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'~ . _ NOTICE OF ’A'VPUB"I')IC*‘HEARING .
2 he Senate Labor, Industry and Profe551ons Commlttee
w111 hold a publlc hearlng on Thursday, Aprll 17 1986, at
10:00 AM. »;1n Room 334 State House Annex, on the follow1ng :
B bllls:v |
5-1160 ~*  Prohibits _,.,suréharges'-on:cfedit ca"rfd purchase's:.
Feldman R e
‘S+1560rt'_"Establlshes an interest rate celllng on. revolv1ng~fg'df\f'
Dorsey accounts “for whlch a- credlt card 1s used B
“ds?1561 : b-pRequlres the reportlng of 1nterest rates forf
~Connors .credlt cards. ‘
, *Se1562;',7f'Prov1des for the regulatlon of the 1nterest rate‘d
ool Garibaldi viion credlt cards aunder . certaln czrcumstances.if

l»sS-ISGB o SEstabllshes an 1nterest rate’ calllnq onurevolv1ng-
Mo ..Gagliano - accounts for which:a credit card s used...?

_ ;Q“s;1632 :”V‘.Establlshes an’ 1nterest celllng on credlt cards._‘v
‘-@’Contlllo Co : ‘

Anyone w1sh1ng to testify. should contact ‘Dale’ DaV1s, T[»;'k

‘ﬁ;CommltteeEstaff,mat:609f984—0445.






SENATE No. 1160

Introduced Pendmg Techmcal ReVIew by Leglslative Counsel
-"PRE FILED FOB INTRODUCTION IN THE. 1986 SESSION
By Senator FELDMAN o

SENATE No. 1500
STATE OF NEW JERSE "

INTRODUCED APRIL 30 1984

E S S BySenatorFELDMAN

'j'Referred t0. Commit‘tee 'oh Labor{lnidﬁsﬁ& aha 'Prof;es'sioﬂe

”"‘A'N Act ‘concerning surcharges on credlt card purehases and s
amendmg and supplementmg P L 1960 € 40. - R

BE 1T ENACTED by the Senate and General _Assembly of tke State‘ o
: of New Jersey B 2 o
1 Section 1 of P. L 196() .40 (C 1( .16C—1) is amended to read

" as follows

1.In thls act, unless the eonte:;t otherw1se 1equ1res, the fo]lowmg o

v\ords and terms shall have the followmg meanmos

P

“(a) “Goods”’ means all chattels pelsonal Vs].uch are prmmulf

for peraonal iannl} or household purposes, mcludmg merchandise

certlﬁcatee -and .coupons to’ be exchanged for goods or servxce;,

: 'haviilg a cash price of $10; 000.00 . oi‘"‘less' but not including money

© -jsn S et

or OLheI' choses in action. Goods shall not mclude chattelb personal B

Yok
S

~'sold for commelclal or business use. . v R
(b) “Retaﬂ mstallment contxact"k means . any contract, other _ '

wa
[T

"bthan a'retail chaxge aceount or-an mstrument 1eﬂectmn a- salc‘,

pursuant thereto, entered into m.th;s State between a vetail'seller

~and a ..vr\etv_‘aivl buyer "evide_nc"ing; ah;égreémenfﬁto ‘pay the retail pui-- '

: f"_.oha.se prioe' of goods or services, which"ére'primarily- for personal, -

v ,-_wiamllv or. houeehold purposes or any. part thereof, in t\ao or more -

s mstallmen‘rs ‘over a perlod of time.. ThlS term mcludes a securltv o
agleement chattel mortgage, condmoual sales: contraet or othe1
:similar:instroment and .any. contract for the ballment or leasmg

‘ 'of goods by which the: baﬂee or-lessee aglees to pay:as. compensa-

tlon a sum =ubqtant1a113 eqmvalen‘f to or in:excess..of the xa]ue of

‘Matter prmted in italies fhus ismew: ‘matter.



= mstallment seller

Sy

-

thc r\oods, and bv whlch it is aw1eed that the barlee or lessee is *

bound to become, or has the optlon ot becommg, the owner of such S

goods upon . t‘ull comphance \\1th the terms of ‘'such retail mstallg h

‘ ment contract.

(c) “Reta11 seller” means a person who sells or agrees to sell’
goods or services under a retall mstallment contract or-a retall‘

charge account toa reta1l buyer, and shall mclude a motor velncle R

(d) “Retall buyer” means a erson whv, ) yor grees.to buy‘:-‘_w

"goods or serviees from a zetarl seller not’ for the pulpose of re-
~ sale, pursuant to a retarl mstallment contract ora retall charge
'account ' : e o .
(e) “Person” means an- 1nd1v1dua1, partnershlp, ﬁrm, corpora- g
| tion, bankmg mstltutlon, assoclatmn or any other group of 1nd1—

'v1duals however orgamzed

(f) ‘‘Sales finance company” means and mcludes any person o

_.engavmg in this State m the busmess of acqulrmg or alranglng.
for the acqulsltlon of retarl mstallment contracts or obhgat1ons‘.
_incurred pursuant to retail charge accounts by purchase, discount,

: pledge or othe1w1se from a retarl seller which i 1s not wholly owned

bv or does not whollv own such person and - any person engaging

'dlrectly or 1nd1rectly, in the busrness of sohcltmg the purchase ofr
" retail 1nstallment contracts or- obhgatlons incurred  pursuant to
.reta11 charge accounts from a retarl seller whlch is not wholly
\ owned by or does not wholly own such person, or 1n the busmess
'of aldlnv the reta11 seller in sellmg, assrgmnv or arranwm0 for the
“sale ‘or as51gnment of retall installment contracts or obhgatmns
wmcurred pursuant to retall charde accounts, and any ‘person other
.. than a retall seller who enters into a retall charge account w1th a

retarl buyer.

(g) ¢ ‘Motor vehlcle” mcludes all vehlcles used for transportatwn " :

- upon hrghwav propelled othermse than by muscular power, ex-
, ceptlng such vehicles as run onlv upon ralls or tracks

(h) ¢ ‘Motor vehlcle 1nstallment seller” means a dealer in motor'

B vehlcles, who is requ1red to be 11censed under chapter 10 of Title 39
of the Rev1sed Statutes and Who sells or oﬂ’ers to sell a motor

5 vehlcle to'a retall buyer under a reta1l mstallment contract

(1 “Cash prlce” means the m1n1mum prlce for whrch the oods
g

) or serv1ces subJect to a retarl mstallment contract or a Tetail charge ’
. account or other ooods or serwces of hke lrmd and quality may be-
'purchased for cash from the- seller by the buyer, as.stated i m the
" retail installment contract the retail’ charge account or an 1nstru—

ment reﬁectmg a sale pursuant thereto




a9

65 (3) “Down pavment” means all payments made in- cash or: m
66 goods or partl) in cash and partlv in goods, received by the retall )
67 «eller ‘prior to or substanually contemporaneons with e1ther the
68 iexecutxon of the 1eta1l msf‘xllment contract or the dehverv of ‘the
69 troods, Whlchever occurs later. , ‘ : | ’
70 (k) “Official fees” meane the ﬁlmrr or othe1 fees requlred by,{,
a '~ law to be pald to a pubhc oﬁ‘icer to perfect an mterest: T _lie ‘
72 the ‘goods, retamed or taken by a retail seller .under 'a a'

RN Atallment contract and motm velucle s;.hcense and transfe
4 pdld to the State. ’ S _’ ,
w0y “Tlme price dlﬂ'erentlal” lneans the amount or amounts,
76 . however »denommated or computed, in addltmn_'to_ thec.ash ;pn
77+ 01 prices, t0"be paid by: tl‘le‘r'etall bu.yef for the privilege 'of -pﬁr-
78 chasing goods or services pureuant to a retail- mstallment contract:
or a retail charge account. The term does not include the amoun‘t »
“80 if a separate charve is made therefor, for msurance and official v‘
81 fees. , : ' v ,
82 (m) ““Holder"” means any person, mcludmv a retaﬂ seller \\ho )
83 '1s entitled to the rights of a retail seller under a retall 1nstallment>_ .

84 contract or retail charge aceount

85 (nj . “Banlung mstxtuhon" means any ba.nk natmnal bankmt,'
8_6; assomatlon, savings banh or federally chartered. ‘savings bank au-
87 thorized to do buxmees in this State, and for the purposes of this
88 act only, an aseonamon as defined in section 3 of the “Savmgs and
€9 Loan Act (1 53),” P. L. 19G3,.¢. 144 (C 11 19}3—0) »

90 (o) “(ommissioner®’ means. the Commlesmner of Ban King of . ,k
91 New Jers sey and includes his deputles or an} salaried emplo; ee of
92 the Department of Banking named or appomted by the said com-
93 m.ls-ﬂoner to pelform any function in the admmlstrdtwnorfenforce?_
‘l-l ‘ment, of this. act. . V

95 (p) “Payn1ent~pe110d" means ’rhe perlod of tlme scheduled by

06 . .a retail installment ‘eontract to elapse between the days upon'w hieh

97 ",‘mstallmen.t payments are scheduled to be made on such contraet;

“98 . except that, ,\\‘hen’iﬁs‘(allmem"pa)'merits are sélieduled to be amitted,

99 pursuant to section 26, **payment-period”’ means the period of time
100 . ~cheduled by the contract to elapse between the daxs upon which
101 xms‘rallment pavments ax-e»scl!edulu\l to he made duung that-portion
102 of the contract per 10d in \\luch 10 mstallment payment is scheduled
103 to be omitted.

104 €q) "-’,‘Contir,z_icf;perio:(l"i?fmea*nisathe. period :beginnina on:the date

105 of 2 retail installment coltract and ending on the date scheduled
L6 by the contract for the payment of the hnal installment.

1'07 (r) *Retail charge account’® means any’ account, other 1han a

- 108 retail installment contract or a home repalr coutract which is sub-



| o 4 R B
109 ,]ect to the “Home Repalr Fmanclng Act” (P L. 1960 c. 41;
110 C. 17 ]60—62 et seq.), established by an avreement whlch pr escrlbes
111 the tcrms under which a retail buyer may from time to t1me pur--

- 112 chase or lease goods or senlces which are primarily for personal
113 famlly or household purposes, and under which the unpald balance

114 thereunder, uhenever incurred, is payable in one or more install-

115 ments and under which a time price differential may be added in

- 116 each blllmg penod as provided ‘Therein. Retail charge account e

117 includes all accounts arising out of the‘utlhza on”'.by the holde

118 of a credlt card letter of credlt or other credlt identification 1ssuedv
- 119 bv a sales finance company or. bankmg mstztutwn giving the holder
- 120 they pl ivilege of using the credlt card, letter of credit or other credlt _
191 1dent1ﬁcatlon to become a retail buyer in transactrons out of which

122 debt arlses (1) by the sales ﬁnance company ’s or banking institu-
123 tion’ s payment or agreement to pay the reta1l buyer’s obhgatlons,‘
' 124 or (2) by the sales ﬁnance company ’s or banking institution’s pur- B
‘,’,125 chase from theretail seller of the obli'oations of the user of the
126 credlt card, letter of credit or other credlt identification as a retail

' 127 buyer

128 . (s) “Services”’ means and mcludes work, labor and- serv1ces,
129 professmnal and otherW1se whlch are primarily for personal fam-
130 ily or household purposes but does not include serv1ces which are .
131 subject to the “Home Repair Fmancmv Act,”” and insurance pre-
132 miums ﬁnancmg which is subJect to the ‘‘Insurance Premium Fi-

» 133 nance Company Act” (P L. 1968 ¢ 221; C. 1T, :16D-1 et seq)

134 - (t) “B111mg penod” means the tlme interval between regular
4135 permdlc blllmg statement dates. In the case of monthly billing
136 periods, such mtervals shall be conmdered equal mtervals of time
137 if the bllhng date of a b1111n0' nermd does not vary more than four
138 days from the b1llmg date of the 1mmed1ate1y preceding billing
139 penod, In the case of blllmg--penods which ‘are not monthly, the
140 permissible variation in billing dates shall be that proportion of
- 141 four days (adjusted to. the nearest whole number) wh1ch the num-
142 ber of days in the billing permd bears to 30

143 () “Professwnal services’’ means services rendered or per-
| 144 formed by a person authorized by law to practice a recogmzed ‘
14o professron whose practwe 18 regulated by law and the performance
1146 of which services requires knowledge of an advanced type in a
147 field of learning'acquired' by a prolonged formal course of special-
148 ized; instruction and study as distinguished from general academic
149 instruction or apprenticeship and training.. . - .

150 (v) ““Surcharge’” means any"inciehse in the cash price of goods
151 or services no'tvother_wise- authorized 'byv‘P.' L. 1960, c. 40 (C.




sumex Cledlt Protection Act, Pub. L. 90—321 (15 U. 8. C. 1666f o

-~ addition; teehmee.l amendments clarlfv the mclnsmn of” bankmg‘; i

152 17 ; 16C——1 et seq. ) to a retazl bu_/er who elects to use o retazl charge b e

153 accown‘ which increase is not. zmposed upon persons paymg by

c 154 ras]; check-or similar means. A
2 (\ew sectlon) A retail sellm shall. not 1mpose a surcharge on
“a lCLal.l buyer w. ho elects 1o use a retail: charge account to pay for - E

‘ goods or seruces in heu of payment by cash check or s1m11ar means e
ThlS act shall take effect unmedlately, i B -

. Thls bill would amend and snpblement the “Betaxl Instal]men

" Sales Aect of 1960, P. L. 1960, c. 40 (C 17:16C-1 et seq:) to BT
+hibit smchmges on cred1t ‘card purchases The federal Jax
: these sureharges, contamed in section: 167 of Title T of the ”

“eeased to be effective on February 27,1984, Tlns bill ensures that‘v e
~‘the ban on thelr surcharges would eontmue in New Jersey In -

B 3 mstltuuons vuthm the dehmtlon of cre(ht card issuers.
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- ':”,_:.;,'Reférred' to Committee :'On:Energfy' and En{rjiro'ann't‘.‘

E SEN A TE,N0156 0

'STATE OF NEW. JERSEY

~ INTRODUCED JANUARY 30,1986~

oy BvSenatorDORSEY S

A‘N Acn' coneermng certam mterest rates, and supplementmg : "’; 5
| T.ltle 17 of ‘the Rev1sed Statutes e

“BeTr ENAC’I’ED by the Senn:te and Genemi ASSem'bly of the State '

“ of New Jersey T L A ‘
#°1."Tf the commissioner ﬁnds, 10 later than six months after the L LR

date of enaetment of this ‘act, that the averave prevaﬂmg mterest:-f'-, Gl

,rate being charcred on any loan or- extenemn of credit made after L

~the effective date of this act: a. 1)\ State and federally chartered IR

‘ banks, samngs banks and savings and 10a11 assocla‘tmns b 'bx T

£mall loan compames Yicensed: pursuant to R. S 17 101 et seq.;

~ande. by any other lender, on revolving or open end accounts for o
"Whlch a eredit eard i is uqed to draw upon the prineipal amount or
. credlt line, ‘exceeds the Monthlv Index of Long Term Umted o
g Sta‘tes .Government Bond _.Ylelds, compﬂed by the Board of Gov- :

ernors of the Federal Reserve Svsten and as’ publiShed ’by the ’

_board in the. Monﬂﬂ\ Fedelal Rebene Balletin, for the seeond E
S precedmg calendar month, jp’hls an ad(htmnal 8%, rounded off ‘to '
the nearest quartel of 1% per annum, the commlsswner shall T
estabhsh this mterest rate ceﬂmb by 1egulanon, whleh cellmg shall 3 _3
'thereafter be. apphcable to those accounte - _ , ’ :
_ 2 a. If ‘the ‘conunissioner: estabhches an m‘terest ‘rate: ceﬂmg e o
: "purs_uant to »sectm,n 1. of this' act, no bank,_savmgs bank, or: savings

~-and loan a‘Ssociaﬁon “which has its prinecipal “office oﬁfside Ne\\"":f
‘,“-;Jersey shall mamtam any loan productlon oﬁice or other ofﬁce in.
“this. State for the pm poee of makm" ]o‘m& and inv eetmente in thls B
~State if: o R




8 'lends money or prov1des credlt to re51dents of th1s State by means o

9 ofa revolx ing or open end aceount for n lnoh a credit card is used o

1
12
13

15
16 1
Y
18
19

H S Y

(1) The bank sa\ nws bav k- or savmgs and loan assoc1at10nv

to draw upon the’ prmmpal amount or crecht line; and
(2) The bank, sav ings bank or- savmgs and loan assoc1at10n
charges a rate of inferest on the loan “luch enceeds the rate estab-, v

: hshed pursuant to sect1on 1 of this act.
b If the comm1ss1oner ﬁnds that any bank, savmgs bank or-"
‘savmgs and loan assoc1at1on whlch has its prmclpal office’ outs1deV

»\*ew Jersey has v1olated the pl‘OVlSlOIlS of subsectlon a. of this »l
sectlon, the commissioner shall take possesslon of the loan pro-
ductlon ofﬁce pursuant to the prov1sxons of Artlcle 42 of P. L. NP
'1948 ‘e, 67 (C. 17:9A-266 et eeq) ,
3. Any person charging 1nterest in excess of the amount per-
-mitted by sectlon 1 of this act shall be gmltv of cnmmal usury -,

pursuant to N. J. 8. 2(:21-19. .
4, Thls act shall take effect 1mmed1atel\ and shall exp1re on

the 730th day followmg enactment '

STATEMEN T

Thls b111 requlres the Conmnssxoner of Bankmg, under certain

: ',‘clrcumstances, to estabhsh an interest rate ceiling appheable to

- all revolving and open end aceounts for which a credit eard is used.

The bill would prohibit out- of—state banks from establishing or

‘ .‘mamtammg loan productlon oﬂices in New J; ersey 1f they do not
‘ 'adhere to the rate :

- BANKING AND FIN Al\ CIAL I\ STITUTIO\ S :

'_Banks-—Credlt ‘card int. ceilings L
' ‘Estabhshes an mterest rate celhng on revolvmg accounts for Whlch /v -
a credlt card i is used ' : ‘
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G ,";YSTATE OF NEW JER

By Senators CONNORS GARIBALDI CARDINALE HURLEY'

B iB_efen%ed to"comnﬁttee . o‘n" La‘bor,% 'Indiistry ,an'd ‘Professwns ,

e w'-‘ - .

© 'ob PN m‘ oo
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AN .Ac'.r cuncermng the reportmg of eerta.m mterest rates Lan

SENATE No 1561

L _;,;_511\7'1”_‘1{0‘1)17‘_01?,1) JANIJ‘ARY" 30,'1‘98'6‘ |

BASSANO DIFRANCES(O BUBBA and MCNAMARA

s supp]ementmg Title 17 of the Revxsed Statutes. :

S Be TP ENACTED by the Senate aml Geneml Assembly of the State,,,,, i
'l'ofNewJerseJ- o G o R :

- 1oa. E\rery State or iederallv ehartex ed bank sawngs bank and : " o
“ savings- and loan assoc1a1:1on, every small loan companv hcensed : _
pursuant to R, S 17:10-1 et seq, and every person who lendsv
‘money by means of a revolunw or open end account for W}uch a. " '

credit card ig used to dlaw npon ‘the prmmpal amount or credit

lme shall file with the Connms sioner of Bankmg every three months,'- B

in accordance w1th a schedule estabhshed by ‘the comm1ss1oner_'

“the interest. rate _\\hlch is then bemt3 charged by the.lender on these e

v aecounts

B The comnnsslouel, upon’ rece1pt of the 1nformat10n reqmredj

'bv subsection a. of ‘this sectlon shall send a compilation thereoi*

~to every daﬂ) and \\eelxlv new spapel of general cireulation in thlsf -

- State

2. Any person uo]atmn the pr onsxons ot this act sha]l be guﬂh :

;of a disorderly persons offense

3 T}ns act shall ta]\e effect mnned1ately

S STATEMENT , ,
‘ hls Hill reqmres all federally -and:state: chartered hanks sav-

1ngs banks, sav mgs aud Toan assocmtlons, all small loan eompar-les.‘

=t and all other persons w ho lend money: b\’ means- of- ar revolvmg or’




o open end account for W h1ch a credlt card is used to draw upon the

: prmmpal amount to report the 1ntere<t rates Whmh thev charge'
on the accounts to the Comnussmner of Banking. The commls-

- sioner would be required to drssenunate the information to news-

papers. .

BANKING A\TD FINA\ICIAL INSTITUTIONS
Info on credit card rates , g
: Reqmres the reportmg of mterest rates for cred1t cards and the,

dlssemmatlon of the 1nformat1on
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SENATE No 1562
STATE OF NEW JERSEY; |

INTRODUCED JAN'UARY 30 1986

‘j_,:B\ Senators GARIBALDI CONNORS CARDINALE HURLEY
e BASSANO DIFRANCESCO and BUBBA

Referred to Commrttee on Labor, Industry and Professmns _

.': AN ACT concermng eertam mterest rates, and supplementmg Tltle
17 of the Revised- Statutes '

Be1r ENACTED by the Senate and General Assembly of the S’tate
-of New: Jersey

' 3 interest rate ‘being charged on any loan or extension of credlt i
4 made after the effective date of t}ns act: a. by state and federallv ‘
=
)

chartered bdnl\s sa\ ings banks and savings and loan assomatlonS’ .

6 by ‘small loan conipanies licensed pursuant to R. 8. 11'10—1 et

4.

_seq.; and e by any other lender, on revolwng or opern'end: accounts' '

101 \\]udn a credit card is used to draw upon the prmmpal amount -

[

or eredit line, exceeds the average base rate on ‘commercial loans» '
10 for bldlsg,e United States money center banks, plus an add1t10nall ’
11 214%, rounded off to the nearest quai'tef of 1% per annum, the
12 commissioner sllall establish this interest rate ceiling by regulatieﬁ v
13 dnd shall eoxmnue “to do 80 foz each quarter thereafter which
S 14 eelhng, shall. thereafter be apphcable ‘to those aecounts. '
1.7 2. arlf the commissioner establishes an interest rafe cellmg pul '_ ‘
- 2".suant to.section 1 of this act, no bank, savmgs baik, or savmgs and -
3 "loan association: which has’ its. prmclpal office outs1de New J ersey. :
4

+shall -maintain any Joan productlon office -or- other- ofﬁce in this

. State if:

1. If the Commissioner-of Bankmg ﬁnds, no later than six months" e
'after the: date of enactment of this aet; that the average prex ailing..

-+State for. the purp0se of making.loans.and mvestments in th.ls



12
13
14

15

16
17
18
19

I U

(1) The bank savings. bank or sa\mos and loan nc:omauo.r

lends mone) or provides credit to re51dents of this State by means

of a revolvi ing or open end account for which a credit card is. used

to dra\\ upon the principal amount or credit lm}ev, and

(2) The bank, savings bank‘ or sa‘vings ‘and: loan'aaéo‘ciati011
charoes a rate of interest on the loan whlch exceeds the rate es- o

tablished pursuant to section 1 of this act.

“h. If the commissioner ﬁnds that any bank savmgs bank or sav-

- ings: and loan association whlch has its. prmclpal office outs1de New

Jersey has Violated the prov151ons of subsection a. of this sectlon,
the comm1ss1oner shall take possession of the loan productlon'
office pursuant to the prov1s1ons ‘of Article 42 of P. L. 1948 c. 67
(C. 17 :9A-266 et seq.).

3. Any person chargmg interest in excess' of the amount per-‘ . ‘

mltted by section. 1 of this act shall be guilty of criminal usury pur-

suant to N. J. S. 2C:21-19.
4. This act shall tal\e eﬁect 1mmed1atelv, and shall expu'e on
the 730th day followmg enactient.

STATEMENT

Thls b111 requlres the Commlssmner of Bankmg, under certain -

o '_ cireumstances to estabhsh an interest rate celhnw applvcable to all

‘ revolvmg and open end accounts for which a credit card is used.

This bill would proh1b1t out-of-state banks from establishing or
maintaining loan production offices in New Jersey if they do not

- adhere to the rate.

BANKING AND FI\IA\TCIAL IT\*STITI TIO\'S
Reg. of int. on credlt cards

"~ Provides for the regulatlon of the 1nterest rate on credlt cards

“under certam mrcumstances
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SENATE No. 1563

STATE OF NEW JERSEY:'

By Senators GAGLIANO DiIFRAN CESCO, BASSANO DORSEY,

w»—iloi-i

= w

-3 IR I

5]}

‘aci»‘;g‘wu,

INTRODU(‘ED TANUARY 30 1986

BUBBA CONNOBS BRO\V‘\' ~CARDINALE and HURLEY @
Referred 'te 'Comm'ittee im ‘Labor',’Industry‘ and Proféssions

ool

AN Acr concerning certain interest '73“?5’-7‘1.“3'
. : Tiﬂ e 17 Of the Revised Statute&

BL IT ENACTED by the Senate and’ Geneml Assembly of the Siatc_b o

: of New Jersey: -

L If the Commissioner ‘of ‘Banking finds, no later than six .
‘-months after the date of enactment of this act, that the average
~preva1hng interest rate being charged on any loan or extension
of credit made after the effective date of this act: a. by state
and federally chartered banks, savings banks and savings and
loan associations; b. by small loan eompanies- licensed pursuant -
to R. S. 17:10-1 et seq.; and _c.:by any other lender, on revolving
‘or open end accounts for which a credit card is used fo draw upon
the pnnclpal amount or credit line, exceeds the average base
rate on commercial loans for lar(re United States ‘money. eenter
banks, plus an additional 3%, rounded off to the neareet quarter.
of 1% per annum, the commi=sioner shall establish this interest
rate eeiling by regulation and shall continue to do ‘so for eaclk
-quarter thereafter, w hmh ceﬂmo shall thereafter be . apphcabl“ '

..to those accounts.

w: 9.ha.  If the “eonmmissioner: es-ta-bl-ishes AN ~:vinteresf w raié- -eeiling

“pursuant to section 1 of this act, no bank, savings bank or savings

- :and- Joan- association -which ‘has:its--principal- oﬂ‘iee ontmde New
 Jersey shall maintain. any Jdoan production office or other -office

“in this State for “the pulpose sofs makmg Joans and- mvestmets

in thls State if:
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(1) ‘AThve bénk, savings bank or sa{rings and loan association
lends mo'néy or provides credit to residents of this State by
means of a revolving or 'operi end accoﬁnt for which a credit
card is used to draw upon the principal amount or credit line; and

(2) The bank, savmgs bank, or savings and loan association

charges a rate of interest on the loan which exceeds the rate
established pursuant to section 1 of thls act. »
. b. If the commxssmner finds that -any. bank savmgs bank or
savmo-s and loan assoclatlon Whlch has its prmc1pa1 office outmde‘ B
New Jersey has v1olated the pxovmons of ‘subsection a. of this-
section, the commissioner shall take possession of the loan pro-
duction office pursuant to the provisions of Article 42 of P. L.
1948, . 67 (C. 17:9A-266 et seq.). ‘ ‘

3. Any person charging interest in excess of the amount per-

" mitted by section 1 of this act shall be guilty of criminal usury
‘pursuant to N. J. S. 2C:21-19. '

4. This act shall take effect munedlatel}, and shall exp1re on
the 730th day following enactment_. ‘ ’

STATEMENT

 This bill requires the Commissioner of Banking, under ‘,certain

circumstances, to establish an interest rate ceiling applicable to
all fevolving and open end accounts for which a credit card is used.
 The bill would prohibit out-of-state banks from éstablishing
or méintaining loan production offices in New JerSéy if they do

not adhere to the rate..

BANKIN G AND FINAN CIAL IN STlTUTIONS

' Banks—credit card int. ceilings

Establishes an interest rate ceiling on revolvmg accounts for

. which a credit card is used.
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STATE OF NEW JERSEY‘!T

By Senattors CON’I‘ILLO ORECHIO, PALLONE RUSSO

-+ Referred to Committee on Labo‘r, Iﬁdnsu'“y and Pi‘éfésswns*

DLNAIL, No. lbdé

IN TBQDUCED FEBRUARY 3 1986

VAN WAGNTER JACKMAN and ZANE

= Aﬁ Acrto pre'v'iﬂe for the establishinent of an interest Tate cei]ihg '

wdoﬂ_ésw»#w"MH<MH

EaEsREREs

‘on eredit eards, and amending P. L. 1959, &. 91, R. §. 17:10-14,
PL 1984, & 171, P. L. 1971, ¢. 409, P. Lweg ¢.144, and P. LT
19835, ¢. 81,

:BE I ENACTE‘D by the Senate and Geneml Assembly of the S’tate
of New Jersey:

1. Section 6 of P. L. 1959, c. 91 (C 17 9A—596) is amended to
read .as follows:

6. A. Notmthstandmg the prowsmns of R. S. 3111 or any

vvother law to the contrary, the rate for mtes] af nderest in e ﬁ"ect

for any calendar quarter on advance loans shall [be as agreed to

by the bank and the borrower] not exceed the interest rate dp- o

plicable to 99-day United States Treasury bills issued during the

first week of the talendar quarter immediately preceding, plus ao_i'_ S

additional 6%, rounded off to the nearest one-quarter of 1% per
annum. Interest may be reckoned according to any "method'authef

‘rized by R.S. 31:1-1.

“ The contract may provide that: the ‘interest rate may bein- -
creased, or may be decreased or both, from time: to time; provided,

“however, that no increase:in mterest shall be effective unless: (a) - v'

at least 90 days prior to the effective date of the first such increase,

:;;a-qr_,-adu,days prior to the effective dateaof,_any:.subsequentincrense,va
~written notice'h:is been :mailed or delivered to the borrower that
-;clearly and- conspmuous]y describes: such. change -and the mdebt-l'ﬂ
“edness to which it apphes and states that the incurrence by the ,

. borrower or another person authorized by him of any fu;ther in-

debtedness under the plan to which the agreement relates on or

“after the"effective date of the increase specified-in the Tnotice shall o

EXPLANATION—Matter enclosed in bold-faced brackets fthusl in the abowe bill
. -is'mot enacted and is intended to be omitted in the law.

Matter printed in italics #hus is new matter.
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constltute acceptance of the mcrease aud (b) uthel the borrower

: wxees m writing to the. iner cfrse or the borr ow er or anothe1 person

author 1zed by hnu Ineurs such fu1 ther mdebtedness on or after the B

effective date of the i increase stated in the notice. The prov isions

of this pa1ag1aph permrttmv an 1ncrease in a rate of interest shall
not apply in the case of an agreement Whlch expressly prohibits

_chan_gmgiof interest rates or which provides limitations on changing

of interest rates w hich are more restrictive than the requ‘iren‘ents'

of thls paragraph If the contract prov1des for the poss1b1hts7 of

an mcrease or decrease, or-both, in the rate, that fact shall be .. |

clearly descrlbed in plain languarre, in at least 8- pomt bold face
type on the bace of the contract. v

- B. For the purposes of this sectlon, charges for premmms ad-
vanced by the bank for credit hfe msmance, or: cre(ht accident and

" health i msurance, or both shall be treated as part of the pr1nc1pal :

_ balance owing on an advance loan, but no such charge shall be

included in determlnmw the ma\nmum pernnss1ble mdebtedness as
limited by section 11 of this act. ) '
C.. ’\IotWIthstandlng the prov1s1ons of any other law to the con-

tlan, a bank which issues a credit card in "eonnection w 1th an

advance loan contract in effect betw een the bank and the borrower

‘as authorized by this act may charge the borrower a fee not ex-
_ceeding $15.00 per annum on an annual or monthly basis; except

“that, if under the a_dVance loan contract, ‘the bank may lend the -

borro'wer an 'amOuut of $5‘,000.‘OQ or more, the bank may charge the
borrower a fee not _exceedin‘g $5_O;00 per annum on an annual or

" monthlyvbasis.‘ The charge so made (1) may be collected in advance,

( 2)“ shall be in addition to and not in substitution of auv other fee
or charge authorlzed by this aet, and (3) shall not be deemed to be
an mterest charge.

2. R.8. 17 :10-14 is amended to read as follows

17:10-14. Notmthstandmg the prov1s10ns of R. S. 31 1-1 or 7

‘any other laW to the contrary, every licensee hereunder may loan

any sum of money not exceeding $5, 00000 repayahle in install-

: ments, and may charge contract for and receive thereon interest at

an annual percentage rate or rates agreed to by the licensee and

“the borrower, except that in the case of any loan in which a credit

card is used to advance funds or to purchase goods and services,

» the rate of interest applicable to the loan for any calendar-quarter

shall not exceed the interest rate applzcable to-90-day United States
Treasury bzlls issued durma the first week of the calendar quarter -

'1mmedzately precedmg plus an. addsznal 6%, rounded ojf to the

nearest one-quarter of 1% per annum,
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19 ‘ralsed more than 3% per: annum durmg any 12-month perlod. ;The g

Jender shall not be obllgated to decrease the 1nterest rate mo
) ; than 6% over' the term of the loan, nor more than 3% pe' ;
22" during any 12—month penod If a rate mcrease i

) ,r;/loan, the lender shall also be obhgated 10 adopt:, me
- uniform standards for decreasmg the rate If the contract pro-. B

A loan contract other than an open-end loan contract mav pro— .

» ‘vide for an mcrease, or may prov1de for a decrease, or both in the?i e
16 ,rate Of ‘interest” aPPhcahle to the loan. No mcrease durmg the"i o
entlre loan term shall result in an 1nterest rate of ‘more’ than 6%

L1 :.‘;:;»per anmum over the rate applicable 1mt1ally, or shall the rate be SR

lie

25 Vldes for the. Ppos s1b1]1ty of an mcrease or decrease, or both in the B e
rate, that fact shall be clearlv descnbed m plam language, in- at.‘»_"':";‘
least 8-point bold face type on the face of the contract No rate in-
. »crease shall take effect durmg theﬁrst three years of the term of the - ,
floan, or’ thereafter,. (a) unless at least 9. days prior to the. effectrve s )
‘;f»idate of the first such mcrease, or 30 days prior- to the. eﬂ’ectrve date o
“of any subsequent increase, a wr1tten notrce has been maxled or
~ deliver ed to the borrower that clearly and consplcuously descrlbes ‘
3 such 1ncrease, and (b) unless at least 365 days have elapsed W ithont N
“-any increase in the rate. No i mcrease du:rm,, the entzre loan shall
5 result i in an mterest rate of more than 6% per annum over the rate '_' e

apphcable nnt]ally, nor shall the rate be ralsed more than 3% per .

_.annum durmg any 12-month permd VVhere the loan contract 50
3¢ prov1des for an mcrease or decrease in the rate of mterest the pro-- -

' v1s10n of R. S 17 10—13 requlrmg that no mstallment be substan- L -
;tlally greater in. amount than any precedmg mstallment shall not"'f 5
apply. S "

‘An open-end loan contract may prowde that the mterest rate may'

: "“be mcreased or ma5 “be decreased or both from time to time; pre- . - -
44 .v1ded, however, thatno increase: in mterest shall be effectlve unless:
L ;(a}},at ‘least 90days pmor to ,the‘.effectlve .date ‘of the first such in- :

6 crease, or 30 days prior to. 'vthe effective date of any. suhse‘quen‘t inc
£l crease, awntten notice has been: mailed or. delivered to the borrower :
r‘.that clearly and consplcuously descnbes such change and the in-
debtedness to wlnch it apphes and states that the i mcurrence by the
“borrow er or another “person authorlzed by him of any- further in- s
- debtedness under the plan to which the agreement relates on or
after the: effectlve date of: the 1ncrease spec1ﬁed in the. notice shall o
* eonstitute. acceptance ‘of the mcreaseand £{b). elther the borrm\ er- -
= awrees in-writing to the 1nc1ease or thc borrower or another persou’

,,authorlzed by hun ineurs such. further 1ndebtedness onor attu ‘the
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eﬁectne date of the inerease stated in such notlce The prov1s1ons o
of tlus paragraph permlttmg an mcrease in a rate of mterest shall
not apply in the case of. an agreement which expressly prohibits.

changmg of mterest rates or Whlch prov1des limitations on chang- :

‘, ing of interest rates whlch are more. restrletwe than the requlrex :

ments. of this paragraph ¥ the contract; prowdes for the posmblh
ity of an mcrease or decrease, or both in the rate, that fact shall .

