optimal level of credit
availability in the credit card marketplace.
Assessing credit availability is a challenging task. The most readily available measures – such as
the total amount of credit line on credit card accounts, the total number of accounts, or the
number of new accounts originated– conflate the willingness of issuers to make credit available
to consumers (supply) and the willingness of consumers to avail themselves of the credit that
issuers are willing to extend (demand). Even measures of marketing activity, such as mail
solicitations volume, are impacted by demand as well as supply since marketing is likely to fall
when there is weak demand. Because the availability of credit is difficult to evaluate using a
single metric, we look at a variety of metrics in order to estimate changes in credit availability.

3.2

Supply and Demand

3.2.1

Overall Solicitations

Traditionally, credit card issuers used mail solicitations to prospective applicants as their
principal means of originating new accounts. Most often, these mailings were pre-screened or
pre-approved, meaning that the names of the prospects had been obtained from, or run through,

38

CONSUMER FINANCIAL PROTECTION BUREAU – CARD ACT REPORT

a credit reporting agency and a determination was made that the prospects likely met the
issuer’s credit criteria for issuing an account. For these reasons, mail solicitation volume has
often been viewed as a proxy for credit availability, but it is a crude measure for several reasons.
The number of solicitations an issuer mails in any given period of time is a function of the
issuer’s marketing budget and decisions the issuer makes to allocate that budget across various
alternative marketing channels. Those decisions, in turn, rest on the issuer’s assessment of the
relative cost effectiveness of alternative channels. It is not the case that issuers regularly mail all
of the prospects that would be eligible for credit if they were to apply. Thus, mail volume is not
necessarily a good indicator of the number of consumers to whom an issuer is willing to extend
credit, and changes in mail volume may be attributable to factors wholly unrelated to changes in
credit availability such, as for example, increases in postage cost or the development of new
marketing channels such as social media. Nonetheless, because mail solicitation volume is a
metric often referenced in connection with credit availability, we begin by analyzing mail
solicitation trends, using estimates developed by Mintel Comperemedia. Mintel maintains a
panel of consumers that provide copies of the solicitations they receive, from which Mintel
estimates aggregate national mail volume.
According to Mintel, from 2007 through mid-2009 credit card mail volume declined
significantly.
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FIGURE 15: MAIL VOLUME TRENDS
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Mail volume reached its low in July 2009 at 18.9% of the July 2007 level. The first major
implementation date of the CARD Act (February 2010) coincided with a modest rebound in mail
volume, and mail volumes continued to rise thereafter, reaching 70.5% of 2007 levels by July of
2011. Interestingly, starting in late 2011 – almost two years after the CARD Act took effect -mail volume began to trend down again and in July of 2012 reached 37.0% of the 2007 level,
which may reflect the growing importance of alternative channels such as online
communications and social media.

A set of widely used risk scores developed by credit reporting agencies to assess a consumer’s creditworthiness.
VantageScores can range from 501 to 990 (though in 2013, a new VantageScore scale was introduced that ranges from
300 to 850). The VantageScore scale can be mapped to letter grades from A to F, where F represents the highest risk
of default. The score range translates to letter grades as follows: 901-990 = A or Super Prime, 801-900 = B or Prime
Plus, 701-800 = C or Prime, 601-700 = D or Non-Prime, and 501-600 = F or High Risk.

n
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3.2.2

New Account Originations

A second possible metric for evaluating credit availability is the number of new accounts being
originated. This, too, is an imperfect measure since new accounts are a function of the
intersection of consumer demand for credit and issuers’ willingness to issue credit to those who
apply.
The chart below shows trends in new account originations since 2007 for general purpose credit
cards that can be used anywhere the card network (e.g. Visa and MasterCard) is accepted, and
private label credit cards, which can generally be used only at a particular merchant. The data is
derived from the CCPI, which allows us to look at trends since 2007 for issuers representing
approximately 80% of the market by outstandings.

FIGURE 16: NEW ACCOUNT ORIGINATION VOLUME
(INDEXED TO 100 IN 2007)
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As the chart shows, new account origination volume for general purpose credit cards declined
from 2007 through 2009, bottoming out at 43.2% of the 2007 (pre-recession) level. The end of
the recession and the implementation of the CARD Act coincided with a rebound in originations,
reaching 70.6% of the 2007 level in 2011 and 69.8% in 2012.
Private label originations have followed a somewhat different trajectory. Originations of these
accounts declined through 2010 (rather than through 2009), but at a more modest pace than in
the general purpose credit card market, bottoming out at 81.5% of 2007 levels. Since 2010,
there has been a recovery and originations in 2012 were 90.8% of 2007 levels.
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3.2.3

Subprime Solicitations and New Accounts

From 2007-2009, mail volume in the subprime market (VantageScore bands D and F) declined
more severely than in the overall market, dropping in October 2009 to 17.7% of October 2007
levels (as compared to 26.0% for all mail volume, including subprime). Interestingly, however,
whereas mail volume increased sharply through 2011 as the economy recovered, subprime
volume was relatively flat and increased only slightly in October 2011 to 35.7% of October 2007
levels (as compared to 69.0% for all mail volume). Mail volume in the subprime market
declined in October 2012 to 23.1% of October 2007 levels. This suggests there has been a
meaningful pullback from mail in the subprime credit card space.
The new account originations of accounts with subprime credit scores for the issuers who
provided data in response to the CCPI is shown in Figure 17. Due to data limitations, in this
section we refer to subprime as FICO <660, as we do not have the detail to look at deep
subprime separate from core subprime; we use the score at the point of origination.

FIGURE 17: SUBPRIME NEW ACCOUNT ORIGINATION VOLUME
(INDEXED TO 100 IN 2007)
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For general purpose credit cards, subprime originations bottomed out in 2009 at 21.2% of 2007
levels (compared to 43.2% for the overall market including subprime). Subprime originations
turned upward in 2010, reaching 63.0% of 2007 levels in 2011 before dipping slightly in 2012;
this compares with a recovery to 70.6% of 2007 levels for the overall market, including
subprime.
For private label cards, subprime originations declined in 2008 and 2009 to 43.4% of 2007
levels; this is a much sharper decline that was seen in the overall market (which bottomed out at
81.5% of 2007 levels). Subprime private label originations rebounded beginning in 2010 and
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reached 70.3% of 2007 levels in 2012 (well below the results for the overall private label
originations, which reached 90.8% of 2007 levels). The decline in origination volume suggests a
reduction in availability of credit for customers with subprime scores.

3.2.4

New Accounts for Students and Young Adults

The CARD Act included several provisions designed to protect young consumers and reform the
way credit cards are marketed and issued to students. The Act prohibits the marketing of preapproved offers to a consumer under the age of 21 without the consumer’s consent.49 It also
prohibited the issuance of credit cards to consumers under the age of 21 without a written
application demonstrating the applicant’s independent ability to make payments on the account
or a cosigner age of 21 or over with the means to make payments. 50, 51 The Act further limited
issuers’ ability to market credit cards to students on or near campus and at school-sponsored
events by prohibiting the use of gifts or any tangible items to induce students to apply for credit
cards. 52

FIGURE 18: NEW CARDS ISSUED TO CARDHOLDERS UNDER AGE 21
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Issuer responses to our CCPI show the overall number of new cards for consumers under the age
of 21 has decreased significantly since pre-crisis years to just 43.5% of 2007 levels. In this sense,
less credit is available to students and young adults than in the past. While some of this may be
attributable to the recession, this reduction in accounts among the student and young adult
population may be viewed as consistent with congressional intent for the CARD Act.
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An analysis of the age at which young adults receive their first credit cards reveals a similar
story. Drawn from the Bureau’s Consumer Credit Panel, the figure below shows the proportion
of consumers 18-20 with at least one credit card.

FIGURE 19: % OF CONSUMERS AGES 18–20 WHO HAVE OPENED A CREDIT CARD ACCOUNT
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The figure reveals that there was a pronounced decline in card ownership for consumers age 1820 after the CARD Act’s provisions relating to consumers age 18-20 were implemented in
February 2010. There is a markedly lower rate of credit cards among consumers under the age
of 21 in 2010 and beyond compared to the 2006 - 2008 level. The decline started in 2009, prior
to the CARD Act implementation date, and that may indicate some impact from the Great
Recession as well. This data provides further evidence that the CARD Act has restricted the
availability of credit to students and young adults.

3.2.5

New Account Originations Across Consumer Credit
Markets

By using the metric of new originations to look at credit availability in the credit card
marketplace, we are able to draw comparisons with other consumer credit markets and to
examine whether the consumer credit card market – which was the only market affected by the
CARD Act – is an outlier. As we have previously discussed, the best point of comparison for the
consumer credit card market is the market for small business credit cards.
The chart below shows new account originations as reported by Experian and Oliver Wyman in
quarterly Market Intelligence Reports produced from a nationally representative random
sample of credit reports.
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FIGURE 20: NEW ACCOUNT ORIGINATIONS BY PRODUCT
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What is most striking in this figure is the difference in performance across different credit
markets. The market for home equity loans and lines of credit experienced a sharp decline in
new accounts between 2007 and 2009 and has basically remained level since then. The market
for auto loans and leases experienced a similar although less steep decline and a sharp recovery
such that 2012 originations exceeded originations in 2007. Credit card originations lie squarely
in the middle of product origination trends, suggesting that the card marketplace is not an
outlier as a result of the CARD Act.
Focusing on the subprime market reveals a similar pattern. For all markets, subprime
originations in 2012 were below 2007 levels but the extent of the variance differs widely across

There is a known issue within the Oliver Wyman/Experian Market Intelligence data to note. During Q1 and Q2 of
2007, one private label card issuer failed to report data and is therefore missing from the data set. Despite this data
discrepancy, quarterly private label card origination data into 2013 and data from the Credit Card Practices Inquiry
lead us to the conclusion that private label card originations have rebounded significantly since 2007.
o
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markets with auto lending and private label cards leading the pack in terms of recovery. As
shown below in Figure 21, general purpose credit cards appear to reside in the middle of the
pack. The notable difference is that subprime credit cards recovered more than subprime first
lien mortgages. As in the overall market, nothing here suggests that subprime credit cards are
an outlier due to the CARD Act.