‘be clearly descnbed in plam language, in at least 8-po1nt bold face

type on the face of the Wntten not1ce

The interest and penodlc payments for’ loans at these rates
shall ‘be computed from standard tables based on the. actuarial.
or annulty method which eonforms to the so-called: “United: States
Rule of Partml: Payments,’f vwhmh provrdes that interest shall

“be ealeulated‘wheheuer apayment is made and the payment shall be
first applied to the payment of interest and if it exceeds the interest
'du_e, the balance is to-be applied to 'diminish principal. -If the pay-

ment is insufficient to pay the entire amount of interest the balance: -

of interest due shall not be added to prmclpal‘ 80 as to. produce

' mterest thereon

No interest shall be paid, dedueted, or ’received in advance.
Interest shall not be compounded and' shall be computed enly on
unpaid prineipal balances. For the purpose of computing interest,
all installment payments shall be. applied no later than the next day,
other than a public hohday, after the date of reeelpt ‘and interest
shall be charged for the actual’ number of days elapsed at the daﬂy

'_ rate of 1/365 of the yearly rate.

No hcense shall induce or perm1t any person nor any husband

‘and Wlfe, ;|01ntly or severally, to become obhgated direetly or

contingently or both under more-than one contract of loan at the

same- time for the purpose of* obtammg a higher rate of’ 1nterest
than would otherwise be permltted by-this section. This: proh1b1t10n
shall not apply to any loan made pursuant to any other law of thls
State. ‘ ‘

s In adclition to the:interestéhereinprovide& fory no’-further or-other -

charge, or amount.Whatsoeverlfon anyexamination, service, broker-
age, commission, expense,- fee, or bonus or other thing-or otherwise
shall be direetly or i'ndireetly chiarged; contracted for, or received,

‘except (1) amounts. for msurance obtained or provided by the -
licensee in: aeeordance with the provisions.of this chapter; and (2).

on actual sale of! thie- securlty in. foreclosure. proeeedings: or upon »
the entry of Judgment If ‘any mterest consideration or charges in

_excess of those permlt‘ted by this: chapter are: charged; contracted

for, or recelved except as the result of a good faith error, the
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contract of loan shall be v01d and the Ilcensee shall have no rlght

- 100 to collect or receive any prmclpal, interest, er charges whatsoever,

" 101 and the borrewer shall be entitled to reeom from the hndsr any

7. 102 such sums paid or returned to the lender by the berrower on ae-
©77 103 count of or in eumwemon with the loan.

“read as ﬁolluwx

3. Section 26 of P. L. 1984,(: 171 (C. 17 13-12&!:) rsamen&edbov

26. (New section) a. A credit unien amy make losns to-ﬁsmem»_':
bers, evideneed by a written instrument, wpon terms and upon any'”_"j
security, including, but not limited to, the endersement of a note by
a suret’y, comaker, or guarantor, assrgnment of an interest in_ re
or personal preperty, or assignment of shares, a¥ the baard may

- provide. ‘The zdequacy ol any securlty shall'be determined by the
“credit committee. No loan shall be made to any member when the
aggregate amount of all that member’s Joans eutstanding exceeds
10% of the eredit union’s total assets. The beard, in its discretion,

may fix & lower amount.

b. Notmthstandmg the provisions of R. S 3131 to the! eontrary, e
a credit union may charge, contraet for, and' recaive interest [in}
on loans at a rate or rates agréed to by the credit union and the
meihber, except as provided in subsection d. of this section. A eredit

union may cliarge late fees: and lawfil feespaid to #ry public officer
" for filing; recording, or releasing a document, and: may charge

collection fees, not to exceed 20% of the principal balance: and
interest outstanding, which may be added to the principal halanae
of any loan placed for colleetion after default thereon:

¢. A creditunion shall have a lien on the shares; share certificates;
deposits, deposit certificates, and aceumulated interest or‘dividends
of a member in any individual, jOiht, ortrust account, for any sum-

past due the credit union from the member or for any loan endbrsed

by him. The credit union shall have & nght of lmmedlate [set—oﬁ]
2T
v 28

setoﬁ' with respect to these aeeounts. i
d. Notwithstanding any other provisionof law to the ctmfmry, m

“the case of any loan in which a credit card is used'to- advance funds
“or to purchase: goods or services, the-rate-of inferest applicable tor
the loan for any calendar quarter shall not exceed the interest rate
- applicable to 90-day United States Treasury bills issued during the

first week of the calendar .quarter immediately preceding; plus an

-additional 6%, rounded off to the nearest ome-quarter of 1% per -

annum. : , : . :
4; Sectmn 1 of P.L. 1971, . 409 (C.17:160-44.1) is amended to

read as Afollows:
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17 (a) ’\otw1thstand1na am othex la“ to the contran a 1eta11

seller, sales ﬁnance company banhmo 1nst1tut10n or. orther ‘holder -

may charge, receive and collect a time price- d1fferent1al in- each -
vblllmg perlod on. obhgat10n~. mcuned pursuant to any retail charge,
account which shall be determmed as speclﬁed in the terms of the
: account subJect to the lnmtatlons prov1ded herem Such t1me pr1cev
. ‘ dlfferentlal for each monthlV‘bllhng penod shall not exceed the
10
- 11 '
Rt
13
14
15
16

amount resultmg from applymg the penodm rates prov1ded herem

to the greater of the followlng amounts (mcludui "'funpald Yime
fpnce differentials) : : . ,

(1) The average dally balance of the account for such b11hng '.
penod or - ' . y v G ,
(i1). The balance of the account at the beglnmntr or end of B
such billing perlod '
. The periodic rate or rates for any calendar quarter shall not
exceed: [an amount agreed to by the retail seller sales ﬁnanca
‘company, bankln" institution, or other holder and the retail
~ buyer] the interest rate applicable to 90- day\l’/mted States
Treasury bills issued during the ﬁrst week of the’cdle’nda‘r
quar ter zmmedzatelJ precedmg, plus an addztwnal 6‘%, rounded
off to the nearest one-quarter of 1 % per annum. -
The terms of the retail charge account may prov1de that the t1me
pr1ce differential. may be 1nc1eased or may be decreased or both: .

from time to time; ‘prov1ded, however, that no increase shall be

‘effective unless: (1) at least 90 days prior to the effective date of the

first such inerease, ‘or. 30 days prior to the eﬁective date of any

subsequent inerease, a written notice has been mailed or delivered

‘to the retail bnyer that clearly and conspicuously describes such -

change and the indebtedness to which it applies and states that the
incurrence by the retail buyer or an‘other person authorized by him
of any further indebtedness under the plan to which the agreement
relates on or after the effective date of the i increase. spec1ﬁed in-the

_notice shall const1tute acceptance of the increase and [(b)] (2)

either. the retail buyer agrees in wntmcr to the increase or the retall
buyer or another person authonzed by him ineurs such further in-
debtedness on or after the effective date of the increase stated in the
notice. The provisions of this paragraph permitting an increase in

‘the time price differential shall not apply in the case of an agree-

ment which expressly prohlbu:s changing of the time price differen-

. tial or which prov1des limitations on chanvmg of the time price dif-
© 43

ferential Wh1ch are more. restrictive than the 1equ1rements of- this

v paragraph. If the terms of the retail charge account provide for the )

possibility of an increase or decrease, or both, in the time price
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- the median amonnt within a specified range. Such time priee :diﬂ:'er;_;
- resulting from applying the respective periodic rates specified -

- greater of the amounts speclﬁed in (i) and (ii) is mcluded, pro-

-is charged on all balances wrthm the specified range and prowded
respective:- periodic rates specified above to the median amount,

~within the range does not exceed by more than 8% the amonnt of - .
- “the time price differential determined by ‘applying the respectlve R

- differential of not more than $0.50 may be charged; if the bllhng ST

> “ditrerential, that tact’shall be clearly described 1n plain language,

in at least 8-pomt bold face type on the face of the. Wntten notlce .,
' Notwithstanding the" foregomg lmntatlon, if the terms of the
account.so provide, the time price differential'may be computed Qn'

ential for each monthly billing period shall not exceed the amount -
above to the median amount within the speclﬁed range in-which the
vided, subgect 1o the classifications ‘and di

reasonably be established by the retail seller, sales ﬁnance eon

banking institution or other holder, the same time pnce dlﬁerentlal

further that the time price differential determined by applymg the

- periodic rates specified above to the: lowest amount in the range.

(b)) If the billing period i is not monthly, the maxunum periodie

‘rate shall be that rate which bears the same relatlon to the respec-

tive periodie rates per month spemﬁed above as the number of days _
inthe billing period bears t030.
{e) Notmthstandmv the limitation provlded in (a) above, for -

- any monthly bﬂhng period in which a time price differental may be

charged pursnant to the terms of the account a minimum time price .

period is not monthly, 2 minimum time price differential may be
charged in' suech amount’ whlch bears the same relation to $0.50 as

the number of days in the bllhncr perlod bears to 30.

5. Section 48 of P. L 1963, c. 144 (C. 17']2B—48) is amended to
read-as follows: v

48, Specific powers. Wlthout limiting the generalltv of the fore-
going, every.association shall have power to: : h

(1) Have succession by its corporate name for-the 'per'iod lim-

<ited in"its charter or.eertificate of mcorpora‘hon, -and ‘when.mno
; penod is hm1ted, perpetually

(2) ‘Sue and be sued in any. court.

(3) Adopt and use a corporate seal and alter the same.

* (4) Purchase and otherwise acquire, hold, mortgage, pledge,
lease, w»'exchange»,:_‘,sell, convey and otherwise dispose. of .any real
and per_senal ‘property, ‘necessary ‘or incidental-te-its-operations _

and consistent with its powers and purposes.

A\
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(5) Insilreits member accounts w1th the Federal Savmgs and -

Loan Insurance Corporatlon, and comply Wlth condltlons necessary :

to obtam and maintain such i insurance. o
(6) Become a member of or stockhelder in 8 Federal Home Loan

‘Bank and to that end to -comply w1th all condmons of membershlp

therem :
(7 Aect as agent for the Umted States or the State of New

: Jersey or any mstrumentahty of either of them, ‘when desugnated _
for that purpose, and perform such reasonable dutles as such agent '

asmaybereqmredof;t _ y :
(8). Join any cooperatlve league crgamzed for the purpose of

protectmg and prometing the welfare of assoclatm
members and comply w1th all condltwns of membershi

(9) Borrow money from any source in or out of the State; on:f},; o

the note, hond and mortgage or other ‘obligation of the association

upon such terms and conditions as the board may from time to

time prescribe by resolutlon adopted by at least a ma]orltv of
all the members of the board and duly recorded on the minutes and
to pledge, assign or transfer mortgages, owned by the association
and the obligaficns secured ‘b.v such Vrnertgag'esb-,- ‘tcgether with the
shares, if any, pledged as collateral security therefor, or any real or
other personal property, as secﬁrity for the repayment of ‘money
80 bormwed No association shall borrow moﬂey if by doing s0
the aggregate of its mdebtedness for. borrowed money other than
to the Federal Home Loan Bank will exceed 20% of its cap1tal
except with the approval of the comlmssmner '

(10) (Deleted by amendment.) 7

(11) Require an advance payment of 1nterest for a period of
ene month on any loan; and accept advance pavments of interest,
1f made at the optlon of the debtor, for any perlod on any loan.
None of such payments shall be deemed usurious.

(12) Where shares are issued, charge, an admission fee, not to
exceed $0.25 per share, which shall include the cost of members,hip
or share certificate and aecount book. ‘ ' ‘ v

- (13) Impose charges upon a member for failure to make any
payment to the association when due, but only as provided in this
paragra'ph. W_here the association issues installment share ac-
counts it may impose such charge upon any meinber holding such
an aecount or any borrower upon a sinking fund mortgage not in
excess of 1% a month upon the amount in arrears, except for the .
first month’s arrearage or the amount by which such first month’s
arrearge may be increased by eu'bsequent arrearage,. in which case

a charge not in excess of 5% may be im'posed. Such charges shall
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. quired‘ payment to it when due upon any loan or contract for the
- resale of real estate to a member, not to exceed 4% of the am T
‘of each payment in arrears, but 1no more than one such charge Ir
-be made with respect to any one paymeut. I ‘

-who tenders to such association, for collection or as payment,
~check or. other-instrument of any type which subseqm,ntly ismo
: honored by the institution or person upon which such check or .
- other instrument is drawn. N one of- such charges shall be deemed,

“|Surious. ' ‘ :

deducted from any amount actnally pald by a member upon an

‘account nor shall the total of any sueh charges agamst any aceount: G
in any fiscal year exceed the amount that may be charged for fail-

- ure to make any payments for a 6-month penod nor shall any

‘charge for default be made on a charge for default. Otherwise

an association may impose a charge for failure to make any re-

tion may impose a reasonable serv1ce charge agamst any member :

(14) Compute nterest upon anv direct reduc'tmn 1oan, on desrg- :

“mnated payment dates, and add the same to ‘the unpald balance 01" B
‘such loan. :

(15) Act as agent for any person, Where such'agehcy will further
the interests .of the assomatlon and its members, suh]ect 1o such
Timitations as may be prescnbed by the commissioner.

- (16) Upon application to and approval bv the com'mlssmner, to

act as eustodian or tru:tee within the contemplation of the Federal

Self-Employed Individuals Tax Retirement Act‘ of 1962, Pub. Lo |

87-792,76 Stat. 809 (15T. 8. C. 37 et al.), as amended and supple- '7
mented, and the Employee Retirement Income Se’curi_ty Act of 1974,

: Pub. L. 93406, 88 Stat. 829 (5U. 8. C. 5108 et'al.). as amended and

supplemented, and as custodian, trustee or manager of any such
investment fund the authorized investments of which include, but

need not be limited to, savings aceounts or real estate loans, and the

‘f»beneﬁclal interests’ in whach may be represented by transferable, T
" shares or certificates. Associations exerc1smg the powers autho- |
| rized by this subsection shall segregate,.all funds held in ;such
: /ﬁduciavrj' eapaeitieS«ifromf'the- general assets of the .a"sseciat_ion "an‘d’
“shall keep a separate set of books and records showing in detail all
~transactions made under authority-of this subsection.” If individual
-'records, are kept for each self-employed individual»’s ret'iremen_tv

: pl‘anda’nd each such investment fund, then all such funds held in such

_. 'lﬁduci‘ary capacities by an association may be commingled for appro-

priate purposez of investment. No funds held in such fiduciary

“capacities shall be used by an . association in the. conduct -of its




: 100 bunne lwo\ ‘ever, sach funas ma) be inv ested in savmgs accounts" S

101 of the assomatlon in the event that the custodlal trust or other plan 5

102 does. not plohlblt such 1nvestment In 01a11t111g or refusing the r
103 association’s apphcatlon the comnussmner shal] take into considera- -

104 tion the inv estment pohcles, amount, ty pe and adequacy of reser\ es;

105 ﬁdehtv bonds and any legally requlred deposxts of the apphcant and; - - g j‘
. ‘106 othel pertment facts and clrcumstances L

107 (1() TUpon comphance w 1th subsectlon (5) of tlus sectlo 1, accept_ .
,108 from 1ts members accounts to be repald upon such terms, not in- |
: 109 consistent with this. aet, as. are approved by the Comnussroner of ©

110. Banklng, by regulation or otherwise, pr0v1ded that no account shall - "

111 exceed the limitations estabhshed by section 78 of P.L. 1963, c. 144

: 112-(C. 17 12B-78), and prov1ded further that no account shall be

. 113 accepted or 1ssued in the name of any corporatlon, assoc1at10n or -

'114 partnershlp. or in the name of‘ any individual .for use in trade
115 or business. An 'association i‘ssuing such accounts Ima‘y honor
116 demfmds for withdrawal of such accounts in the form of neootlable
117 checks, (hafts or orders in the form of electronic fund transfers
118 and may become a member of a clearmg fac111ty and satisfy rea-
119 s o"able conditions required for its quahﬁcatlon and pav reasonable
'1120 expenses therefor. Such accounts may be either interest- hearlnb
. 121 or noninterest-bearing; prov1ded however, that the payment of

i 122 mterest on such accounts be permltted by federal law An- assoc1a- o

123 tion- acceptlng accounts pursuant to thls subsectlon shall at all

S-124 tlmes, maintain reserves agamst such accounts as shall be pre-
125 seribed in regulatlons issued by the commissioner in accordance

12_6 Wlth the “Ad:nlnlstratlve Procedure Act,” P. L. 1968, ¢. 410 (C.

127 52 .1,43 1 et seq.), but such reserves shall be equal in nature and
) 128 amount to those requlred of savings banks in this State agamst'

129 similar accounts. - Such- reserves shall be mamtalned in cash or
130 dep081ts in one or more reserve depositories as authorized by the =

- 7131 Commxssmner of Banking. Regulatlons of the comnissioner may

132 also prov1de that assoclatlons 1ssu1ng such t}pe of accounts main-

133 tain a general reserve account, federal msurance reserve account

134 and undnnded profits of speclﬁed ‘minimum amounts and ‘provide

135 for minimum standards of office faclhtles in connectlon therewith,

' 136 An insured assoclatlon may 1mpose a reasonable service charge for-
137 prov1d1ng a.nd mamtammg such accounts for the beneﬁt of 1ts
-5138 members , o ‘

139 ~ (18) Issue cred1t cards, extend credlt in connectlon theremth
‘ 140 and othermse engage in-or part1c1pate in credit card operatlon
141 subject to such regulations as the commissioner may prescrlbe ,

142 Any such regulations shall be'in sub’stantial conformity with similar




143 “rules and Tegulations of the Federal Home Loan Bank Board. 1'he
144 mtevest rate appluable to anJ extenswn of .eredit mcde pur cuant‘:j’,i : "
E "»-«145 to this sub.sectzon for any calendar quartcr shall not exceed ﬂce‘.j s

- 146 mteoest ‘rate -applicable- 1o 90—day United’ States Treasury b’lllg S

147 issued duruzg the calendar qumter zmmcdmtely pr ecedmg, plus an . .
"5‘3‘148 additional 6‘%, vo'zmded oﬁ” to the 'nearest one-quarter of 1% per T

1149 annum. B , L S S
L ,150 - (19) (a) Apply to the comnusswner for permlssmn to. act

C151 trustee, executor, admlmstrator, guardlan, or in any other ﬁd ucs

S 152 capaclty in- Whlch federal savmgs ‘and Joan assoc;atlonsv

153 busmess in +this State are permltted to a' 2 soclatlons exerclsmg\

454 anv or all of the powers enumerated in thls sectlon shall segregate ‘\

55 all assets held in any ﬁducxary capaclty from the general assets :

#1956 of the assoclatmn and” shall keep a sepa ate set of ~books. -an

: ;]“157 Tecords showmg in proper deta11 a]l transactlons engaged in‘under.
158 -authority of this section.  No assoclatlon ‘shall receive in 1ts trust -

159 department deposlts of current funds subJect to check or the deposlt v

160 of checks, drafts, bills of exchange, OT other 1tems for co]lectlon

o Av:161 or exchange purposes Funds ‘deposited or held in, trust by the,ff'.

o 162 assoclatmn awaltmg investment shall be earned in a separate'
163 account and shall’ not. be- used by the assocmtlon in the conduct of
164 its busn\ess tmless it shall ﬁrst set aside in the trust depal tmevt o
3 '165 Umted States bonds or. other secunties approved bv the commls-.'

B ]66 s1011er In the eveut of the failure of such assocxatmn,,the owne, S
' .167,of the funds held in tru’st.forllm’estment,shall have a. hen on tho _

bg"168' bonds or other securities so set apart, in 'addition to their claim
169 against the estate of ‘the assoelatlon Whenever the laws ot' thls 7 TE
L T70. State reqmre corporatmns actmg ina ﬁduclarv capacltv to. denoglt i .
117 securmes with the State authorltles for the protectmn of pr wate or o

172 court trusts, associations s0: acting shall be reqmred to nal\e smnlar‘ -

L ‘*‘173 deposlts and securltles 50 deposlted shall be held for tho pr otectlon
, 174 ‘of private or court trusts, as prowded by "\*ew J ersev law Assocm- 1
175 tions i in such cases-shallnot be rcqulred to execute’ the bond usuallv B ' ’
-:176 reqmred of mdn lduals if New Jersey ('orpmatlons unde1 51m11ar L,

177 clrcumstancesc are- exempt from thls requlrement. Assoclatxens 3

: 178 shall have powel “to execute such bond v\hen 50 Tequired. by the: laws 5.

179 of New: Jersev -Inany case.in whlch the laws of this State requ1re-"'

: -’;.«lf?:ﬁflSO that a corpoxatmn acting. a’s“tlustee, execmcl adn'mlstlat(n 01".‘

- 181"in any capacity specmed in this sectlon shall take an oath or make .
“382 an affidavit, anv oﬁ"1ce1 as. deﬁned in section 65 of P L 1963, c. 1—4‘1 i _

"?]83 (C.17:12B-65), of such assoclatlon may fake: ‘the. nocessarv oath or. -

-1&—1 exec ute the '»ecessan affidavit. 1t sha]l be unla\\iul for any assoexa-'b
_1% thI} to-lend any officer,. duectox, or emplovee any. tunds held in.

]\(’ trust -under the po“els conferled Dby this . sectlon © Any oﬁic‘er,



1‘8’7,'direetor, or employee ‘making such loun, or'to»\\"hom such loan is:
188 ‘madé,r nia_v he fined 1ot in_ore than $5,000.00, or imprisoned not more
189 than five vears; or may be 1')oth‘ﬁn,ed and imprisoned, in-the disere-
190 tion of the court. In passing upon appl‘ications for permission to
191 exercise _‘the powers enumerated in this se'ction,bth'e‘ co.mmissioner
192 may take into consideration the amount of capital and surplus of the
193 applying association, whether or not such capital and surplus is

194 sufficient under the circumstances of the case, the needs of the con‘i-

. 195 mumty to be served and any other facts and mrcumstances that

196 seem to. him proper, and may grant or refuse the apphcatlon g

197 accordmglv except that approval shall not be granted to any as ’
198 sociation havmg a capltal and surplus less than the capltal and
- 199 surplus required by New Jersey law. of State banks, trust com- -
'200. panies; and corporatlons exermsmg such powers. - ‘
201 (b) Any association desiring to surrender its right to exerclse_
202 the powers granted under this section, i in order to relieve itself of -
203 the necess1ty of complying with the requirements of this section, -
204 or to have returned to it any securities which it may h.ave "de'posvited
205 : with the State authorities for the protection of private or court
206 trusts, or for any other purpose, may file “1th the commissioner a
207 certified copy-of a resolution of its board of directors s1gn1fymg‘ :
208 such d'esvire. ’Upou receipt of ‘such resolution, the commissioner,
209 after satisfying himself that such association has been relieved in
210 accordance tvith State law of all duties as trustee,‘ executor,
211 administrator, guardiau or other ﬁduciary, under court, private or
212 other appointments prevmusly accepted under authority of this
213 sectlon may, in its dHCI‘PtIOIl, issue to such assocmtlon ‘a certificate
214 certlf;vmg that such association is no longer authorized to exercrse
215 the powers granted by'this section. Upon the issuance of such a
216" certificate by the commissioner, such association (i) shall no‘ Tonger .
217 be sub]ect to the prov1s1ons of this section or the regulations of the
. 218 commissioner made pursuant thereto, (ii) shall be entitled to have
219 returned to it any securltles which it may have deposited with the
/220 State authorities for the protection of ‘private or court trusts, and

- 221 (m)_ shall not exercise thereafter any of the powers granted by
222 this section without first applying for and obtaining approval to
293 exercise such powers pursuant to the provisions of this section.

224 (c) The commi}ss‘ioner is authoriZed and empowered to promul-

. 225 gate such regulations as he may deem necessary to. enforce com-

226 pliance Wlth the prov isions of this section and the proper exercise

227 of the trust powers granted by this section. Any such regulations
- 228 shall be in substantial conformity with ‘similar- rules and regula-
9299 tions of the Federal Home Loan Bank Board.




() 5& .

230 (20) In accordance w
231 the commlssmner, 1ssue and sell dlrectly to subscrlhers or through‘_ o
232 underwnters mutual cap1tal certificates. Such. eertlﬁcates shall- )

= 239 after the payment in full of all savmgs accounts, savmgs
240 cates, and debt obhgatlonS' '

pesgehn

ith les and regulatlons promulgated by:.yv’ ki

233 constltute part of the general reserve and net worth of the lssmngv Fh el
234 association. Such cert1ﬁcates_- . ‘

-,2 (a) Shall be subordinate to all savmgs acconnts, savmgs c ; tlﬁ-} -
236 cates, and debt obligations; .

. (b) Shall constlt:ute a clalm in’ hqmdatmn on- the gener
238 serves, surplus, and und1v1ded proﬁts of the assoclatxon Temain g

‘Al (c) ehall be entltled to the - pa: yment of d1v1dends and
“{d) May have aﬁxed oT variable dividend rate. i

243 The commissioner is authorized and" empowered to. promnlgate.ﬁ;i*_.~ :'

9244 “such regulations as he may deem necessary with respect to the -

- 245 powers granted by this sectlon Any such regulatlons shall be in . | L
246 substantial confornuty Wlth sumlar rules and regulatmns of the ._;]  ey

- 247 Federal ‘Home Loan Bank Board. The commissioner shall provnde :

- 248 m ‘his regulatlons for charging losses to the mutual capltal cel‘tlﬁ;'j B
949 cates, reserves, and other net worth accounts. ,
250 (21 It authonzed by regulahon of the commissioner, exercxse' '
- 251 any power, right, benefit, or pr1v1lege permltted to federal assoc:a» :
232 tlons, provuled that such power, rlght beneﬁt or pmvnlege is not
2;)3 speclﬁcally prolnblted by law, which regulatlon shall be in sub-
254 stannal conformity with similar rules and regnlatmns of tlne Fed-

. 255 eral Home Loan Bank Board; and exercise any power, nght,,bene '
256 fit or p1'ix_'ilege under this secti‘orl, modified by ‘regulation of the
257 commissioner, where the Federal Home Loan Bank Board has, by

258 regulatlon, ‘modified that power, rrght benefit or _pnvrlege with
259 respect to federal associations.
‘ 1 6. Sectron4 of P L 1985 C. 81 (C 17.3B—7) is. amended to read“‘
'.aS.fO]IOWS‘ : _
4. a. Interest: I\oththstandmg tlle prowsmns of R. 8. 31 1—-1 a

“lender may, sub;ject 1o the criminal usury provrslons ‘of N..J. 8.

~on outstanding. unpaid mdebtedness in the borro“ers ‘account

“per centaoe rates as the agreemeut governmg the plan provides or

10 “the plan, except as provided in subsectzon b. of this section.. Tf the |

11 applicable periodic percentage rate under tlie agreenient gov emm g

12 the‘plan is other than daily, interest may be calculated on: anvamo,unt

713 not in‘excess of the average of outstanding unpaid-indebtedness for

f:':f2C 21—19 charge and collect interest under arevolving credit plan‘j Lo
- under the plan at daily, weel\ly, monthlv, annual or ‘other perxodrc Cr

as establlshecl in the manner pr ovided in the am eement frovernlnn :
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15
16
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93
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99

30
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32

14

the apphcable bllhng peuod deternuned by div xdln" the tofal 0[ Jle :
‘amounts of outstandmg unpaid mdebtedness for each day in the‘ '

applicable billing perlod by the number of days in the bﬂlm(r per iod.

If the apphcable periodic percentage rate under the agreement '

governing the plan is monthly, a billing period shall be .deebmed to be

a month or monthly if the last day of each hilling period is Qn' the

same day of each month or does not vary'by more than four days.

therefrom.

b. Noththstandmg the promswns of subsectwn a.of thzs .sectton ’

in the case of any revolving credit plan for which a credit card is
used to advance monmey to the borrower or to purchase goods or

services, the interest rate applicable to the revol'vmg credit plan 4

for any calendar quarter shall not exceed the mte_r_e_st rate applz-

ccable to 90-day United States T reasury bills issued dun'hg the first
week of the calendar quarter immediately preceding, plus an add:-

tional 6%, rounded off to the nearest one-quarter of 1% per annum.
¢. Nothing in this section shall be construed to authouze the
charging of interest on the amount of any accrued interest remaiu-

. ing unpaid on the account.

‘7. This act shall take efféct 30 days after enactment.

STATEMENT

This bill would establish an interest rate ceiling onlcredivt card

~loans. The céiling applicable to a loan or advance of funds would be
6% over the interest rate on United States Treasury bills for the

first week of the calendar quarfer which imm‘ediatély precedes the

- loan or advance of funds. The bill would apply to bank credit cards,

credit cards issued by small loan companies and credit unions, and

, credit éards issued by lenders under the Retail Installment Sales '
Act, P. L. 1971, c. 409 (C. 17 :16C-1 et beq ), such as department
stores and other retailers.

BANKIN 'G AND FINANCIAL INSTITUTIONS

. Estabhshes an interest celhng on credit cards of up to 6% over the

United States Treasury Bill interest rate.

A
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b

e
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L Gaghano, and S—1632 sponsored by: Senator Cont1llo.

SENATOR - RAYMOND. LESNIAK (Chalman)--» This is a pubhcﬂ |
hearlng of the Senate Labor, - Industry and’ Prof9551ons Com1£’ee
. on leglslatlve proposals cconcerning -credit cards, ] y
§-1160,  sponsored by Senator Feldman; S-1560, sponsored by
_ senatori Dorsey; 'S—1'5_61, sponsored by Senator Connors,’ S-1562‘,_fn
~ sponsored 'bY‘ Senator Garibaldi; . s—1563, sponsored by

In1t1a11y, I want to thank everyone for comlng out

“this morning, with the weather being so bad.
. ... The: first . person “to. testlfy w111 be = 3 om
:-'f'])epartment of Banklng, Robert Jaworski. Mr. Jaworsk;,

- know you were going to be first? : ,
" .DEPUDTY COMM. ROBERT M. J AWOR SK 1z No.

. SENATOR LESNIAK ~Well, you are. . }
- Let me just ask anyone who has prepared testlmony, to .
m'vplea_se bring. it up to the table here before you testify.
- DEPUTY COMMISSIONER JAWORSKI : Senators, g apprec:Late
'_‘thls opportmu‘ty to appear before the members of this Committee
 to present the views of the Department of - Banklng on- credlt N
card interest rate ceilings and . the effects . such ..re.strl.ctrons
“would have on the availability of credit to . New . Jersey
consumers. My  name is Robert Jaworski. I am the Deputy
Commissioner in the Dep_artment. of Banking revsponsible for
,superVising the Department's Consumer Complainrs Program, - as
well as for overseeing our legal and economic research staff. ,
-~ The- Department welcomes this legislative - ‘ingquiry 1nto

~'a matter of. considerable- publlc concern -— a concern genulnely >
- .-.»_a»:.shared by ‘the ‘Department - — -and .hopes : that -we -can. con'tr:lbute
“the suitable: information- needed to ‘devisea: fair and sensible
- 2’solution for.: :all concerned o the Leglslature, “theindustry,
“".and the- ‘consumer. ' ' ) o b.
‘ s;‘.‘iiTh - .Department :: statutorlly ‘charged  :with - the

‘-=~*;-_respon51b111ty - of reportlng, on an- annual basis, on ‘the
‘existence of compet;tklon among consumer credit lenders, and to




“, ce111ng of 30% in effect.

h'icredlt for their personal ‘needs.

. determlne whether ‘consumer credit is read11y avallable to thef“
‘vconsumer - The Department conducts th1s report as a. result }
the elimination of pr1ce restrlctlons on consumer'f
products in 1981' which left OnlY the State cr1m1na1‘ usf:y

At that tlme,. e11m1nat1ng x

credlt. : Thus,' many consumers were 51mply unable ‘to

That 1s why the issue of capplng cred1t card 1nterest,,”
rates must be ~ carefully - examlned to ensure ~ that »‘theuw
lava11ab111ty' of convenient and flexible consumer credit - a‘,
convenience overwhelm1ngly exerc1sed by New Jersey consumers‘——; ,

"_1s not correspondlngly reduced.

- I caution you to look closely at the cred1t cllmate 1n*
_states where rates have been restrlcted such as Arkansas ‘and
Wash1ngton. These states are repeatedly used as examples of

. rate control but ‘you should look beyond the limits because you >;§;

will d1scover that credlt ava11ab111ty in both states is
‘extremely restr1ct1ve The s1tuat1on there serves to remind us :
~that consumers do- not benefit when cred1t 1naccess1b1e,
‘strict credit eligibility standards are in. effect,-and credit
3‘sources are limited. | | . R '
Arkansas is a good example of the negat1ve effects oft o
o restr1ct1ons As Jill Considine, Superlntendent of New ‘York‘*“’;
“Banks, descrlbed in testlmony on the subject of the capped" i

o rates, "There is no . free ride in Arkansas for consumers ‘who use 3

,thelr card to make a purchase. Interest accrues from date of -
postlng the purchase, 1nstead of at the date of b1ll1ng as in

" most states. : Moreover, the attention those credit card rates_.
. have rece1ved natlonally has led to a flood of unsol1c1ted,

| appllcatlons_from out51de.the state. As.a_result, the credlt



standards ~~have “been “tightened, since ~those banks- cannot -
prudently~ expand the total amount of -credit ava11ab1“11ty for
| credlt cards._ SR ‘ S
‘ Slnce New Uersey phased in deregulatlon in 1981,
[_,Department ‘has been monltormg 1nterest rate act1v1ty o
. types of consumer loan.. products These products ran‘
'""unsecured ‘personal loans to new and -used - auto loan
equity, and small. bu51ness loans. “We are required to -address
.. several. conslderatlon ‘1n maklng our report on the credlt\"

- market . since. celllngs -were ' lifted, namely,
competition exists among :lenders, - whether : g v
" reasonably ~reflect market condltlons,- and . - whether - the -

‘elimination “"of ' ceilings- on’ ‘interest rates has 1ncreased the

.~ availability- of credlt to New: Jersey borrowers. ,
From the Department's standp01nt, we have cons.wtently _

_found no cause for the relnstltutlon of prlce condltlons or .
'ceilings. - Although we agree that the cost of credit card -
serv1ces is high in relation to other types of loans, we have'
not seen evidence “that the prices assoc1ated with bank credit

card services are s1gn1f1cantly greater in relatlon to thelr‘f"f"

_cost basis. . _— _ ‘
It is not my intention here to recite the costs

‘factored ,into providing credit card'kservices,' because T expect
~ that the industry will present “those figures to you. My point
here is to emphasize that credit availabiiity has expanded Ain

New Jersey ‘because of increased . competition. among lenders and '
~“the ellm:Lnatlon of . art:L:E:u:lal restraints. .