FIGURE 21: NEW ACCOUNT ORIGINATIONS BY PRODUCT
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3.2.6

Approval Rates

Approval rates – the percentage of applications approved for an extension of credit -- are a more
direct way of assessing credit availability than looking at either mail volume or origination
volume. But even this metric must be approached with caution since there are a variety of other
factors that can affect changes in approval rates. For example, within any given risk tier there

A set of widely used risk scores developed by credit reporting agencies to assess a consumer’s creditworthiness.
VantageScores 601-700 = D or Non-Prime, and 501-600 = F or High Risk.

p
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can be a change in the application mix over time, which could result in changes in approval rates
unrelated to any change in credit criteria. Additionally, changes in the channel through which
applications are received can result in changes in approval rates, as would be expected, for
example, if the percentage of pre-approved applications declined over time. Thus, even
approval rates are an imperfect measure of credit availability.
In contrast to mail volume and origination volume data, which can be procured from
commercial sources, data with respect to approval rates is more difficult to obtain. However, the
issuers participating in the Bureau’s Credit Card Practices Inquiry provided data to the Bureau
for the period from 2007 to 2012, as shown in Figure 22 below.

FIGURE 22: APPROVAL RATE FOR GENERAL PURPOSE CARDS
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Consistent with the trends observed in mail volume and applications, in each of the risk ranges
and in the aggregate, approval rates for general purpose credit cards declined from 2007 to
2009 with the onset of the financial crisis. The decline was modest in the superprime segment,
with approval rates dropping from 92.0% to 80.7%, a 12.3% decline. In the prime segment, the
drop was much sharper, from 74.6% to 44.9%, a 39.8% decline. And in the subprime segment,
approval rates dropped from 23.1% to 9.6%, a 58.4% decline.
In the subprime and prime segments, approval rates began to recover in 2010 with the economic
recovery (coincident with the implementation of the CARD Act) and by 2012 had reached 74%
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and 78.7% of the 2007 levels, respectively. In the superprime segment, approval rates turned up
in 2011 and by 2012 had reached 92.9% of the 2007 level.
The approval rates for private label cards experienced a decline in the aggregate and in the
prime and superprime segments from 2007 to 2010, but to a lesser extent than general purpose
cards.

FIGURE 23: APPROVAL RATE FOR PRIVATE LABEL CARDS
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The subprime segment experienced the most significant decline out of the three score ranges,
falling from 31.1% in 2007 to 15.8% in 2009.
The approval rates for superprime and prime began to recover in 2011. By 2012, the approval
rate had recovered to 96.4% of 2007 levels for the superprime segment and 92.6% of 2007 levels
for the prime segment. The approval rate for subprime began recovering in 2010. As of 2012,
the approval rate for subprime has recovered to 73.6% of the 2007 level.
While we note that approval rates have increased since the effective date of the CARD Act, based
on issuer responses to the Bureau’s CCPI, it appears that at least in one respect the CARD Act
has depressed approval rates. The CARD Act and its implementing regulation requires issuers,
before opening a credit card account or increasing a credit line on a card account for a
consumer, to evaluate the consumer’s ability to pay the credit. That evaluation is based upon
the consumer’s income or assets and the consumer’s current obligations, such as the debt-to-
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income ratio or debt-to-asset ratio.53 The issuers participating in the CCPI report that
approximately 2% to 3% of their applicant pool met the issuers’ credit criteria but were declined
due to the criterion required by the ability-to-pay rules. Most issuers report that the impact of
the ability-to-pay rules is largely on prime and/or superprime applicants, and is less of an issue
in subprime segments. To the extent that the ability-to-pay rules have led to some decline in
credit availability, that may be an intended consequence of the Act. Nonetheless, to reduce
unintended consequences of the Act and its implementing regulations, in May 2013, the Bureau
amended the ability-to-pay rules to address concerns that the rules unduly limited the ability of
spouses and partners not working outside the home to obtain credit cards based on the income
of the other spouse or partner.54 The final rule removes the requirement that issuers consider
the consumer’s independent ability to pay for consumers who are 21 or older, and permits
issuers to consider income and assets to which such consumers have a reasonable expectation of
access.
In addition to containing a general ability-to-pay requirement, the CARD Act contains special
requirements with respect to students and other persons under 21. Under the Act and its
implementing regulations, issuers cannot extend credit to such individuals unless the applicant
demonstrates an independent ability to pay, or provides a cosigner age 21 or over with the
means to pay.55 To the extent issuers received applications from consumers under age 21 who
could not satisfy this test, they would be required under the Act to decline the applicant. We did
not have the data to evaluate whether this factor limited the recovery in approval rates that
occurred since 2010.

3.2.7

New Line Size

Yet another way to evaluate credit availability is to look at the amount of credit an issuer is
willing to extend to a consumer who is approved for credit. For existing accounts, this is a
problematic metric since the amount of credit that is extended to an existing customer will be
influenced by the customer’s prior behavior and utilization of credit previously extended. For
new accounts, however, the size of the line extended provides a more useful measure of credit
availability.
We were unable to obtain information on credit lines in the CCPI. However, from the CCDB we
can examine line assignments, albeit starting in 2008 rather than in 2007 as shown below.
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FIGURE 24: AVERAGE SIZE OF NEW LINES (GENERAL PURPOSE CARDS)
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For general purpose credit cards, in the superprime and also the core subprime and deep
subprime segments, the figure indicates that new line assignments decreased from the second
quarter of 2008 through Q3 2009 (in the case of superprime) or Q3 2010 (in the case of the two
subprime segments) and then reversed direction. In percentage terms, the decline was smallest
in the superprime segment (where lines bottomed out at 90.2% of the Q2 2008 level) and
greatest in core subprime (where lines bottomed out at 43.6% of Q2 2008 levels). By the end of
2012, line assignments in superprime were 92.7% of the baseline level, whereas in core
subprime line assignments were 62.4% of the baseline level.
The trend in the prime segment was different, with line assignments increasing slightly in 2008
(by 3.3%) and steadily declining since. At the end of 2012, line assignments in this segment
were 76.2% of Q2 2008 levels.
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FIGURE 25: AVERAGE SIZE OF NEW LINES (PRIVATE LABEL CARDS)
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Line assignments on new private label accounts experienced a larger decline than did general
purpose cards, falling by over 20% in aggregate. Again, core subprime new lines experienced
the largest reduction through Q4 2012, reaching 43.7% of Q2 2008 levels. There is less
indication of a recovery in the private label line assignments compared to the general purpose
market.

3.3

Total Credit Line

Total credit line measures the amount of credit that issuers have extended to consumers,
whether used or unused. It, too, is an imperfect measure of the availability of credit – that is, of
the extent to which issuers are willing to extend credit – since the total amount of credit line is a
product of the intersection of supply and demand. Nonetheless, because total credit line
measures the aggregate amount of credit that has been extended (whether used or unused), a
discussion of credit availability would be incomplete without a discussion of total credit line.
Note that for this section, for the sake of simplicity, we combine general purpose and private
label cards.
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3.3.1

Time Series Overview of Total Extended Credit Line

TOTAL CONSUMER CREDIT LINE
For issuers in the CCDB, total credit line (whether used or unused) has experienced a
considerable decline from $3.6 trillion in Q2 2008 to $2.4 trillion in Q4 2012, representing a
32.4% decrease. Approximately 60% of the $1.1 trillion in total line reductions occurred before
passage of the CARD Act and almost 74% occurred before the implementation of the major
provisions of the Act.

FIGURE 26: TOTAL CREDIT LINE
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Accounts with superprime credit scores represent a disproportionate share of total line; this is to
be expected since these accounts receive higher lines than accounts with lower credit scores. In
addition to showing an overall decline in the total size of outstanding credit lines, Figure 26
reflects a change in the composition of those lines. In Q4 2012, 80.0% of total credit is available
to superprime credit card accounts, compared with 73.8% of total line in Q2 2008. The total
line for accounts with superprime credit scores declined by 26.7% over this time period. Over
the same period, total credit line extended to accounts with deep subprime credit scores fell
54.3% from $142.2 billion to $65.0 billion. Combined subprime share of line fell from 8.1% to
6.0% over the period.
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It is important to bear in mind that these analyses are based upon refreshed FICO scores. Thus,
for example, to the extent individual consumers migrated from subprime to prime, the effect on
our analysis would be to reduce the share of subprime lines and increase the share of prime
lines. This limits the utility of the comparisons over time.
UNUSED LINE
Despite the reductions in total credit line, consumers still have a significant, albeit declining,
amount of unused credit line on their card accounts. From Q2 2008 to Q4 2012, total unused
line fell by 35.0% yet at the end of 2012 consumers with accounts represented in the CCDB still
enjoyed $1.9 trillion in available credit on their credit cards. This implies that 20.5% of the
extended credit line has actually been utilized by consumers, up from 17.4% in Q2 2008 (some
of this increase is seasonal as credit usage customarily increases during the holiday season).

FIGURE 27: TOTAL UNUSED LINE
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Accounts with subprime credit scores experienced the biggest reductions, as core subprime and
deep subprime saw reductions of 61.9% and 69.7%, respectively, from Q2 2008 to Q4 2012.
Despite the decline in subprime unused line, it should be noted that there was still $38.6 billion
in unused line available to consumers with subprime scores in Q4 2012.
As we consider total credit line, it is worth addressing the distribution of accounts across
individuals to determine whether the credit lines have become concentrated in a smaller part of

53

CONSUMER FINANCIAL PROTECTION BUREAU – CARD ACT REPORT

the population. While the CCDB does not enable such a comparison because there is no
information linking accounts to individuals, we can look at the percent of the adult population
with a credit card in the CFPB Consumer Credit Panel.

FIGURE 28: % OF CONSUMERS AGE 18 AND OLDER WITH OPEN GENERAL PURPOSE CREDIT
CARDS
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The data show that the percentage of the adult population holding a credit card rose prior to the
financial crisis, peaked at 75.9% at the end of 2007, and then gradually declined back to 2006
levels by the end of 2012. Approximately 71.0% of the population has at least one credit card
trade line in 2012.
TOTAL SMALL BUSINESS CREDIT LINE
As previously discussed, the small business credit card market provides a useful, albeit inexact,
point of comparison to look for evidence of specific CARD Act impacts. To establish a
standardized comparison, we only included industry participants that issue credit cards to both
consumers and small businesses. We find that total small business credit line also experienced a
significant decline over the same period. By Q4 2010, small business card line and consumer
card line had declined in parallel, with small business line dropping to 73.5% of where they were
in Q2 2008 and consumer line dropping to 75.5%. Small business line increased slightly to
76.5% of Q2 2008 levels during this period of time, while consumer line continued to drop,
reaching 73.5% of Q2 2008 levels by Q4 2012.
The fact that consumer and small business lines closely tracked each other from 2008 to 2012
suggests that the Act – which, as we have noted, applies only to consumer cards and not small
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business cards – cannot explain the decline in consumer card line. Our analysis of the drivers of
change in total credit line in the consumer card and small business card markets sheds some
further light on this point.

FIGURE 29: TOTAL CREDIT LINE – CONSUMER VS. SMALL BUSINESS
(INDEXED TO 100 IN Q2 2008)
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3.3.2

Drivers of Change in Total Credit Line for Consumer
Cards

In order to better understand the change in total credit line for consumer cards, using the CCDB
data we looked at the actions that drive changes in line such as line extension practices,
including credit line increase (“CLI”) activity and new line origination, and line reduction
practices, including line closures and credit line decrease (“CLD”) activity.
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FIGURE 30: DRIVERS OF CHANGE IN TOTAL CREDIT LINE
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q

The main driver of reductions to total line for consumer cards was account closures, as over 275
million accounts were closed from July 2008 to December 2012, driving a $1.7 trillion reduction
r

in total line. Approximately 60% of the account closures over the period of time from Q3 2008
to Q4 2012 were inactive accounts. At one point in 2009, about 17% of all inactive accounts
were closed within the span of a single month. Closures were concentrated in 2008 and 2009,
and some issuers announced that these closures were tied to risk management efforts related to
the financial crisis. For example, in its 10-K filing for the fiscal year ended December 31, 2009,
Bank of America disclosed a $274 billion reduction in unused credit line “driven primarily by
account management initiatives on higher risk customers in higher risk states and inactive

The Other category represents the net of portfolio acquisition and divestiture activity for the issuers included in the
sample as well as the other factors that may change total available credit line.

q

For purposes of our analysis we excluded account closures that were preceded by a charge-off and show those line
reductions in the charge-off category.

r
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accounts.”56 In its 2009 Annual Report, JP Morgan Chase disclosed “further action to reduce
risk associated with lending commitments” that included “certain inactive credit card lines
[that] have been closed and a number of active lines [that] have been reduced.”57 While this did
have the effect of reducing total credit line, and by extension credit availability, the impact on
consumers was muted as this line had not been in use prior to account closure. More detailed
information regarding closures will be discussed in a subsequent section.
Beyond account closures, credit line decreases and charge-offs contributed to lower total credit
line in the market. Credit line decreases totaled $715.8 million, 57% of which occurred prior to
February 2010, a major implementation date of the CARD Act. These lines, too, were generally
unused.
These line reducing activities were partially offset by new account originations and credit line
increase activity. The amount of credit line increase activity noticeably declined after the
implementation of the CARD Act, particularly where a consumer did not request a line increase
and thus did not supply current information on his/her income. Under these circumstances,
part of the reason that issuers have been cautious about proactively implementing credit line
increases is that they have been uncertain about how to apply the CARD Act ability-to-pay
requirements. As a result, the incidence of credit line increases has fallen dramatically as
discussed in greater detail later in this report.
CLOSURE ACTIVITY
Closing accounts represents one of the more aggressive approaches issuers take to adjust for risk
exposure. As stated above, closure activity drove the bulk of the reductions in the time period
before and after the implementation of the CARD Act. The overall spike in account closure rate
in 2009 aligns with the financial crisis and is consistent with issuer comments mentioned
earlier.
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FIGURE 31: QUARTERLY CLOSURE RATE (OPEN ACCOUNTS)
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CREDIT LINE INCREASE ACTIVITY
Other than applying for another card, getting a credit line increase is the only way that credit
card consumers can get access to additional credit. On an aggregate level, the incidence rate of
CLI has dropped significantly since 2008.

FIGURE 32: QUARTERLY INCIDENCE RATE OF CLI (OPEN ACCOUNTS)
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The incidence rate of CLI fell significantly after the financial crisis, bottoming out in Q2 of 2010.
Since then the incidence rate of CLI has increased but is still 34.7% of its Q2 2008 level. The
ability-to-pay requirement may play a role in fewer incidents of credit line increases as issuers
are now required to include some consideration of the consumer’s income in evaluating the
consumer’s ability to pay. The CFPB is actively engaged in understanding the impact on
consumers of the reduced incidence rate of CLI.
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3.3.3

Drivers of Change in Total Credit Line for Small
Business Cards

As noted, the change in total line for small business credit cards can be used as a comparison for
consumer cards. We have seen that the overall downward trend is consistent with business
credit cards, and, as the figure below shows, the contributing factors are largely consistent as
well. The charts below disaggregates changes in consumer and small business card lines for two
time periods, first from June 2008 through January, 2010 and then from January, 2010 through
the end of 2012 for issuers participating in both the consumer and small business markets.

FIGURE 33: DRIVERS OF CHANGE IN TOTAL CREDIT LINE
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33b: SMALL BUSINESS CARDS
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Small business card line experienced a net decrease in the total credit line of only 1.5%
compared to 7.5% for consumer cards from January 2010 through December 2012. The factor
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that differentiates the two markets appears to be credit line increases. For consumer accounts,
CLIs generated a 4.8% increase in total credit line; for small business cards, CLIs generated a
10.2% increase. Indeed, a comparison of the rate of credit line increases shows a directional
divergence in the late 2011 time frame that persists through 2012. Other factors appear to be
consistent between the two products.
From January 2010 through December 2012, line decreases, charge-offs, and closures resulted
in a 43.0% reduction in credit line for small business cards; for consumer cards the comparable
figure was 45.2%. New accounts generated a 22.6% increase in line for small business cards; for
consumer cards the figure was 23.3%.

FIGURE 34: QUARTERLY INCIDENCE RATE OF CLI – CONSUMER VS. SMALL BUSINESS
(OPEN ACCOUNTS)
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3.4

Conclusion

Across most of the metrics we have examined, credit availability appears to have tightened
during 2008 and 2009 and to have loosened in the following years. Nonetheless, across all of
these metrics, credit appears to be less available today than it was in 2007. This is especially
true in the subprime market. Even so, it is important to note that total unused credit line for
consumers in the credit card marketplace is $1.9 trillion and even in the subprime market there
is $38.6 billion in unused credit card line.
That credit is less available today than it was in 2007 is hardly surprising. Credit is known to be
cyclical. The Great Recession resulted in substantial credit losses not only in the mortgage
market but in other credit markets as well including, of course, the consumer credit card
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market. When creditors experience large increases in credit losses, they may be inclined to
implement more restrictive credit standards which disproportionately impact those with lower
credit scores.
Except as noted below, nothing in the evidence reviewed suggests that the CARD Act was
responsible for the reduction in credit access – which largely preceded the Act’s enactment – or
that the CARD Act has retarded the pace of the recovery. The parallels between the consumer
credit card market and the small business credit card market, and between the credit card
market and other consumer credit markets, do not suggest that, in general, recovery in the card
marketplace has been negatively impacted by the CARD Act.
There are a few areas in which the CARD Act has, by design, restricted access to credit. This is
true for students and young people and for consumers whose income and assets do not reflect
an ability to pay a new extension of credit when opening a new credit card account or increasing
the line on an existing account. This may explain why the incidence of credit line increases has
likewise lagged in the consumer card space.
Because accounts with superprime credit scores generally have plenty of unused line available
and deep subprime lines are associated with the greatest risk, prime and core subprime would
be the most likely segments to experience proactive CLIs. The Bureau plans to study how
limitations on proactive line increases are impacting these segments of consumers.
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4. Agreements, Disclosures,
and Issuer Practices
4.1

Introduction

The purpose of this section is to look at changes in credit card agreements, the practices of credit
card issuers, and the effectiveness of disclosures as set forth in the CARD Act. These are broad
topics, and each could easily warrant longer treatments. However, for purposes of this round of
the report, we narrowed the focus to a few areas. The review of agreements focuses on the
presentation of terms and the readability of the documents. The disclosure review effort centers
on the periodic statement disclosure and the minimum payment warning required by Title II of
the CARD Act. 58 In terms of issuer practices, we look at risk-based pricing in light of the CARD
Act’s limitations on APR changes and we look at interest rate reviews – a new requirement
introduced in the CARD Act.