~  For the past . f1ve years, the Department has documented
""that consumer .credit is -readily - ‘available .to New Jerseyans ‘and

“that ~the interest rates being. ,charged ~on-most consumer‘ ccredit
- loans .in < the. State do .follow .a national. pattern" ~our . 11985

f"report — due to:be released at the end of this month —— f1nds
that most consumer loan rates registered progressive declines,
: thereby reflecting market condlt;ons.. Moreover, .the report



indicates that in virtually every category of consumer loan

~ products, lending activity by our financial institutions has
increased due to consumer demand, competition, and our ‘strong_-_'
economy | B

' One hundred and e1ghteen banks of a total of 129 State
‘and federally chartered : 1nst1tutions responded E
Department's current ‘survey. Of these, : s11ghtly ‘mot

or 22 institutions, issue or service credit cards, an
which has remained largely’ unchanged since rate ceilings _--were
lifted in 1981. Despite the small- number of 1ssuers, ‘ho r
credit-worthy individuals are able to obtain credit .ca ds “from . -
issuing . banks, whether or not they have other f.inancial, L
dealings with the bank. | | ‘

- Our 1985 survey data also reveals that two of the 22
institutions did drop their rates from 18% to 15% and 16.9% to
15.9%, respectively,’ thereby paralleling a national pattern
~that may have been triggered by a combination of declining
‘interest rates and less restrictive credit availability The’
average commerc1a1 bank rate on credit card _purchases - at
year-end 1985 was 18.08%, as compared to 18.45% in December,
1984, a steady, if slight, decline since an initial peak of
over 18.5% in early 1983. These figur‘es, of course, do not |
include the credit card volume or the rates of the many
retailers and out- of-state banks that also successfully compete
in the New Jersey marketplace ‘

The fact is, desplte the relatively high price of
maintaining credit card_ balances past monthly payment dates,
national figures show that credit card use and credit card
v balances are running at an all time high. This 1nd1cates that
'~ many consumers find the convenience of such flex1b1e credit to
be worth thevprlceb. Such a conclusion is further suggested by
‘the experience of our own Consumer Complaints Section which,"
despite the heavy publivc and media 'a_ttention the issue has
received to date, has received few, if any, complaints on
credit card interest rates. ' '



: - These and :other factors . form- the basis: of :
lreluctance to endorse a return to.price controls for. consumer
credit services...At the same tlme, we share the concern of the v

- rates - generally We agree that in such c1rcumstances
'rlegltlmate to 1nqu1re whether the prlce is- reasonab>
"“to the costs of prov1d1ng such services, and we welcomeg
. testimony of 1ndustry representatlves who are here

-..to those concerns. - TR , f

: For our part, as regulators we note that the Federal
-~ Reserve Board “and others have pointed ‘ont that7’credit:‘card )
: costs..are.l;indeed, higher;'and‘ they have concluded _that,
.-least at thiS‘point rthefanticipated negative effect on credit

" .aVAIIabllltY and on economic prosperlty would outwelgh any,

- assumed benefit from. capplng rates. ‘ ' ‘

- In summary, we commend the initiative and pubhc
spirit of the Legislature in ‘raising this timely gquestion, and
‘we offer our full cooperation in the course of this hearing. V
.SENATOR LESNIAK: . Senator O Connor, any questions?
~ SENATOR O'CONNOR. No questions. |
'SENATOR LESNIAK: Senator Jackman?
SENATOR JACKMAN: = No gquestions.
SENATOR LESNIAK: Senator DiFrancesco? ~
» _SENATOR DiFRANCESCO: Yes, I have some questlons. :
“First of all, how long have you been with the Department"
- DEPUTY COMMISSIONER JAWORSKI: I have been with the

- Department: since October of last year. -Before :that, ‘I was in

. the Attorney ‘General's office.
| ' ~SENATOR ' DiFRANCESCO: - “Is there“a ceiling; at ‘all, on

| ’».'fin;,f,;;;anyrkbing of credit card interest rate? .Is there any ceiling?

| : DEPUTY~ COMMISSIONER JAWORSKI: ~ There isthe 'criminal
usury ce111ng of“30%. o

_ 'SENATOR . DiFRANCESCO:  There is a criminal usury
= ceiling of 30%? - |



DEPUTY COMMISSIONER JAWORSKI -Yes. _
SENATOR DiFRANCESCO:  For all ,kihds,,df_-,
1ncludes any kind of loan, right? [

: DEPUTY COMMISS IONER J AWORSKI “Well, that- J.nc lud
the types of loans that are under con51derat1on in an'
‘bills we are cons1der1ng It 1ncludes reta11

"1oans, it 1nc1udes credit card loans tv1ncludesuw
loans. ' R %

That

SENATOR D1FRANCESCO Is there a mortage ce111 g
DEPUTY - COMMISSIONER JAWORSKI There_, 1s, I "bel
" but I am not - exactly sure what that rate is. " It's a civi
lower than the 30% rate. ‘ | ' - :

© . SENATOR D1FRANCESCO ' Does it dlstlngulsh betweenhf.'
- f1rst mortgages and second mortgages;vwould you know’ ’ :
, DEPUTY COMMISSIONER JAWORSKI: ' I believe it  does oI
think the—-— v | L T
' SENATOR D1FRANCESCO In other words, would there be s
| h1gher ce111ng rate for second mortgages than first, or should k

I be asking these questions, maybe, of one of the other"'
_ w1tnesses7 Do'you want me to defer_on any questions likefthis?ﬂﬁk; -
| DEPUTY = COMMISSIONER  JAWORSKI:  Well, on  this
’ particular questlon,kI will defer. The civil'usury 1imits“areb
| fairly complex, and I am not quite up on all of the rates.
SENATOR DiFRANCESCO: Well, I' 11 wait until we get to.

Witness No. 13, I guess. h .

‘What about the notlce—— You know, in your testlmony
“you spoke ‘about--  Let mer try to find it. (referrlng to
'written statement) ~ You indicated about consumer complalntsb—f .
interest rates. First of all, let me ask you this: 1If you had:
a high volume of'conSUmer complaints, would you act? |
' DEPUTY COMMISSIONER JAWORSKI:  Well, that would
certainly raise our concern and we would, in fact, take

that there were very few consumer complalnts about credit

‘action. . When we see a high volume of consumer complaints, we
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- or does’the Department have an op1n1on as to whether it
’credlt card interest" rates’
_ Department, .but personally, w1th ‘the med1a attentlon “this
“has ralsed«——‘and I think 1t was mentloned in my testimony

o iama little surprised ‘that ‘we don't get more.

;Thlghest rate belng charged on a-credit card of -any klnd in New
’.Jersey. do you know —— whether it" be retail, bank, “whatever? v

'thlnk they are all below 20.

:Vrtry to flnd out what ‘is causlng Jt, andmer?TOJresblVe:théfﬁff’5
;;s:tuatlon. ' S AN

SENATOR‘DlFRANCESCO In ‘your: ‘own - personal oplnlo
Are you surprlsed that you don t get consumer compl’

' DEPUTY COMMISSIONER JAWORSKI 'I’ ‘ca

'BENATOR DiFRANCESCO: = Yeah, so am 1. ‘What ‘is cthe

" DEPUTY COMMISSIONER "/ JAWORSKI: I ~'don‘t ‘have our .
'survey, but I believe some of the retail charge-accounts might
go into ‘the low 20s. Most of the credit cards-— I don't
believe there is any bank credlt card rate that is over 20 1

'SENATOR DiFRANCESCO: Was there a ceiling at one time

" on credlt card rates?

~ DEPUTY COMMISSIONER JAWORSKI: Yes.
 SENATOR DiFRANCESCO: = What was the ceiling? e T
DEPUTY COMMISSIONER JAWORSKI: It was 18%, I think, in

19— It may have been a graduated ceiling' I ‘think it was 18%

for a certain balance, and perhaps 15% for over ‘that. And that E

‘was prlor to 1981.

" SENATOR D1FRANCESCO" you - thlnk it was as h1gh as

 718% even then — prior to 1981, when ‘the law was changed’

- DEPUTY" COMMISSIONER JAWORSKI : Yes ~yes.
“BENATOR D1FRANCESCO HIs it safe to" say that ba51cally

“the. hlghest rates today are generally retall merchants?

“DEPUTY COMMISSIONER JAWORSKI Yes, I belleve that 1s

.a safe ‘statement.

SENATOR - DlFRANCESCO .. Whereas commercial banks are a

”**%llttle 1ower?



DEPUTY COMMISSIONER JAWORSKI -Yes.

SENATOR D1FRANCESCO Based on your survey? :
DEPUTY . COMMISSIONER JAWORSKI Yes. Well, the urvey
v'was only sent to banks The survey dld not 1nvolve _
~at all. ' ‘

SENATOR D1FRANCESCO . Oh okay e o
' DEPUTY COMMISSIONER JAWORSKI: " So,” the tho
vretallers are—- - - : o o -
| . SENATOR D1FRANCESCO SO, your statlstlc of 18 08%
'based upon a commerclal bank survey° o v ‘ :
| ' DEPUTY COMMISSIONER JAWORSKI: Yes, it is a commercial
':bank»Survey My information from retail is just what I have
read from other studles,,which,seem'to indicate thatvthey are
slightly higher. T R | SR
| SENATOR D1FRANCESC0 _ Is there a p01nt at wh1ch the
:.Department might take action if the interest rates were to go

- up on credit cards? Is there some}maglcvnumber at which you:
‘think you would act? ‘ L e AR I,

' , DEPUTY COMMISSIONER JAWORSKI "I don't thlnk so ,III-
think’ really, what th1s Commlttee is looklng at, and what we
'mentloned in the testlmony,lls that we would have to take a
;close look at the relatlonshlp between bank costs for prov1d1ng
these serv1ces ‘and ‘the interest rate they were charglng, and
perhaps other factors that ‘might enter into it. If it were
vcaused by the bank costs increasing for one reason or another,
you could see it as a 1eg1t1mate r1se in rates. If not, then

- we might be prepared to take action, as we are at present

| ~ SENATOR DiFRANCESCO: Well, in 1981, do you have any
~idea what the prlme rate was? - o - » o
| - DEPUTY COMMISSIONER JAWORSKI: No, but I know it ‘was’
~a lot hlgher than it is today. | ' o |
' SENATOR DiFRANCESCO: A’ lot hlgher than 1t is today’

' DEPUTY COMMISSIONER JAWORSKI : .Yes., :

SENATOR D1FRANCESCO ; Do you think -- and I th1nk you

intimated this in your testlmony:—— that the 1lifting of the
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ceiling on credit card interest rates ,5generat‘ed ‘more :a_f‘v"a'illﬁébl"e
credit? | o DT |
- DEPUTY COMMISSIONER JAWORSKI ;" ”Yes.f”When.c'ﬁ

credlt. or in greater amounts. ;
their card holders, because they could then recoup those

_ through ~ the  higher  interest .. rates. The increase ..in
“availability of credit is documented in, I believe, each :
- .periodic reports which have. followed the . 1ifting of the ‘cap in
.1981. . : . -

SENATOR DiFRANCESCO: “Your survey indi_cates-"that two

““pf-the 22 institutions dropped their rates from 18% to 15% and

16.9% to 15.9%, which is only}.l%vin one instance, and 3% in the

other. When did that happen, do you happen to know?

' DEPUTY COMMISSIONER JAWORSKI: I don‘t happen to know,

'-but 1 believe that was between the 1984 survey and the . 1985

survey. So, in this past—
* SENATOR DiFRANCESCO: ~When was the survey taken?
DEPUTY COMMISSIONER JAWORSKI: In this past year.
SENATOR DiFRANCESCO: The beginning of 1985, or, you
know, the end of 1985? : | | -
DEPUTY COMMISSIONER JAWORSKI: The end. S :
SENATOR DiFRANCESCO: So, the survey toward the end of
1985 1ndlcated that some . time durlng 1985, .two  institutions

““dropped their rates?

" DEPUTY -COMMISSIONER JAWORSKI: - Yes. S _
BENATOR DiFRANCESCO: . Do .you know..of any.since that

: ,date that have dropped their rates — since you took the survey"

" DEPUTY" CQMMISS IONER.JAWORSKI: .I do not.
; ‘-ff‘i.r,S,ENATOR' DiFRANCESCO: Do .you have any recommendations

with regard to a ceiling? 1If the Legislature were to decide

that there should.be a:.ceiling, does the- Department of Bank:.ng‘
have any recommendations?



DEPUTY COMMISSIONER JAWORSKI As to the formula which
you might use? No, we have no recommendatlons because we have
not focused on that at thlS po1nt ‘

SENATOR DiFRANCESCO: Do you ‘have any suggestlons, i

or-- Maybe I shouldn't be suggestlng it, but have you' th
about perhaps more notice to the publ;c,'or trylng‘t
regulatlons that would make the public aw

_1n rates between varlous 1nst1tutlons° ) ' e
| ~ DEPUTY COMMISSIONER JAWORSKI: We have thoug_ y
it; we are thinking about 1t We are looklng at some of
'things that New York State has ‘done. :

rcouple of thlngs wh1ch we bel1eve are . worthy of cons1derat1on
They publlsh a quarterly report - called “Consumer " s_,Shopplng
Guide," I ”think, which indicates the various bank‘»rates;“
including credit card rates for all the reporting banks. It is
a voluntary program,'and‘they get fairly good'cooperation from
their inStitutions, as I..can tell from the report  We thlnk'
that 1nformatlon would be very helpful to the consumer, to Know

wh1ch banks offer what rates, and what other features are 1n5,:f

the card. I mean, rate is only one of the features that make -

_.people buy cards.v The way a bank admlnlsters the program, the

yearly'fee,'Whether there is a grace period—- All of those

cons1deratlons would play a part, and how you use it. ,
SENATOR DiFRANCESCO: Let's talk about ' two of those

things. The yearly fee-— Do most commerc;al banks charge af;;;

yearly fee now?
‘ v DEPUTY COMMISSIONER JAWORSKI : Agaln, I don t have the
' survey in front of me, but I belleve they do, and I th1nk it is
'typlcally $15. : ‘
- SENATOR D1FRANCESCO Secondly, do you recall anyth1ng
_about the grace perlods? It has been my 1mpres51on — 1 may be
wrong noW'i—— that  in ©New Jersey, at least, there has
‘ -trad1tlona11y been a grace perlod " Am I correct when I say
'that’ ' ' ' '
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,"v"yea‘h. I ‘mentioned in my testimony what Conunlss:Loner,,,Conszld
said 1n New York She mentioned a bank in Arkansas that
~ Senator D'Amato - referred to. He held a card up on TV to say,
-~ “You can get a low rate-on- thi‘s.“}-' That particular bank had'no "
-grace period. :fI'hat makes a significant difference . in the ',,:;aj?ll:g i
. you can charge. ‘ R L e
- ' SENATOR DiFRANCESCO: -~ So, if ~there were any kind of
-+~ program to make the public aware-of interest rates, it ‘ought  to
include some other provisions. That's what you're saying? ' |

s "5‘;”'quest1°n

. % DEPUTY COMMISSIONER JAWORSKI:: I.believe all bankSif.?in_ e

e ,Néw{i’:fersey"have a grace period. ’ ‘ i
.~ SENATOR = DiFRANCESCO: - © Whereas “in “New °York, some
g f1nst1tut10ns —— or most “institutions, I think - charge S T
the day of posting, or the day of-- o

'DEPUTY COMMISSIONER JAWORSKI: The day ‘of T

DEPUTY COMMI_ SSIONER  JAWORSKI: Yes, the - other

‘features. That is one of the things — getting back to your
- other gquestion —— New York State has done. They have also done
- some community outreach programs, where they would go into a

community, into a meeting hall or something, and 'discus‘srwith

 interested consumers whatever banking issues they wished to
, ‘discuss. If this were one of them, they could explain the
~ differing rates that banks ﬁchargé and the differing features. '
:.Ihey;alsohave .a hot line. We are looking' into all of those
- things to see whether they are feasible, whether we think they
v' .~-i:‘woi;1d Thelp - the consumer_; .and -~ perhaps through - natural '_
.. competition,” force some' of ‘those  rates down a little lower.

“SENATOR DiFRANCESCO: "Okay. - I have mo other guestions.
v-evSEN-ATOR -LESNIAK: -Senator Jackman? . :You said you.had a

- SENATOR - JACKMAN +“The only ‘question 1 wanted to check

‘«with;. you:is on .capping. — any -type of recommendation on. the
. capping of credit cards. It would seem to me that the average
~ person, when he. takes a. credit card, would know what the
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percentage_was When he'applied for that card. Doesn't helknoy
it?
DEPUTY COMMISSIONER JAWORSKI I do. - . ‘
SENATOR JACKMAN. Wouldn t you think he would know 1t,".
too? :

DEPUTY COMMISSIONER JAWORSKI"“ I be11eve whe
some point along the 11ne, I th1nk mos c *‘ ‘
 rate is. What perhaps ‘they don t know e and “what I
gettlng at with Senator D1Francesco—-” They may ‘not Xnow
range of services that are provided by other 1nst1tut10ns;
- imagine some people accept the first card sollcltatlon ,
~ sent tov,them, -maybe back when - they  graduated college,y or
tsomething,, and they won 't change They won't, perhaps, be
concerned with the rates They . won't even know there are other
rates available. ' B v R o
SENATOR JACKMAN: You know, it seems to me that when
you get a credlt card and. you pay it on time, you pay no. -

1nterest : , .
' DEPUTY COMMISSIONER JAWORSKI - If you pay it within
, the grace period,: yes, you pay no 1nterest, at 1east at present

in New Jersey, yes. ’ : o ‘
SENATOR JACKMAN ~ Yeah.. As far as. the publlc not

.',know1ng, I can take any newspaper today, and I'll guarantee you

there are 20 ‘advertisements in that newspaper from banks and
credit people telling you what the credit rating is for
,mortgages, and all the way down the - 11ne - automoblle loans,
and the whole b1t , ' ) :
B I am frlghtened when anybody starts to tell me they

are going-tovcap something. When you cap 1t‘—— it may not be
available when you cap. You take an arbitrary figure —- let's
vhypdthetically‘say 16% —= and you cap at 16%, some banks will

just take their money and lend it elsewhere, where they willl
get 17% and 18%, or 19%. - ‘ ’ |

12~



| ‘DEPUTY COMMISSIONER JAWORSKI: * As T said in
utest1mony, that ~is “the . Department s primary: sconcern.
believe that has, in fact, been ~shown "by the -ex ]
states that presently have 11m1ts, or have relmpo d 11
! Arkansas ,belng one of them What happens is, X the
‘those states— I mean, the giving of their services is
“not as profltable as it once was unéer those restrlﬁ
rthey cut back on— They w111 helghten credlt stand
- that the people who really need uredlt can no longer get
- *they will lower 11m1ts, and those people are then fo e
rv'v,;'.perhaps hlgher types of . borrowmg - higher - rate "jtypes, _
‘Afborrow1ng For -1nstance, they ‘will: “have  to ‘'go to- flnancei5 P
'fcompan1es small loan lenders,: retallers, and thlngs lake that.
' SENATOR JACKMAN: "Off the top of my head, would you
‘-say ‘that ‘about ‘a ‘million people . in the State of New Jersey‘
would have credit cards —- - three-quarters of a m11110n’ : _
~ DEPUTY comussmm JAWORSKI: I am not sure exactly,,;;,;_;;;
what ‘the flgure 1s, but I think it 1s a pretty hlgh percentage. v,a’JW
‘  SENATOR JACKMAN Would you say it would be—- We have L
 seven and a half million people.  Would you say about“;mpﬁg
 three-gquarters of a m1111on people have credit cards? o
' DEPUTY COMMISSIONER JAWORSKI : I 'd say at least. |
SENATOR JACKMAN Okay How many complalnts from the'nb
three—quarters of a million people has the banklng 1ndustry
 received on the basis of rates? : T
' SENATOR DiFRANCESCO: lb'You",'meanf the ;De_part'ment _ bfﬂ L

o Bafnk.ing.,' » - | -
" SENATOR JACKMAN: The Department of Banklng, of - course -
- DEPUTY ~COMMISSIONER . . JAWORSKI: ~The Department of

| o Banking, yeah.. I can. only. glve ‘you my own recollections. “We
~~.-don't ‘have. :E:Lgures :Eor ‘that. -~We haven'’ t..,..been...able,_,«:to break it

out of our— |
" SENATOR JACKMAN:- '”No,' ‘but—- |
DEPUTY :COMMISSIONER = JAWORSKI: = —-figures, but my
- recollection is 'no'more than a half a dozen. : '

13



'SENATOR JACKMAN: A half a dozen out of — and I am
being facetlous ‘when I say 750 000 people have credit cards. A'g_f
half a dozen complaints. You' ve got a hell of a’ 3
You don t have too many worries. o :
| ~ DEPUTY COMMISSIONER JAWORSKI: The grea’t )
'complalnts we get dea11ng with credlt cards are concerned
' unsollc1ted cards and billing problems. '
' ' SENATOR JACKMAN Okay. Thank you.: ,
DEPUTY COMMISSIONER JAWORSKI You're welcome.-
~ SENATOR LESNIAK: Senator D1Francesco" ' :
- SENATOR DiFvRANCESCO. You mentioned that we have" a J
criminal ‘usury statute “which says that 30%. is—— Over 30%,
obviously you are a criminal —- if you charge more than 30%.
Do you think that is ridiculous? Should we eliminate .that?
Should we '_abol_ish that ‘statute‘? Has ~the'Dep,avrtnient; even given
‘that any thought, or would you rather I' ask that of the Pﬁblic'
‘Advocate'> ' ’ A i N A
DEPUTY COMMISSIONER JAWORSKI ~We11,,' I haven't given -
that any thought That statute has been on the book‘s“-for a
long t1me o |

~ SENATOR D1FRANCESCO In light of what everybody is
saylng today,, I am not sure we should have a criminal statu_t'e'. |
. DEPUTY COMMISSIONER JAWORSKI: Yeah. At this point,

it is not relevant until interest rates—— | :

' ' SENATOR LESNIAK: ‘Senator DiFrancesco, are you going
to introduce a bill to eliminate the usury rlght’f‘ R

, SENATOR DiFRANCESCO: No. Actually, I found I am a
"cosponsor of one of these. (iaughter) The other thing I want
~ to put out-—- It is not a ~question, but something I want to
vsa_y.‘ I think the two times that I have ever complalned about
the method of handllng credit cards and interest rates——' I
don't know if it was the rate at the time; I think it was the
grace peti~od.' I wrote to the retail establishment, not to the
Department of Banking. Not ‘everybody in the State of New

14



- Jersey — forgive me., and maybe I. shouldn‘t- -sayf:-fhi‘s — knows R

.. there 1is a Department. of: Banklng,w, for :one: thing.. You know,

people just don' t ‘think -about- that generally. So, the
have been a 1lot of complaints, but addressed in d1fferent ;
‘to different kinds of people. . R
| SENATOR =~ LESNIAK: How many complai"nt,s‘g
vv-rece:wed in your leglslatlve office?
. .SENATOR _DiFRANCESCO: I .don’ t know ~I
" though. I haven't received any recently, but I'm sure 1 :vi‘_l_l‘
~'start to now, with all of the pub‘licity"about“interest rate -
credit card :mterest rates. But, I haven't received,  to -
.,recollection, specific. complamts -about .credit  card- lnterest =
rates.

| - SENATOR LESNIAK: A1l you have toido. 4is refer them to
the banks that are at 15% and 16%. . , o
| ' SENATOR DiFRANCESCO: Well, he didn't put the names
out. I didn't want to ask him that que‘stion. (1aughter) - v
~ DEPUTY COMMISSIONER JAWORSKI: We didn't want to tell
them. B S | ' B
| SENATOR DlFRANCESCO Thanks. _ : v
- SENATOR LESNIAK: Any more guestions? (no response)
I have a few questlons First of all, could you submit to the
~Committee, -for the record the Department s regulatlons and any” '
Federal regulatlons dealing with credit cards —- whether there
be disclosure, or any other requirement? (no response) And,
- do you know if"any,,ofv the states in the new Interstate Banking
.- Region which New Jersey has recently Jjoined have any.caps on
their credit card interest rates?" _ '
_ - DEPUTY COMMISSIONER JAWORSKI: - I don't know the answer
~~to.that, but I can prov1de ‘that to- the Committee. ‘
' SENATOR LESNIAK: Well, does Pennsylvanla have a cap"

7 "DEPUTY - COMMISSIONER JAWORSKI: '~ It don't belleve it
-.does. I know Delaware does not. - Is Delaware in the reglon?
(no:. response) '
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SENATOR ~ LESNIAK:  Indiana,  Illinois,  Michigan,
ZWisconsin, West—— Do any of those states have caps? e
| DEPUTY COMMISSIONER JAWORSKI: I don't ‘know. I do .
b‘know that most states in the. country do not have——‘_ - .
SENATOR LESNIAK: Okay. ! e
, DEPUTY COMMISSIONER JAWORSKI v;++ceilings,,but |
prov1de that information to you. kj’?ff!5f':*'ﬁ'* :
| - SENATOR LESNIAK: Okay. Well, could New Jersey
* with ‘the new Interstate Banklng Reg1on, direct their '
'?}opportunltles elsewhere within that region, to other’ states
: that do not have caps, 1f we. 1mpose a cap’ _ ' ‘ CBE
| DEPUTY COMMISSIONER JAWORSKI: Absolutely ’Ifbeiieve
the present situation in New Jersey is— ‘I don't know the
figures, but the New-Jersey‘resident card holders-- I think,
by far, the m1nor1ty of those card holders hold cards issued by o
New Jersey banks. . : j
SENATOR LESNIAK: Most of them hold cards issued by
out—-of- state banks. = o S B
DEPUTY COMMISSIONER JAWORSKI: Yes.
~ SENATOR LESNIAK: Primarily New York banks? T
 DEPUTY COMMISSIONER JAWORSKI: I wouldn't even say
that. I mean, they go—— ; I . | :
: SENATOR LESNIAK: Massachusetts, Maryland?
- DEPUTY COMMISSIONER JAWORSKI: Chicago.
SENATOR LESNIAK: Chicago, okay.
| DEPUTY COMMISSIONER JAWORSKI: Any of the b1g money'
centers wh1ch are aggre551ve national marketers .
SENATOR LESNIAK: Okay - Do any of those 1nst1tut10ns'
have loan,cfficeS»in the State of New Jersey? B :
DEPUTY COMMISSIONER JAWORSKI: - Some do; some don't. |
- SENATOR LESNIAK: Okay Those loan offices deal w1th
all kinds of loans, or Just cred1t card loans? ’
| DEPUTY COMMISSIONER JAWORSKI: Those loan offices
- usually deal'with-only first,mortage loans and commerciallloans.
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"cL"prDhlblt the” locatlon of those Joan offlces »in: this State ;Lf,»

SENATOR - LESNIAK: ;. Okay. Do you thlnk we could

- -those institutions d1d not “adhere to ‘our credlt card cap, 1f
had one? - In other words, is there a reasonable and ratlona
‘nexus between those loan offlces,, if- they are not deal”’
o credlt card loan appllcatlons"
' DEPUTY COMMISSIONER JAWORSKI
‘1s more a legal question. .
~ SENATOR LESNIAK: It is a very legal: questlon, exactly
DEPUTY ~COMMISSIONER - JAW(‘)RSKI--*“ It's s
'questzon My own opinion is, there are serlous consf 31
';j_problems with that kind of an approach. R . ,
SENATOR LESNIAK: > May ' we ~have a legal op:mlon from i
. staff — “Dale —~or ~from the Department on “that- partlcularffr-
issue? My 1mpress:Lon is that we could not but. I wouldn 't want
‘to rely on that. ‘ : ‘ _
DEPUTY = COMMISSIONER JAWORSKI:  Also, that 'would |
| only— Another ‘problem I see with that is, 'again, it wou'ld' o
honly meet part of the problem, ‘even :Lf it was successful It
would only meet the problem of those ‘banks which have loan)
productlon offices here. Also, it wouldn't address the l_ssue""ﬁ
of nationally chartered banks and federally chartered banks,
- where, aga‘in, 4t is  a .legal questlon whether or- not a-
State—imposed. cap would affect them. . 'v
' SENA‘I‘OR LESNIAK .So, basmally, what you' Te saying is
“that a ‘cap can do one of three things: It- could encourage New
""“,Jersey money to be lent. to consumers outside of the . .State of
"I New ' Jersey, thereby 'drying up rcredit resources for New Jersey

~wwresidents. It could-encourage New Jersey residents to utilize

: “:f?"out'-of'—state""c‘redit'"‘*"cards‘ » thereby  giving those profits :to- R
'out—of—state 1nst1tut10ns .and taklng those out of the State.

LSETIse that correct’

.DEPUTY COMMISSIONER J AWORSKI: Yes.

17



SENATOR LESNIAK And thlrdly,vlt could dr1ve people
who ‘would see their credlt ava11ab111ty dry up 1nto
companles, where they would be charged even h1gher r:
that correct? ' ,
| - DEPUTY comxssxom:R JAWORSKI : Yes.

SENATOR LESNIAK: Okay I have no further
Senator Cardlnale, would you 11ke to ask any questlons

SENATOR CARDINALE: Yes. Thank you, ‘Senator.

, SENATOR LESNIAK What happened to your tan?h'
~ losing it, Senator. A P
" SENATOR CARDINALE It's fading quickly. I ‘notice
'you've gotten some. | ; o -
| Having just joined the hearing, perhaps this question‘
 has already been asked. If it has— - o | | |

SENATOR LESNIAK: We'll let you know. |

SENATOR CARDINALE: Can you give us any rationale for
why, with interest rates dropplng, from the Department's
‘ perspective, to the extent that they have been dropping in
every other area, those interest rates with respect to credit
card purchases, in some instances -- not in all instances, but
in some instances -- have been'maintained at the same rates,
essentially, that they were when interest rates were much, much
higher? : o
; - DEPUTY COMMISSIONER JAWORSKI: Well, I think there are
a couple of reasons. The first is that unlike virtually all
other loans-- I mean, the reason why most loan rates have come
down is directly attribUtable to the decrease in the cost of
‘funds for the institution. Those costs, as everybody knows,
have come down'significantly in the last three or four years.
I have seen flgures that 1ndlcate—— Like, for a mortgage loan,
for 1nstance, 90% of  the cost to the bank for prov1d1ng‘ a
mortgage loan is the actual cost - of funds And, for other
types of lending it can go as h1gh as 75%. '
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.idecrease would not ‘have the same’ effect.

“In® the credit  card. field, -it .is—a very ‘differ'ent”,
cucumstance._ The cost: of funds is ‘but ~one component :
~bank's costs, and not necessarily ~the primary component.
figures I have seen.indicate perhaps as low as 30% of the cost :
to the bank. I expect the industry will supply this Commlf F‘iee,
- with the 1ndustry fiqures for these things, and I don t.pr
"'to be an expert on. those flgures.‘ But. 1t is fa1r1y cl )
the costs are not the same—— It is not the ‘same magn
The factor is not the same - as. it is with other 1oans.e E

The second reason, I beheve, is that you have
back. to: the hlstory of .credit -card interest rates and the ‘
11ft1ng of - +the = State ‘ceilings. “"When we had a’ celllng, and
- banks — and most 'of their credit card industries were in the r

infancies, they wanted to start up these businesses, ‘but the
cap on the interest rate and the high interest rates out"’in the
field were puttlng them into a squeeze, where it really wasn' t
that- profrtable.. ; o
Their response was not to raise the interest rate —
which they couldn't do —-— but to decrease the avallablllty of .
credit. This is what we saw during the last round of. hearings
that resultéd in the 1ifting of the cap in 'Bl. A decrease in
the availability, a decrease in limits— Sometimes they :
wouldn't issue new cards to anyone. They kept a 1id on their
losses — or profits which were at ‘an unacceptably low level. :
‘When the cap was lifted, -and the interest rates
~.correspondingly -— through’ circumstances -—— began ‘to decline,
“rather than lower the ‘interest 'rates,’ the banks increased the
- »'::-avai'lability of credlt. ~increased - limits, - and increased

-~ services./But, they have ‘gotten to'the point -now where— At

least there was a statement made by Emmett Rlce, -who is one of

. the members -of ‘the Board of Governors of the Federal “Reserve
System, that he thinks banks may now be: poised at the position
where they may be :ready:to:begin lowering rates, and perhaps
~“the slight decrease in rates we jhave'"seenz-.zis'evi'dence of . that.
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| SENATOR CARDINALE: Does your Department keep a handle
on what is happening in the various areas: of credlt ucard_
interest ~rates; that is, department stores—— 1s ‘ ;
~ repetitive? (affirmative response from un1dent1f1ed me*
Committee). ©Oh, I'm sorry. I w111 read the other
_Thank you. y R o

SENATOR LESNIAK: Théhk you, ‘-s'gﬁa*eo*r- ,-f'jcié{i:‘dihaiﬁé \

you Mr. Jaworski. R L |
‘DEPUTY COMMISSIONER'JAWORSKI? Thank you very'much
SENATOR LESNIAK: Senator Contillo is here, .

YSenator Dorsey. (responsevvfrom someone . in “‘the

Senator.Dorsey was here first? I saw Senator Contillo——g You
guys choose. ‘Why don't you both come up at the same time?
SENATOR 'J OHN H. D ORSEZY: Senator Lesnlak’
members ~of  the Committee: I would like to thank Senator'
Lesniak for ca111ng this publlc hearing today. I am here to

speak not solely on behalf of myself, but on behalf of theu LA
v,Republlcan leadership in the Senate, which  has taken TiiE

considerable interest in this,matter for_some period of time. A
v Quite frankly, from our standpoint, we have difficulty

vunderstandlng ~why, -at this time," when interest rates aret
. plummetlng, credit card issuers can get away with charging what
We~COnsider»today to be ratheraoutragecus interest rates. ‘Just
this week, the rate on threeémonth Treasury bills dropped below
6% for the first time in nearly a decade The prime 1lending
rate now stands at 9%, yet New Jersey consumers are paying as.
high as - 21% interest, and higher, on some credit card
purchases. These rates are totally out of line with what the
market is presently compelling and what more responslble
lenders are, in fact, charging in the market. ' ' '

| 1 hope this public hearing 'is the first meaningful
step in bringing down interest rates to responsible levels.
While we understand that retail credit is understandably the
most expensive form of credit because it,involves.greater risk
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 thoroughly. We need to know what interest rates'credit'

and noxcollateral' we cannot accept the current rates that are
being charged by some credit card issuers.

For months, we have been trying to get companles that"

issue credit cards to prov1de us with detailed 1nformatlon on

their operatlons so we could understand why the1r interest

rates have. not dropped to reflect the - dec11n1ng cos
borrowing’jmoney in our: economy These companles have
responded to us. . v A N

I hope tais Committee  delves into this;

issuers are paying to borrow money. We need to know det
about their operating‘expenses. We need to know how much of
the money they lend to consumers is never collected. We need ‘

“.to know how much of the money they lend is paid back w1th1n the’_

30—day period. _ .
Companles that issue credlt ‘cards owe us justlflcatlon
for the interest rates they charge.
Back in 1981, when it was virtually 1mp0551b1e to get
a 'mortgage,_ car loan, or credit «card because of the

skyrocketing cost of money, we in the Leglslature decided to

eliminate all interest rate ceilings on credit. We were
assured by credit lenders that the interest rates -would be

-+ dictated by ‘market conditions. Weli,‘ for the “most part,

lenders have lived up to that agreement. Mortgage rates -- as
‘ Senator Jackman has pointed out -- have come down, so have
interest rates on car loans and home improvement loans.
However, credit card interest rates have not come down in the
same proportion to those other types of .loans -which we hear
most about and are discussed most frequently. o

SENATOR LESNIAK: Senator Dorsey, do you feel that
they should come down in the same proport10n7

SENATOR DORSEY: Yes, I do. .

SENATOR LESNIAK: Are their costs, as a proportion of
the cost of money they are 1lending out the same ratlo as the
other loans?
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SENATOR‘DORSEY' T accept your hypothes1s that the1r~
costs in terms of credlt card loans are higher than, for”
instance,‘on a nwrtgage,' Thevcollateral is d;fferent,jetc;
~but I do-- | o S S
SENATOR LESNIAK: Therefore, shouldn't ther
difference with—— _ IR - o
| 'SENATOR DORSEY: Oh, there should be a“differe
the rate, but we say4—- If you use the term proport1o‘;,
We believe that their interest rates should, in fact, ~come do
proportlonately to other interest rates from the h1gh ,whlch
they reached some time in 1982. ‘We have found-— ‘
we had a SpGlelC chart ‘prepared last fall when we first
studied. th1s problem We had some companies at that tlme whlch"
_were’charglng‘as high as 24%. Most of our commerc1a1 banks, at

the'same time, in connection w1th their credit’ card rates,,were,ﬂ

charging as much as one-half less than the ‘hlghest interest
rates be1ng charged by cred1t card issuers. ‘

We understand that the interest rates for cred1t cards
'w111 never be the ‘same ’ as ‘they are on mortgages,_but we feel
that we have in part. been deceived, or in part the credit card

‘issuers have not 11ved up to their part of the bargaln thatf"w

credit card interest rates would, in fact, reflect what_was
‘-going on in the market. That is so, and is demonstrated;by~the
fact that'those rates have not come down as other rates have
" w1th a great number of credlt card issuers. ’ ,',
'SENATOR LESNIAK : There is onme bank ’ charging
approx1mate1y 15% and another 16% Are consumers prohlblted '
- from going to those banks for those credit cards? L »
, ‘ SENATOR DORSEY I th1nk that is a very 1nterest1ng‘
point, and I would ‘like to go back to the question that Senator
'Jackman asked before, because I think it is related. There is
no question today that there is now, as there was not in 1982,
'a great deal of competltlon in the money ‘markets for lenders to
- be able to lend ‘money. We see a great,;concentratlon of
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cards.” I do mnot find in the newspapers that I read
- compare their rates on mortgages and car loans. You don’

- cards issuers and borrow:mgs ‘based upon credit cards._V

~ radvertisement and competltlon between mortgage lenders and
. those. which deal with..car loans. Ido. not believe: it is fair
“to say that we see the same kind .of- competltlon ‘in connec )

with those who. ~in ‘essence,  loan money on the basis of credit

'f'ind banks putting advertisements in, in which they
that, to the best of my knowledge, in ' connection with

~Bo, I don't--think “you have the same’ srt:uatlon
thlnk :Lt dis somewhat of a different feel. I agree that it

" _to 'be treated.dlfferently. The collateral is: dlfferent, .th‘e"_
“security - is -different; -and - the . interest: rate’ will aljso/gcbe |
~different. - But we think what should be"the+same is :that the

interest rate should, in fact, decline to be reflective of what
is, in fact, occurring in the market, and the market has
changed very greatly from that which it was in 1982. ‘ '

. BENATOR LESNIAK "Does a cap increase or decreese.

, t:ompetltlon"

SENATOR DORSEY: I don't think capping necessarily

~ increases or decreases competition in this particular market. = =~
I believe all of the bills which have been presented here are
"not flat caps, .as we have in connection with local municipal

expenditures. They are, in fact, a floating .cap that would
respond to both an increase or . a decrease in some basm

""'1nterest rate, whether 1t be the Treasury .bllls,. or ‘some: other
" Federal th1ng

“8o, I-don't" thlnk it decreases: tompetltlon At all I

o think- what would 1ncrease competltlon is--one of the proposals
" ..#we-made some  time ago —: and. whmh is“ contained 111 “SOme " of?ﬁ
';::*these bills —and that. would be to reveal —— to make pub11c -
“+a listing ‘of all of the interest rates being charged by credlt
= card 1ssuers in some klnd of a public manner, so that the
.__,.,.\;‘people —- the consumers —— could actually see what . the rates_ ‘
.were, -in order to create: some type: of . competltlon. |
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‘Let me justhread‘the part of my statement that relates

to that question. It says: "Consumers are beginning to standylf‘
up to credit card prov1ders who charge excessive rates;“¥7y
Brooklyn Congressman Charles Schumer put together a list- of

‘banks across the country that charge low- 1nterest rates .
credlt ~cards. ' When WCBS Radio offered thls ‘
11steners, ‘the demand was overwhe1m1ng

uNatlonw1de, 91 m11110n Amerlcans W1th éredit cardslf-;,

are paylng a staggering $6 billion in interest a year.
prlce of this convenience has gotten out of hand. Const
are now turnlng to us for some relief." L, i -
SENATOR LESNIAK: Has anyone 1ntroduced that proposal
before the Leglslature° | » o o
SENATOR DORSEY: Yes. Our proposal -- and the

proposal is not only my own but that of Senator Connors,
'fSenator Garibaldi, and Senator Gagliano —-— included a prov151on
that initially -- 1n1t1a11y ~- we would not spec1f1ca11y set a.

cap, but we would requlre ~all credit card 1ssuers dolngw
bu51ness in the State of New Jersey to submit their credlt card
‘interest rates, at that polnt in time, to the" Comm1ss1oner,of

Banking; and make those 1lists available, particularly to 7thé_ﬁx

“media, so that we could, in fact, have an opportunity for the
- media to disseminate'f that information to create some
competition. We would prefer-- '

 SENATOR LESNIAK: That's Senator Connors' bill?

, - SENATOR DORSEY: I think that is included in a11 of
' the four Republican bills. It is in my bill, as well»as in

"-Senator Connors' bill.

SENATOR LESNIAK I don' t refer to bills as Republlcan'p-
‘bills, Senator, or Democratic bills. | | :
| SENATOR DORSEY: Okay. I think it is in Senator
"Connors' bill, Senator Garibaldi‘s bill, and my own bill -
that partlcular proposal -— to go 1n1t1ally on what amounts to
a voluntary proposal '
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- disclosure. : L N

| " SENATOR DORSEY: ~Yes, the disclosure. Yes.

. ;T»,‘SENATOR LESNIAK: - It" s only in Senator Connors
'-right?‘ : : o , '

 SENATOR DORSEY: It is 'also in my bill.

» MR. DAVIS (Committee Alde) It is onl:

Connors’ bill. - e ‘ A

- SENATOR LESNTAK: Sorry, Senator Dnrsey.

- SENATOR DORSEY:” ‘I think you're wrong.

SENATOR LESNIAK: 1 read your bill. 7

.- SENATOR  DORSEY: - 'No, you did not. :: (laughter

“pill— Now, - wait a  minute, Dale, we' are ‘'going to have to

 discuss this.. My bill will provide that if interest -rates
charged by any issuers of credit cards in New Jersey exc'eed 'the
monthly index of long-term buying yields plus 8% six months
after the passage of this act, the Commissioner of Banking will

'SENATOR LESNIAK: - No, no, ~I'm~ talking: about ~the

set that figure as a cap. So, there is, in my bill— But, =

fine, if it's Sen'ator Connors' bill, fine. |
Our first thrust in the matter was, in fact, to deal

with it without a cap. We would be hopeful that in sOme"';'{"’w

reasonable .per'iod of time, that through our maklng some demand_
for information, and that information ‘being given prlmarlly to
the Department of Banking, -and hopefully then disseminated,
‘that we could, in fact, inject into a system where there is not
necessarily -a great deal of competition at the moment, a

s pertain competltlve factor.

. We do not ‘mean to suggest that .we think that every‘
issuer of ‘a credit wcard iis, in fact, ‘at this. point in “time,
~-charging® relatively - unfair interest rates..  That is not.- so,. |
. -because .our study disclosed some substantial _differences in

'~‘:3--.what,';':.in‘ fact, was being charged by credit card issuers. I

think the credit card falls into a different category than

mortgages 'and car loans, which people concentrate. on for a

. : @%wya W §g‘zg':?3 o G

S Sl
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kv'seek to develop some k1nd of a formula 1n order’

' period of time and really shop for._ I th1nk w1th thelr credll

- cards they tend to go back to the issuer because of . the;
product, and I think they are entitled to have a certa1 jh' 1t -
of competition, and entitled to be protected. e
All of the b111s, in essence, deal . with Edlf;
‘formulas, and seek to reach —- whether 1t is Senator Con
- bill, or any of the bills put forth by my s1de of

competltlon and/or to protect the consumer “from unreas
~rates. ‘ -
- We are not concerned any longer w1th what the T1g]
formula 1s, or exactly what the rate should in fact be. We

leave it to this Committee, which has greater resources than we

- do, to attempt to”deVelopﬂwhat'the right formula is. We simply

jthink'the‘pointvin time,has’come'where there is a need for the

Legislature to act, whether it is first by some kind of

voluntary,actiOn, and then subsequently, I think, the threat,

or the possibility of a cap must a1ways’be"there, so that there

will be generated some competition in'this‘particular field.
SENATOR LESNIAK: Senator, one last question: Does it

- bother you that the major beneficiaries of the proposals to cap .

© _interest rates would be the out-of- -state banks, conSumers in

other ‘states, and the finance companles which charge hlgher
'rates in this State° 5 '

SENATOR DORSEY: I don't understand how—- -

 SENATOR LESNIAK: Okay. Let's start—- Your bill

doesn't ‘affect most of the credlt cards, in fact, that are
issued in this State, isn't that correct" - o ,

'SENATOR DORSEY No, I don't understand that I
understand that we . would effectuate, let us say, a cap that
would be effectlve as to all credit purchasers' purchases made
in this State, but all those who conduct credit card bus1nesses-
in this State. I thlnk we have jurisdiction on 'them, even
- though they may initially ‘be domiciled in other states, on_ce;
they do business in the State of New Jersey. ' |
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' place. "I didn't think there was any gquestion, or that s
AQ;would be any controversy. surrounding this bill. I just th ght-iﬁ’

_.ﬁfSENATOR LESNIAK Do “you thlnk you.can do that 1ega11y?
~ . BENATOR DORSEY: Yes. ‘ . . i :
- SENATOR LESNIAK: - Well, we aré-getting a'legal; pinion
on that. I seriously doubt that.. Thank you, Senator Dorsey.
; 'SENATOR DORSEY: Thank you very much. T emat
, SENATOR'LESNIAK Senator Cont:l.llo ©"1'11 ask
v -same questions, but I will let you pontlflcate as well.
S ENATOR P A UL CONTTIL L O: Thankyou.,
. Senator. . Thank you . for . having this hearing in the 'flrst

4t would be - a guestion of which "bill you  were QOIng tov»
1mplement As a result—

" SENATOR LESNIAK: '“Senatorj“tontillo,””if*‘ycu- tan
v cohvince.me that these proposals arevactuélly going to benefit
the consumer in the State of New Jersey, then you can be sure

~that this Committee— If you can convince all the members of

this Committee, or a majority of them, that ycur bill or the
other bills will benefit the consumer 4in the State of New
Jersey, we will report out the bill. e |
'SENATOR CONTILLO: I know that, and that is why I took
the time to scratch a few notes on the back of this envelope.
It doesn't matter to me -- or certainly, I'm sure, to the
Committee —— whether it be a Republican or a Democratic bill,
~which side of the aisle, as Senator Dorsey referred to it. . I,
’too,.would‘agree,with him that while my bill calls for 6% over
*“theimkbill'rate,fwhateveracap,'whateVer formulathis ‘Committee
~in its infinite wisdom and knowledge wouidgarrivewét,xwouldxbe
.. fine with me. | | , L
: "'i.just want 'to add that, about three  or .four months
_;ago,?;Senator_@Dorsey='suggested:uthat-‘we:vaIIOW'“the'ubanksifto
;Qvoluntarily'réspond to‘competition.and drop the rates. . And, of
course,ﬂthat“hasn“t happened, and it is not going to happen
' unti1.the~State'acts.
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- is so high, it may be possible —- and they talk about $

Just let me make a few dlsorlented comments to you.
Many states, to my surprlse,—— and New Jersey is not one of
them —- have various rates. In other words, if we are talkin
about charging a person 21% because the cost of the operat

$200 and $300 average balances——< But, 1f a person owes’

In other words, 18% up to $800; then after $800 it may"drop
~down to 12%. Of course, there are states now where the m '
is 12%. Those people still have credit cards, and it
very well. o : . : : _ :
Credit cards, the way I see it, do not stand on their
own as an economic venture, any more than the advert1s1ng that
the retail merchant might do. My first cred1t card was a
‘no-interest credit card. I received credit cards, when'I'first:
obtained them years ago, and there was no interest ‘attached to
those credit cards. They s1mp1y did whatever they could to get
you into the stores. , .

SENATOR DlFRANCESCO  Were they plastic in  those
- days? (laughter) | | . f ]

SENATOR CONTILLO You didn't have plastic in those
days, Senator, as you well know You know, in fact, to this
day, if you walk through the malls—— Maybe it was because I
lived‘in Paramus, of course, that we were a special-target for
.~ the retail merchants, but at the present time, if you walk

through Sears & Roebuck, you will have pretty g1r1s offerlng

byou gifts if you are willing to take a credit card You can
get a map, or a glass, or a bag, or whatever it is. They have--

SENA'I_'OR LESNIAK: On 42nd ‘Street they do s:.mi,lar.

SENATOR CONTILLO: For credit cards, Senator?

'SENATOR JACKMAN: They accept credit cards.

SENATOR = O'CONNOR:  This is going to make an

interesting record. | '
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.- SENATOR IQESNIAK':' Senator,- I 'm ’sro;ry; to disfrapt,’,_.;

SENATOR CONTILLO: .I have a few more notes, and then

1'11 finish,: all right? e L

' My point is, the stores,. to this day, will 'd _ _

about anything to get a person to take a credit card. . That is

| their interest ‘— to" get you into the ‘store. It is simply - a 

~charade ' to tell you that they have an ‘economic balan”"" ot .

that says credit cards are not turning a profit. It is of

the entire operation of the store, a very important ‘par,t dt,
- and they will. do. anything. . They..can't ~justify the costs -of

- operating that system on the basis of it staﬁding by +4 jelf -

. They want 'credit “cards; “they ‘want - people- to tome - into the

said.

_stores, and they will do anything it takes to get them into the
. stores. o B S
| The problem we have is the 21% rate, who it ‘affects,
and how it affects them. That is what you want to heér about,
so let me— | o | ﬁ |
SENATOR LESNIAK: Weli 'basica‘lly, your ‘te'stlmony is
focusing on somethlng that we really haven't focused on this
morning, and that is the interest rates -- the credit cards
that are issued by the retail—— ' o
SENATOR CONTILLO: Merchants.
SENATOR LESNIAK: —-merchant establishments. b
- SENATOR CONTILLO: This is included in what we are
talking about. It is part of the spectrum. I didn't want to
mduphcate what Senator Dorsey spoke about, so I thought I would'
“.go into addltlonal areas—
SENATOR LESNIAK: Sure,afine.
“SENATOR .CONTILLO: —-because I endorse most of what he

“SENATOR .LESNIAK: We really haven't spoken much about

' w_.;'i:hat,-‘lso “I-wish you-would. I . feel that you “have . pa'rticulvar

expertise, coming from the Bergen County area.
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'SENATOR CONTILLO: Well, it's even more expertise,
‘because I have a large fam11y of daughters, and I was——
(1aughter) ‘ o | _ | ,yu el
' SENATOR JACKMAN They've all got pla’stic" .

SENATOR CONTILLO: Yes, they all have plastlc
a college student, and I was astounded to find out how,
able to obtain a cred1t card g One is a" beautlclan,
well over her head into debt. That is’ when I flrst savi
appear on the card, and I was qulte shocked at ity
unfortunately, 1 have expertlse in that area.

But, most of the time, that 21% does ‘not affect anyone~
at thls table, because you do what I do w1th your credit

cards. You pay it_off,'and you pay it off 1mmed1ate1y So,
we, in effect, are paying nothlng I don't pay any interest: on

my credit cards, but a lot of people, people_of.modest incomes, -

are forced to use those credit cards. They are the ones who
pay that 21%, while the rest of us, probably, at this table, do

not use their credit cards in  that sense, but pay thvem‘o'f"'f,”}w:

immediately. v - L ,
~ SENATOR LESNIAK:  Aren't we, in effect, being
subsidized by the other card users then? . SRR

~ SENATOR CONTILLO: Absolutely. That is the point I'm
'maklng to you, that the wrong people are paylng thlS 21%.

SENATOR JACKMAN: Do you mean I gotta pay now?

(laughter) . | ‘ _ ‘ o
SENATOR CONTILLO: Well, I think that goes hack to the
questlon of, what is a credlt card° They are just descr1b1ng a
system to you. They are trylng to make it stand as a separate
division, and it is simply not so. It's a marketing tool. It
is one of the devices they use and unfortunately, you and I
will pay_our ‘credit card immediately, and- will pay no 1nterest
on it. But, a person,of~modest'means, who wants to buy, maybe,
a refrigeratOr,vor,a piece of furniture, will go out and buy it
that way, and pay 21% interest on it. |
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~if I can't get that done, consider a dual tier, one

. "Bo, T have two suggestions for you. One, that you cap

'*iit,, as ‘1 suggested in the bill and, ‘incorporated within th‘a‘t,?. .

- reduces the . amount of interest a person must pay once 1t, is
. over that $800 if, 1ndeed, you swallow the 1line that - has been
- given to you. that there is a basic cost for them running the
system. But there could be no justification for ever - )
~a person of modest means-21% on a large purchase.. ,

. SENATOR. LESNIAK. ~..Just .one question, Senato
-:t'_people ‘forced to go into these stores that charge 21’
":they forced to use their. credit cards?

SBENATOR CONTILLO: Well, ~if -you want to- shop in
. Bambe:r:ger s and you don't have the cash Bamberger s w111
“.charge you the '21%, "and they will mot "allow “you" “to - use any
other credit card.. So_, there is a stlflmg‘ of competltlon'
there.

- SENATOR LESNIAK: ‘Bamberger's is the only store that
sells 1tems that people can .buy in your area? -
SENATOR CONTILLO: No, mno. I'm saylng that some of
the stores at least are w1lllng to allow you to use some other
credit card. o
SENATOR LESNIAK Why can't people walk rlght across_
“the mall, or the street, to another store where they don't have
to pay 21%? | ' L
- SENATOR CONTILLO: Well_,, .they can, but I'm not sure
anyone charges less. I think. the whole State is in the range |
“of 19% to 21%, Senator. What“I 'm saying is, we would like “to
~bring all of that down. . If "people have the cash, they won't
.= pay-.anything, or. if they. are maybe:at .a.little better .social or
; v:.flnanc1a1 level, they will pay the card off early. ' -
, 'SENATOR LESNIAK:  And if you bring it:down,-a lot. of
chose ‘people who .are using credit cards. w111 -be knocked off,
because they will be credit rlsks and it won ‘t be profltable to'

. "issue-them credlt cards.
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- the purchase’

| sENATOR CONTILLO: Well, that might be in their best
interest. If they really shouldn t have a credit card maybe

they really shouldn't have it. o v
- SENATOR LESNIAK: Are we g01ng to prevent: tham fr'f'

g01ng to the flnance company then to borrow the money "o"”'

_ SENATOR CONTILLO Right now,i‘the‘~cred1t
‘given out in a very-- I don't see any cheoks iny‘, »
‘know, there is an encouragement; there is a marketing.
- even to sell credit cards again. -~ Now there} is ‘a new
coming out, and I haven't quite figured oUt_whatﬁi
is called Dlscovera' I can't qulte flgure out what that onejy
does vet. s ‘ ‘ : e
SENATOR LESNIAK You can use that to get born or to
’be burled and anythlng in between. (laughter) .

SENATOR 'CONTILLO: I am prepared to answer any
questlons ' R - S
| SENATOR LESNIAK: Senator Card1na1e° _ ~
- SENATOR CARDINALE.  You indicated it is 'your belief
that the people who pay their cards off rlght away --. pay these‘
loans off right away and-thereby payvno interest, -are actually
being subsidiZed by the others. - But, isn't the reverse also
- true? Isn't the credit experience from the people who pay off
1mmed1ately added to the total overall credit experience, and
isn't that making credit available to other people? 1Isn' t that
what is really in operation here today’ : .
’ SENATOR CONTILLO Well, I am only going’ by testlmony:
,»I have read on the retail merchants, that they have to have‘
this 21% to cover their costs of operatlon When I pay my bill
w1thout adding interest to it, they have gotten nothlng from me

- to add- into that cost. So, the1r entire cost of operation
really has to come from —- in their own words-—- They sa1d -
it's 1nterest1ng -— we can go for-- Technlcally 1t is p0851b1e

- to go toISS'days;without paying interest. Most people assume
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Sit's 30, which I do.  "Between 3'0%" and i.")"!)%'x)f 'a’li ’retail" credit

f‘;card people pay off .the. entlre balance w1thout paying: 1nterestv

.on it. That means : that the other half- -~ the- less aff "ent

-~ half — are really paylng the entlre frelght "

“13% the amount those people have to pay.

T~

: about that"

| ,any 1nterest"

" SENATOR LESNIAK: Does the ‘cap proposal do
.~ SENATOR CONTILLO Yeah, it w111 cut down

SENATOR }LESNIAK. .Does - the cap prcsposal do anyt.

about . the ' fact - E ~that - the . less affluent - people w111 be“'

subs.uhz:l.ng those people who pay off the:.r bills w11:hont

. SENATOR CONTILLO: - Well, I. haven‘t said 'theyr’afe,

"'--:subs:l.dlzlng ‘us, - because I dont con51der the credlt card

_,operatlon as a separate entlty in a department store._, I

consider it as——— s S
SENATOR LESNIAK: You, as an .individual ; larev getting

- an interest—free loan. Someone is- paying for that, right?

SENATOR CONTILLO: Tt is an interest—free loan, or it
is an encouragement to get you to purchase, because the.

- person—  May I finish, Senator” You raised your flnger -~ Do

you want me to stop”
- BENATOR LESNIAK: ‘No -no. , ;
SENATOR CONTILLO: The person who has the  credit
card— The average person who pays off ’without interest is the

-same person who will make larger purchases, simply because “he
~has a larger. amount of - money to spend-and is more “affluent.

- Bo, ‘he- 4is really the person the department store wants shopplng

Z¢#in -the 'store. They gdo to great ‘lengths to -get - ‘you into- the
-j;':store, tohave you shop, .and+ they .are not - 1nterested in gett:.ng

~~the. 1nterest on-you, I don t think.

80, “that “is the person they" want =T don t know.: who is

,sub51d121ng who because the subsidy. really ends up in the . price

.of the product you:wear .or use.
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SENATOR LESNIAK: I'm sorry for_interruptingf’ .

| SENATOR CARDINALE: Senator, without unduly impacting
the Chair-- Maybe I'll waste 1less time by just sayf‘g N
Senator Contillo, I have always understood the cost factorsrw"?
involved ‘in a loan to  be composed of two major categor"
‘the loss experlence being one of the major categorles
’adm1n1strat1ve costs being the other major . category
your remarks may be very well d1rected toward the fact that the

fadmlnlstratlve ‘costs -- ‘that factor —- are pr1mar11y being -
~borne by the people who do not pay_it'off._the other faotor — ,
loss experience — is certainly impacted by those people ‘who . -

pay off their loans in a quick fashion and, therefore, there is
'no loss experience with respect to that whole group.

SENATOR LESNIAK: So, that's a balance. '

SENATOR CARDINALE. I think perhaps we can e11c1t from
'some of the other witnesses what the ratio is in these oosts,
and I would not ask you that question. I don't expect that you
would have that, but some of the other witnesses—- Perhaps we
should add that,to the list of things_we will ask of those -
witnesses. e - | - e

SENATOR LESNIAK: Okay. Any other questions? (mo
response) Senator, thank ’you_:Very much for raising this:
~ issue. ‘We will deal with it. |
| SENATOR CONTILLO: Thank you for giving us the
opportunlty to air it. | o o o
» SENATOR LESNIAK: The Public Advocate, or a
representative thereof, John Thurber. John? ' B
JOHN P. THURBER: Mr. Chairman, members of the -
Committee: My name is John Thurber. I am an Assistant Deputy
Public Advocate with the 'Department'o‘f the Public Ad\}ocate.
‘Assistant Commissioner Raveson regrets he is unable to appear
‘before you today due to his illness, and he has asked me to
~deliver h1s testlmony to you, if that is all rlght
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~_material 1zed

v .. you to-summarize the testlmony, rather than read it _because.

< Thank -you for prov1d1ng the Department of the Pu.bllc :
Advocate with the. opportunity to appear before “you - tcday to ’,
share our strong concerns regardlng the compelhng need: t« v
' 1eglslat1ve action to lower credit card interest rates. ,
opinion, the high rates of interest currently belng 1mposed on".f
. New Jersey consumers: hlghllght the need to relnstltut
. controls over credit card. 1end1ng that"‘:‘fwere leg'
r'emcved in 1981. The promise of ‘interest rate deregul
“that :mcreased competltlon would benef 1t consumers'

SENATOR LESNIAK: May 1 ’*b"eg your indulgence.

“ do have a large witness list? It will go into the: record 'The »
“ Senators on thls Committee. love. to ask. questlons —to soliecit

answers to guestions that are in their minds — s0 if you could,
glve us a summary of your test:Lmony, then we w111 draw out the
information we need, and w:dl enter your statement 1nto the
record. | : :
MR. THURBER: F_ine,' I will attempt to do so.. As "thé ‘
- other witnesses before this Ccmmittee have v'tes.t_ified, ‘mar_ketf :
rates of interest have dropped dramaticaily over the past four e
or five years. The discount rate, the prime rate, have both .
.dropped significantly. At the same time, consumer credit rates
have not ‘dropped in the same way. New Jersey credit rcard
holders are well aware of this fact. . ' | '

- The Public Advocate has just completed ‘a survey of the -
:.New Jersey banks —— both Federal:and: State—chartered-—— w.'tnch L
issue credit cards. ‘We, in fact, found 58 such banks, - sav1ngs
- .banks, and sav1ngs ‘and . loans ‘that issue credlt cards. The

average: ‘rate ‘they charged ‘was ‘over 1B.4%. | 1

' : .,.‘f‘smATOR LESNIAK: Is that the effectlve rate"

MR, "THURBER:. The annual percentage rate.

... SENATOR LESNIAK . Is that the effective rate?

MR. THURBER' vYes.
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SENATOR JACKMAN: It goes from 18—- | L
| | SENATOR LESNIAK: No, no, no, no, no. Let's at 1east”
know what we are talking about. - Is that the effectlve ;
| Does that include a 30-day grace period, or a 60—da_y, grace . -
period? Is that the rate on the card? : S
| MR. THURBER: That is the rate charged
balances. | BT ‘ e

, SENATOR LESNIAK: Okay, so that is not the effective
rate. The effective rate is lower,. |
MR. THURBER: The effective rate on balances, yeah‘
SENATOR LESNIAK: The effective interest rate on that
consumer loan is lower than that flgure Is that correct?» _
MR. THURBER: I am not prepared to say, because that

would also—— You have to include—- o . |
| 'SENATOR LESNIAK: Well, if I have a grace period that
I don't pay on -- whether it be 30 days, or 59 days if I
purchase one day ’after my bill comes out -- then the actual

interest rate I'm paying is less than the 1nterest rate that is
on the balance. |

MR. THURBER: However, the current practlce by, I
believe, every' bank that we surveyed was to have no grace
period if you carry over a balance from month to month. That
is a practice that has changed in the last four or five years,
at least by a number of banks. '

SENATOR LESNIAK: Okay. ,

MR. THURBER: So, once you fail to pay off your entlre

balance, you no longer gain the beneflt of any grace perlod :
| SENATOR LESNIAK: On that balance?

MR. THURBER: On all balances. ‘

SENATOR LESNIAK: On any purchase? .

MR. THURBER: Exactly. In addition, if we are to talk
about ‘effective rates, we need to factor in the annual fee as
well and, of course, have to add in the charges made against
retailers, which consumers have to pick up. |
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- SENATOR LESNIAK: Well, that is why T asked “is that

‘ -,',%?j*~f1gure the average effectlve rate? The answer is no.

1% and 5%.

- MR. THURBER: . This' is stnctly the rate they gquote to"’

us - as being the ‘rate they charge agalnst consumers. So,_. 1t N

. would be significantly higher than .18.4%, if you 1nc1ude A "’the
-annual fee and the charges agalnst retallers. wluch -are bet

SENA‘I’OR ‘LESNIAK: How . do ‘youb base that? ° "’D_o -you;ii;;i;know

. how many of those ;zcharge a- serviceg. fee, what that service fee | e
is, and what is significantly-- What do you call significant?

I am interested in how you arrived at your conclusions, whether
" it is a ‘factual basis. . Do you have a 1list?. Do you have all of

- those figures for us? , e
. ¢ MR. THURBER: At the back of the “testimony, we have
appended that. ‘ ' | . R

SENATOR LESNIAK: And can those kfigur-es be calculated?
MR. THURBER: The difficulty in some of the disclosure
proposals that :are being made i‘s that it is v1rtua11y~
1mp0551ble to calculate what is 1n the mortgage ‘market, -for.v
example, known as the annual percentage rate — APR —— that . is
guoted in the newspaper advertisements for car loans, ‘and SO
on, because consumer practices vary. Some peopie—— |
‘_SENATOR‘LESNIAK' "So, you can't calculate it.
MR. THURBER: You can't calculate— ; :
VSENATOR”LESNIAK So, . you don t know whether 1t 1sg .
.51gn1f1cant1y higher or not" B o o
MR. "~ THURBER: : We : know it : is -higher - and, :-again,
~significantly, ~because ‘you have ‘to include. these other - ;,coets_;
some of ~which. consumers mnever actually see . because, 'again,‘

. retailers— The fees that retailers ‘are paying are .included in
.tthe prices -of the goods ‘the -consumers buy - As you. .know, bank

credit card - operationms - ‘not - ‘only -charge 1nterest rates on
balances and annual. fees, but gain a significant proportion of
". the revenues from.the:fees they .charge retailers every time the
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' -'of revenue for banks - bank credlt card 1ssuers,

credit card is used. Every t1me I use a V1sa Card orgna
MasterCard to make a purchase, between 1% and 5% of that
purchase is a fee that goes to the bank card operat1on.“

So, it is not clear to us that: consumers who pay off
their‘credit card balances each. month are,,1n fact,,
by those who don' t,_because there are all these L

SENATOR LESNIAK I hate to belabor the po1nt
the extent that they are‘.not paylng, 1nterest,' they;
subsidized by someone S s : ‘

- MR. THURBER: The d1ff1culty 1s that the 1nfo
‘that would be necessary to make that determlnatlon has nof beenf
available to anybody outside vthe 1ndustry. It's possible
“that— In fact, the only thing that interest rate charges go
to‘subsidize are those balances that are carried over3month‘to~v
month’ and the rest of the operatlon is pa1d for out of the o
annual fees and the retailer charges - We Just don't have that o
1nformat1on It is not available outside of the 1ndustry o
|  SENATOR JACKMAN: Do you have the interest rates that’
are now be1ng paid as of 1986 by the banks? Rt
v MR. THURBER: As of ‘the f1rst weeks of April, yes. :AE
the back of my test1mony is the llstlng ‘ , L
‘ SENATOR JACKMAN: At the back of your test1mony°l Thef |
reason I_‘ment1on that is, I notice that in the banklng |
'1ndustry, they give us up to 1984, and you 've got 1986.

MR. THURBER: Yes, '86, as of just a couple of weeks“ﬂ;_4
ago -- or last week. ' o o S

‘SENATOR,JACKMAN You re more up—to—date than they are. ‘v

~ MR. 'THURBER: Well, we had ‘somebody make a lot of
phone calls. ' | S
| SENATOR JACKMAN: What?
MR. THURBER: We had somebody' make a. lot of phone

calls. a - :
' SENATOR JACKMAN:  To who, the banking industry?_



“ MR. THURBER: To the banks which issue credit cards.
~ * SENATOR JACKMAN: - Oh, the banks which give the credit
cards. » o ‘ o
|  MR. THURBER: Right. e
SENATOR JACKMAN: Just to make a point with- you=—,
. notice that Flrst Jersey Nat10na1 Bank chargesi : uqt
" and December, 1984. What would it be in 1986?
MR. THURBER: Eighteen percent. . .
| SENATOR JACKMAN: Eighteen percent? So, "it didn't go
" nowhere in two and a half years? B | ,
MR. THURBER: Correct. 1In fact, we've seen—
" SENATOR JACKMAN: All these rates are the same then’
'MR. THURBER: I'm mnot sure about that. I haven't
‘“cdmpared'them'for'eéch“of>the banks. There.is,ffor%example(‘

‘one bank —— Whlch ‘was mentioned earller, the First National
Bank of Toms River —- that charges 15%, .and charges no annual
- fee.

SENATOR JACKMAN: You know, it would seem to me that
you would be better off taking a home mortgage and carrying it
over a period of one year or three years, and you get the home
mortgage for 9-1/2% and 10%, instead of buying furniture and
paying 18%. ©Go in and refinance; go and get the mortgage.
“It's cheaper. 1Is that true or isn‘t it?

MR. THURBER: It makes sense, yes.

SENATOR JACKMAN: Doesn't it make sense?

MR. THURBER: Sure. . ' .

" SENATOR +LESNIAK: - If you -have .a .home ito mortgage.
f(laughter) : ' ' '

~SENATOR JACKMAN: ~That's true. How about your wife?

-~ SENATOR LESNIAKE'Li can't mortgage;my”wife.‘fI*don‘t"t

~+have a wife. :'Can't get anything. ' :

‘ : ‘MR, * THURBER: - The impact ‘of ~the high :rates ~we N

dlscovered in this survey—- | .
. "SENATOR “JACKMAN: . -How many complalnts did you recelve

T from the public on the ba51s of rates? |
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| MR. THURBER : Again, we have d1ff1cu1ty sorting out
'exactly the nature of the complalnts, but we have had only a
few,vas_far as we can,tell,,

SENATOR JACKMAN ' You ‘see, -that is the th1ng thatwffv'

| frightens me. We have so few complalnts, and yet somebody—
~don't know whether we're stirring somethlng up when
someth1ng - That' is the th1ng that worrles me ‘If},: o’

comp1a1n1ng—— “You know, if it's not broke, don't"fik" it.
7(1aughter) That is the thing that worrles me. You- ‘don’

'fFI

t have

any complalnts, the banking v1ndustry doesn't  have y”_w7%
-~ complaints, and all of a sudden we're st1rr1ng someth1ng up

maybe. I am not sure. S |

o In my office, and I am in a predomlnantly 1ndustr1a1'
'area, I'11 give you my word of honor, I have not received one
complaint, and I have been in the Leglslature for 20 years.