4.2

Terms and Conditions of Agreements

Prior to the CARD Act, credit card issuers generally reserved the right to change the interest rate
on credit card accounts and balances at their discretion. Issuers also typically applied customer
payments to the balance with the lowest interest rate first which preserved higher cost debt and
increased the interest earned by issuers. All of these actions were spelled out in cardholder
agreements prior to the CARD Act. This section examines changes in cardholder agreements
since 2008 and following enactment of the CARD Act.
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4.2.1

Changes to Cardholder Agreements

As part of the CCPI, the Bureau identified credit card products that were offered in both 2008
and 2012, and obtained complete copies of the accompanying cardholder agreements that were
in place at both points in time. One product was identified for each of the participating issuers.
These products were chosen in order to isolate the effects of agreement changes, rather than
those deriving from inherent product differences. While the subsequent comparisons are drawn
for a limited set of credit card products, the Bureau views these agreements as generally
indicative of the practices of a set of issuers representing approximately 80% of credit card
industry balances.
CARDHOLDER AGREEMENT CONFORMITY TO CARD ACT REQUIREMENTS
Our review of this select set of cardholder agreements shows that, not surprisingly, post-Act
issuers generally aligned their agreements with CARD Act requirements. Provisions for
overlimit fees have become increasingly rare, and if present, are accompanied by clear
indications that prior customer consent is required. Consistent with the safe harbor of the
implementing rule, nearly every agreement studied provided for a penalty fee on late/returned
payments of $25 or less for a first violation, and $35 or less for subsequent violations within six
billing cycles. In addition, the language in each agreement has been modified to be consistent
with the Act’s requirement regarding payment allocation (i.e. the application of payments in
excess of the minimum amount due to the highest APR balances).59 Most cardholder
agreements studied reserve the right to raise APRs on future balances subject to 45 days
advance notice. The Bureau also observed that some issuers removed provisions for penalty
APRs.

s

CHANGES TO CARDHOLDER AGREEMENT LENGTH AND FORM
One of the expressed goals of the CARD Act was to improve transparency in the credit card
market, but the Act did not explicitly mandate any changes in the length and form of credit card
agreements. Under regulations adopted by the Board that were republished concurrently with
the February 2010 CARD Act regulations, issuers were required in July 2010 to include along

However, these agreements, as well as every other agreement reviewed by the Bureau, reserve the general right to
change agreement terms (including APRs).
s
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with the account opening agreement a “Schumer box” containing tabular disclosure of key
terms.
Our analysis of the cardholder agreements shows that many issuers streamlined the
presentation and content of their cardholder agreements between 2008 and 2012. For instance,
during this period, many of these issuers were able to comply with additional disclosure rules set
forth by Regulation Z, while also consolidating the terms and conditions of their cardholder
agreements into fewer documents.60 Despite this consolidation, post-CARD Act agreements
studied by the Bureau are on average shorter than their corresponding pre-CARD Act versions.

t

Figure 35 below illustrates that the average word count of studied cardholder agreements fell
24.4% between 2008 and 2012. Indeed, every cardholder agreement for which the Bureau was
able to assess agreement length displayed a decrease in length since 2008.

FIGURE 35: AVERAGE WORD COUNT
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Moreover, cardholder agreements have generally improved in terms of readability and
accessibility since 2008. As indicated below in Figure 36, most of the agreements studied by the
Bureau are more readable today than in 2008 according to the Flesch readability score, a widely
used standard in plain language analysis.

For 2008, we relied upon agreements provided to us by issuers. These documents generally did not include the rate
and fee disclosures that are now presented on issuer websites as part of the account agreement. Given that such rate
and fee information presumably was incorporated by reference into the 2008 agreements, Figure 35 likely
understates the true discrepancy in agreement length between 2008 and 2013.

t
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FIGURE 36: AVERAGE FLESCH READABILITY SCORE
(HIGHER NUMBERS INDICATE GREATER READABILITY)
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The Bureau’s review also indicated that today’s cardholder agreements employ fewer terms-ofart than agreements prior to the passage of the CARD Act. Nearly every agreement we studied
has replaced industry jargon such as “finance charge” with more straightforward language such
as “interest charge.” The Bureau’s analysis of cardholder agreements using the Flesch-Kincaid
grade level metric is consistent with this observation. As shown in Figure 37 below, the average
Flesch-Kincaid grade level associated with today’s agreements is lower than the average grade
level associated with their pre-CARD Act precursors – suggesting that today’s agreements are
more accessible than older agreements.
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Flesch‐Kincaid grade level

FIGURE 37: AVERAGE FLESCH-KINCAID GRADE LEVEL
(LOWER NUMBERS INDICATE GREATER READABILITY)
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4.3

Periodic Statement Disclosures

Title II of the CARD Act, entitled “Enhanced Consumer Disclosures,” sets out new disclosure
requirements for periodic statements, including (1) a minimum payment warning on billing
statements showing the amount that will be paid and the repayment period length if the
consumer makes only the minimum payment61 assuming no additional charges are made, as
well as a comparison to a three-year payoff schedule, and (2) disclosure on billing statements of
the due date and, if different, the date on which a late penalty will be charged together with the
amount of any fee or penalty rate associated with late payments.62
At their core, disclosures are intended to affect consumer behavior by making the consequences
of particular choices more salient than they might otherwise be. For example, the CARD Act
requirement that monthly statements feature a prominent disclosure on the consequences of
making a late payment was most likely designed to affect the incidence of such payments by
making the resulting costs of paying late more noticeable to consumers. Similarly, the
disclosure requirement with respect to the consequence of making only minimum payments
presumably was designed to affect the incidence of minimum payments by making their costs
more salient. As such, the effectiveness of any disclosure hinges first on its ability to affect
consumer awareness and comprehension of the information being disclosed.
MINIMUM PAYMENT WARNING
The CARD Act and its implementing regulations require issuers to include repayment
disclosures on periodic billing statements.63 The disclosures were designed to inform
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consumers of the monetary cost and time it will take to pay off a credit card balance if they only
make the minimum monthly payment.
Figure 38 showcases the minimum payment warning developed by the Board and required to be
included in periodic statements after February 22, 2010.64

FIGURE 38: MINIMUM PAYMENT WARNING

Minimum Payment Warning: If you make only the minimum payment
each period, you will pay more in interest and it will take you longer to
pay off your balance. For example:

If you make no
additional charges
using this card and
each month you pay

You will pay off the
balance shown on
this statement in
about

And you will end up
paying an estimated
total of

Only The Minimum
Payment

10 Years

$3,284

$62

3 Years

$2,232
(Savings = $1,052)

If you would like information about credit counseling services,
call 1‐800‐xxx‐xxxx.
Source: Board Model Notice

As part of the CCPI, the Bureau sought information about the minimum payment warning box
and its placement in consumer disclosures. Each issuer respondent reported providing the
minimum payment warning in both the paper and electronic (downloadable PDF) versions of
billing statements.
The Bureau further asked issuers about the effect that these disclosure requirements have had
on credit card payments, particularly among those consumers previously paying only the
minimum amount. A small minority of respondents reported comparing the payment behavior
on accounts several cycles before and after the disclosure changes, and found a reduction in the
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percentage of consumers making only the minimum payment. Initial findings in this area
suggest that this represents another area for possible additional research by the Bureau.
Beyond the impact on repayments, the Bureau asked if issuers track either (1) the percentage of
consumers receiving an electronic billing statement, or (2) the percentage of consumers opening
that statement prior to making an online payment. Less than half of respondents actively track
such behaviors. The issuers that do found that an average of 38% of consumers made at least
one payment online and, separately, that an average of 25% of consumers made all payments
exclusively online or through automatic payment. Most issuers report being able to track the
percentage of consumers opening an electronic bill prior to making an online payment, and they
report that on average 26% of consumers access their electronic bill before making an online
payment. It is worth noting that this figure does not capture consumers who may review a paper
billing statement prior to making an online payment.
All respondents offer online payment options and electronic billing statements. However, none
provide the minimum payment warning on the payment screen in their online account portal,
and very few issuers show the minimum payment warning on screens leading up to an online
payment transaction. For the vast majority of respondents’ online portals, a consumer can see
the information disclosed in the minimum payment warning (including the three year
repayment disclosure) only by opening the electronic billing statement or viewing a paper
statement as this is where the disclosure is currently required to appear.
As such, these results suggest that a meaningful number of consumers may not see the
minimum payment warning due to the use of an online payment portal, where disclosures are
not required and are generally not present. To the extent this is true, there is no opportunity for
the disclosures to affect the consumer’s understanding or the consumer’s behavior.