- Twenty years I have been s1tt1ng down here -- okay’ —— and I
haven't received one complalnt from anybody on a credit card,
call or on banklng costs or anythlng I haven't. I don t

~ know, if I went out and looked for it, I guess i.would find
- anything. But, as I said, I don't go looking for trouble. '

MR. THURBER: The pattern, at least in our offlce,'bwww

though, has been that we receive complalnts when consumers
xsense'that there has been some mistake; for example,va mistake
in calculating a balance. - They do not complain; normaily,
because they think the annual fee is too high, or because the
'1nterest rate is too hlgh “or they don't like the locatlon of a
bank -- ‘some aspect of their 11fe they don't think they ‘have
‘control over, or they don't think is broken, as you would say.

Of course, the contrast is, if you talk aboutvthls
-problem with people  you encounter on the street or your
vfriends,:everybody‘is,complaining~about it. They just haven't
directed those complaints  to governmental ‘agencies or
legislators. o '
. SENATOR JACKMAN: Okay.
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: '.Pu.bllc Advocate has produced with respect to this quest

‘- SENATOR LESNIAK: Senator Cardlnale" :
SENATOR CARDINALE ~In line -with what . Senator J ackman'

. ‘-f'has been questioning, I know this:is not the f1rst documen :the A

‘have seen at least one other. I wonder if you can tell'fme (o)
long you have been studying thls questlon” )

. MR. THURBER: I belleve it has been a srela
'.focus for the Publlc Advocate in the last year or. so,v
'_'ﬂus ‘has been a mafter that has teen brought to- our attent on"

SENATOR - CARDINALE: - So, you have been going over thxsf"“f’ A

- for about a _year. Can” you ‘give me an idea of how much in
. public funds you “have expended in the. course of studylng this
: guestlon" »
MR, THURBER . We haven't - 'made- any- out—of—pock'e.t .
expenditures in terms of retaining consultants. Everything
that we have been able to obtain has been free to us In terms
- of staff time, it is difficult to calculate, obviously. | .
SENATOR CARDINALE: ©Oh, you think that staff time is
free; no one pays for it? . '
MR. THURBER: No, certainly not; certainly not. But
it doesn‘t compare to the $100 million that we estimate New
Jersey consumers are paying each year in excessive interest
rates. - - o L - o
SENATOR CARDINALE: I am well aware that there may be
something that consumers— I am talking about the charge of
your Department and the criteria “on which— See, Senator
. Jackman asked you :a- queStiom -and 1 was very .interested. in the
answet ‘that you haven't- had compi‘aints -from the pdblic.‘ Yet.
~you have,. for-.a year, been going into an -examination .0f this
“guestion. " It is not - the main area— You know, I° 'would*‘ expect -
- ~the Banking Department to be going  into this question, “but I
~“find +a little difficulty with the Public Advocate getting into
almost every area that: every branch of government seems to be
. involved with. When it.goes .into those areas on the basis ‘of_ |
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1,Leg1s1ature when it establlshed the Department

complaints from the pubiic, I can almost understand 1t.,y
when it goes into those areas without any . basic complalnts?
the public, I wonder what the criteria is by wh1 h you
jwhat areas you are going to 1nvest1gate.‘ e

MR. THURBER: That cr1ter1a was ‘lald out

>Was charged to represent the public

SENATOR ~ CARDINALE: = Well, I havef
legiSIatlon,‘and I dlsagree w1th your 1nterpretaf
’suppose in another forum, at ‘some time, we w
determination of whether that is or isn't a valid thing. e

I would like, from the Public Advocate, somee.””'nhte_;
of what it has costﬂto enter into this and other questions. =~
» SENATOR LESNIAK ~ Senator Cardinale, ‘that is not onc

the bills. o o e
'SENATOR CARDINALE: Well, he submitted something to -
us, and I think we are entitled—— T SRR S
SENATOR DiFRANCESCO: He is here for somebody else.

He is speaking on hehalf of a guy who is sick and couldn't make
it [ o . | R
v | SENATOR'LESNIAK Senator, you can wr1te to the Pub11c
Advocate and ask for that information. ST |

SENATOR CARDINALE: Well, I have him here, and it cost

other publlc funds—— | ' ' ' o

. SENATOR DiFRANCESCO: = It's not often they support the
Senate Republlcans, Senator. o | o T :

SENATOR CARDINALE: Well, even when they support our -

position, I think that'they'really have no place in becoming a
shadow government. Each and every t1me,, Senator, thatv they
come before this Commlttee == or any other committee‘I sit'on’
- I am g01ng to ask that - questlon, and ask the cr1ter1a,
because there are things that valldly they should do, but this
is not one of them.
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 SENATOR LESNIAK: “Benator, that is another issue for
another ~‘day.  Are {there any other ‘questions = from the

) Commlttee?,;(no;response)LgThank you-very much..;Ma§ we
Senator Garibaldi? ‘7 S '4ﬁ‘s
. SENATOR JACKMAN: Hey, Garibaldi, why don “t you
_ down and say,-"Me. too," and that s 1t (laughter)
SENATOR LESNIAK: Go ahead, Senator Garlbal__
SENATOR PETER P. GARIBALDI: T
Senator. First, let me remind my colleagaes that I am a
of your party,.so— . - e R
 SENATOR. JACKMAN: . Sometimes we wonder. . -
‘SENATOR LESNIAK: Sometimes they wonder. ot
| . SENATOR = GARIBALDI: - Senator Jackman, you raised an
“iinteresting “point,- in  that. the people ‘-are. mnot. complalnlng ’
‘That is certainly not the image I ‘am getting. rlght now.;,As a
matter of fact, Jjust recently, a Congressman from New York _— »
Congressman _Schumer — had prepared,  and 'filed with ~"The> i;N
chngr9551cna1 Record,” a 1list of banks Tnationwide and the ratesf"u‘
they charge throughout all thekstates of our great nation, andf
New'Jerséy is the highesi ambngst all of them. That*includes,fi
" national and state-chartered banks. « N i o
SENATOR LESNIAK Does that 1nc1ude Chemlcal Bank and-
Cltlbank "in New ’:{ork‘> o - ~ : o
|  SENATOR "GARIBALDI: I ‘have the list; I can provide it
.~ for the record. If you want, 1'll go through the 1list for you,
. Senator, but I— . S - ’a f
| .- . SENATOR LESNIAK: :I would like you-~to provide it for
- “the record | o o
“SENATOR GARIBALDI: * Yes. Here is the list:'that is in

'-““The Congr9551ona1 ‘Record." Banks across- the natlon with’ 1ow vt

mﬂfhlghest——

-eredits card,.rates——a _The vlowest .was.  11% .1n,JAxkansas,, the

- SENATOR JACKMAN: - Yeah,: and how much money are athey )
loanlng out? -(laughter)_ R '
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SENATOR LESNIAK: Senator, what is the unemployment.
' rate in Arkansas? Senator, dO-YOU~knOW'the unemploymentfrate
in Arkansas? | ' |
SENATOR JACKMAN And, how many phones d1d they clod e
down? . : , S
- SENATOR GARIBALDI:_ Hold on. Do‘ | ycu want"tv-«"‘ ;
Do you want to get in? e ST
SENATOR LESNIAK: Yes. I very much would 11ke (- knowl
the unemployment rate in Arkansas. ' ' »" o
~ SENATOR  GARIBALDI: First of all, let's talk ab
_interest rates in New Jersey. | e |
, SENATOR  LESNIAK: I would like to know fhe
,unemployment rate in Arkansas I asked you a questlon, Senator.
SENATOR CARDINALE Senator Lesn1ak what does the
unemployment rate in Arkansas have to do w1th bills on cred1t
'cards in the State of New Jersey’ : :
~ SENATOR LESNIAK: I'll answer that quest1on It has
to do with the economy of the State of Arkansas. If we want to
~do to our economy'what Arkansas has done to its economy-- We
- can use them as an example. I don't think we would fare very'
well if what took place in Arkansas—- -
SENATOR = GARIBALDI: You didn't let me  finish,
Senator, We have a whole 1list of banks. 'Why' you selected
Arkansas as to their unemployment rate--— ~If you want to go
through all the list of banks in each state and compare them
‘ w1th New Jersey,'and then d1scuss the unemployment rates and
- the economlc act1v1t1es—— v
| ' SENATOR LESNIAK: vasolutely, Senator; . absolutely,
Senator. o TA.'F T o - S
SENATOR GARIBALDI: —--I would be happy to do that.
SENATOR LESNIAK: Go right ahead; absolutely. |
 SENATOR GARIBALDI I would like to show you something
that appeared—— : ' o A
SENATOR LESNIAK: May I have your 1list, Senator?
‘Senator, may I have your list? ' |
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". in The Home News yesterday — in my local paper. ,T_Now,' :

"~ low as B8%. Yet ‘a credit card, where _peorle have to use th
- money. to purcha-se :necessities," such as: refrlgerators. Stove

i — sure

- 'SENATOR | ‘GARIBALDI:"  Yes, ‘you'll’ have that when I'm
‘“”flnlshed. 1 would 1like to 'show i'you"‘smriet‘hin'g _ This - appearedw

what they thlnk of the New Jersey credit card 1nst1tut1o’
_,_."here ‘is.what they think of boat loans, auto .loans, hom
Mortgage 1nterest rates down to 8—1/2%, auto ‘
‘as 5.9%; even_ ‘a boat loan. Now, who would go out &
| “boat but people with f‘monéY" ‘But- yet their. 1nterest rate :

“and . household necessities— . You don't think the. wealthyf} folks
are the :ones 'who are taking advantage of that. “high ‘interes_t

’:rate,"do'you’ It's the people who can least afford 1t It’ Vi's : L

thes people who have to ‘buy these necessities.
, SENATOR LESNIAK: Are yu- go1ng to submit that for the
_record? . | g
 SENATOR GARIBAIDI: Oh, yeah, and for the benefit of
‘anyone #£lse who wants to see it. 'This_ appeared in The | Home
News, a Central Jersey newspaper here 1 »think that speaks for |
-v:Ltself Senator. o - ' '
' - SENATOR LESNIAK: Senator o} Connor" , : . »
- BENATOR O'CONNOR: ' Senator, just on that p01nt, you re

" talking about the dlfferentlatlon in the rates for car loans
~-and boat loans, but in each of those 1nstances, you re talklng
‘about loans which are secured. Correct? I mean, there is
collateral there. = , = . o ,:v‘
| / SENATOR GARTBALDI: . Well,  you have your boat, your.car

SENATOR O CONNOR But, -wcredit card loans .are not
: seoured - If you default on a“credit ‘card, IWhat “do. they 'do,

~h.come: take the coat back ‘that you bought?

| 'SENATOR ‘GARIBALDI: Well, they repossess. They will
“get Judgments agalnst you. They'w1ll- attack your possessions..

g;_-plrst of all can _md:nudual—
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SENATOR LESNIAK Senator O'Connor raises a good
point, Senator Do you know what the default rate on credit

cards is compared to the default rate on the other . loans’ You

know,rthat is a great picture; ‘it 1s great to draw, and greatﬁ
~ to laugh about,‘»But; let's get serlous. Do you knowvw
default—— - | ;
' SENATOR GARIBALDI Would you allow me to f1n
to at least finish my presentatlon° .
SENATOR LESNIAK: Generally, we don't do that;y
will make an exceptlon for you. ‘We will makefanvexcep,
you, Senator. R e e
SENATOR GARIBALDI: Weljl, if you want to go at it,

‘let's go. 4 - o _ - e
. SENATOR LESNIAK: Generally -- as I said -- we like to
ask questions and elicit responses to what is on our m1nds '

SENATOR _GARIBALDI: Very good. Well, I would hope you
'would address the questlons to my leglslatlon

_ SENATOR LESNIAK: If you just want to- glve a preparediﬁ?&%

. statement, that's fine. . :
| SENATOR GARIBALDI No. = I “have a prepared statement,_;_
I have this information. I would be happy to answer—— R
v SENATOR LESNIAK Senator, what do you prefer to do —
glve your prepared statement or answer questions?
' SENATOR GARIBALDI I will answer your questlons.

SENATOR LESNIAK 0kay, thank you, Senator. Any
questlons° - . : ’ . ST
~ SENATOR CARDINALE: Yes. Would you read your prepared
‘statement, please? (laughter) | ‘

~ SENATOR GARIBALDI : You thought you were going to’ get
'r1d of me, right,: ‘Senator?

Flrst, let me Just ‘say what my b111 does for the
beneflt of the members of the Commlttee, and anyone else who is
interested. The bill I have introduced -- and this is one of
serveral I have introduced—— ‘The one we have before us in the
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Commlttee today would establlsh an average preva111ng 1nterest'

rate based on the loans or extens1ons of credlts ‘that are madet

by State and federally chartered banks,’_,or', 1end1ngsf
institutions. The bill would also apply a 2-1/2% rate.'"At the -

tgo1ng rate r1ght now, that would come to about 11—/1/2% 1n the 3
State of New: Jersey. _ ‘ ,,,_ ; L

| ' SENATOR LESNIAK: What rate was that, ‘Senator? “'*v R

o SENATOR GARIBALDI : ‘Eleven and a half percent.  Based
on the going average lending rate of 9%, 9—}/25, my'f2—1/2% 

 above that would bring it to approx1mate1y 11%, 11- -1/2%. | (

‘SENATOR LESNIAK: Senator, do you have any flgures as
to what credlt would be available to New Jersey consumers 1f

.the interest rates were forced to be that low? _

‘ '~ SENATOR GARIBALDI.~ No, but I could say thls——' _ _
SENATOR LESNIAK: No,_you do not. Is that the answer?
SENATOR GARIBALDI I didn't say that. I didn't say,

-"No, I do not." o I o '

' ’ SENATOR LESNIAK: You said "no ; _
SENATOR GARIBALDI: 1 saidé— I have an ‘answer for you.
SENATOR LESNIAK: What is the answer? _ ;
SENATOR GARIBALDI: Whether it suits you-- You know}
are you g01ng to permlt me to answer a question, or are-you
just going to gag me? Is that your way of runnlng a_meéting -
you are just going to gag? Or, do you want to hear testimony?

gagglng you? : : v

SENATOR GARI BALD I Well-—-— v '

' SENATOR LESNIAK: Because I certainly will. You have
‘accused me of an awful lot in the past, Senator. Do you want
to accuse me again?- ’ : ‘ ' , ‘
, SENATOR GARIBALDI Well, you happen to be the
‘Chairman, now. T o o
' SENATOR JACKMAN: All right, fellows, take it easy.
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SENATOR GARIBALDI I am here to present a posture on-

"what I feel is vutal to the 1nterests of the people of the

‘.State of New Jersey. v o : : '
| SENATOR JACKMAN: Let's'do>it,»and we”li,ask,questions
' through you, Mr. Chairman S ], . S

SENATOR LESNIAK: Senator, flnlsh your answer about‘

"avallablllty of credit at your 1nterest rates. What flgures.do

~ you have to back that up? | ' i .

| SENATOR DiFRANCESCO: Where is he going’ to get the

pfigures from? Flgures come from banks. o '

- SENATOR JACKMAN: Yeah. Listen, let me——

SENATOR LESNIAK: He said the answer wasn't no. Let
 him explain. . : o .

SENATOR JACKMAN: All right. Why don't you— |
SENATOR LESNIAK: Let me explain. He said the answer
“isn't no. Let him explain. -

'~ SENATOR JACKMAN: Well, why don't we let him complete
his testimony. _“ ' _ ’

SENATOR LESNIAK: Let him explain. The answer isn't
.no; Senator. What is it? _

SENATOR GARIBALDI: This is what I was going to
present 'as an answer. Only a few short years ago, this
'Leglslaturev—f'l wasn't a member of it —-- but this Legislature

in the State of New Jersey ‘lifted ceiling rates on credit
.cards, because there was a cap. I believe many of you sat—
 SENATOR DiFRANCESCO: More than credit cards. We
11fted everythlng '

SENATOR GARIBALDI: _Right. You 1lifted ceilings on
,banks,'credlt cards, everything. And at the time, as I recall
- reading about this thing in the news media, one of the reasons

'»_ce111ngs -— and it had nothing to do with how many banks~would

- go out -of business, or how many banks would come. into bu51ness,
or what the rates would be as a result of the 1lifting of
them—- The argument that was presented at that time was ‘that -
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'the banks could not compete in the State of New Jersey becauselj

of the hlgh ‘interest rate plateau that was ‘reached at that‘y

time. If you recall just a few short years ago, 1nterest:y
» rates on savings ‘accounts"were '15%,  16%. Banks were‘-h
hkcomplalnlng that they couldf not compete w1th the whole o
circumstance.: . o ‘ : ,.r.,' .
’ , SENATOR JACKMAN Excuse me.  What sav1ngs account'
 ever got 15% in my lifetime, and I am going to be 70?7 L
E $ENATOR GARIBALDI: Just a few short years ago——j ‘
SENATOR;‘JACKMAN: ‘ Sav1ngs vaccounts-— You got 15%‘
interest? L - :
SENATOR GARIBALDI: Weli sav1ngs certlflcates. , :
, SENATOR JACKMAN: No, you didn't say that. If 1 put’
my money 1n a savings account I got 156 1nterest°"
SENATOR LESNIAK:  Senator, Federal regulatlons justa
llftEd the Federal cap on sav1ngs accounts It wasV5—1/4s,'not'
15%. S : . |
| SENATOR JACKMAN: I don' t remember, do you?
SENATOR D1FRANCESCO CDs. He s talklng about " CDs
,  SENATOR JACKMAN: Youy got me scared when you said
that. I must be going to the wrong bank. >(1aughter)
SENATOR LESNIAK: Senator, it was 5% on savings
“accounts. : | _ , R R
" °  SENATOR DiFRANCESCO: Are you saying we didn't have
15% CDs? | o o - |
| SENATOR JACKMAN: I didn't say that. Whoa, whoa. He
said savings accounts. _That - meansv I can go 1n and take my
‘money in and take it out every day. .
SENATOR CARDINALE: Senator Jackman, not everyone is
~as sophisticated as you are in understanding all of the
‘different documents that are issued by banks. ; o
SENATOR  JACKMAN:  You didn't give me  that
sophistication. -

N
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SENATOR CARDINALE ' I 'm sure that all of us understand'
that there are’ many' dlfferent klnds of 1nstruments that are
1ssued—— , - : e DR '
SENATOR JACKMAN: I know that
SENATOR CARDINALE: —-and certlflcates of depos1t are
"understood by all of us. o o L -
' 'SENATOR GARIBALDI . F1fteen ‘and a half percent was
available for anyone to save the1r money . ,
o SENATOR LESNIAK: ,Senator, about the only thlng ‘you
_have sa1d correct so: far,‘in réspOnse to my questlon, was that v
'dyou weren 't here at the time that bill was debated and I was. |
The main thrust of the argument in favor of that blll was the
ava11ab111ty of credlt to consumers.

SENATOR GARIBALDI: That s rlght

SENATOR LESNIAK. Okay. _

SENATOR GARIBALDI: And why, based on the fact that
w1th that cap, and with high interest rates that could be
~derived under any'other circumstance — including auto loans,
fmortgages—-"You know, mortgagegrates,were at their highest[
So, the eredit bank institution said, “Look, we can't compete
because everybody else is getting that high interest rate."

- SENATOR LESNIAK: They said it was because they
couldn't purchase the money and give out the loans with that
cap on. That deals with the availability of credit.

SENATOR GARIBALDI: Well, that was the argument that
was presented. That is why I assume the Leglslature lifted the
‘ceiling. Now, where’ the reverse is true, interest rates, auto
'loans are half of what they were then; mortgage rates are just
~about half, w1thout ~getting spec1fu: with 1nd1v1dua1 ‘banking
'institutions, and interest rates are contlnually dropping.
"Even look at today s Wall Street Journal. Interest rates are

fdropplng even further, Yet, this State Legislature -- we in
 New Jersey'—~ have done nothing to force, or compel, or even

-beg our credit card institutions to lower. ‘their rates, without

hav1ng to 1mpose a ce111ng
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- All I am saying,vsenator, is'that I believe that as a .
Senator myself- you, all of us, have somethlng we: ‘should be
'd01ng, and that is addres51ng this issue. : S
SENATOR - LESNIAK: Senator, you are. 'trylng to answer‘t
‘, the questlon I proposed about what this cap would do in terms
| of ava11ab111ty of credit. Was that your answer? |
~SENATOR GARIBALDI: What thls cap would; do to the
availability—- ' '

SENATOR LESNIAK: My queStion was, what would your cap
do to the avallablllty of consumer credit to consumers in the
State of New Jersey? ' . ‘ '

' SENATOR GARIBALDI: My answer is; at this_time, with
interest rates as they are under -all ‘other lending
circumstances, I believe it would have no impact whatsoever on
those credit card institutions. A ‘ . ,

 SENATOR LESNIAK: Senator, what is the interest rate
on boat loans now? ’

SENATOR JACKMAN: On what?

SENATOR LESNIAK: On boat loans.

SENATOR GARIBALDI: Boat loans?

SENATOR LESNIAK: On car loans?

SENATOR GARIBALDI: Car loans—- ‘As low as 5-—— I
think the lowest I've seen advertised,vat-least in my 1local
paper—- 5 s '
SENATOR JACKMAN: = You've got to buy from the dealer
SENATOR GARIBALDI —--is 5. 8% . ,

SENATOR JACKMAN: Yeah, but that-- I found out that
‘when you get there, there is a hooker. (laughter) You didn't
get the 5.8%. Believe me.. You didn't get no 5.8. I found
that out. That would be providing you owned your own home and
you had $150,000 in the bank. | |
_ SENATOR LESNIAK: Has anybody' bought a car recently_
for 5.8%?. ‘ ‘
SENATOR JACKMAN: No, forget it. I didn't.
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SENATOR LESNIAK: Maybe we ought to get Assemblyman'
Kosco in here to see what rates he is charglng at his place.
vAre there any other questlons‘> },(nov response) Thank you,
‘Senator. | ‘ ’ - o
| | SENATOR ~ CARDINALE: I think it is worthy of
observatlon, because the threat has been running through some
of the questioning by various members of th1s Committee. What
we /,had in the v past were inflexible percentage  rate

,vflimitationsh: What stembodied in'eachjand every .one of these

bills, whether it is Senator Contillo's bill, or Senator
- .Dorsey's bill, or Senator Gar1ba1d1 s bill, or any of the
others, is a flexible rate, and I think that is the difference
'~ that everyone seems to have ‘centered on, so that we avoid
getting back into the problem of unavailability of funds.

There are varied formulas in here, so yeu would arrive
at different rates‘with those different formulas. One of the
things we ought to be looking at is, what kind of formula we
ought to derive if, in fact, we are going to put it in, because
I share your view that-—— I think there is no disagreement,
really, even with the sponsors ofhthese bills, the people who
drafted them, the people who have studied them. If we were to
impose, again, an inflexible rate, we would find ourselves, at
a certain point in the economic cyele, back in the same problem
‘that caused us to l1ift those rates in the past.

So, let's not refer back only to, you know, a
‘sitﬁation that we really are‘nbt trying to recreate, but to a
situation that we see, perhaps, as an improvement over both the
past‘and'the present. _ ‘ .

A SENATOR JACKMAN: Yeah, but the only question 1I
raise-— Gari -- hey, Garibaldi, look at Uncle Chrisy.
'  SENATOR GARIBALDI: I don't know, Chrisy, you——

SENATOR JACKMAN: - You raised a question about Arkansas
with their 11-1/2%, or whatever it was. You want to cap ours
around 12, is that it?
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- was——

'SENATOR GARIBALDI ‘No. It would be flexible. - It
wouldn't be a cap In other words,}whatever‘the lending'rate

| * SENATOR JACKMAN' But, at this time, it would be
~around 12. Similar in nature to what Cont1110 did -- 6 plus 6
| ' SENATOR GARIBALDI Right, rlght | e ~-:n
- SENATOR  JACKMAN: - The reason I ask the questlon
and, don' t think I am ‘being facetlous because you know what I,
tell you i# the truth—- I, at one tlmn—— (laughter) No, I' ll'
tell you why. ‘I covered Arkansas at one t1me with my unlon,’

and I helped to organlze in that area. . I am fam111ar with what.j'"
~is taking place in Arkansas today. All ‘I know is that they are

closing farms down, people are going out of business. Nobody

is getting 11-1/2% loans nowhere - nowhere down the 11ne
 SENATOR  DiFRANCESCO:  Can we relate Arkansas'

,,unemployment problem to credit card interest rates? .

’ SENATOR JACKMAN: ~ No. Well, ~ 'wait. You're talklng

about ratings, you're talking about-- - ' |
SENATOR DiFRANCESCO:  There is a vhole myriad of
problems in each state w1th regard to unemployment
SENATOR JACKMAN: Mr. DiFrancesco, I understand that,
,I know that. -

v SENATOR LESNIAK: I think Senator Jackman's point‘is“
~well taken. | o o
SENATOR GARIBALDI: I believe it 1is, too. Chrisy, YOu
“know, you and I-- Our thoughts have coincided many times, but
all I can say is, whether it be Arkansas, in this instance,
which happens to be less than half, or just about half of what
New’ Jersey consumers pay-- I just cannot believe that New
Jersey“consumers‘ are twice as risky as the consumers in
Arkansas when it comes to borrowing money.

SENATOR LESNIAK: Maybe they demand--

SENATOR JACKMAN: Other than the fact that Arkansas is
lending their money up here 1n,New Jersey and‘New York, and
they'are not lending it to the people in Arkansas.
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- 'Doctor?

~ SENATOR LESNIAK: A good point. Thank you, Senator
Jackman. Senator Gar1ba1d1, ﬂmayc"I; have your 1list for the
record please" ‘ S S o e
_ SENATOR GARIBALDI: Sure, sure. .
SENATOR LESNIAK: You can keep the plcture |
. SENATOR GARIBALDI I thought you wanted that. ,
) SENATOR  LESNIAK: f_Dr.fv Dunkleberg, » Professory“'ofb
" Economics, ‘Purdue Unlver51ty N ' IR
o . Just fa_ second 1 AWant"to ‘point out-- Senator:'
‘Garibaldi, this is the 11st of banks across the nation with IOW‘

 credit card rates. Do you have the banksvw1th,h1gh credit cardw7'ﬁ

rates? | - . o . _ '
| 'SENATOR GARIBALDI: No. As I stated, that is the
report that was produced by Cbngressman Schumer of Brooklyn,
.New York. _ » R ' 7
. SENATOR LESNIAK: 'Okay,.and”is.Citibank on this list?
SENATOR GARIBALDI: The reason why that list is being
presented. this morning” is because it was announced on CBS
 Radio, and there has been an overwhelming response from the
public. ' S - :
. SENATOR. LESNIAK Is Citibank or Chase Manhattan on
ithls list? '
‘ 'SENATOR GARIBALDI I think so.
SENATOR LESNIAK: No, they're not.
SENATOR GARIBALDI: They're not? | !
SENATOR LESNIAK No, they're not. Well, no sharks on
~that chart , o ' |
~Let's: have - everyone's  attention, please. Dr.
Dunkleberg,. Professor of ©Economics at Purdue University.

SENATOR CARDINALE: Doctor, I wonder if you could hold

that up so that the people on this ‘side of the aisle could see
it, too?
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'DR WILLIAM C. DUNKLEBERG Iw111d0f‘l'v

:that at the appropriate t1me. I th1nk we planned ‘a. somewhat
different: order, 'so maybe we should let thls gentleman startf
it, if you don't mind. o SETC _ R
'SENATOR LESNIAK: ©Oh, I'm '.,sorvry." : you-re’ : ;an‘a,r'*a;
Goldberg, Chairman, New Jersey rRetaiI"Merchants_,AsSociation{'
Is that correct? Lot L SN LA ISR
"EDWARD J. GOLDBETRG: Yes, it is. I have a
statement to read, but I am also here‘ to 1ntroduce Dr.'
‘Dunkleberg, whatever the Ppleasure is of the Commlttee R
o SENATOR LESNIAK:  Well, we ‘would prefer ‘that you
summarize your statement, and then 1ntroduce the Doctor. :

MR. GOLDBERG: Okay. I can be brief. Chairman ,

Lesniak and members of the Comm1ttee My name is Edward - J. |
Goldberg. I am here today as Chairman ‘of the New Jersey Retail
Merchants Association. Our Association represents many small,
medlum, ‘and large businesses throughout the State of New Jersey.

Obv1ous1y,, we are here to oppose bllls which would
impose celllngs on finance charge rates. I would like to thank
everyone here for giving us the opportunity to appear before
you and dispel some of the major mlsconceptlons about retall
card services and their costs. ,

~ There are several mlsconceptlons that I will not go
into in detail, but just very briefly. The first misconception
is that retail credit card finance charge rates are grossly out -

\of 11ne w1th the cost of prov1d1ng credit services and thatv
finance charge rates should correspond closely to changes
market rates. | - ‘

I believe the simple fact is that finance charge rates
represent a charge for a package of credit-related services and
the cost of funds, i.e., the retailer's cost of financing the
accounts receivable investment, is much less important in
settlng retail credit card finance charge rates than for other

" types of credlt. ’
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'Retailers'doVnot borrow money‘at'the’prime‘rate; bﬁt,

" _in fact, f1nance their recelvables at vary1ng rates above the

pr1me dependlng on their partlcular f1nanc1a1 condltlon

In 1972, when the Leglslature set flnance charge rate
- ce111ngs for retail revolving credit at 18%, the prime rate was.
'approx1mate1y 5.25%. - After 1972, the prlme rate' moved up -
dramatically’ “Yet'in 1982, after the Legislature removed the
rate ce111ng - and when the prime rate averaged 14, 97% —— many
-'retallers raised thelr nom1na1 credit. rates from an 18% annual
percentage rate to.a 19 Ba.annual percentage rate. .Even for
those retailers wh1ch raised their nominal rate from 18% to
- 21%, it resulted 1n‘on1y a 17% increase in thevflnancevcharge
rate. o _ _ o |
. 1 would also like to correct the réCord — something

in the record that was stated earlier this xnorning'}——- that
“Bamberger's charges '21%, which is not correct. ~ Bamberger's

charges 19.8%. | , |
L v Retail credit' differs"frOm other credit, such  as
automobile or mortgage. loans. Retail credit involves small
.balances} . which - are not  collateralized. Moreover, the
revolving nature of most _retaili credit necessitates monthly
billing statements, with all of their attendant costs.
‘ ~ Most, if not all, retail credit card plans in New
Jersey provide a free ride period which glves account holders
the option of avoiding any finance charge by paying the full
outstanding balance within 30Adays'of billing. Depending upon
"when a 'purChase is made in  the biiling‘ cycle, - the account
holder may have as many as 59 days to pay for the purchase in
-full without 1ncurr1ng a flnance charge. '
Durlng this presentation, Professor Dunkleberg will
clearly show you that even when you use a 21% annual rate.
percentage rate, the annual percentage rate of the actual cost
to the consumer for a $100 purchase is not $21 as you might
expect, but really $9.99, when the balance is paid off normally
- over a 12—month period. ‘ '
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charge rates that do not glve ‘creditors sufflclent leeway to5
_cover all of thelr credlt costs will adversely affect the
'avallablllty of credit, result in h1gher cash pr1ces andfihe‘r,
‘subsidization by cash—paylng customers for credlt acco s i
and, ‘obv1ously, pos51b1y result in ‘the loss of other consumer

‘Artificially' 1mposed 11m1ts on credlt card flnance,e:‘

‘}beneflts, ‘such as e11m1natlon of the free r1de per1od - as has"~*

been stated v _ . v e

In summary, we believe that deregulatlon has benefited
consumers, businesses, and the economy,j and - that ~a_ free
'marketplace has produced an env1ronment in which there has been
'1ncreas1ng -product d1fferent1at1on hand vcompetltlon o This
,competitive environment offers all credit—worthy~individuals a

means of securlng credlt and encourages credltors to prov1de, E

and enhance a wide varlety of credlt vehlcles
I would now like to 1ntroduce——g'
, SENATOR LESNIAK Mr Goldberg, we have some quest1ons
‘f1rst before you 1ntroduce Dr. Dunkleberg Senator o’ Connor’ )
SENATOR O' CONNOR Just very br1ef1y, you sa1d that
your rate now is 19.8%. . | :

' SENATOR LESNIAK: Bamberger s rate.

SENATOR O'CONNOR: Bamberger' s rate, yeah
MR. GOLDBERG: That is correct.

, SENATOR O'CONNOR: One of the concerns the Comm1ttee
has is that the rates just haven' t kept pace proportlonately'
‘wrth ‘the decreases in other areas. ‘What were your rates back
in 1981, when deregulation'occurred° ' | " -
- MR. GOLDBERG: Well, the actual responsibility for
credit does not fall on my shoulders. I am Vice President for‘
' the Consumer Affalrs and Customer Serv1ces ‘I believe that in
‘that particular period the rate was very close to what it is at
thls partlcular time. ‘ » : v ,

SENATOR DiFRANCESCO: Mr.'gChairman,, 1 ,have some
| questlons o . |
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SENATOR LESNIAK "Do‘,ypu ‘want to wait until the
Doctor—- : S e o s
| SENATOR 'DiFRANCESCO: I would like to ask Ed a couple
of questlons—— e R e

SENATOR LESNIAK Okay. o : L

'SENATOR DiFRANCESCO: -—-just for my own purposes
They have nothing to do with a p051t10n e1ther way ‘

"I just looked in my wallet, and I have had thiS‘card
for a long time. I gquess I got it because probably my wife
~couldn't get one in those days, whenever that was What do you
do to advise me, since, obviously, this is an orlglnal card —
and I know ‘this is not. what they 1look like -today with
Bamberger's-— What do you do on a yearly basis, or on a
mohthly basis perhaps, to advise me of my rate? |

MR. GOLDBERG: Well, as you realize by being a credit
card holder, on a monthly basis you receive a statement.

_ - SENATOR DiFRANCESCO: = Yeah. I don't really look at
it, so—-
| MR. GOLDBERG: On that statement, the rate is very
_,clearly stated. v ,
| SENATOR DiFRANCESCO: That the rate 1is specifically
19.8%?

MR. GOLDBERG: That is correct.

SENATOR DiFRANCESCO: Okay. Now, do you charge a fee
-- a yearly-— I don't think you do. |

MR. GOLDBERG: No, we do not. I believe that is
against the law in New Jersey. B

SENATOR DiFRANCESCO: Say that again.

MR. GOLDBERG: I believe it is against the law in New
Jersey for—-— | v , :
SENATORvLESNIAK: For retail merchants to charge a fee?
SENATOR DiFRANCESCO: For retail merchants to charge a
fee? ‘ _ ‘ ' '
: MR. GOLDBERG: (continuing) --retail merchants to
charge a fee. | | |
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SENATOR DiFRANCESCO: Okay. I didn'tkknow'that.
SENATOR JACKMAN: Oh, yeah. | | ,
~ SENATOR DiFRANCESCO: It 'is not agalnst the law for a

bank to”charge'a fee, but it is agalnst the law for a reta11~-
' merchant to charge a fee? S o , S
~ MR. GOLDBERG: I can only speak 'forf'the r;eta11~
merchants. : Lo e S
| SENATOR ~DiFRANCESCO: - The Banking Commissioner's
 parson is shaking his head yes. - v EEEEE RO
o ~ SENATOR LESNIAK: It appears to me, qulte frankly,"
that someth1ng is wrong there, because if the retail-— That is

one way of at least getting the people who get the free ride ——
~1like us, who can afford a free ride —— to pay something.