Claudine Gartenberg’s research presented at a 2011 CARD Act conference sponsored by the CFPB (“The Impact of
the CARD Act on Cardholder Repayment Rates”) showed that the minimum payment disclosure led to an overall
decline in the number of minimum payments by “reframing” the payment decision for consumers.
Counterintuitively, this research also seemed to suggest that customers shifting to the 36-month payment reduced
debt more slowly than did those not shifting to the higher repayment figure. One possible reason might be that
consumers shift away from lump-sum payment behavior when paying more than the minimum. This analysis was
done on a small sample of credit union accounts, and the findings suggest there is significant potential learning in the
area of consumer payment decisions.
u
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4.4

Issuer Practices

4.4.1

Risk-Based Pricing

Risk-based pricing is the practice by lenders of offering different consumers different interest
rates or other loan terms, based on the estimated risk that a customer will fail to pay back the
loan. Under risk-based pricing, for the same credit card an issuer may offer a lower interest rate
to customers viewed as lower risk based on a number of factors that may include having a higher
credit score. Thus, for example, for any given product consumers with superprime scores
generally receive a lower APR than consumers with subprime scores.
Prior to enactment of the CARD Act, the ability of issuers to reprice existing accounts and
balances allowed issuers to “correct” pricing if their initial assessment of risk proved incorrect.
At the same time, because issuers were free to reprice it was not necessary to set interest rates
based upon the issuers’ upfront assessment of risk. Consumer advocates and industry
representatives disagreed as to the extent to which the repricing practices that prevailed prior to
the Act were designed to tie pricing to risk. In the wake of CARD Act limitations on the ability to
change interest rates after account origination (especially on existing balances), some issuers
suggested that there would be a reduction in their ability to effectively price to risk as the initial
pricing is necessarily harder to adjust.
Figure 39 below shows that risk-based pricing has persisted in the industry from 2008 to 2012.
New accounts originated in the year continue to show that higher risk accounts (lower FICO
scores) have much higher interest rates than lower risk accounts (higher FICO scores). In
particular, the spread at origination between the lowest FICO score range and the highest
widened from 240 basis points in 2008 to 440 basis points in 2012.
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FIGURE 39: RETAIL APR FOR NEW GENERAL PURPOSE ACCOUNTS
(EXCLUDES PROMOTIONAL INTEREST RATES)
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The difference between APRs on high risk vs. low risk accounts in both years shows that riskbased pricing is still a common practice in the credit card space. The widening of the difference
suggests that the extent of risk-based pricing has actually increased since 2008.

w

This may

mean that more of the costs associated with owning and using a credit card is reflected in the
APR for accounts with subprime credit scores, and as a result the APR may have become a more
useful indicator of what consumers can expect to pay to own and use a credit card.

New accounts booked with an initial APR of 3.99% or less were deemed to be in receipt of a promotional interest
rate and these accounts were excluded from the calculation

v

This is consistent with the idea, suggested by Oren Bar-Gill and Ryan Bubb, that restrictions on back-end pricing
will result in greater use of ex-ante (upfront) risk-based pricing because prices changes based on ex-post observations
of risk are less feasible. See Oren Bar-Gill & Ryan Bubb, Credit Card Pricing: The CARD Act and Beyond, 97 Cornell
L. Rev. 967, 969 (2012).

w
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FIGURE 40: RETAIL APR FOR MATURE GENERAL PURPOSE ACCOUNTS
(OPEN ACCOUNTS, EXCLUDES PROMOTIONAL INTEREST RATES AND NEW
ACCOUNTS)
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In contrast to the new accounts, existing accounts show a smaller margin between the lowest
and the highest FICO scores in 2012 (490 bps) than that in 2008 (620 bps). The narrowing of
the difference indicates a decline in risk-based pricing on existing accounts, perhaps attributable
to the restrictions on repricing by card issuers as required by the Act.

4.4.2

Interest Rate Reviews

Under the CARD Act, whenever an issuer increases the interest rate on an account – either with
respect to existing balances or with respect to new transactions – the issuer generally is required
to review the account at least once every six months to determine whether the factors underlying
the increase have changed and to reduce the interest rate where indicated by the review.65 This
rule applies to interest rate increases that occurred any time after January 1, 2009.66

Accounts with an APR of 3.99% or less were deemed to be in receipt of a promotional interest rate and these
accounts were excluded from the calculation.
x
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As part of the CCPI, we requested information on interest rate increases from January 1, 2009,
as indicated in the CARD Act, to February 21, 2010, immediately prior to one of the major
implementation dates of the CARD Act. The responding banks reported raising interest rates on
154.3 million credit card accounts prior to the CARD Act, and the balances associated with these
accounts totaled $184.6 billion at the time of repricing. These accounts are subject to the rate
review every six months as described above.
As of December 2012, 15.2 million or 9.9% of these accounts received a full interest rate
reduction back to the original APR. An additional 21.8 million accounts, or 14.1% of these
accounts, received a reduction but not to the original APR. As illustrated in Figure 41 below, the
remaining 117.3 million accounts remain at the higher interest rate, though issuers are still
required to evaluate these accounts for rate reductions every six months so these rates may be
lowered in the future.

FIGURE 41: ACCOUNTS EXPERIENCING AN INTEREST RATE INCREASE
BETWEEN JAN. 1, 2009 AND FEB. 22, 2010
($ FIGURES REPRESENT OUTSTANDING BALANCES ASSOCIATED WITH THESE
ACCOUNTS)
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For accounts reduced to the original APR after the required six month reviews, interest rates
were reduced by an average of 5.0 percentage points. For accounts that received a partial
reduction, the average APR decline was 2.8 percentage points. If consumers who received these
rate reductions kept their balances constant for one year following the rate reduction, this
provision of the CARD Act would reduce consumer interest payments by approximately $2.1
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billion among the issuers participated in the CCPI. While, we do not have specific information
about these accounts to validate an assumption that balances remained unchanged for one year,
we view this calculation as a relatively conservative estimate of the savings to consumers since
we limited the analysis only to accounts receiving an interest rate increase between January 1,
2009 and February 21, 2010. Another 13.9 million accounts received interest rate increases
between February 22, 2010 and December 31, 2012, and 3.8 million of those accounts
subsequently received interest rate reductions.
While the review provision has resulted in interest rate reductions for millions of cardholders,
the reduction is a rollback of interest rate increases that may have been undertaken, at least in
part, in response to (or in anticipation of) the CARD Act.
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5. Product Innovation
The CARD Act calls upon the Bureau to assess whether and to what extent implementation of
the Act has affected “innovation.” This is inherently a complex task, and the most the Bureau
can plausibly do is to scan the credit card marketplace for evidence of post-CARD Act
innovation.
In the post-CARD Act marketplace, there are some innovative product structures that aim to be
consumer friendly. One example is a program that allows customers to develop customizable
payment plans based on self-defined preferences. Using an interactive dashboard, consumers
can select individual purchases, perform “what-if” scenarios with chosen payment amounts or
frequencies, and ultimately commit to specific repayment options. In addition, the program also
provides customers with other novel disclosures and opportunities to monitor spending and
track progress towards meeting general financial goals.
Credit card issuers have also adopted social media and other technology platforms not just for
marketing purposes, but also as an active tool for customer service and accountholder
engagement. Several market participants have updated their support operations, and even
certain product development activities, to incorporate feedback from social media. A February
2013 J.D. Power & Associates survey found that 71% of all consumers engaging with credit card
companies through social media outlets did so for service reasons.67 A recent Board study found
that roughly one third of surveyed consumers received some form of “payment due” text
message alerts.68 Moving from the realm of account management to prospective consumer
engagement, another issuer announced a program in 2012 that uses interactive features of social
media to “crowd source” desired terms for its consumer credit card offerings, including such
items as interest rates, fees, and call center locations. As such, issuers continue to take
advantage of new technological trends in bringing to market new products and accompanying
services.
The Bureau readily acknowledges that the imposition of new substantive rules in the CARD Act,
was intended, by design, to preclude certain forms of innovation deemed harmful to consumers
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(e.g. experimentation with new forms of back-end pricing). Similarly, to the extent innovation
depends on sources of revenue other than upfront fees and front-end APRs, the Act may well be
inhibiting such novelties.
To the extent that the CARD Act created basic standards and a more level playing field, and thus
a base for consumer-friendly innovation, it is perhaps no coincidence that some of the new
products that have emerged in the past two years have focused on delivering simple and
transparent account features and terms.
Indeed, several independent surveys and reports have reported all-time highs for both consumer
satisfaction and assessed transparency, and have even gone so far as to directly attribute such
changes to the CARD Act.69 J.D. Power released its 2013 U.S. Credit Card Satisfaction Study
which showed credit card satisfaction at an all-time high since the inception of the study in
2007. It showed that “overall, customers appear to be increasingly happy with their credit
cards” and a J.D. Power spokesperson attributed part of the increase to “recent changes in the
credit card industry, such as the Credit Card Accountability Responsibility and Disclosure Act of
2009, [that] had a positive impact on consumers.”70 Despite the fact that consumers may not
y

completely understand the terms and benefits on their cards, the industry experienced
improved satisfaction scores for the fourth consecutive year.71

FIGURE 42: J.D. POWER CREDIT CARD SATISFACTION INDEX
(BASED ON A 1,000 POINT SCALE)
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According to the J.D. Power 2013 U.S. Credit Card Satisfaction Study, less than 47% of consumers report that they
completely understand their credit card terms, an increase from 32% in 2010.
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6. Adequacy of Protections
The CARD Act made sweeping changes in the credit card marketplace and addressed many of
the practices that consumer advocates had identified as particularly problematic. Voluntary
actions taken by card issuers have brought further improvements to the market. Additionally,
the Bureau is continuing to work with card issuers on voluntary efforts to further shorten and
simplify their cardholder agreements.
In this report, we highlight six examples of areas of concern in the credit card marketplace –
practices that may pose risk to consumers and that will warrant further scrutiny by the Bureau.

6.1

Add-on Products

Some credit card issuers market various “add-on” products to card users, including debt
protection, identity theft protection, credit score monitoring, and other products that are
supplementary to actual extension of credit. In September 2010, the Board proposed
amendments to Regulation Z to require enhanced disclosures with respect to the marketing of
certain add-on products across all forms of credit.72 That rulemaking proceeding transferred to
the Bureau in July 2011.
The Bureau’s supervisory and enforcement functions also have continued to focus on issues
concerning add-on products. The Bureau’s experience indicates that some credit card issuers
have employed, or permitted third-party marketers to employ, deceptive promotional practices
when marketing such products, including the failure to adequately disclose important product
terms and conditions. In addition, some consumers appear to have been enrolled in programs
without their affirmative consent, while others may have been billed for services that were not
performed or activated. Furthermore, consumer complaints received by the Bureau also suggest
that consumers may have been misled by the marketing and sales practices associated with
some credit card add-on products.
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The Bureau has brought a number of enforcement actions addressed to practices such as these
and is continuing investigations in other cases. Indeed, as a result of add-on product
enforcement actions brought by the Bureau and its partners, companies have paid substantial
fines and restitution to consumers.73 The Bureau also has issued a Bulletin74 setting forth its
expectations with respect to the marketing of these add-on products. The Bureau will continue
to closely review the sale of add-on products by card issuers and their service providers to
determine whether additional consumer protections are warranted.

6.2

Fee Harvesting

As part of the CARD Act, Congress addressed products commonly referred to as “fee harvester”
cards. These products, which were marketed to customers with deep subprime credit scores,
offered relatively low credit lines and high fees which were billed to the account and effectively
reduced the credit extended to the consumer. In 2008, the FTC brought a prominent
enforcement action against an issuer of such a product in which consumers were charged $185
in fees against a $300 credit line.75
The CARD Act and implementing regulations issued by the Board addressed this issue by
providing that an issuer may not require consumers to pay fees (other than penalty fees) during
the first year in which an account is opened which exceed 25% of the total initial credit line.

76

In April 2011, the Board revised the implementing regulation it had issued to expand the fee
limitation to fees that consumers were required to pay prior to account opening.77 The change
was based on the Board’s understanding that certain credit card issuers were “requiring
consumers to pay application or processing fees prior to account opening that, when combined
with other fees charged to the account after account opening, exceed 25 percent of the account’s
initial credit limit.”78
In response to the Board’s revised rule, a credit card issuer filed suit in the United States District
Court for the District of South Dakota, alleging that the Board exceeded its authority by
expanding the rule to apply to fees a consumer is required to pay prior to account opening. The
District Court granted a motion for preliminary injunction on September 23, 2011. 79
Following the court’s decision, the Bureau issued a proposal to amend Regulation Z to conform
to the court’s decision. 80 Many members of the public opposed the proposed rule, arguing that
the proposed amendment would reduce protections for vulnerable consumers.81 Consumer
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advocates and the New York State Office of the Attorney General expressed similar views. 82 The
Bureau nonetheless decided to finalize the rule it had proposed83 in order to resolve any
uncertainty created by the South Dakota litigation.84
The Bureau will continue to monitor the use of application fees in connection with account
opening to determine if it should take action under its available authorities. The Bureau notes
that prior to passage of the CARD Act, the Board, OTS, and NCUA all adopted restrictions on fee
harvesting, using their authority under section 5(a) of the Federal Trade Commission Act to
prohibit unfair or deceptive practices, though they were withdrawn in light of the CARD Act.85
The Bureau further notes that when Congress subsequently passed the CARD Act’s limits on fee
harvesting, it was explicit that such limits not be construed “as authorizing any imposition or
payment of advance fees otherwise prohibited by any provision of law.”86

6.3

Deferred Interest Products

6.3.1

Product description

Deferred interest is a form of promotional financing typically linked to private label credit cards
that consumers can use for large purchases. These offers retroactively assess and charge interest
if the balance is not paid in fully by a specific date. The interest rate on these cards is often
substantially higher than the rate on standard general purpose credit cards. As a result, for
consumers who have available credit on a general purpose credit card and who cannot repay the
entire balance during the deferred interest period, deferred interest promotions can sometimes
be more expensive than revolving the same balance on their existing card.
Deferred interest financing has been the subject of regulatory and legislative activity. As it
relates to payment allocation, the CARD Act requires that payments in excess of the minimum
payment in the last two months of a deferred interest promotion be allocated entirely to the
promotional balance, and that promotional rate terms for all credit cards, including private label
cards, must last a minimum of a six months.87 Although the CARD Act itself did not specifically
address deferred interest products in other aspects, the Board rules that went into effect on
February 22, 201088 imposed several additional disclosure and marketing restrictions related to
deferred interest finance, including:
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The disclosure of the timeframe of the promotional period and post-promotional APR
must be clear and conspicuous; 89



Issuers may use the phrase “‘no interest” or similar term to describe the possible
avoidance of interest obligations only if they offer an “‘if paid in full” caveat in a clear and
conspicuous manner preceding the disclosure of the deferred interest period;90



The deferred payment balance and deferred interest on periodic statements should be
disclosed separately during the deferred interest period, with each identified by a
separate term, such as “deferred interest balance” and “contingent interest charge” or
“deferred interest charge”;91



During the deferred interest program, the creditor must disclose the end of the deferred
interest period (i.e., the due date by which the deferred interest balance must be paid in
order to avoid the obligation to pay interest on that balance). This disclosure must
appear on the front of each periodic statement issued during the deferred interest period,
beginning with the first periodic statement issued during that period that reflects the
deferred interest transaction. The disclosure must be substantially similar to Model
Form G-18(H) (Deferred Interest Periodic Statement Clause) which states: “You must
pay your promotional balance in full by [date] to avoid paying accrued interest
charges”;92 and



At the request of the customer, the issuer can apply payments to the deferred interest
balance rather than to higher-priced balances notwithstanding the general CARD Act
rule governing payment allocation. 93

6.3.2

Market and borrower profile

The Credit Card Practices Inquiry conducted by the Bureau demonstrates that deferred interest
promotions have been less available or less utilized by customers with prime and subprime
credit scores, with 2011 volume 25% below 2007 volume. In 2011, customers with superprime
credit scores financed almost $19 billion in deferred interest purchases, up 22% since 2007.
The customers with superprime credit scores thus accounted for over 60% of total deferred
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z

interest financing in 2011, an increase from 47% in 2007. Unlike general credit card balances,
deferred interest financing balances remained relatively stable throughout the Great Recession.

6.3.3

Payoff rate

The payoff rate, measured by the percentage of deferred interest plans in which the full balance
is repaid prior to the end of the deferred interest period divided by the total number of deferred
interest plans originated, varies quite significantly by FICO score range, as illustrated below.

aa

Interestingly, for the prime and subprime segments, the overall payoff rate increased for the
2010 vintage of deferred interest financing compared to the prior three years. This change
coincides with disclosure requirements that became effective in February 2010, and this change
in payoff rate suggests that those disclosures may have affected payment behavior among these
consumers.
Nonetheless, the fact that even after the new disclosures took effect, only 56.9% of consumers
with scores below 660 successfully paid off their balance at the end of the promotional period
raises concern. The contrast with the higher-scoring group is striking.

FIGURE 43: BALANCE PAYOFF RATE FOR DEFERRED INTEREST PRODUCTS
100%
90%
80%
70%
60%
50%

88.4%

88.1%

80.2%

74.4%

69.9%

67.1%

56.9%
49.4%

40%
2007

2008
Superprime

Prime

2009
Subprime

2010
Aggregate

Source: CCPI; note: Y-axis does not start at zero

z

Only includes promotions that expired at the end of 2012.

Calculated on the promotion basis not account basis. It is not uncommon that one account can enter multiple
promotions at different time and payoff rate is based on payoff behaviors of each promotional balance.

aa
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6.3.4

Remaining Concerns

The evidence reviewed above highlights the potential risks to consumers posed by deferred
interest products. In contrast to the promotional rates found in the general-purpose credit card
market – which often provide an interest-free period with no potential retroactive assessment of
interest – deferred interest products can end up costing a significant segment of vulnerable
consumers a sizable amount of money. It is unclear whether those consumers appreciate the
high interest rate risk that might occur at the end of the promotional period. It is also unclear
what alternatives are available to these consumers or how they are impacted when they are
retroactively assessed interest at a relatively high interest rate. At the same time, it is apparent
that even among the subprime segment, a majority of consumers do obtain interest-free
financing for a year. The Bureau intends to continue to study these issues and assess whether
additional action is appropriate to promote a more fair and transparent market.

6.4

Transparency Issues

6.4.1

Disclosures on Online Payment Portals

Many of the regulations that the Bureau has inherited, including Regulation Z, were written
primarily for a paper-and-pencil world. Applying these rules to a world in which
communications are increasingly made electronically and transactions are undertaken
electronically poses an important set of challenges.
As discussed in previous sections, minimum payment warnings provide one example of this
general concern. These warnings are currently only required to be included on paper and
electronic billing statements. As a result of the shift towards online methods of payment, an
increasing number of consumers may fail to see any minimum payment disclosure in online
account portals – thus defeating the point of the rule. At the same time, it is unclear how easily
the full set of required disclosures, including the minimum payment warning and calculation
and the three-year payoff calculation, could be translated into an online payment screen. The
Bureau will observe closely how card issuers ensure that consumers receive disclosures in
different channels.
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6.4.2

Rewards

A 2011 Mercator Customer Monitor Survey showed that consumers said rewards were the
number one reason to apply for a selected card.94

FIGURE 44: CONSUMERS' MAIN REASON FOR SELECTING CREDIT CARD AT LAST
APPLICATION
(BASE: OWN CREDIT OR CHARGE CARD)
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Source: Mercator Advisory Services Group 2011 Customer Monitor Survey95

Further, Mercator’s 2012 survey showed that “more credit and charge card owners (36%) said
they try to use the credit card with the richest rewards than said they try to use the card with the
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lowest rates and fees (26%) or for purchases they want to finance (12%).”96 As issuers compete
more fiercely for high-spend transactors (i.e. consumers with high spending who do not carry an
ongoing balance), certain issues and practices relating to rewards offerings and other marketing
promotions may become a new area of concern.