 SENATOR DiFRANCESCO: Well, on the other hand—-

SENATOR LESNIAK: As opposed to the——

SENATOR DiFRANCESCO: This is related to the purchase,
perhaps, of some necessities, and bank credit cards, you know,
you probably use them~te pay for all your expensive dinnersL
and all that jazz. Right? (laughter) No, I know what you're
,saying. I didn't realize that they were prohibited. And, they
also have a grece period. I just want to—— They have a grace
period, right, so many days to pay-- o

' MR. GOLDBERG: Correct.

SENATOR DiFRANCESCO: --before you start charging that
. 19.8%? o AR | |
MR. GOLDBERG: That is correct. |
_ SENATOR DiFRANCESCO: What is that grace period —-- 20
* days? ' ' | '

MR. GOLDBERG: Thirty days.: ' _

SENATOR DiFRANCESCO: That's not uniform in the retail
industry, is it? _ '

'MR. GOLDBERG: Again, I would not be able to answer
‘that question. | | | .

SENATOR DiFRANCESCO: You're not sure, okay. The
Public Advocate, in his statement, said--
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- SENATOR I.'.’ESN_IAK: > By the_ way, Senator, you don't want
"unlformlty, do you? TR LT e T e e
SENATOR D1FRANCESCO ~ No, ,I"_m, J'u'st ,‘a’sking. I am just
trying to get 1nformatlon G ST L
SENATOR LESNIAK: No, no, T understand that. But you
,don t th1nk un1form1ty is good do you? ‘f S ST
. SENATOR D1FRANCESCO I th1nk that a grace perlod 1sf '
’good.’ : »:“ = , L S . ’
o SENATOR JACKMAN: Oh yeah we do, yeah. o
SENATOR D1FRANCESCO I mean, I really thlnk that some
,form of grace perlod is good '1n that it lends a lot of welght
to your argument about the market It really g1ves the
consumer an - opportumty to have an advantage, really, over 5
”gomg out and borrowing the money from a bank. So, I think -
 that while it may not be—— I mean, you lose money by giving
‘s‘omebody a grace period, but I th1nk it is good for ‘the'
consumer, and I would not want to dlscontlnue it, although“.I |
’ 'know that some banks in New York don" t have a grace period. :
- SENATOR LESNIAK It is good for the wealthier
. ,consumer but maybe not good for the—-v " | '
| SENATOR D1FRANCESCO Well, I don't know about that
I don't know if I agree with all of the statements made
'prev:Lously about all the_wealthypeople pay off thelr credit
card charges. 1 'don't know, because I am st111 as poor as I
was 15 years ago. But—- (laughter) ' . ,
’ . Let me get into the Publlc Advocate s statement w1th
.Ed for a couple of quest1ons , We already‘covered the annual
-'_feve. We talked about the grace perlod 'He talked "about_,fees o
'for, for example, failure to make mlnlmum payments Have. 'you
ever heard of such a thlng’ . -
‘ MR. GOLDBERG: I believe it would really be best 1f
, 'Dr Dunkleberg could address these partlcular issues. . :
SENATOR D1FRANCESCO Really? He would be a better——;
,Maybe it is not even retailers who’ should be addressing them.
1 mean—. ‘ ' ' . ‘
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SENATOR LESNIAK: Quite"frankiy;- I don t think he’
-would ‘be fam111ar with that partlcular issue in: the State of
' New Jersey, would you, ‘Doctor? - o | B
- DR. DUNKLEBERG ~ Vaguely. iI'couldn‘t‘tell you,sto;eg
.by store what the p011c1es were. r~~ B
SENATOR LESNIAK: Oh, but you do know generally’ ,
~ SENATOR DiFRANCESCO: Ray,.let me tell you, and then
you ‘can——- In his statement, on page 5, he said '"Banks have
begun to 1mpose o*her types of fees as well, ;such as fees for
failing to make m1n1mum payments, fees for exceedlng' credit
limits, fees for cash advances, even fees for coples of sales
slips and. duplicate monthly statements. " I really wasn t aware"
that there were fees. 1In some way, whatever'way we can;‘with;
whatever: witneSSes we have, I would like to try to flgure out
who is charglng those fees and how they do that.
SENATOR LESNIAK: Okay, fine. ,
SENATOR DiFRANCESCO: That was my other questlon o
- MR. GOLDBERG: I would like hto introduce Dr.
Dunkleberg, who can tell you-— o - |
SENATOR CARDINALE: Before you do. that, I have a
couple of questlons on your statement. |
SENATOR LESNIAK. This isn t the Publlc Advocate now,
you know. T B
| SENATOR CARDINALE: I understand that he is not the
Public Advocate. I think this witness is 1eg1t1mate1y here. ;
; SENATOR JACKMAN:  Hey, don't forget, the Public
Advocate is an aPPbintee of the’Governor, who is a Republican.
.(laughter) ‘ ‘ , ' S
~ SENATOR CARDINALE: It is a creation of the
‘Legislature, and should be functioning in the fashlon that the
"Leglslature established.
SENATOR LESNIAK: Let's get on the bills. |
SENATOR CARDINALE: You indicated that the prime rate
is not an accurate reflection of the cost’of money. Can you
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tell us what the cost of money is now, "in f_yiour_'ind'ivid‘u’al'
c1rcumstances, ‘and what it was a year ago’ : B
" MR. GOLDBERG Spec1f1ca11yy I cannot te11 you what-w

our cost of money is; I can only te11 you what - goes 1nto thlS'
formula that requires a part1cu1ar rate. R S
SENATOR CARDINALE Well, I apprec1ate the fact that

you will get into that but I would 11ke to get to some of the

- components of that formula, because some of themlarevprobably‘

very similar in terms ‘of what they were last year and this

year, and ‘some of them are dramatlcally different. I suspect”v‘

‘that what you pay for money is dramatlcally dlfferent this year -
than it was last year. N : | -

Now, - that may not be so. ﬁntil-you tell me, I reallY’
 won't know whether there is a great disparity between what”you
~ were paying 1ast’year,and what you are paying this year.

' MR. GOLDBERG: I only know that obviously we pay'above
the prime rate for the money we have, but I could not tell you
spe01f1ca11y what that is. I'm sorry. : »

SENATOR CARDINALE You can't answer it, all right.
Thank you. = S s
 SENATOR JACKMAN: You Know-- |
o SENATOR LESNIAK: May we listen to the Doctor,
.please? He came all the way from Purdue University.
SENATOR JACKMAN: Okay. | o
SENATOR O'CONNOR: Home of the Boilermakers.
SENATOR LESNIAK: Right‘ They make great chlcken too
SENATOR DiFRANCESCO: Indiana.
SENATOR LESNIAK. Go ahead, Doctor. :
MR. GOLDBERG: Let me just give you some of Dr.

h Dunkleberg's background. He is Professor of Economics at
Purdue " University. Prior to that, he was at Stanford
University and the University of Michigan. He was the

Associate Director for the Credit Research Center between 1975
and 1980 at Purdue University. He has been involved in the
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study of consumer credlt since - 1965. He ‘has recelved grants'

'vfrom the Natlonal Sc1ence Foundation and the Ford Foundatlon
Recently, The New York Times stated that he is currently belngh

'con51dered as a Vice . Chalrman for the Federal Reserve Back in

1981, he was cons1dered one of the. final four candldates
:'Vice Chairman position. He is an adv1ser to the Federal ] :
- Commission, the Federal Reserve,_and the Department of Labor,'v
and he has to his credit many publlcatlons on credit 1n varlouS“

hscholarly journals. Dr. Dunkleberg o O
‘ SENATOR JACKMAN Doc, »ydu'.gottafridtﬂiof jobsy
(laughter) o o B RS -”' o e
DR} DUNKLEBERG : It keeps me bﬁsy Now that my

credibility -~ has  been established——" I appre01ate the .

opportunity to be here today. I know you have a very busy .
'schedule, and I will try to get through my testimony fairly
‘qulckly and make the p01nts I would like to make, and also talk
about some of the p01nts that I have heard made earlier and let
you know what I have learned in the ‘many years that 1 have been
studying consumer credit ,about those particular = issues.

’H0pefully, 'that' will give us some better; insight into the

- answers to some of these concerns we have. -

‘Let me f1rst begin by suggestlng that one of the
reasons this issue about credit cards seems to be such a big
one, is that I think we fundamentally confuse what goes on with
‘the credit card with other kinds of 1lending. I think the
Committee has become aware of that. We are not talking about
big, one-time loans here to finance a car, which 1is so
’ expensive today that I think yOﬁ need a second mortgage to take
‘care of it. We are not' talkihg about -‘large chunks  of’
- borrowing. What we are talking about, really, is a financial
service. That service includes the ability to go around and
make a lot of $5 and $10 purchases without having cash with
© you, without having‘a checkbook with you. 1If you don't happen
to have that—— From an identification point ofhview, I think
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nowadays you have to have ‘a credit card to cash' a check. 1 B
- don't know, but the 1dent1flcat10n function of the cred1t card‘

- is certalnly a very 1mportant one. ' ‘ o |
The consolldatlon functlon is a very 1mportant one

‘‘‘‘‘‘‘‘

" on_one—— You can pay them all with one check at the end of the
month. With deregulated banklng, as you all know,‘ it cost
-money. - It is not free any more. It never was free,. : but

regulations_ allowed that to be ,suhs:.dmed. You have to pay for
checking, and you save that way. You don't have to write all
those checks, you don' t have to pay for ‘them. 'Th'at' is
certalnly a good deal. : : o

. The convenlence on the cash management side for people
who get paid once a month, once every two weeks, or whatever, -
is certainly very valuable. There is a r»ecord—keeping funct'ion
t'ha't" these things perform. You get lots of information that is
very helpful for budgetmg or for tax purposes. There are lots
 of other services that are now be1ng made available through

~ this medium of plastic.

‘ And finally, but not least, is the fact that you have
'Very, very flexible access to credit. I don't know of any
other medium that allows you to get -- if you want —-— a
’bon’e—month loan for very few dollars for a couple of hundred
bucks that you might have out, or a two-month loan, or a
three—month loan, where ,YOu can deci_de to pay half maybe, or
only the minimum payment. _There is a tremendous amount of
flexibil’ity “that helps 'jconsumers 'plan and handle their cash
~ flow. So, this is a financial service that offers, really,
more than just access to credit} although ‘I"certainlvy'don"’t_

. want to d1m1n1sh the 1mportance of that access to credit. It

certalnly is a very ‘1mportant feature of that ‘particular
service. N | |
: | Whatvwe also See in today's market‘ is'that there is
'notf’.just one kind{of* commodity that looks the same. As the |
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Senator suggested, - there is a tmemendous varlety of serv1ces

now offe:ed 'Outi~there by - many kinds.  of 1nst1tut1ons;-"

- Retailets, ef course, are one,. but banks, credlt,‘unlons,‘hb
savings and loans, and those institutions we used to call
' finance'companies,,that are certaiﬁly_very different toaéy than{
they were five or ten Years ‘ago. They all offer: diffetent
kinds of'packages. Those packages allow consumers to choose’
the best deal available based on their own situation. |

Let me just give you a couple of examples : Frequehtly
- at these hearings, you will hear people cite low interest rate
‘ charges.on a credit card by a savings and loan. But, 1£ you go
look at the savings and loan reQuirements —— and thet may be
one way'to find out about 311 these terms you are interested
in, just to go get the applications f:om_these»institutiohs;,
and look at them from retailers, and from banks, and so on—-
But, if you look at that, you will also see that your credit
line is set by the size of the savings account you keep in the
institution, for example. And there are other Kkinds of
requlrements like that, which may be good for some consumers,
but may not be good for ‘other consumers. They clearly affect
the price at which these services get offered.

But, there certainly is a wide variety and, as YOu all
know, there‘is'certainly a tremendous amount of competition. I
haven't heard anybody  really suggest that that is not the
case. What we have seen over the past 10 years 1is a
substitution, if you will, of more traditional forms of credit,
the moving away from the traditional kinds of loans into a much
more intensive use of this kind of plastic-driven credit card
financiai service, so that today we see that over 60% of the
families in the U.S. have at least one credit card from some
type of issuer. ' -

On the complaint side, you know, they must be pretty
happy with this. We had some questions about that, and I do
have a few numbers which I will just offer to you: J. C.
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C Vehicles.

'Penney', wh1ch ‘has about 17 m1111on account holders, 1 think
has recelved no more than 20 ‘or so complalnts in. the past year
or so, and I am not sure ‘about the time perlod on th1s
'Probably about 11 complalnts for Montgomery Ward, w1th eight
m11110n accounts, 25 complalnts ‘or so for. Sears,v ‘with 28
m11110n accounts. A lot of other stores here 1n New * Jersey-—}
_ SENATOR  DiFRANCESCO: Where ©did you get ‘these
statistics from? They sound blzarre | | g |
“ DR. DUNKLEBERG From the _people from these f1rms in
the industry. v ‘ S a - '
SENATOR DiFRANCESCO: Compl‘aints about the interest“
rate itself? Is that what we are talking about, or complaints?
DR. DUNKLEBERG: Yeah, basically complaints about the
charges being too h1gh There are always the problems, you
- ‘know, that the computer goofed up, and it didn't get my Credit
in, or my return wasn't handled right. There are a set of
:complaints that go along thosellines, although those, again,
‘have been dramatically reduced by the -technological gains made
in handling‘this kind of credit. As you know, it is a Very
' different business. |
" In the early’19705, if you went into a credit central,
it would be all paper and a lot of file folders, one for every
| person. Today, of course, it is just computers, and that is
" much more efficient and makes many fewer mistakes. '
| ‘ So, we don't really see major complalnts
; SENATOR LESNIAK: Tell that to the D1v1sum1 of Motor
Vehicles. ’ =
DR. DUNKLEBERG: Pardon?
'SENATOR LESNIAK: Tell that to the Division of Motor

DR. DUNKLEBERG: They stlll have the 11tt1e fglders
hanglng there with your name on it. = ‘ N
 SENATOR LESNIAK: They should; they would do a lot

| better.
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DR. DUNKLEBERG: They need to go to the same market
that all the credit card issuers go to to h1re their computer7‘
programmers, and h1re theirs in that same market. quefully,~
-they would get some dlfferent people _ o PR

SENATOR LESNIAK:  Well, I'm ‘sure they don t use,j,
accountlng f1rms to run their computer services. e

DR. DUNKLEBERG: Local ones? I don't know. There*is
~a tremendous amount  of competitidn,‘not many complalnts if,v
you want to think about comp.aints, I think you might go back a
few,years and look at the number of complalnts we got because‘
we couldh'ttget'credit. When credit started drying up, when
people just moved away from consumer credit, and said, ‘Thls~
-just does not make any sense,' 'the banks, the credit unions,

~~ the savings and loans said, "How can we put savers' money into

these kings of deals? We're pulling the credit card
applications off. We are not going to make them available.
That's it," that generated'a lot of complaints. If credit is
not available, if credit service is not 'available, then, in
fact, we find that consumers become falrly unhappy about that

» Now, this is a valuable service, but it costs money to
produce. I have looked at these costs now for a lot of years
in a lot of states -— California, Texas, Arizona, New York. I
can't even remember all the plaCes now where we have done the
studies and, of course, we published those results. But let me
"klnd of characterize them in general. |

If you look at this credit card flnan01a1 serv1ce,

only'.about half of the costs, on average, of prov1d1ng the
service have anything to do with the cost of funds. The rest
of it has to do with the cost of everything else it takes; that
is, wages, rent, utilities, postage, and all these other Kkinds
'of things. The cost of funds averages out to about half. Now,
it will vary by retailer, of course, depending on how big a
receivable they tend to carry, and it varies over time
depending on how interest rates move relative to other costs.
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'sBut, what I. want to suggest to you 1s, yes, it'is true.that
'1nterest rates have come down a long way from thelr peaks in
1981 to where they are today, but they are st111_almost twice
~ where they were in 1972, when:we set the 18% rule in this
State. The other costs —— the o‘ther half -- have not come
- down. They are going up at a slower rate than they used to.

’:The inflation rate is- only around 3% or 4%, but I have not seen
.~ a cut in the cost of postage,.I have not seen a cut 1n the cost
of 1labor; I have not seen any of these other costs decllnlng

. ‘over tlme

, SENATOR LESNIAK And the costs of nmklng the other
loans are much more dependent on the cost of funds.

DIR. - DUNKLEBERG: That_s right. That is because those
are very large loans. They are $10,000 car loans, or $8000 car
loans, so the paperwork is very different. You don't send
monthly statements. You do the paperwork one time, and then
the consumer iS'responsiblebfor mailing in the check, and so on
" and so forth. So, the non-money costs are far smaller for that
kind of lending than they are for this credit card f1nanc1a1
service. , _

Let me just give you an idea how those have changed.
Someone was kind enough to put into chart form something I have
had that I carry around in the papers I write sometimes. Let
me just-- Are you going to hold that up for me? (referring to
chart) ’ -

MR. GOLDBERG: Sure, I will be happy to.

DR. DUNKLEBERG: Let me just hold this up and give you
a look at it. This is what has happened since 1972 to the
overall price level. As you can see, on average, prices have
gone up 157%.  The prime rate in 1972 was around 5%, and today
it is running around 9%. It has almost doubled. It is low
’compared to 21_1n 1981, but it is still very high compared to
‘what we thought was going on in 1972 and, of course, so are all
these other costs. '
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_ ~Then I have some_specific items here. Postage used toa
be eight cents, now 22 cents; a 175% increase in cost. It has

not gonerdoWn;‘ I hear that the cost of first- class postage is

goiﬁg ‘to go up again. We all know that is because the cost of
storage is rising at the Post Office. v e S
‘ ' The minimum wage used to be $1.60; how it is‘$3‘35'
That is a 1995 increase. Just ‘the 1ndex of: wage costs 1n-.
general. Soc1a1 Security payments—- Certa1n1y, those aren,t‘
' going down. That is part of the costvofrhiring labor. - Look at
what has happeneddhere, a 367% increase in the base for Social
Security. We look at the energy costs. You know what ‘those
have done. Fortunately, they are coming down‘now, and this is
going to help out on the utilities. o “ ‘,
- When all this is happenlng, “what - we can see is that
the prevalllng finance charge rate at. department stores have ‘
gone from kind of a typical rate of 18% up to 19.8%, which is
‘about a 10% increase in the revenues over this entire period.
So, the cost of money is down from 1981, but it is still 70%
higher than it was in '72. All thesevother things‘are hundreds
"of percents higher, and yet the revenues'We“ve'got.to cover
these CQsts'have'only.gone‘up*about 10$. - So, it's hard to
think of this as really being, in some sense, out of vline,
'based on our eXperience |
Thank you. I appre01ate that. (to Mr. Goldberg for
holding upychart) At school we use students to do that. _
' SENATOR LESNIAK: May we have a copy of that for the
record? o B |
| SENATOR JACKMAN: We've got it. It's in the statement.
DR. DUNKLEBERG: Now, let me put it in a somewhat
different perspective for you. Maybe we can think about this
in terms of -using your own' money to make these kinds of.
'investments' The average retail account is about $200. That
is the average balance ma1nta1ned in an account, which isn't a
whole lot. And, based on--  Let's just make it kind of-—-
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fLet s take the 19 8% rate You have already p01nted out, l
vthlnk qulte approprlately, that 19. 8% APR does not y1e1d 19. 8%,“
" because if you pay it off, you pay no f1nance charge Then
!when you pay ‘the last month ——,even if you declde to revolve/
for a. whlle —— when you f1na11y pay it off, there is no f1nance :
charge in the last month.  So, the fact " that there 1s noj
' finance charge for the people who pay off completely every
t1me,: and no - f1nance charge in. the last month—— - When you
finally 'look at total revenues,“ d1v1ded by the total
recelvable, the yield turns out to be several percentage points
ilower than the APR. Then, agaln, that will vary from ‘retailer
to_retaller. dependlng on how - b1g their balances are . and how
people pay. But, typlcally, you can think of the actual yield
running around three points less So, a 20% APR would have a
yield, on aVerage; around 17s, ‘an 18 would yield around 15, and
~so on, That is pretty close as an approx1matlon |

' SENATOR JACKMAN: If ‘you had a $200 balance-- If you
‘carrled $200 and you spread it out over a whole year, you would
only be paylng about $20 interest. _ ,
DR. DUNKLEBERG ' Well, as long as you raise that
issue—— | , N
SENATOR_ JACKMAN: I think you would pay about $20
ﬂ1nterest : ' ' '
| DR. DUNKLEBERG: You are a little ahead of me there,
but, let's see, here we go. (using chart to demonstrate) Here
is 18, or 21. It doesn't matter. We could pick 21 to make it
look real bad. Twenty-one is not bad either. In fact, if you
- did pay that off—— : '
i ' SENATOR JACKMAN In one year, it would cost you about
- $20. : | ) - -
| DR. DUNKLEBERG: Over 12 months. Well, here is what

'«,1t would cost you at 21% to carry $100, so we will just double

it, and it would cost you about $20. You're only two cents
off. That's very good. I worked hard to do this -- $9.99 -
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all right? -- let's say 10 bucks.  Bo, at $200, it;W©UIdsbejf”f .

about $20 to carry that for the whole year.
‘ SENATOR JACKMAN 'Who would even carry a $200 bill for
~ one year and pay that kind of interest, because when you got”‘
" down to —— and I am going to be facetlous—— I guess—— What :
. did you pay, about 30 cents, or 40 cents? . T
' ‘DR, DUNKLEBERG Well, in the last month you have the
‘minimums cutting. We have a Soscent minium here to_cover,rso——";'
SENATOR JACKMAN: If you send it in the mail, it costs
you 22 cents to send in 50 cents. o ‘ -
DR. DUNKLEBERG: You're rlght, I agree with you. But,
I want to tell you something. o - '
MR. GOLDBERG: That's a low rate. , S
DR. DUNKLEBERG _ Yeah, ‘that's 21, and we're only at
19.8, so you re not talklng about that much money. By the way,
notice the dlfference between 18 and 21 on that $100. It works
‘out to 11 cents a month 1f you pay it off that way. All
right? So, if you talk about going from 18 to 21, you're
talking about 11 cents per $100 o v '
‘ SENATOR JACKMAN: Do you know where people get
confused? Maybe I'm; you know-— I didn't go to college; in

" fact, I didn't'go to high school. _‘People, you know, when they

 see that 18%, automatlcally figure they are paylng $18 a month
- DR. DUNKLEBERG: That's right.

SENATOR JACKMAN:  It's frlghtenlng with some people

DR. DUNKLEBERG: or a year, or something.

SENATOR JACKMAN: Yeah, you know. If you just sat
down and trled to calculate it-- If you borrow $1000 and
spread it out, for God's sake, look at what the cost would be.

SENATOR D1FRANCESCO - Lots of people have -runnlng
balances for years. ' '

SENATOR JACKMAN: What? ‘ » N

~ SENATOR DiFRANCESCO: People run their balances for
more than a year, Chris. ' ‘ ‘
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SENATOR JACKMAN Well anybody who runs a balance——y-
Please believe “me—— Who would run a balance of 50 cents, ‘and

then send the 50 cents in with 22 cents postage° Somebody has{*

to be-- We better go back to school and educate the people to
: let them know what they are’ paylng ‘Excuse me. , SRCRC TN
|  DR. DUNKLEBERG: That's all right. That's true I
was g01ng to say that out of the 60 mllllon, or however ‘many
‘fam111es have a credit card, I'm sure we have one somewhere whO',
‘]ust ~did what you said. Consumers ‘give us th1s tremendous

-varlety of little stories to tell But, what we need to. do is

’ - look at. what ‘most people are d01ng, and that is not the case.

It is true that roughly a quarter of the consumers‘
that have retallyaccountsvw1ll. in fact, run a balance every
month. All right? S0 for 12 months they will have a‘balance
all the time. You can think of them, in a sense, as getting a
credit extension for the year of that amount at that rate. So,
they are going to pay what we would see’here.per month. So, it
would turn out to be a little higher.

Then, another quarter never. pay a f1nance charge, and
that 1s what I heard everybody up ‘here saylng they never d1d
‘Then, the other 50%, or so, are in the middle.

o SENATOR D1FRANCESCO You d1dn t hear me say that
DR. DUNKLEBERG. Well, some of you anyway.
SENATOR JACKMAN: He crles on the way to the bank.
‘(laughter) : o .
' SENATOR CARDINALE That is because he is making
‘withdrawals, Chris. _ ' _ : o

© DR. DUNKLEBERG: What I would like to suggest is that
- the only people who do that are the people for whom that makes
economic sense. No one else does. That is an 1ssue, I think,
that we need to address, which we will do. -

Just let me finish th1s simple example. If you‘had a

$200 balance paid back at 21, you would get, of course, 20
bucks, but at '19.8, you would get around $18, or so. So, let's

72



«~pick $18 as the revenue. If you felt. that the cost of fundsx

-was around 10% that would ‘mean that w1th a $100 balance, thela,

cost of funds would then also turn out to be about $10 I1f we"
”start.off w1th,$200 we go to zero. 8o, the average balance‘
that you finance is $100. 'So, that would be $10 of your;i
‘ revenue that 1s gone right there. That leaves you $8. Postage
is go1ng to run you around $3 to mail the monthly statements“
and to mall the, you  know, semlannual ‘or the biannual
statement‘of’your rlghts,'~nd all those- other kLnds 01 thlngs
that we have to ma11 out. That is going to be $3 there.

' Then, bad debt losses are golng to have to be flguredn
~in there. We want to talk about those, I think. If you figure
about 1%, which is very'good—— That's toovlow, but 1%— That
would be another $2 on average on all accounts., It would be
about $2, so that adds your cost up to $15, and leaves you $3
_to cover all those other‘ costs we were talking about. You
- still have to pay rent; you have to pay people o o .

‘ 'SENATOR DiFRANCESCO: Except for the fact that you ‘are
selllng goods, wh1ch ‘you make money on. : 4
DR. DUNKLEBERG: Okay. Well, that is a point'I would
11ke to come back to. B o '
SENATOR D1FRANCESCO You sell a lot more goods w1th a
| cred1t card than you do with cash.
" SENATOR JACKMAN: Yeah,  but you also have to meet the
payroll. - ’
 SENATOR DiFRANCESCO: What payroll?’ ,
 SENATOR JACKMAN: The people who are selling you the
goods. There are people in the store—— -
.~ SENATOR DiFRANCESCO: Absolutely. You do that by the
costs of the goods; by setting the price of the costs of the
goods. | - ) o |
o DR. DUNKLEBERG: Well, let me deal directly with thatj
issue about, you make all this money on the goods, sogwhy'not'
lose money? I mean, what the heck? '
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} SENATOR D1FRANCESCO Oh, I didn't say that, I didn't
say, ”You make all this money on the goods " I said, "You make
money on the goods, which is related to havlng'the credit card
available." o L 5 T
| DR. DUNKLEBERG: All right. Well, in what sense? I
mean, are you-- ' . ’ R SR T

| 'SENATOR DiFRANCESCO: Well, I don't think that Ed
would want to eliminate Bamberger's charge cards.

‘ " DR. DUNKLEBERG. Absolutely not. I can suggest to you
~that if ’Bamberger's, or any retailer, unllaterally ‘withdrew
from the credit card market, thelr sales would take a beatlng
There is no doubt about it. : v

SENATOR D1FRANCESCO: That is the way we live.
| DR. DUNKLEBERG: Yes, that is the way we live. .Also,
if they dec1ded to run their stores without 11ghts, they would
probably take a beating there.

» SENATOR JACKMAN: Wouldn't you agree that people, when
they have a credit card, will go in and buy something, even
“though they may not even want it?-'But)_something is on sale,
| and‘they‘Ve got their credit card, and they buy it. Let's not
kid ourselves. My wife will go to Bamberger's—— When she went
out for curtains, she came back with blinds and everything
else. She said, “They were on sale.ﬁ You know, everything is
on sale, and then the credit card cohes out. You know, on sale.

' SENATOR O'CONNOR: She couldn't afford not to buy them.

DR. DUNKLEBERG: But, having done that--

SENATOR JACKMAN: Yeah,,she_couldn't afford not to buy
them. ” '

DR. DUNKLEBERG: That's right. My wife saves me money
that way all the time.

SENATOR JACKMAN: Yeah, me, too.

DR. DUNKLEBERG: But, on the other hand, when she
saves me money on those blinds, then she can't, tomorrow, spend
any more money.
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Now, let me ask you to just look at the industry a
little bit larger here for the moment, all right? Everybody in
the industry is offering a credit ~card service, juSt glike"
everybody offers all these other services,,including,»you.kpew,
lighting, and whatever else -- parking, and'things like that.
What I would 11ke to suggest to you is that havmg credlt"
available doesn't really change the amount of spendlng you can
‘do..  Income drives your spending. All ~the credit does is
change the timing. For example, if you want to buy a car, you
 have two ch01ces. You can start now, put whatever amount of
money lyou think you can afford per month into ga savings
’ aecount,_and earn now that deregulated 5-1/2— We don't know
where that is going to go. There are fees now for those small
accounts, by the way. My wife had an $18 account she forgot
about, and they charged her $9 a year to maintain it. That was
painful. | ‘ ’ |
SENATOR LESNIAK: Don't raise that issue; that is for

~ another day. ' ‘ o |
’ - DR. DUNKLEBERG: I think that is very 1legitimate. I
have no problem with that. She finally went down and closed
it. But, anyway, you have the choice of putting "X" dollars
per month into a savings account until --— I don't know how many
years it will take you —- you can buy the car. All right? So,
you are still putting that money away-- '

” SENATOR DiFRANCESCO: You' re saying we're not buylng
any more than with a credit card.

DR. DUNKLEBERG: You are not spending it.  Now,
instead, you can borrow the money and make the payments to the
lender. There is a difference between the lending and the

borrowing rate, but it is your income that determines what that
menthly payment can be. Once his wife goes and buys all that
stuff, then they have to pay for it. You can't buy something
else. Spending is driven by income. |
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SENATOR DiFRANCESCO: She would not have bought all
those thlngs were 1t not for the fact that she had a credlt
card , e , . : S .
DR., DUNKLEBERG: Well, I suggest that there is no
ev1dence in th1s country that suggests that people spend more
fand save less In splte of everythlng you hear about a11 the
savings rate problems,. that is an accountlng problem We
‘counted a car as total consumptlon the year you buy it, and
~it's not. It s an asset You take money out ~of the bank —-
- dollars —- and convert it into another asset "If you buy.some
- domestic car, it may not ‘be such a great asset. T don’ t'know,
that .is another problem, r;ght? - But, there 1s no evidence that
the‘savings rate has been'affected Your income drives your .
spendlng What you want to do is buy when it is worth most to
you and, of course, it is better to buy the car today so you
can get to your Job, you don't have to call taxi cabs. I mean,
it pays off to be’able‘tovdo that. Even if you have to finance
- it at a fairly high rate‘of”interest, it pays off. That is why
people ‘do these,things, They are not just- kind of suckered
into doing these kinds of things, and then they spend forever. -
- You knOw} our spending is limited in the total by our
. income. ' That means thatffor'this industry, there are no extra
~sales coming in with extra profits to pay for this credit
’-functlon We can ‘come back and debate that a 11tt1e bit, but

you have to take a blgger view of that. ‘ : v
B SENATOR ~ DiFRANCESCO: ~ Well, I avoided .all the
'economics courses at,college,bso I really can't argue. You're
»'probably right, but I would have t0"disagree 'With. that. I
can't believe that you' re telling me that they would  sell,
glven the same market——v :
| DR. DUNKLEBERG: Yes?

SENATOR DiFRANCESCO: --you know, advertising and a
lot of other factors, without the credit card, as much as they
do with it, because of the impulsive—— ‘
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DR. DUNKLEBERG: But, my impulse at. Sear s is money I
~can't spend at Ward's, or my 1mpu1se at Bamberger s is money I
don't have to spend somewhere else. One person's impulse sale
is somebody else's loss at another t1me, because——;v". ERRE
- SENATOR LESNIAK: Is that ‘saying retall spendlng 1s—~gj o
k_SENATOR DiFRANCESCO: Do you agree with hlS conclus1on’
SENATOR LESNIAK: If he is saying spendlng—- If he is
- limiting it to retail spending, I would disagree. .
. SENATOR DiFRANCESCO: Twenty-five percent of it is
always carried on. \ SRR .
SENATOR LESNIAK: If you are limiting it to retail
spending, I would'disagree.' If I don't spend~it now, I could
spend it somewhere, but not necessarily to the merchant. I may
decide to take a vacation; I may decide to go out diinking.
DR. DUNKLEBERG: Yeah, well, that's right; that's
right. We may change—- , o
v | SENATOR DiFRANCESCO: If you save the money every
' month, you may use it a lot—- , o
DR. DUNKLEBERG: We may change how we spend the money,
but, then again, that just means different kinds of retailers.
‘That means the travel agent as a retailer, you know, gets the
business. , | ‘ ' |
| SENATOR LESNIAK: Right.
DR. DUNKLEBERG: But there is not this extra layer of
money somehow 1lying out there that we can attribute to the
credit function. So, therefore, you have to go back to
‘thinking about ‘it having to stand on its own two feet, in a
sense. It is particularly important because it is about the
only service a retailer offers that is not available to

everybody  who ‘comes - through the door. So, it Dbecomes
- particularly important that it be priced correctly;
Everything else 1is ~available -- all the sales

personnel, all the services. You know,‘whateVer is offered is
available to everybody, except credit. It is the one service
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~that has to be - g1ven on a dlscrlmlnatory bas1s I buy that, I -
mean,‘ economlc dascrlmlnatlon ~ You can only make 'gOOd'

decisions about it. o It was suggested ear11er that these :j'

retallers and the banks are f01st1ng these cards off. .Boy., -7
they are not d01ng that One bad account wlpes ‘out a 1ot ofz'
‘good work. I think retallers are probably turnlng ‘down —- and
you can check them, they can g1ve ~you turndowns -- 60% or 706
of their appllcants They are very careful about screenlng
them. They don' t want to put bad ‘people on the books because;
you can t make any money with bad accounts. o -
SENATOR DlFRANCESCO 1 thlnk it is mostly banks that
- send out the credlt cards. o : L R
| SENATOR JACKMAN: Usually the one who are getting

'credlt card inguiries are the ones who already have credit

: cards, and they know about it.

‘ DR. DUNKLEBERG: Yes. ,

' SENATOR JACKMAN: You know, they have an industry out
there-— I have a bank card with a gold card, a silver card,

- and a bronze'card That's a lot of boloney |

| | SENATOR LESNIAK The neutron card is next.