Frequently, rewards cards are marketed with an offer presented as a bonus for new
cardholders. These bonuses may be presented as a certain number of “points” that will
be awarded to the new cardholder, and sometimes those points are assigned a monetary
value. The specific actions required to earn these bonuses may not always be presented
clearly.



Rewards are usually earned based on spending behavior with points accumulating in a
cardholder’s account, where they can ultimately be applied towards such benefits as free
hotel accommodations, airline tickets, or cash. A rewards card might employ a variety of
different formulas, some of which may evolve over time, require an explicit consumer
opt-in on a frequent basis, or change according to purchase type. Such complicated
formulas may not always be disclosed in clear terms.



Additionally, the value of rewards points and the rules governing rewards redemptions
can be complex and difficult for consumers to understand and compare, especially at the
application stage. There are usually certain “minimums” that must be earned before
benefits can be accessed. The value of a “point” may vary based upon the number of
points being redeemed or the product or service for which the points are being
redeemed. In some instances the nominal value of a particular benefit may increase over
time, progressively requiring more rewards points to access the same benefit.



The rewards picture is further complicated by the mechanisms used by issuers to assess
points forfeiture and determine the cost of reinstating points from other sources. In
some instances, customers may forfeit all unused points upon account closure, and there
is wide variation in the conditions that may lead to points forfeiture in a given time
period.

In its 2013 U.S. Credit Card Satisfaction Study,97 J.D. Power found that consumer awareness of
earning and redeeming rewards with their credit card has declined year over year, with 59% of
customers saying they "completely" understand how to earn rewards in 2013, compared to 66%
in 2012. 98 Furthermore, 33% of customers indicate they are unaware of the benefits associated
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with using their card.99 In the course of its consumer research and market monitoring activities,
the Bureau will review whether rewards disclosures are being made in a clear and transparent
manner, as well as assess whether additional action is warranted.

6.4.3

Transparency of Grace Period

Most cards allow consumers to avoid paying interest on purchases when they pay their balance
in full each month. This period between the end of a billing cycle and the payment due date is
referred to as the “grace period.” This concept becomes more complicated when consumers fail
to pay in full by the payment due date, as the grace period ceases to apply. When a grace period
ceases to apply, interest is assessed on the unpaid balance from the beginning of the billing cycle
and on new purchases made in the billing cycle and future billing cycles from the moment of a
purchase until the consumer qualifies for the grace period again. It is worth noting that cash
advances and balance transfers are generally not subject to a grace period and accrue interest
from the transaction date.
Regaining a grace period is another source of complexity as “trailing interest” comes into play.
Trailing interest occurs when customers are assessed interest between the beginning of the
billing cycle and the date on which they make payment in full. For consumers who pay their
credit card balance in full each month, the grace period is a very simple concept to understand:
they simply need to know when they must make payment to avoid an assessment of interest.
But for consumers who revolve their balance, it is uncertain whether they understand that –
unlike transactors -- they will be assessed interest on the unpaid balance from the beginning of
the billing cycle and on new purchases made in the billing cycle and future billing cycles from
the moment of a purchase until the consumer qualifies for the grace period again. And for
consumers seeking to pay off their balance, it is unclear if they understand the potential for
trailing interest. Disclosing these complexities in a clear manner is quite challenging.
As with rewards products, the Bureau will review whether grace period limitations are being
disclosed in a clear and transparent manner.

84

CONSUMER FINANCIAL PROTECTION BUREAU – CARD ACT REPORT

APPENDIX A: CARD ACT TIMELINE
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APPENDIX B: BREAKDOWN OF OTHER FEES
Total other fees declined from 2008 to 2012 and shown in Section 2 of this report. Some
categories of other fees are addressed below. The source of all of this information is the CCDB.

FIGURE 45: QUARTERLY INCIDENCE RATE OF DEBT SUSPENSION FEES (ACTIVE ACCOUNTS)
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Debt suspension and debt cancellation products are frequently marketed to credit cardholders
as an add-on product. Consumers enrolled in the product generally are charged a fee each
month which varies with the size of the month-end balance.
The quarterly incidence rate of debt suspension fees has experienced a relatively steady decline
from 2008 to 2012, falling from 18.7% in Q2 2008 to 14.1% in Q4 2012. Accounts with core and
deep subprime credit scores paying debt suspension fees fell from about 18% in Q4 2008 to
about 12% in Q4 2012, while superprime, in contrast, showed a small enrollment change to 4.6%
in Q4 2012 from 5.2% in Q4 2008. The incidence rate experienced the largest decline in 2012,
falling 250 basis points from Q4 2011 to Q4 2012. This decline may be in part attributable to
CFPB enforcement activity in this area.
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FIGURE 46: TOTAL DEBT SUSPENSION FEES
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Source: CCDB

The quarterly dollar volume of debt suspension fees has declined significantly from $773.8
million Q4 2008, to $458.3 million in Q4 2012. The decline is driven by a reduction in the total
number of accounts, the incidence rate of accounts paying debt suspension fees, especially
among customers with subprime credit scores, and potentially the average balance per enrolled
account. The most significant decline in the volume of debt suspension fees occurred in 2009,
and this may be a result of a reduction in accounts due to the recessionary macroeconomic
events occurring at that time.

FIGURE 47: QUARTERLY INCIDENCE RATE OF BALANCE TRANSFER FEES (ACTIVE ACCOUNTS)
2.0%
1.5%
1.1%

1.0%
0.5%

0.9%

0.8%
0.5%

0.0%
'08 '08 '08 '09 '09 '09 '09 '10 '10 '10 '10 '11 '11 '11 '11 '12 '12 '12 '12
Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
Source: CCDB; number of accounts paying balance transfer fees divided by active accounts

Issuers often offer certain customers the opportunity to use their credit card account to pay off
other credit balances at a special promotional rate. Consumers who receive such an offer and
elect to avail themselves of it are generally charged a fee, calculated as a percentage of the
amount transferred, sometimes with a floor and/or a ceiling. In some instances, issuers will
offer to waive the fee, especially for new accounts.
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The quarterly incidence rate of balance transfer fees fell from 0.9% in Q4 2008 to 0.8% in Q4
2012. However, the rate in 2012 is higher than the trough value of 0.5% in Q1 2010. Balance
transfers may correspond with issuer appetite for debt, and the Q1 2010 low may indicate a
reduced appetite for debt transfers due to the recession. Total volume of balance transfers
dropped from $33.6 billion in Q4 2008 to $14.1 billion in Q4 2009, and has remained roughly at
that level from 2010 through 2012.

FIGURE 48: TOTAL BALANCE TRANSFER FEES
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Source: CCDB

The total dollar volume of balance transfer fees also declined from Q4 2008 to Q1 2010,
corresponding with the drop in total accounts and balance transfer incidence. However, since
early 2010, issuers raised the balance transfer fee rate. As shown below, the balance transfer fee
rose from 1.3% of balance transfer in Q4 2008 to a peak of 2.7% in Q3 2010, before settling at
2.0% of balance transfer amount in 2012.
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FIGURE 49: COST OF BALANCE TRANSFERS
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Source: CCDB; balance transfer fee as a % of balance transfer volume

FIGURE 50: QUARTERLY INCIDENCE RATE OF CASH ADVANCE FEES (ACTIVE ACCOUNTS)
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Source: CCDB; number of accounts paying a cash advance fee divided by number of active accounts

Consumers generally can use their credit cards to obtain cash at an ATM or from a bank teller.
Issuers generally charge a fee when consumers do so, again stated as a percentage of the cash
advance, often with a floor.
The quarterly incidence rate of cash advance fees fell modestly from 3.6% in Q4 2008 to 3.1% in
Q4 2012. The decline in cash advance fees is a result of a decline in the number of accounts, a
small decline in the incidence rate, an overall declining portfolio (the volume of cash advances
fell from $9 billion in Q4 2008 to about $4 billion in Q4 2012), as well as a 30% reduction in
size of cash advance per incident of cash advance.
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FIGURE 51: TOTAL CASH ADVANCE FEES
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Total cash advance fees declined less rapidly than the volume of cash advances, as issuers raised
the cash advance fee rate on accounts. As shown below, the fee cost of a cash advance rose from
3.9% in Q4 2008 to 4.9% in Q4 2012.

FIGURE 52: COST OF CASH ADVANCES
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Source: CCDB; net cash advance fees divided by cash advance volume
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Glossary
DEFINED TERM
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ABILITY TO PAY

The rule covered in 12 CFR 1026.51(a), which states that a card
issuer must not open a credit card account for a consumer or increase
an account’s credit limit unless the card issuer considers the
consumer’s ability to make the required minimum periodic payments
under the terms of the account based on the consumer’s income or
assets and current obligations (“ability-to-pay rules”).

ACTIVE ACCOUNT

An account on which there has been any activity (e.g. any charge or
any payment). In our CCDB, an active account is defined as an
account on which there has been any activity during the preceding
twelve months.

APPROVAL RATE

The percentage of applicants that were approved for a credit card.

APR

The Annual Percentage Rate, which corresponds to the interest rate
on an annualized basis.

APR
(INTRODUCTORY/
PROMOTIONAL)

The introductory or promotional APR that an issuer offers to a
consumer, which after a set amount of time will convert or revert to
the “retail APR” stipulated by the issuer. A promotional APR may
apply only to purchases, only to balance transfers, or to both
purchases and balance transfers.