DR. DUNKLEBERG: All right. What that all suggests
is, when you Ilook at this kind of an issue, you've got to
 consider the fact that there are all these other costs over
here'that haven't gone down. - They have nothing to do with the
cost”of-money. They,only continue to rise. When you focus
only on this interest rate thing, you are really missing the
boat. S - ' |

- You know, there are " lots of other bus1nesses, for
example, retail ‘auto sales, where the interest cost components
are very large because they fore—plan all that. But, we are
not gomg to’ think about indexing the price of cars 'EQ the
prime rate. Let me also suggest to you that funds are not kind
of borrowed on a 30-day basis by anybody, I don't care who it
is. You don't flnance these recelvables, or your business, by

78



borrow1ng every 30 days What you do is borrow some short term:

and some long term, you try to lock in good deals. nght now,

for a lot of Dbanks and retallers and  other financial
institutions, they have a lot of 1less expensive bonds comlng
due, and they are having to refinance them at long—term rates
that are much higher than they had before. ) . S
So, the cost of funds is not just what short—term
rates look like,’because,that is notvthe way any bus;ness —— as
most of you probahly know —-—- finances its operation. So, that
-~ is very slipperY'_to think about, the cost of funds even
behaving that way. ' o RV : |
'SENATOR LESNIAK: So, by tying the cap into any.
- particular market rate is not particularly —— may not have any}
reasonable or rational relationship to the cost of the credit.
| ~ DR. DUNKLEBERG: Absolutely. In fact, I would like to
give you testimOny by Martha Seager (phonetic spelling), who is
a member of the Board of - Governors She covers that very
well. Her testlmony—— _ o | |
SENATOR LESNIAK: ‘The Board of Governors of what?
DR. DUNKLEBERG: Pardon? S
SENATOR LESNIAK: The Board of Governors of--
DR. DUNKLEBERG: The Federal Reserve Board —- the
Federal Reserve System. She'testified on some of the bills at
the natioﬁal level and this is a very good piece of testimony
that you mlght like to have. ' AR
SENATOR LESNIAK: We would 1like to have it for our
record. : | | : v o
‘DR. DUNKLEBERG: . The variable rate ceiling has—-
SENATOR JACKMAN: I would like to ask one question. I
notice there is no charge for the first 30 days when buying a
iproduct in Bamberger's. In other words, there is no charge.
They couldn't afford everybody coming in and taking 30 daysb
credit. o
DR. DUNKLEBERG: Well, they probably couldn't afford
it.
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SENATOR JACKMAN: = You better believe they couldn't
. afford it. ‘ B s S : :
| DR. DUNKLEBERG: It would certainly raise costs for
them, and they-- o ' " '
SENATOR JACKMAN. It would wouldn t lt" : L
~ DR. DUNKLEBERG: —have got to get it somewhere.
Remember, the bottom line—- o
SENATOR JACKMAN: Right. |

, DR. DUNKLEBERG: ‘ The‘,retail industry, or the bank
‘industry, when they are competing for funds and capital with
-all the other industries, if they don t give as good a rate of
return — a competitive rate of return—— ’
’ SENATOR JACKMAN: If they could get the same amount of
people comlng in and pay1ng cash, they would prefer the cash,
wouldn'‘t they7. _ :

DR. DUNKLEBERG They would love it.

SENATOR JACKMAN: The proof of that is, today you have
two prices when you buy gasoline —-- one for cash and one for
 credit. Is that true? ‘ o -
| SENATOR DiFRANCESCO: Of course it's true.

SENATOR JACKMAN: Well, all right.
SENATOR DiFRANCESCO: What about the payment in cash
- within 30 days? If they were guaranteed they were g01ng to get
it within 30 days —-— you mean they wouldn't love it?

| SENATOR JACKMAN Well, they are giving you no charge
for 30 days. , v
| SENATOR DiFRANCESCO: When Ray sends out a bill, he is
happy when he gets it within 30 days. B _
' SENATOR JACKMAN: You know, there is no charge for 30
days. . . ' , , v :
- SENATOR DiFRANCESCO: Right  Well, you're saying they
are g01ng to lose money if everybody pays their bill in 30 days.
SENATOR JACKMAN: No, I'm not.
DR. DUNKLEBERG: No, he said if everyone did that--

80



SENATOR LESNIAK:' 1 just take a c’redit ‘against a
retalner | o | ST
" SENATOR JACKMAN See, you re a Repubhcan, and you re ‘
d1stort1ng my Democratlc view agaln (laughter) I dldn t sayb‘
that. ' SR

DR. DUNKLEBERG Let me review, Just real qulckly, “the
problems w1th any k1nd of a varlable rate type format Oné,f of
course, we just 1dent1f1ed. The fact is, 1t is probably not
 the right rate. The second thing is, it is only ‘half thef"
cost. So, you've got a situation now where that rate has come
‘down 11ke this (demonstrates) — and it has, a long way from 21'
Cto 9. For the prime, or whatever rate you pick, they have all
come down. The Treasuries have come down from 16 to 6. But,
“the other costs have gone v,just like this (demonstrates), and
- they are up‘there,; and they just haven't gone anywhere. |

If that is half the cost, why shouldee 'index to—
That is going to create a major - problem. You also have .
compliance costs. There is a Federal law about telling people
about changes in rates. All right? So, the rate has to Chahge
all the time. Texas has one of these laws, and it's terrib‘le,"
because they" also have to keep all the balances separate. So,
- the retailers, every time the rate ohanges, ,have' to go out and
‘reprogram everything. They have to give you a one-pager that
says, "Well, il_f this balance went out at this rate, and this
balance went out at this rate--" - The disclosures are very
’compllcated hard to understand, and-- , .

SENATOR: LESNIAK: I'm sorry to interrupt you, but does
‘that affect the price of the actual good itself?

' DR. DUNKLEBERG: Well, that is what I am trying to
suggest. This is a whole new block of costs -- to mail all
this stuff out, to reprint all the forms_, to get rid of all the:
ones you already had done, to reprogram the computers. So,
that is a big chunk of cost that | always’ has'to fall-— The
_consumer pays everything. - We're kidding ourselves if we say -
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consumers don't pay. There is no kind. of 1nf1n1tely' deep'
‘pocket out there that we can reach in. It's us—— T
) v SENATOR LESNIAK As long as there is a- competltlve"
'_'emarket{" : : - : S ‘ -
o DR. DUNKLEBERG It 1s a questlon of who 1s g01ng t0'
) pay, whlch consumers mlght be paylng ' |
SENATOR 'LESNIAK: And how. - : :
‘ ,DRM DUNKLEBERG. And how - what form they are 901ng
'to‘pay in. That's right. ' That is the only way. ' N
_ Now, there is an awareness problem, too. Consumers
mlose track of what the rate is. They don't even know what—
L "Well, today 1I don t even know what is 901ng on with the
varlable rate.
SENATOR D1FRANCESCO Well wouldn t you suggest there

is a lawyer s problem even with a fixed rate?

 DR. DUNKLEBERG: There is, but what you'll see is—-

Since truth in lending; the percentage of consumers -- and we
~can get you the data on this -- who know what the- APR is —- and
everybody ‘has to use an APR —- at least has gone way up. So

they know the APR. They can't always translate correctly, as
you pointed out, Senator You Kknow, they th1nk 18% is #$18,

' which means they think the price of credlt maybe is h1gher than
it really is, but nonetheless, the awareness is way up. But
there are just_other complications -— how orvwhere, how car
n‘work——b I don't know how that'gOes |

o | ‘Let me make another point about the rate ceiling, or
'the varlable rate problem Frrst»of_all, any of the formulas I
have seen would give us a veryblow rate now;v’You know; six
- points over Treasury is 12; eight points over double Treasury
;is 12. Any of these things would take us down to a rate which
I think, if you .look at the numbers I have here on the
‘economics of this, you know, there is no way: It would barely
‘cover the cost of funds, if that, for the big lenders —-- not
the small ones -- and, of course, then all the other costs
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would have to be covered somewhere else, and we know where they

get covered. - They get covered in the cost of merchandlse orh,:

restrictions on ava11ab111ty or all those kinds of th1ngs ,
| SENATOR LESNIAK: So, you re saying the proposals we
have beforefus can result in ‘only one thlng,'and that is an
1ncrease in the cost of the goods to the consumer. :
‘ DR. DUNKLEBERG:  Yeah, and a cut in ava11ab111ty,
_;because look at th1s po1nt ~Suppose you come in—— -

SENATOR DiFRANCESCO: Who said that?

 SENATOR LESNIAK: I did. He did, and so did I. |

SENATOR DiFRANCESCO: You said it, or he said it? f

SENATOR LESNIAK: We both did. PR

DR. DUNKLEBERG: I'll say it. It will raise costs—

. SENATOR DiFRANCESCO: He is g01ng to say that all of
~these5 proposals are ~going to ra1se the cost of goods at
~ Bamberger's, if they affect this. ‘ - o
'SENATOR LESNIAK: That is what I heard him say.
| SENATOR DiFRANCESCO: Well, 1let me ask you this
 gquestion then, since you are-- : o '

" DR. DUNKLEBERG: 'Could_I make one more point?

SENATOR DiFRANCESCO: Well, mo. I want to ask— You
keep 1nterrupt1ng him; let me interrupt him. ' e :
» SENATOR LESNIAK: I heard h1m say that. Am I stopping
you? Senator? : .

SENATOR DiFRANCESCO: No, you're notL In what other
- states is Bamberger' s located? | o

- DR. DUNKLEBERG: I can t answer that "I don't know. _
; ' SENATOR DiFRANCESCO: How many, roughly, all of them
—- all the states? R ' | |

DR. DUNKLEBERG: That I don't know. = |

SENATOR DiFRANCESCO:  How many other  states ‘have
ce111ngs on interest rates for credit cards? -

DR. DUNKLEBERG - I'11 have to glve you the 1list.
There are 17 states that have full dereg. Another bunch of
them have 21 caps. ' '

83



" Who else?

SENATOR LESNIAK _ 1  think the relevant _que’s*;ion,”
‘Senator, if I may—— ‘ ‘_' o o L
' - SENATOR D1FRANCESCO Why are you 1nterrupt1ng me now?
» iDR.VDUNKLEBERGZ Most of them—— Vlrtually everybody '
is at—— eI S - .
| SENATOR LESNIAK: Senator, 1_et"'s get to ,the,point._
, SENATOR DiFRANCESCO: You're saying it is irrelevant
~ now. | S SRS - B |
i SENATOR LESNIAK: Senator, let's get to the point.
SENATOR D1FRANCESCO. I am trying to get to the pdint
SENATOR LESNIAK: well, thén, why don't ‘you ask him,
“What other states have the types of caps that are 1n these
proposals?" and then compare-- ‘

' SENATOR DiFRANCESCO: You are not letting me get
anywhere with him. Let's find_out what other states have first.

SENATOR LESNIAK:  Go ahead.

SENATOR DiFRANCESCO: Do you know what other states
have’ If so, make it available to us. ~Does anyone have a 12%
- cap — any of the states? ‘ v : _

‘ DR. DUNKLEBERG: Well, I can't answer that, because
there are a couple—— R

SENATOR JACKMAN: Arkansas.

SENATOR DiFRANCESCO: Somebody said before there was a
12% cap. v R |
SENATOR JACKMAN: Arkansas, it is in the report.

DR. DUNKLEBERG: The problem is, there are variable
rates, and I don't Know where exactly they are. ~ Someone who is
,r1ght on top of it may be able to tell you.

SENATOR D1FRANCESCO - Does anybpdy know the answers to
any of these quest10ns°- (At this point, several members of the
- Committee and witness all speaklng at once.) -
SENATOR DiFRANCESCO: = Arkansas is five p01nts 6Ver

DR. DUNKLEBERG: Texas is—- What is Texas? Somebody .
“help me out on,this. - v
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UNIDENTIFIED PERSON FROM AUDIENCE Two tlmes the»
.s1x—month T-bill rate. S ‘ -
DR. DUNKLEBERG: Two t1mes the s1x—month T—blll rate
Those are our two real problem states. e o
_ | SENATOR DiFRANCESCO: ~ Those are the only ;'ﬂVari?a‘b‘le_,
 states. | Lo R AT e DU
| SENATOR LESNIAK: I think what we ought to do, Senator
| DiFrancesco,,lf I may—— | o S o o |
SENATOR DiFRANCESCO: Go ahead. I'll ;listen' to you.
Go ahead. What do you want to do? o o
~ SENATOR LESNIAK —1is ask the Commlttee A1de to make'
. some 1nqu1r1es in terms of the State of Arkansas and the State'
-of Texas, with regard to—-— , S - . R
' SENATOR DiFRANCESCO:  The price of goods — the pncem
‘of shoes, the price of underwear. . - . v
SENATOR LESNIAK: --how those rates have affected the.
prlce of - in terms of how those rates have affected--
SENATOR D1FRANCESCO Compared to New Jersey
SENATOR LESNIAK: Absolutely. -
SENATOR DiFRANCESCO: a1l rlgh‘t. okay
DR. DUNKLEBERG. I will give you a couple of studies
where a bunch of academics have run out and very carefully
studied th1s issue. In 'particular, I can give you, very
'qulckly, a study from Arkansas, which essentially shows that if
- you —— and Arkansas had 10% for a long tlme,,and that is when
we did the study, 10% versus, say, 18% in Texas, at the time——vI
If you wanted_to buy a TV on credit and pay for it, say, in 12 )
months, you_woﬁld pay about the same price in both states. 'All
right? 'But what you had was a low cash price for the TV'With
an APR of 18 in Texas, and a high cash price and a 10% APR in
Arkansas. That is very simple. That is just about the way it
oomes out. = So, they were high cash prlces
v Now, that wouldn't matter if everybody had credit,
because then we wouldn't care. What you care is, "What am I
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paying for this TV, which I am going to pay for over 12
'months?" or whatever . ;nBut_dthe point is, particularly in
Arkansas with the 1low rate ceiling, credit _availability' was
really hampered and so, in fact,'a‘lot more people in ArkanSas
than any other states couldn't get credit. They had to_"pay
cash. They paid high cash prices. 1I'll tell you what;eiSe
they did. Since they couldn't get credit, they would lease
'cars.k They rent furnished apartments, they rent furnished
homes; they rent to own. They use pawn shops mc;e than anybody
else in the surrounding states, and they borrow fromtpeople’at'
-work _ and I'11 leave that to your 1maglnat10n — far more
-than people in surrounding states.

v That rate ceiling cut availability, but you can' t keep
‘people from getting credit. You ‘just force them to go to all

-these other more nefarlous——

SENATOR JACKMAN Shylocks.
DR. DUNKLEBERG: I couldn't have said it better - and
more expensive ways to get the services they want. To get a
.washer and drier in your home is just as valuable to you if you
do 10 loads a week if you are poor as if you are rich.
; SENATOR CARDINALE: Doctor, may I interrupt you for a
moment. - o e v -
SENATOR LESNIAK: = Wait a minute, Senator Cardinale.
Senator DiFrancesco, are yol finished? |
A SENATOR DiFRANCESCO: Well, I want to Kknow what you
are going to provide to me -- who is going to provide it --
what he is going to}proVide to me, and what he is going to do.
SENATOR LESNIAK: Senator DiFrancesco, what I am g01ng
to propose is that I will go to Houston, Texas, and you do .
- anyplace you want in Arkansas '
’ SENATOR DiFRANCESCO:  Have you been to Arkansas?
'SENATOR JACKMAN: I can get the figures overnight.
A SENATOR LESNIAK: I think, Doctor, we would like to
see any studies you may have. '
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'DR. DUNKLEBERG: I would be glad to prov1de you w1th a
bibliography and an 1ndex to all that junk. 1'11 send them so
- you can kind of just find what you want. There has been a lot
of stuff. Lots of people have been working on this for a long
time now. We have much to offer. , ’ ’ fﬁ; -
'SENATOR ~DiFRANCESCO: I ‘really 4id -haye another
question. A " ‘ : i

'SENATOR JACKMAN: Go ahead. | -
, SENATOR DiFRANCESCO: This is basically for E4,
because this statement refers to Bamberger's, right? But, if
you can answer me, please answer. I believe his answer before
was it was 19.8% —- the credit card interest rate at.
h Bamberger's. Is that uniform 'throughout the country? Does -
‘Bamberger 's charge 19.8%? o
' MR. GOLDBERG: - No. ;
SENATOR DiFRANCESCO: Why not? | .
MR. GOLDBERG:  Because we are located ih - five
different states. :
SENATOR DiFRANCESCO: So, in the states where they
-have ceilings of variable rates you must comply with them? ’
MR. GOLDBERG. Yes, you must comply.
SENATOR DiFRANCESCO: Because you do business in that
state. | S
’ MR. GOLDBERG: Correct. |
SENATOR DiFRANCESCO: That answers your question,»by
the way. ' ' o "
| SENATOR JACKMAN: Yeah, but the interesting thing is,
how many cards do they have out in Arkansas?
SENATOR DiFRANCESCO: No, that 1is not ‘the reason I
asked him. '
| SENATOR JACKMAN: That is very important. How many
cards to they have in Arkansas and how many do they have in New
Jersey? | _ .
SENATOR DiFRANCESCO: Five million, two hundred and
~eighty thousand. |
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DR. DUNKLEBERG: I th1nk the 1ssue you re ra1s1ng is
the one about, can you control the. rates? The answer is, for
}re't,ailers, yes; for bank's, no, only if ’they are domestlcally
chartered. The Marquette - (phonetic spellmg) National case,
decided by the Supreme Court, said a national bank can export ‘
rates from wherever its place of bus1ness is, and you know what
“ has happened w1th that. States with-- In fact, Texas and
Arkansas, right now, have their banks mov1ng out because they
tan't operate with those kinds of deals, and they are tired of
having outside banks get their customers. v'So,l they are moving
out. ' The Seattle banks are having the same probiem with their
interest rate limitations So what you find is that, in fact,
if you restrict your domestic banks—— You know, it would be
nice if they could serve with 15. We all want lower prices.
Hey, you know, I mean, we would love it. But, the point is, if
they could, they would. If they were making mdney at a lower
rate, they would. So why do the outside. banks win? The answer
is, you ‘have to really restrict availability at 15 versus 18
‘and 18 versus 21, and so on. That is what is going to happen.
So, you can't control those rates.

SENATOR DiFRANCESCO: You don't think we should have
' any ce111ngs at all? ‘ o
, DR. DUNKLEBERG: That is correct. My view is, there
is so much competition out there. I think the retailers would
be in here arguing with you just as hard if) you tried to
control the price of tires, or any other service or commodity
they tried to proyide. I mean, why pick this one?” They are so
- competitive, and they provide all these different services and
commodities. They compete like the dickens, and suddenly we
say, "But they are not being competitive here." It doesn't
- make any sense. If you 1look at the cost of doing this
~business, why I think it is pretty _safe to say  that they
probably are being competitive. What we have had is a 10-year.
history‘ of rate ceilings that were always too low. You know,
we have never really been able to}kind of catch up to things.
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‘Now, competition is working. You do see different
rates offered  Within retailers you see different rates. -
Across lenders you see d1fferent rates and d1fferent terms, and;
that is a good deal for the consumer, partlcularly for what we

characterize -- we have a lot of words for them -~ as the lower o

f;ncome,. or whatever, who are . a lot of d1fferent people

elderly people, ‘young people who are just startlng 11fe and
don‘t:have a job. - That is the way these psople get access to
credit. You Kknow, the barks  in Seattle w111 not give you a
bank card unless you have established a credit record. Now,
~how can you establish a credit record if you can ‘'t get cred1t°
That turns out to be k1nd of a vicious circle and, of course,
“you Jjust establlsh credit w1th a Shylock maybe, or someone
else, but he doesn't talk to TRW, and he doesn't really helpi

o you out very much

'SENATOR LESNIAK: Or with a bank outside the state
DR. DUNKLEBERG: Pardon? .
- SENATOR LESNIAK: Or with a bank outside the state.
_ DR. DUNKLEBERG Yeah or. you can go with somebody, in:
this case, outside the state. I think you should keep in mind,
again, that: “these banks have to make-—- It is savers' money
they are puttlng out there, you know. I took you through this
$200 account to show you how you would lose money. on that. Do
“you want to make credlt unlons put savers' ‘money into those
“kinds of investments? The money that goes out on a credit card
is depositors' money, even for retailers. They don t take
deposits —-— yet. Well,'that is‘another.thing v
They go into the financial markets and borrow the
money, but ultimately it comes from savers again. It comes out .
of pension funds, and so on. It is the savers' money we are
talking about here and, by the way, 1nterest ‘income has been
the fastest grow1ng component of consumer income for the last
10 years. We talk about protectlng consumers. You know, what
you are doing by mandating rates here on loans, is determining

Mow Jereey Stete Liltasy
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the rate of return the depositors can make, and I don't think

that is a business we‘want’to'be in either,vand we shouldn't be

in. We can 't reg ‘one s1de w1thout regglng the other ‘Eyenf
though we pretend they are derequlated, if- you can t make a
loan above 10%, you just regulated sav1ngs rates o | dQD;? k

- thlnk we want to be 1n that k1nd of a business.

I th1nk we can trust our financial 1nst1tutlons
broadly speaklng - whoever they are, to make very Jud1c10us
_ dec151ons - They watch who gets credit from new people. They
‘g1ve you only a small limit, and if you earn a good credit

rating, they increase your limit. - They watch these problems;
"they ‘have to. Their experience has been very good. I think
~bad debt 1losses only average.about‘l-l/z% of receivables for
the retailers, at least for the very large ones; probably a
little larger for others. People say that is really bad, but,
look;'any prOduction process has things that don't get stamped

outright. I mean, there is a loss rate, 1if you will, on
anything we do, and you get the stuff that gets culled out.
You Kknow, we can't get them all. If you could identify

‘everyone who wouldn't use their credit correctly, obviously we
wouldn't loan to them, because it is a big loss. But now we
~can't do that, and we have to try to get that down.

- You know,.if there is a group of 100 consumers here;
'history tells us that five of these kinds of people will go
bad, but we don't know which five. We have to deny credit to
all hundred -- not just the five. , ‘

SENATOR  JACKMAN:  One, two, three, four, five
(apparently counting members of Committee) (laughter) |
' . DR. DUNKLEBERG: That's right. - But, that is the
problem. ' ' | '
| SENATOR LESNIAK: Senator Cardinale? .

» SENATOR CARDINALE: ~ Doctor, you are beginningé,to
~address an area of concern to me. As I look at your charts —-
I am very impressed with your presentation; I don't -mind
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telling'you that - in your first chart you'talk about selected/
factors. One of the major factors appears ‘to me to be ‘a - factor
in any credit transaction —- the loss ratlo
DR. DUNKLEBERG: _'_ Yes . L |
SENATOR CARDINALE: And that has been left off your

cost factors for nmklng these loans. Now, that glves me a

~concern that perhaps our rates may be art1f1c1a11y h1gh to
subsldlze bad credit rlsks,_at_the expense of those persons_whok
are not bad credit rigks. vIt,would'seem to me,‘particularly‘in
the retail sales area, such a practicevwould be, what I might
 consider counterproductive competition, or competition”'whiCh‘
bfavors higher volumes of sales, which retailers would'normaliy
want to be engaged in, but really charging the costs of that
'higher'Sale to those people —— many of them probably,loweincome

people, too —— who do, 'in fact, pay their bills, and cau‘se ,

‘higher prices, really, in effect, to be paid by many of the
- most credit-worthy people. - N

The reason I am 1led to worry about that concern, is
that in all of these other areas ‘that have been presented by
) Senator Garibaldi  in terms of lower 1nterest rates —_ boat'
loans, house loans, car loans —— it has been my experlence that
the credit checks thlch are used to determine whether those
loans are going to bevgranted or not, are far more stringent
credit checks than are determined to be needed in'giving‘out a
retail credit card in a place like Bambergerfs} or any -—— I
‘don't want to single Bamberger's out -- but almost anyplace.

I would 1like ‘your comment on that as a factor in the
overall rates. ‘ ‘

SENATOR JACKMAN: Gerry;,may I-- I just want to add

~one point to that. We know —— I think everybody in this room -
would know —— that we haVe’to pay for the cost of goods because

of‘shoplifting, You know and I know there is a billion dollar'p
loss in shoplifting. Now, somebody has to pay for the billion
that somebody stole, and it has to be the people who are buying
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" the goods. They don't have insurance for a billion dollars.
You know that, and I know that. So, the costs of those goods‘
"go‘up autbmatically. ‘The same here with the loss factor with'
the crédit cards. They have to balancévthat thing off. At the
end of the year, they don't'have.a'les column. They want to
make sure they broke even; that people. paid their bills.
OtherwiSé,.they»ate"out of7business} they go into bankruptcy
The same with the shoplifting. You know what kind of
- shoplifting takes placé today I'11 guarantee the cost has to}

~ be maybe 2%, 3%, 4% that you are putting on merchandise I am

buying and paying pash for. I know that because you — not
you, now, I am only kidding when I say that —-- but somebody who '
you -knew stole the stuff.  (laughter) That may sound

facetious, but I don't mean to be. It is the same as the man
sitting alongside of you has to pay into a fund for lawyers who
 stole money from their clients-- He has to pay into a fund to
pay back the guy who stole. That is the same basis as here.
| SENATOR CARDINALE: Now, if the Bar Association was
eStablishlng a credit policy based on rewarding lawyers who
steal, then I think we ought to. But, they are not doing
that. That is a protective mechanism.
~ SENATOR JACKMAN: ‘That is what we are talklng about
here —— protection. 7
SENATOR = CARDINALE: No- we're not at all. We're
talking about something entirély different, and I would really
like to hear his answer to the question, Chris, because I could
 pretty well predict what yours was going to be. ’
DR. DUNKLEBERGi Nonetheless, let me borrow some of
the Senator's thunder for the moment. We can do something
“about this theft, and that is, we can hire a lot more people to
stand around with uniforms and watch. Now, what we do is, we
try to Choose the least cost way of handiing it. It would be
very expehsive to drive shoplifting to 2zero, and consumers
would end up-paying'more overall than they would if we let some
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shoplifting occur. So, we try to take the leaSt cost route.
Now, we could also spend a lot more money doing credit
investigations, but. the payoff isn't there. The total cost
would be higher to try to do that than what we ]couldh
effectively eliminate. I don't care what form of credlt hgu
pick, including the U.S. government, you know, you get some
defaults. You can't help it. The government defaults in a
“neat way, but, nonetheless, you can't eliminate them all. So,
what the companies try to do, being very competltlve. is—
They try to do the rlght amount  of credlt checklng which

balances the losses you would expect to get, versus the cost of

trying to screen and find out who is a bad debt and who isn't.
That, I think, makes very good sense. o
- Now, let's talk about the size of those numbers. :

SENATOR CARDINALE: Just a moment, right on that
kpoint Would you say, from your experience and your knowledge
of this field, that the loss ratios with respect to home loans,
car loans, boat loans, are on a par with, or greater than, or
less than the loan losses, in effect, in retail credit card
purchases? .

DR. DUNKLEBERG Well, that depends on what you want
to look at. But, I would say offhand that those losses, in the
last five years, have probably run more than the ‘retail
‘losses.  In fact, if you look at—- Let's take the biggest
retailer, because I have some numbers for the largest. v

SENATOR CARDINALE: Then they a're doing a lot more-
credit checking——

' DR. DUNKLEBERG: They are doing a worse job.

SENATOR CARDINALE: —-and it is counterproductive.
DR. DUNKLEBERG: No, it isn't; no, no. » ‘
SENATOR CARDINALE: They should do 1less credit

checking and, thereby) they would have--
DR. DUNKLEBERG: It isn't counterproductive. All I'm
saying is, the economio factor-—- The losses are bigger on a
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big loan. That is why you work harder to check on that. You :

are willing to make a trade—off . You don't want to spend $500

| checklng out a $200 account, ‘because that doesn't make any
economic sense. ‘ - , . ' o

‘Let me just glve you some .numbers to put 1t in

perspective, since I happen to have those for Sears, which is a
fairly large retailer nat10nw1de Their average losses have
run less than 1% for the last 40‘years I mean, they grant
credit to lots of people Their penetratlon in the low—lncome
groups is very h1gh and they st111 only run up 1%.

' . SENATOR CARDINALE: With respect to what you had to
say before you reached Sears, could you pro?ide this Committeej
with some documentation of that aﬁswer? ' | - j

DR. DUNKLEBERG: Which'an5wer, now, how people decide
5+ or what the loss rates were? ‘ , ,

SENATOR CARDINALE That you believe car, home, and
boat losses exceed the retail loss ratios for the last five
years. v _ 7

DR. DUNKLEBERG: Sure, I can do that.

SENATOR CARDINALE: I believe that information would
- allay my concern aboutkthis point. , :

DR. DUNKLEBERG: Okay, fine. I think we can easily
show you both, probably for the State, and certainly for the
nation. _ ’ v

Okay. How em I doingron questions here?

~ SENATOR JACKMAN: Good. You did good. ,

SENATOR LESNIAK Doctor, you are doing excellent but
mny stomach is not. Senator Cardinale, can you complete your
ﬂlnqu1ry, so that we can—-

SENATOR CARDINALE: I'm finished. I thought you
realized that.. - 7 |

SENATOR LESNIAK: Thank you very much for your very
lucid testimony. - : '
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DR. DUNKLEBERG: All r1ght. 1 probably d1dn t say ;,‘

everyth1ng I wanted to say, but I apprec1ate the opportunlty

' SENATOR JACKMAN: You were a good. witness. )
SENATOR LESNIAK: No, on the contrary,’ 1 think YOu

sa1d everYthlng that I needed to hear.’ ST T

- We will be back at 20 after one. o

- (RECESS)
AFTER RECESS:

vSENATQR,LESNIAK:~'I just'seW‘DoneNowicki-from DUnited
Counties Trust Company . vDon, do you want to come upvend start
the afternoon session? We are going to go by who  is here,
rather than the order on the witness 1isty' So, Dale, will you—-
DONALD S NOWICKI: I have a prepared statement,
Senator. I will leave some copies with you. . I will refer to-
it. It is rather brief; it should take less than five minutes.

For the record, I am Donald Now1ck1 I am Senior
Lendlng Officer and Senior Vice Pres1dent of United Counties
Trust Company I have here with me our Vice President in

.charge of our Charge Card Department. ’
For. consumers, credit cards are a simple, ccnvenient,
" and efficient means of payment and credit access. IAthink we
all realize that, and acknowledge it. "When’a consumer receives
a card, he gets more. than just an open—ended unsecured line of
credit. He really gets a payment device. For some credit card
users, -it is reelly not a 1loan, but rather a convenient
service, which is regarded as valuable and well worth the
cost. I might add that the use of the card is entirely
voluntary by the cardv holder. The terms of repayment are
flexible,’and.areklargely at the discretion of the card'holder;
A consumer cerrying a bank card can make a series of
purchases of,_goods and services at different locations and,
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when all is said and done, he gets one bill at the end of the
month whlch he can convenlently pay He ‘gets a 11st of all_
;the purchases he made by the name of the retailer.

‘ The card offers very - many serv1ces to the card,
holder. . For example,,fhe can use it for identification
purposes He can use it to cash checks, he can use 1t to rentl
fcars, he can use it for hotel accommodatlons ‘And, depend1ng
‘upon the type of car that the consumer ‘uses, he or she also
receives protectlon for such th1ngs as stolen’ luggage,,hotel‘
theft, traveler's emergenc1es, and lost credit. cards '

| Additionally, banks are now nmklng ava11ab1e to ‘that
'fcard_customer‘——'from’lndependent vendors — mew services, such
.as car registration, common carrier travel accident insurance,
insurance clubs, discounts on air fares, car rentals, and
guaranteed hotel accommodatlons The'value of these services.
is con51derable, because they represent a better card product
at the same pr1ce This 1is the economlc equivalent of a;pr;ce
reduction. At United Counties Trust'Company, for example,djust
recently we increased our common carrier insurance from
$100,000 to $250,000, at no additional cost to the card holder.
‘ ‘ SENATOR LESNIAK » What is that? » :
'MR. NOWICKI: Common carrier 1nsurance protection is,
if you fly on an a1rl1ner, and that a1r11ner crashes, you have
coverage,. through the card, for $250 000
' - SENATOR LESNIAK: Is that just airlines? _
MR. NOWICKI: = Airlines, railroads, railWays, buses,
"thlngs like that, where it is a common carrier. These services
and protectlon are provided to our card consumers whether the
card is used as a. payment - or a credit mechanism. Moreover, the

 card holder determines whether, and to what‘extent, the credit

-

feature of the card serv1ce is employed . - :
We talked about the grace per1od earlier, and I Wéuld
‘1like to reemphas1ze that. Our card holders have the option of

- paying account balances within the grace period. Normally, it -
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is 25 days from b1111ng, and could be as h1gh as 45 or 50 dayS»
’yfrom the actual date that they used ‘the card for a ‘purchase.

They don t 1ncur any finance charges if they pay within the“hf
v'b1111ng perlod W1th1n our system.—— this is Unlted Count1esqf‘

Trust Company--—'over 25% of all our card holders pay ’helrrf
- account balances 1n full each month. ‘This represents 6%, of;

our credlt transact1ons, so a large number of our customers do

pay their cards back in time before incurring any charges ,

v ‘These. card holders, as a result, at no da*ect cost,'
rece1ve free credit from the date of purchase Because of the’
ex1stence of this great grace perlod, the effectlve annual ratev
,of interest charged to card holders who incur a flnance charge
~is considerably 1less ‘than  the advertlsed or dusclosed annual
»vpercentage rate. . N
' At Unlted Countles Trust Company, we presently offer
MasterCard and Vlsa at an annual percentage rate of 18% "Thgi

' jactual y1eld to us, taking 1nto effect the grace perlod is

approximately.ls% ‘This holds up with other testlmony that has
fbeen-hrought forward here today. Let's express. 1t nn other
words: The average real price of credit to our bank's
customers as a group is 15%. R }v‘.‘
 This interest-free grace period, as well as  the
numerous other convenience. serv1ces, orvfeatures, is unique to .
the credit card market, ‘and indicative of the valuablee
lserv1ce efflc1ent1y prov1ded to consumers by the credit card,
’,1ndustry ' L
| ' These 1n51ghts 1nto the actual y1eld credltors ach1eve'
.’when the grace perlod is taken into account should ;play' an
“important role in any decision or cons1deratlon of the issue of
credit card rates. '
- While some say the public is comp1a1n1ng about credlt

o card costs, the public has increased its use of bank-issued

credit cards to record h1gh levels. I might add thatra reviewv
of our f11es - thls 1s our own internal f11es - for ‘the past
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five years,'reVealed that only five complaints were received.
~with respect to the rate charged by United Counties Trust
Company to its more than 100, 000 card holders. I m1ght further
add that these five complaints have only been received 1n;the
last four months. So, prior to 1985, and going back five
'y'e‘ars,' we had no complaints With respect to rates. I ‘would
assume the five complalnts we did have were kind of a response'
to the advertlsement of this issue 1n the papers. .

The consumer is well aware of the unique attributes of
the card and the current interest rate levels. Desprte the
ava11ab111ty of alternatlves — whlch were discussed earlier —
each year, since inception of this product the number of card
holders has - increased significantly. At our ‘bank, it has
increased more than 35% in the last five years. - It is obvious
that the consumer finds the card - very useful, and a valuable
tool in the conduct of his or her everyday business and
vpersonal ‘financial affairs. ’ '

In conclus1on, the credit card market can best be

'characterlzed as a highly competltlve industry providing
convenient, valuable, and efficient service to consumers at
prices reflecting industry costs. The continuing growth of the
industry indicates that, on balance, the value of the card is
reflected in current rates. Placing rate limits would be
detrimental to the bank card industry and the consumers. '

Earlier there was discussion that the rate should be
somewhere‘around 11-1/2% or 12%. I can tell you this: If we
had to operate at an 11- 1/2% or 123 rate, the number of cards
out there would be constrlcted.severely, and we would have to

~ start making decisions about the value of that particular type .
- of business in our overall operation.

Having rate restrictions would reduce competition,
would limit credit availability, and wouid, narrow consumer
choices. In the end, retailersvand suppliers would'experience

a sales decline which would have an overall negative effect on

98



 rates?