BALANCE

The amount owed to a credit card issuer at any given point in time.
This includes fees and interest.

BASIS POINT

1/100 of a percentage point (i.e. 100 basis points is equivalent to 1
percentage point). For example, if an interest rate increases from
3.25% to 3.26%, it increased by 1 basis point. Abbreviated basis
points.

BOARD

Federal Reserve Board of Governors

BUREAU

Consumer Financial Protection Bureau (“CFPB” or “Bureau”)
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CARD ACT

Credit Card Accountability Responsibility and Disclosure Act of 2009

CASH ADVANCE FEE

A fee charged when a consumer uses a credit card to receive cash
such as by withdrawing cash from an ATM or writing a check drawn
on the credit card account. This may be a flat fee or a percentage of
the amount of the cash advance.

CCDB

“Credit Card Database,” a database of information provided to the
CFPB by credit card issuers that is managed by Argus Information
and Advisory Services on the CFPB’s behalf.

CCPI

“Credit Card Practices Inquiry,” a source of supervisory information
provided by selected issuers in responses to questions on issuer
policies, procedures, and activities related to credit cards. The
issuers participating in the CCPI represent approximately 80% of
credit card balances.

CHARGE-OFF

Refers to debt that creditors have deemed unlikely to be collected and
that they have written off on their balance sheet. Charge-off does not
relieve the consumer of their repayment requirement, and charged-off
accounts are often pursued via collections processes.

CLOSURE RATE

The number of accounts closed as a percentage of open accounts
over a certain time period.

CONSUMER CARD

Credit cards that are extended to consumers, which includes both
general purpose and private label credit cards.

CORE SUBPRIME

The subset of FICO scores between 620 and 659; VantageScore 601700 = D or Non-Prime.

COST OF CREDIT

The cost a consumer must pay to own and use a credit card.

CREDIT BALANCE

See “balance.”

CREDIT LIMIT

The maximum amount of credit that a card issuer has agreed to
extend to a consumer.

CREDIT LINE

See “credit limit.”

CREDIT LINE
DECREASE (“CLD”)

A practice whereby issuers reduce the credit limit associated with an
account.

CREDIT LINE
INCREASE (“CLI”)

A practice whereby issuers raise the maximum credit limit associated
with an account. Credit line increases can be either proactive, where
issuers voluntary raise consumer credit lines, or reactive, where
consumers request a line increase, and issuers then determine
whether or not to approve the request.
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CYCLE-ENDING
BALANCE

The balance on an account at the end of a billing period.

DEEP SUBPRIME

The subset of FICO scores that are below 620; VantageScore 501600 = F or High Risk.

DEFERRED INTEREST
PRODUCTS

Arrangements that offer to delay (or defer) assessment of interest
during a specified period of time and to assess interest only if the
balance is not paid in full by the end of the specified period of time.

DELINQUENCY

Failing to make a payment when due.

FDIC

Federal Deposit Insurance Corporation

FEE HARVESTING

The practice of issuing credit cards to generate fee income via a
variety of fees where the cardholder generally receives little credit to
use for purchases in exchange for the fees paid.

FEE YIELD

The dollar amount in fees assessed as a percentage of total balance.

FICO SCORE

A set of widely used risk scores developed by Fair Isaac Corporation
(“FICO”) to assess a consumer’s creditworthiness. FICO scores
range from 300 (low) to 850 (high), with lower scores indicating
greater risk of default.

FLESCH-KINCAID
READABILITY TEST

Readability tests designed to indicate the difficulty of comprehension.

FTC

Federal Trade Commission

GENERAL PURPOSE
CREDIT CARD

A credit card that is widely accepted by merchants that are not
affiliates of the issuer for the purchase of products or services. These
cards can generally be used wherever a particular network is
accepted. Common networks are MasterCard, Visa, American
Express and Discover.

GRACE PERIOD

The interval between the end of a billing cycle and the payment due
date. No interest is assessed during this interval if a customer pays
the balance in full before the payment due date and is not carrying a
balance from month to month and has no cash advances outstanding.

GREAT RECESSION

The period of macroeconomic contraction occurring between
December 2007 and June 2009, per the designation by the National
Bureau of Economic Research.

INCIDENCE RATE

The number of instances of an action in a given time period divided by
the total accounts.
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INTEREST CHARGE

The dollar amount charged by the issuer as interest for an incurred
balance.

LATE FEE

A charge levied against a cardholder when payments are not made by
the due date.

MINIMUM PAYMENT
WARNING

A disclosure that issuers are required to post on credit card
statements that informs the consumer how long it will take to pay of
the balance if the consumer only makes the minimum payment.

NON-PRIME

See “Subprime.”

NCUA

National Credit Union Administration

OCC

Office of the Comptroller of the Currency

OPEN-END CREDIT

Open-end credit means consumer credit extended by a creditor under
a plan in which: (1) the creditor reasonably contemplates repeated
transactions; (2) the creditor may impose a finance charge from time
to time on an outstanding unpaid balance; and (3) the amount of
credit that may be extended to the consumer during the term of the
plan (up to any limit set by the creditor) is generally made available to
the extent that any outstanding balance is repaid.

OTS

Office of Thrift Supervision

OUTSTANDINGS

Typically refers to amounts owed to an issuer at an aggregate
portfolio level at a given point in time. Used interchangeably with the
term “balance.”

OVERLIMIT FEE

A fee charged when a consumer’s total balance exceeds the amount
stipulated by his or her credit limit.

PAYOFF RATE

For deferred interest products, the payoff rate is the percentage of the
total deferred interest products in which the full balance is repaid prior
to the end of the deferred interest period divided by the total number
of deferred interest products originated.

PENALTY APR

The APR charged on existing balances and new transactions if a
consumer triggers the penalty terms in his/her credit card contract.
Potential triggers include making late payments, going over one’s
credit limit, or having one’s check returned. These rates usually are
higher than the standard or introductory rates. Under the CARD Act,
if a consumer becomes more than sixty days late, the penalty APR
may be applied to his/her existing balance.
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PENALTY FEE

Fees charged if a consumer violates the terms of his/her cardholder
agreement or other requirements related to the account. Examples of
violations include making late payments or going over one’s credit
limit.

PRE-APPROVED
OFFER

Mail solicitation sent by issuers to consumers that issuers have prescreened for creditworthiness and who, based upon the evidence
reviewed, are qualified to receive a credit card.

PRIME

The subset of FICO scores between 660 and 719. VantageScore 801900 = B or Prime Plus, and 701-800 = C or Prime.

PRIVATE LABEL
CREDIT CARD

Credit cards issued and/or managed by a financial institution on
behalf of a merchant or a wholesale manufacturer for use only in that
merchant establishment.

PRUDENTIAL
REGULATORS

The collection of regulators charged with monitoring the safety and
soundness of the financial system (including the Federal Reserve
Board, FDIC, OCC, and NCUA).

REGULATION Z

The implementing regulation for the Truth in Lending Act.

REPRICING

A practice in which an issuer changes a consumer’s APR.

REVOLVER

Consumer that carries a balance on a credit card from one billing
cycle to another without paying the full amount of the balance. For
purposes of this report, revolvers are consumers who are required to
make a payment but do not pay their balance in full for two
consecutive months. For purposes of this report, there can be
revolvers that pay their balance in full in a single month.

RFI

Request for Information.

RISK BASED PRICING

The practice in which an issuer extends credit with different pricing
terms based on the underlying risk associated with a particular
customer.

RISK SCORE

A score which provides a relative ranking of risk for a given consumer.
Two leading risk scores are provided by Fair Isaac Corporation
(FICO) and by VantageScore, a joint venture by three credit reporting
agencies (Equifax, TransUnion, Experian).

SAFE HARBOR

A provision of a statute or a regulation that specifies that certain
conduct will be deemed not to violate a given rule.

SMALL BUSINESS
CREDIT CARD

A credit card issued to small business owners.
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SUBPRIME

The subset of FICO scores below 660, inclusive of both Core
Subprime and Deep Subprime scores; VantageScore 601-700 = D or
Non-Prime, and 501-600 = F or High Risk.

SUPERPRIME

The subset of FICO scores 720 and above; VantageScore 901-990 =
A or Super Prime.

TILA

Truth in Lending Act

TOTAL COST OF
CREDIT (“TCC”)

The total cost paid by consumers, including annual fees, interest
charges as well as penalty fees, calculated for a period of time and
annualized and presented as a percentage of average balance over
the same period of time.

TRANSACTOR

A cardholder that pays in full in each cycle and does not carry a
balance from month to month. For purposes of calculation in this
report, transactors are accounts that pay their balances in full for two
consecutive cycles. For purposes of this report, there are accounts
that pay their balances in full in a single month and are still not
considered to be transactors.

UDAP

Unfair and Deceptive Acts and Practices

UNUSED LINE

The difference between the consumer’s credit line and the balance on
the account at any given point in time.

VANTAGESCORE

A set of widely used risk scores developed by credit reporting
agencies to assess a consumer’s creditworthiness. VantageScores
can range from 501 to 990 (though in 2013, a new VantageScore
scale was introduced that ranges from 300 to 850). The
VantageScore scale can be mapped to letter grades from A to F,
where F represents the highest risk of default. The score range
translates to letter grades as follows: 901-990 = A (Super Prime), 801900 = B (Prime Plus), 701-800 = C (Prime), 601-700 = D (Non-Prime),
and 501-600 = F (High Risk).

YIELD

Total return over a period of time as a percentage of average total
balances over that same period of time.
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