- the economy of New Jersey. : Permittiné creditf,eard-vinterest'_'
rates to be dictated by the competitive market 'prdVideS'
convenient service at the lowest poss1b1e cost to the largester
number of people. ' o , C e
‘ - It is our hope that this Commlttee w111 ‘be receptlve
to the testimony presented today, and w111 recognlze that ratel
:restrlctlons serve only to 1nh1b1t a free market enterprlse'
'condltlon that 1s already operatlng well. , :

I have nothlng further to say. If you have' any
questlons, I w111 gladly try to answer them for you. ‘
"SENATOR ‘CARDINALE: Do you advertlse your cred1t card

| MR. NOWICKI: Yes, we do. We advertise in vdirect mail
pieces, and we advertise in statement stuffers alongawith‘our
checking account statements, our savings"account statements,
and things Of,that}nature We don't do newspaper advertlslnga‘
We find that newspaper advertlslng 'is not as ,effectlve as
direct mail. We also do advertising in the sense that we do a
side—byeside kind of an appraisal. When_we approve asloan‘in
pur institution — let's say an auto loan, a home\improvement'
loan, or another type of loan — a mortgage loan—— When we

evaluate that credit, we -also evaluate whether there is a,"

credit worthiness for a charge card offer —— a preapproved card
—- on that basis, but only after we have done our proper credit
bchecks._ | R - 4‘_ : - ‘ o
SENATOR‘CARDINALE: Do you find’any difference in your
loss ratios between the various types of loans? N

_ ; MR. NOWICKI: Yes. Our loss ratio —- and I don't have
the exact numbers——; Our bank probably has one of'the best loss
‘ratios in the State of New Jersey in terms of overall loans. I
would say on a portfolio of over $400 million —- that is the
whole portfolio of all loans in our bank -- our losses were
about a million, two hundred thousand. These are gross losses  ,
before‘ reCoveries_ -— before we recovered on some of the
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flosSes  Bbout $700,000 of that was 1n the 'charge card -
bus1ness The other $400 000 or $500 000 of losses. we had wasm
_'through the commerc1a1 loan sector, the mortgage sector, and-
the consumer loan sector. So, the losses are s1gn1f1cant1y,;
higher in th1s end of the bu51ness R : e e
~ SENATOR CARDINALE: The losses ',a:‘e 'higher_ on the
credlt cards? ' I - o
MR. NOWICKI Yes, they are.
 SENATOR CARDINALE Okay. .
SENATOR LESNIAK: Thank you very much.
MR. NOWICKI" Thank you. o
. .SENATOR LESNIAK s Marleen Zakrzewski here’_
'(afflrmatlve response) I should know how to pronounce’ that
SENATOR CARDINALE If you can' t, who can?
,M AR L EEN Z AKR ZEWS K I: My name is‘kMarle'en

- Zakrzewski, and I am the Vice President of the Credit Card

-Department with the Trust Company of New Jersey. I have handed
~ you a topy of my testlmony, and I have cut some of it out in
the beg1nn1ng so as not to relterate what has already been said.

’ ‘Back in 1980, the Trust Company had about four million
outstanding in credlt cards.and employed six people to handle

the operation. In _1981,, when legislation eliminated most

consumer loan interesti rate ‘ceilings, the Trust Company,"asr
well as other New Jersey banks,,began, once again, to issue

credit cards to all credit-worthy people. Thanks to this

actlon, ‘my bank has trlpled in outstandlngs and has doubled the

" number of employees.

Consumer advocates argue that credit card rates should

b”,be the same as rates on other bank loans because the credit

card is a loan. The fact is,'most credit card users do not
equate 'the credit' card with a loan.  over one-third, or

33- 1/3% ‘use the service w1thout ever paylng interest. This is

true of my portfollo also |
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Secondly; credit card programs are more costly to
administer ‘than conventional consumer -loans. Wlth a typical
consumer loan, a bank 1nterv1ews the app11cant, does a credit':
check, approves the loan, and then simply gives the customer a
coupon book. Credit cards, on the other hand, 1nvolve a credit _
check approval, the mailing of a new card every 18 to 24

_months, the monthly mailing of- statements, and postage. .The

security measures needed and the p0551b1e liability to the'
'»l%SUIng ‘bank are peculiar only to bank credit cards. ‘

‘ A credit card is a much more flex1b1e 1nstrument than
r'thefﬁtypical - consumer  loan. It represents an open line of
credit that may be accessed by a customer any time he wishes,
anywhere = in the world. It provides access to cash while
traveling anywhere in the world, through branches and ATMs. It
provides personal identification for_ hotel check-ins, car
rentals, and check cashing. It provides flex1b111ty in
payment. A card holder may pay off his entire balance in full
or he may make monthly payments.

The average consumer uses his card 25 times a year at
$63 each time. 'Therefore,'it isn't logical to compare a credit
card advance with a prime rate loan, or even a home or auto:
loan. Credit card loans are also unsecured, so there is mno
collateral against whiCh;to take recourse should the loan go
bad or if the card is lost or stolen. o |

The supply of credit card credit  is intensely
| competitive. America was built on the competitive spiritr
- Banks allowed to determine their own rates on the services
offered are abiding with the spirit of competition} Customers
are free to shop around and choose the bank and the plan which
best fit their needs. They are also given the option of
financing their purchases orvpaying’their balances in full.

, There is no other service offered by a bank that has
all the features that a credit card has. Therefore, how can
anyone compare it to any other type of service?

101



Now, f1ve years later, consumer advocates clalm credlt
card rates are too high. - Some Senators and Congressmen .are.

saylng that New Jersey consumers are being ripped off ‘I have

yet to read an article stating that John Jones —— Hudson County
resident, - salary $15,000 a year, former small loan borrower,
now MasterCard holder —- says he is be1ng rlpped off or h1s‘

_rate is too high. Now, John Jones, the average ‘consumer, has
the same advantages and services offered to John. Blue Blood
_ SENATOR LESNIAK: Do you mean that Ray Lesn1ak gets
:the same thing that Gerry Cardlnale gets? Is that what you are'
trylng to say? (laughter) o
MS. ZAKRZEWSKI: Exactly, even though your salaries
may be different. He can take his family out to dinmner; he can
buy a new car; he can buy a new TV; he can do things that he
~couldn't do before. The only difference now between John Jones
and John Blue Blood, is that he will take 36 months to pay, and
Mr. Blue Blood will pay his bill in full.
' Are you once again going to take away services that
_ theVbank’can now afford to offer to the average consumer?  The
- spirit - of ‘competition should designate rates. If consumers
belleve cards are too costly, they can choose alternatlve
methods of payment or banks that offer lower rates
Permlttlng credit card interest rates to be dictated
hy the competitive market prov1des convenient service at the
lowest possible cost to the largest number of people
‘ SENATOR JACKMAN: I notice that the Trust Company has
the h1ghest rate of anybody in the banks so far on this list.
MS. ZAKRZEWSKI: Really?
SENATOR JACKMAN: Yeah. You're 19.8?
' MS. ZAKRZEWSKI: Nineteen and a half. | v
SENATOR JACKMAN: Nineteen and a half and they" have
18 in a11 of the other banks. o g
SENATOR LESNIAK: Do you know why, Chris? '
SENATOR JACKMAN: Why?
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SENATOR LESNIAK Because they are glv1ng out cards tov'
people who need credit in Jersey City, and they have a h1gher'
- loss ratlovbecause»of‘that. But, they are also providing a
_service for those people. , ' , , T

SENATOR JACKMAN: I know. That is my company. I bank
with the Trust Company. t PR - L

MS. ZAKRZEWSKI: I know. that Sixty-five percent of
our people are Hudson County re51dents N ‘ o

SENATOR JACKMAN: How many?

MS. ZAKRZEWSKI: Sixty-five percent.

'SENATOR JACKMAN: Thank you. - L

'SENATOR CARDINALE: May I ask a question, Mr. Chairman?

SENATOR LESNIAK: Of course you may. .

« _ SENATOR CARDINALE: There was a suggestlon made
.,,earller that a two-tiered system might have some va11d1ty One
of the things we've heard is that on a small loan, the
‘administrative costs ~are a high proportion of the total
expense. Do you see any ‘valldlty 'to the suggestlon “for a
two-tiered system? e ’

~ MS. ZAKRZEWSKI: Back in 1980, that is what we did
.'haVe —— a two-tiered system. I see no benefit to it. _

SENATOR CARDINALE: - You don't think you could charge”a

lower rate on the larger loans? ,‘ _

| 'MS. ZAKRZEWSKI: The larger is on purchases, rather
than on’eash advances, at least it was at that partlcular time,
~and it still holds true. The larger rate was on the purchases,
but then you were being chargedb 'daily interest on the cash
advances, so it worked out to be the same thing eventually, the
way the law was back in 1980. It was 12%, but it was from the
day thercash advance was posted. You were getting a free ride,
-so it worked out to be the same thing. If we went with those
two things again —— with a lower and a higher —- it would work
out to be the same thing.
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SENATOR CARDINALE: I think what Senator Contlllo-
suggested was, if an average balance. reached a certain level -
~ let's say it was below,$1000_andvabove_$1000 —— there would be
a different rate”Charged because of the obvious administrative
expense being essentially the same,}whether adm1n1ster1ng a $10
| loan or a $1000 loan. _ : . o R
ER MS. ZAKRZEWSKI: But then your computer costs would be
higher in setting up that partlcular type of a program

~ SENATOR CARDINALE: Thank you. |

_ ~ SENATOR LESNIAK:V Thank ‘'you, Senator Cardlnale - Thank
you.’Marleen; Al Kish? 1Is Alahere?r (aff1rmat1ve response)
~ We'll take care of'Jersey City first, okay, Chris?

ALEXANDER KISH, JR.: Thank you.

 SENATOR LESNIAK:  Al, this is zrather lengthy
testimony. o | o ' ’
| 'MR: KISH: I am going to shorten it. |

SENATOR LESNIAK: I'm sure much of it is repetitive.
Can you kind of summarize your perspective?

MR. KISH: Yes. ,

. BENATOR LESNIAK: The complete testimony will be
entered into the record.
| MR. KISH: Right. My name is Alexander Kish, Jr. I
am Vice President of First Jersey National Bank. We are
headquartered in Jersey City, which is in Hudson County. I
have been in the credit card business some 27 years. I have
been an Advisory Board member' of the American 'Bankers
Association for a number of years, and have also served on the
'l;0peratlons Committee of MasterCard International. |
’ _ I 3Jjust -noticed -—— for your information -- in this
morning's Trenton Times, an ad with financing at 4.9%. Of

course, they jdon't” say how much of that finance charge is
- buried in the cost of the car. It is kind of misleading.

' -~ I just want to support the comments of Dr. Dunkleberg
~this morning, because the numbers and the statistical data he
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‘gave relates quite closely to our OWn‘oPeratiOnf I want to
poiht out particulérly the tate that is_always'qﬁoted — the
18% rate —- as being a measure of what the account actually
costs, because there are so many ways in which the accountsiare
computed. In one case, you may_compute interest»ftom:the”daté
of_posting_to the date the balance is paid off, which,wiliigive‘
‘you the true rate that is being presénted;v waéver, in most
plans, they provide a 30-day free period on new purchases. - In

‘some cases, that 30-day to 60-day period is always there on all |
new purchases. Sometimes it is only there if the account is
paid in full each month. There is another variation to that.
' If you pay your account balance in full any month, the finance
charges for that month are way upQ As an example in support of
the figures, we charge 18%. That is the rate we list. The
'agreement says the rate is‘épplicéble to that portion of the
balance which is subject to finance charge. '
| The thing is, the entire balance is not subject to a
‘finance charge, which causes that rate differential. 1In our
case, we charge 18% and, taken from our exact figurés,.we net
15.37%. That is the ~exact amount we net, not the 18 that
appears'on the statement, br that is advertised.

' Dr. Dunkleberg pointed out earlier this morning about
the costs going down as far as T-bill rates and prime rate and
so forth. ' But, there are other costs, which involve postage,
telephone, credit 1losses, stationery ‘supplies,v_and ‘sq_vforth._

Our cost 1last year’—— for the year '85 -- increased by 5.5%,
so, although these other rates are coming down, our éperational
costs are going up. Our loss ratio-—- The previous sPeake:
mentioned their loss ratio. Ours was .9% —— under 1% -— on

credit cards last year, which is a very low percentage.

I think, Senator, you asked a queStion earlier'about
boat 1loans, home 1loans, and open—end credit, or unsecured
loans. I can tell you that open-end credit 1loss ‘is always
goihg to be higher than this other type credit, even if you
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didn't get a credit report at alli Theyreason‘fOr that is, if
~you are financing an ‘automobile and you have a charge card and
you are short on cash which one are you g01ng to pay’ You are
always going to pay ‘the automobile loan, because if you don't,
- your automoblle is taken away from you, and you let the other
one go. As a result of that happening, the open-end credlt,‘or
' unsecured credit losses are always g01ng to be hlgher , If you
have a home, for 1nstance, and 1t is a second mortgage loan,
kyou are going to make that payment, because you don't want to
. lose your home, and you are g01ng to let the charge card. loan
"go. There is no way you can stop that from happening.

o Earlier, ArkansaS' came info ~play. It vis always
‘mentioned. Congressman Schumer'always plays that to the TV —
all the time. I had a couple ‘other flgures relative to that.
The loss ratio in Arkansas ~was - .43%, ,far ‘below industry
averages' Arkansas also decllned 4.8% within its borders, and
“has further declined by 41.2% in its share of national
" revolving credit. : o v

- SENATOR LESNIAK: ~ You're talking about that which
‘originated within the State?
MR. KISH: Within the state, right. They're going.
down. i v | L - , |
SENATOR LESNIAK: It has driven business out of the
state? L SR -
MR. KISH: Yes, it' has driven business out of the
state. These figures are significant. If we duplicated them
‘here in New Jersey, it would have a grave impact on our
economy. If we were to clone Arkansas, the buying power of our
 consumers would be greatly reduced. Demands for goods and
services would be affected, and this would eventually affect
the employment. I don't know what the employment rate is in
Arkansas, but looking at the numbers here, I would say the1r
’unemployment rate has to be much higher than New Jersey's.
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The'nmrket' evidence 'is unambiguous,v;Ashmoney rates
“have fallen,'unregulated card credit has‘become more successful
with consumers than credit which is subject to interest rate
ceilings. .That is not to say that consumers prefer paying
‘higher rates, but it does suggest that other thlngs must not be
equal in the present case. The success of unregulated cardsvls
due to the fact that credit is more readily availableaand is
aggressively,marketed by,out—of—State'bahks. Consumers in New
Jersey have overwhelmingly accepted 3o£fers from out-of-state
banks at rates.in excess of those now being offered by our own
banks. I IR PRI T R T
EENATOR LESNIAK: Al, could you indulge me in this? 1
- would like to read two paragraphs of your testlmony that I find
particularly significant: . -

"There - are 2,549,000 households in 'New Jersey,
1,435,000, or 56.3%, of which have bank credit cards.” Chris,
that answers your questlon about how many people in New Jersey'
have credit cards. _ '

SENATOR JACKMAN: Yeah and 1 was low. :

SENATOR LESNIAK:  Right.  “Surveys that we had

. commissioned by an independent firm indicate that 70%" —- and
that is the figure I have seen -- "or 950,000 households hold

‘the credit cards of out-of-state banks which are not subject to
New'JerseyVlaw. The remaining 30%, or approximately 400,000
households, have their credit card accounts with the banks in
New Jersey. | .

"During the perlod the State s banks contracted their
credlt card operations and 11tera11y went out of the business"
—— that was when we had the cap—-

MR. KISH: Yes, when we had the cap.

~ SENATOR LESNIAK: "--the = out-of-state banks spent
millions of dollars in direct mail campaigns soliciting New
Jersey consumers. The strategy paid off and, while the New

Jersey banks were helpless to compete, the out-of-state banks
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moved aggressively to capture a 70%"share'_of the State's
“market. Our current- surveys indicate that the‘tw0’1argest,card
issuers in this State are out-of-state banks whom we estimate
have more card holder accounts in New Jersey than all of ‘the
New Jersey banks comblned - Other banks frmn New York, SOuth‘
Dakota, Delaware,, Callforn1a, and Pennsylvanla ”have large
'numbers of New Jersey consumers ‘as their customers." '

Quite frankly, I th1nk that is the crux of the matter

- MR. KISH: That is what actually happened. The

surveys indicate that the out-of- state banks are very heavy,
and just overwhelmed the New Jersey banks here. The law — the
caps — would only apply to th1s small number of New Jersey
kbanks and this small number of New Jersey accounts.

SENATOR LESNIAK: Al, we really have to move on. Are
there any questions from the members of the Committee?

SENATOR CARDINALE: Yes. If we were to limit our

- activity in this Committee -- and I am not presuming that we
would —— to the Connors bill, which reQuires a reporting, how
would vyour - institution do that? I know you testified
primarily— r R .

- MR. KISH: Would you repeat that, Senator?
: BENATOR LESNIAK: There is a bill-- 1I'm sorry. We
have a bill -- you may not be familiar with the specific
proposal”—— that requires, I think, quarterly reports to the

Department of Banking. :
 SENATOR CARDINALE: Of what the rates are, and with
their subsequent publishing of the rates ‘around the State.
MR. KISH - We have no objection to publ1sh1ng rates,

but I think -- as I p01nted out —— 18% is not 18%. You could
have three d1fferent banks with 18%, but the cost to the

customer in each case could: be different. -

' SENATOR LESNIAK: I think it would be very 1mpo‘ftant )
that we would also have to publlsh the rates of the other banks
that issue cards in the State, so that the consumer would be -
- aware of that choice.
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MR. KISH: Of the out—of—state banks?
SENATOR LESNIAK: nght
, MR. KISH: You know, there is one ‘other p01nt I would_
like to make, because they keep bringing up the point about the
T-bill rate. Someone here earlier said the T—b111 rate 1s 6%.
So, apparently, if you are in a T-bill -now, it is aw bad
investment, because if you come over to us we pay you up to'7%.
yielding 7.39, and we will pay you 9% on our special TIRA
accounts for a 12-month period, which yields 9.42. These rates
comlng down really do not affect us, because we've gbt'this_
‘money out. We are buying money in from our depositors at these
varYing'rates What constitutes our cost of funds is a pool.
We take all these different rates, the costs we pay for them,
all the moneys gathered—— L | L '
 SENATOR LESNIAK: Some rates are going up.

MR. KISH: Yeah, they could go up. So, as Dr.
Dunkleberg pointed out, when you set a cap on loans, then you
are telling us, "Reduce the rates you re paying to. your
consumers —-— your savings account holders. _

‘ SENATOR LESNIAK: Okay. Thank you. James Billmeyer,
Horizon Bank. | o - ,

"JAMES L. BILLMEYER: Thank you, Mr. Chairman
eand members of the Committee. I am James Billmeyer, Executive
Vice President of Horizon Bank. _ ' "

In the interest of time today, if 1 may I would like
to dismiss; the reading of the prepared testimony, and just
focus on three key issues which I belie&e will 1lend a
perspective to this hearing. | o

If I may first go back to pre-1981 and the
circumstances which we, as bankers, experienced then, which my
~ colleague just testified to in some degree-- Interest rates at
that time were tiered with 12% on cash advances and 15% on the
purchase of services. At that time, interest rates -- the
prime rate and money market rates -- were higher than that. We
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‘could not afford to issue catds:von'a' mass basis in the State’.

Instead, we sold our '_money' to New York State, which lent it

back at much higher rates ' and, consequently,, we lost a
substantial portion of the market share. -

- When rate relief was granted 1n 1981, the average‘
prlme rate for that year was '18.9%. Most banks 1n the State of
New Jersey, at that tlme, chose to respond with an increase of
under 20%. In the case of the Horlzon group, it was 19.8. I
think we have made an assur'npti'on, in general, that that was an
appropriate rate relat:we to the cost of funds at that t1me I
‘would submit that were that the case, the rate would have, been
in the mid-20s. What it reflected at that time was our
perception of what the market would respond to, and I think
that that is key. ' . o

But, most importantly' of all, you have before jmu two
bar charts, which show the activity of Horizon Bank subsequent
~to 1981, and for the four ‘yeafs prior to that. TFour years
prior to 1981, we issued approximately 20,000 cards. With the
economic incentive to compete aggrefssive'ly in the marketplace,
we issued over 250,000 cards in the last four years. Those
250,000 cards translated into the purchase of consumer goods
and services well in excess of a half a billion dollars, all of
which, when you apply the" multlpller‘ effect, goes to
substantially support the economy of thlS great State of New
Jersey

In addition, with that aggressive growth, we offered
credit to those who would have been denied credit pridf to the
"removal of the interest rate restrictions. There are a number
- of first-time «card holders who are presently among our
'portfolio base. There are card holdersv in disadvantaged
_cities‘,-’ and they are enjoying the opportunity to compete and
participate in an economic environment on a full-scale basis.
We feel the ‘dramatic growth which has placed us number one in
the State as far as credit card outstandlngs and tied with
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another major bank in the State as far as the number of cards

»‘outstandlng, could only have been achleved had 1nterest rate -

relief been granted. - As a matter of fact, of the 250 000
accounts which we opened subsequent to 1981, I would venture to

- say that less than 25,000 of those would have been granted had1
we st111 been restrlcted by the prlor ‘laws. ‘ S
~ SENATOR LESNIAK: How many would not have been”granted
by your bank did you say? o o ' '
© MR. BILLMEYER: I would estimate 225,000.

SENATOR LESNIAK - And those people would have elther
had credit unavallable to them, or would have gotten it from an
out—of—state bank? B

'MR. BILLMEYER: That is correct Senator .

A ; ’SENATOR.>LESNIAK Are there any questlons° ‘Senator
’ Cardinale? (no response) Thank you very nmch May‘we'have'
Bob Farnon, from Midlantic National Bank? | o |
o SENATOR JACKMAN '.Everybody “here is in the :same

category : , , o
- SENATOR LESNIAK: ‘Well, Chris, everybody sat here and
_h listened to our frivolous moments. so we can sit and listen to

: them.“' | o ‘ L |
| SENATOR JACKMAN: Thank you. o |
SENATOR LESNIAK: Are you representlng Mldlantlc now?
ROBERT J. FARNON: No, I'mjust—

'~ SENATOR LESNIAK: You'd rather switch than fight?

SENATOR JACKMAN: ~How many banks you got, Robert?:

~MR. FARNON: I get pald by the piece.

‘SENATOR JACKMAN: I'll tell you somethlng,ewe made a
‘mistake. This is a hell of a job. You guys got a good job
What other banks do you have? (no response) ,

v - SENATOR LESNIAK: Senator Cardinale, you resisted the
opportunlty to ask the last bank to testify, are they always in
favor or agalnst caps. (laughter) Go ahead, sir.
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v 'MR. FARNON: Mr. Chairman, also in the 1nterest of
’time, 1 w111 summarlze my prepared statement, whlch you- haye
now received a copy of. L o o

For the record I am Robert Farnon, Senlor Vlce
President w1th ‘Midlantic Natlonal Bank/North of Wést Paterson.v’

There are 'a couple of items that I feel are worth th1s o

Commlttee s attentlon.

‘ 1 would 11ke to take the opportunlty, number one, to
p,clar1fy some of the ‘general m1sconceptlons regardlng credlt
card rates as compared to 1nsta11ment\ loan rates, and.'why

credit card rates generally are higher. A credit card, by its .
mvery nature, is a continuing service through a revolv1ng credlt.
~facility, rather than a one-time transactlon created through an
.1nstallment - loan.  An - installment loan appllcatlon is -
processed, JnVestigated,‘approved a loan closing takes place,
proceeds are disbursed and a coupon book is issued. ‘The
average 1nstallment 1oan today approx1mates $10,000 in a single
transaction. A | ‘

~ In the vissuance of a credit ,card the basic

‘ application process is generally the same as descrlbed for an
o instaliment loan. However, once the credit card is issued, the
‘similarity ends. A credit card is uSabiefvirtually around the
‘world in any time zone, at anyytime.of day or night that retail
stores or banks.are“opena' In order to service our customers
and provide around-the-clock convenience, 24 hours a day, seven
days a week, ‘elaborate systems - have been developed which
- require constant'monitoring,gupgrading,'and people support. 1

' mentionedf‘earlier'_that the average installment 1loan today
approximates $10,000. ,Comparatively, the average credit card
1transaction' at Midlantic Bank is approximately $75. It,
therefore, would take 133 individual credit card transactions
to procure the same dollar amount as one installment 1loan.

N In addltlon, the credit card account requires monthly
billing statements, as:compared to the one-time issuance cost
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of a coupon book~for an'inStallment loan.‘ The‘average cost to

issue a coupon ‘book - is $2, or ‘50 cents per year, on an averagel
loan of ‘four years. "The average cost to issue a credit cardm',

statement 'is 56 cents per month.  New credit cards 'are :
‘relssued usually on an annual bas1s, another expense that JS

vl'not requlred on installment loans. S S

' SENATOR LESNIAK: Bob, we are ;:going to append"“yoﬁr_

‘,‘testlmony to the record. I' have read ~'f}" Basically, you

relterate the (1nd1scern1ble) problem and the out—of—statn
problem.,wh1ch really are cruc1a1 to the issue, as I see 1t
. Senator Cardinale? ' ' : , : -
| | SENATOR CARDINALE: Yes. 1 wOuld like ‘1’::‘: suggest;
- Senator, “that you have an awful lot of bank test1mony to take,
and it seems to be repetitive. I wonder if I could suggest to
you that maybe we could have them all submlt ‘their statements,
and maybe see if there are some people on the witness list who
are from the other s1de of the question, who have somethlng,‘
.dlfferent o ST |
| SENATOR LESNIAK: Well, I think, Senator, we should
' give‘them“the opportunity to come up;'identify'themselves,fand.
at. least summarize their testlmony ' | ’ - i
Thank you very much Mr. Farnon. Ferdinand Horn,
United Jersey Bank. R o D
"FERDINAND HORN: I have prepared testlmony. Mr.
Chalrman, whlch I will not go over. , ~ . o
' SENATOR LESNIAK: Oh, boy, plastic covered. You know -
its UJB. Now, this didn't work last time, so—- - (laughter)
MR. .HORN: I am Ferdinand Horn from United Jersey -
Bank; I am the Manager of the card operat1ons There are‘two'
charts included along with that test1mony The fist one -
Chart #1 -—- compares where we were in 1980 to where we were in
1985. In 1980, we accepted 17 000 app11catlons from customers
for new credit. In 1985, we accepted 72,000 appllcatlons from'
»customers for credit. The approval rate between the two years
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 was approximately the ‘same“‘percentage". | The regun:ements have o

changed but they are more liberal. For 1nstance, in 1980, we
would require a. customer to be a dep051tor of the bank and tof'
have an income 1eve1 much h1gher than today, but as fa r a ,
. required credlt -- the pos1t1ve cred1t h1story - 1t“was about' -
‘the same th1ng | ' |
Total credlt 11nes 1ncreased from 69 m11110n 1n_,

. to 360 m11110n in 1985. The average purchase balance 1ncreased‘

from $375 'in 1980 to $750 in 1985, but the customer 1ncrease ‘in
,purchases was much more; only $850 1n 1980, up to $2300 in
~1985. The delinguency rates have rema:.ned just about ‘the san
the charge—offs up . sllghtly ‘The b1g increase in losses had to o
'.do with counterfeltlng We almost had no counterfeltmg in
1980. 1In 1985, the counterfeltlng ‘loss was up about 1000%. I
f,thlnk we have capped that at thlS p01nt. ‘ : ' R ,
' . The b1ggest 1ncrease is the volume of purcha51ng

ﬁo;-:

*,accepted by our: ‘New Jersey merchants 'In 1980, we processed

~ $100 million- in credit card transactions. In 1985; “that
increased to $400 million, and I expect this year there will
! probably be about $700 mllllon in credit card purchases through
our merchants. - ' e »_
. Our “annual- percentage rate—— Of course, we were a
State bank. In 1980, we had a rate cap of 15%. In 1985, we
charged 18%; on‘our gold card we charged 17%, and we have
special programs for spec1a1 groups. Our'Senior ’Club'rate is
14.44%. oOur y1e1d .e'— on an 18% rate -— 1is s11ght1y less than
15,. We probably have a greater percentage because where we are
. located our customers pay off ‘in full It is somewhere around
14.8, 14. 9 ' '
| The other chart I would 11ke to refer you to is—
‘ SENATOR LESNIAK: - The yield-——- . S
MR. HORN: The y1e1d has gone up 3% as our raté' ‘has
‘gone up 3% The amount of 1nterest pald has gone up from $45
to $112.50 per typical account. But, if you relate that amount . |
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of interest to the volume, it actuaily.,turns"ont"gtha]
,eCustOmer today, because of these expanded lines of'credit
actually paying slightly less in 1nterest than they wereé'
before deregulation. That is pr1mar11y because we have'
1 them extens1ve increases in those" 11nes of credit, and
using them ‘Many of those customers—— ~In our. case, a
of the customers pay finance charges at any one g1ven t1me
SENATOR LESNIAK . Senator Card1nale°
SENATUR CARDINALE No. SPDLUA R
SENATOR LESNIAK: * Thank you very much  The last
speaker was partlcularly impressive. :

Peter Graziano, New Jersey Natlonal Bank Everybody.z“

is co-opting everyone else's testlmony, and I'm sure we don' t:’
" have any of yours to go over, Peter. '
P E‘T ER - J. GRAZI AN O: I thlnk you're rlght.

- Mr. Chairman and Committee members, thank you for

allyowing time for these comments. 1 w111 try to make th1s,"

. brief, as much of this testimony is the same, I think there
are three points which are very impcrtant; One is, since 1981,
when legislative relief was given to'bankers in NeW'Jersey; we
have expanded our 1nd1v1dua1 card holder base by over. 150, 000
accounts and provided 17 full—tlme new jobs in the New . Jerseyf
Job market.

I th1nk there are just three tests that really need to
be applled to the leglslatlon that is be1ng proposed. Does it
really affect the majorlty of New Jersey card holders? I think
the testlmony today bears out well: that it will not. Does it
provide the basis for New Jersey 1nst1tut10ns to compete in a
very highly competltlve market? I think the testlmony answered

that question today. And, will it foster the _expansion of
industry and employmentkin this State? I think thoseyare'the
three tests that need to be applied to this 1egislation.

~ SENATOR . LESNIAK: You ask the right questions?
Senator Cardinale? o
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SENATOR CARDINALE  How - wonld _'You | ‘feel
Aadvertlslng’ o T s S TS
' 'MR. GRAZIANO How would 1 feel about advert1s1ng’
- SENATOR CARDINALE Yes. R
 SENATOR .LE,SNIAK. ‘Do you mean dlsclosure" ;
'SENATOR - CARDINALE: Disclosure  and - subse
advert1s1ng of those rates by the State. I
MR. GRAZIANO I really wouldn t have a problem w1th
d1sclosure. } We are presently requlred to dlsclose ~under
A"artlcle 12 (a)’, and under regulatlon (2), the perlodlc rate
~ that we charge on every periodic statement .And, we are
,requlred to disclose it in a- way that is deemed as
- consplcuous 8o, you know,r I don t'h'aVe any objection to it.
We are already d01ng 1t, and we are already report:.ng to the

' Department of Banking.

, SENATOR LESNIAK Thank you.

MR. GRAZIANO You're welcome. v - ,
| SENATOR LESNIAK: John Coote, ‘Citizens First National
Bank | By the way, I assure ‘everyone that the full text of
their statements will be entered into the record ~and that a
transcript of today S hearlng w111 be avallable ‘ .
JOHN W. COOTE: Very brlefly—— F_1rst, my'name»"is
John Coote. I am Senior Vice President of Citizens First
National Bank of New Jersey. We.'appr'ec'iate the opportunity to
express our views here today. | o

| In an effort to summarize my statement, I will be

very, very br‘ief.’ I would 1like to 's.ay something about  the
value of the card, not so much about the cost, which is being
‘heav11y covered by others We at the bank believe that the
'_card is a valuable borrowing device, with unlimited flexibility
v,and convenience. There is no credit system 'so universally
accepted and so fu1f1111ng of a11 of the borrower's needs as
’the credit card itself.
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- It is a very complex thing;when,yen travel from the"'
pointadf sale down to the posting to theucustomer's’aceount.
It is very complex, but the simplicity is the hallmark of the
card, andithat belongs:to the‘consumerf'_There'is no dOubt in
my mine -- and I don't think'in‘anybne‘s -- that the plastlc
device represents,’at present and  the foreseeable future, the"
most advanced technological method of making instant credit
available to millions offcardrholderS'atpmillinns,ofblocations
tr;oughout the world. I believe that any effort to regulate
the f1nance ‘charges would stifle the vigorous competltlon that
';would be g01ng after that 1ndustry ’ ‘

- Interference in the marketplace 'would only serve  to _
deplete the ranks of the small credit card issuer, surrenderlng
that ‘position to the large or future monopollstlc glants .Wepk
fail to see how this would benefit any consumer . _ .

We respectfully suggest that the leglslators explore
less devastating ways to effectively reduce credit card_costs,
directing perhaps their efforts toward a true variable rate
1aw,, either amending existing law or enacting new law that
would permit. the banks to respond quickly to the changing rate
,51tuatlon, permitting the banks to both recover from a low-rate.
- position, as well as to decrease the rate when competltlon so
warrants. _ , ' ‘ o v
Just a little bit about our own bank. ~ In the last
five years, without any advertising other than some newspaper
media advertlslng, we have increased our portfolio -- our
outstandings, as a matter of fact -- by 300%. The credit card
outstandings represent only 29% of the ‘total llnes commltted by
~the bank. This flgure ‘has been true for the last five or six
’years. I didn't bother to go back before that. This certainly
“is not indicative of any credit card abuse, at least by our
consumers. | o ; . L
| SENATOR LESNIAK: John, we appreciate your testimony.
Senator Cardinale? ‘ '
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SENATOR CARDINALE: I do have somethlng ~ In your

‘hbconclusion,'on page 7 of your wr1tten statement you seem to

say somethlng dlfferent than what most of the bank people have'

- ..said. You seem to be p01nt1ng toward a workable varlable rate
'_consumer loan law. ’ ‘ |

MR. COOTE Yes, sir. e , a _

v SENATOR CARDINALE Do you mean by that some of thef_

- types of formulas that have been suggested in some of the bllls~

' before us?

] 'MR. COOTE ,‘Well I feel that these b111s only go
N halfway; What they are d01ng, as I read them, is suggestlng
-that,_by 1ndex, we reduce our rates. But, therebiS’nothing to
cover the increasing of the rate on a whole. So, if we reduce
our“portfolio by 1%, 2%, 3 ‘45.——'whatever it be —— we can ‘'t
recover that unless the consumer uses the card or authorlzes_u
“the ;ncrease ¥ And of course, the latter is very unllkely to
~happen "I wouldn't do it e1ther,»not if I had the option of
'wa1t1ng until I used the card. B 7 | I
So, that outstandlng balance eé_a certain portion of -
'jthat‘¥— will remain at»the lower rate for one, two, or three
years, until itvis paid out or until a person uses the card.
Now, a person ‘who has run up large balances has very little
need to 1ncrease a rate for the sake of borrowing a few hundred
dollars You know, if you are g01ng to ‘go out and borrow a few
thousand dollars -= you can go up ‘to $25,000 -- if you are

o maklng that type of purchase, that is one thing. But for a few

hundred dollars, you are not g01ng to permlt the rate to be
1ncreased on your account , .

- SENATOR LESNIAK: That is not the real function of a
credit card. I mean, doesn't that make a complex system out of
something thath consumers rely on being *simple, in terms of
their use, and aren't you really talking about-- Wouldn't that
really‘be better handled by your loanfdepartment,pso they could

'~ pay it off, get another loan -- maybe a secured loan -- or,
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‘withv other collateral, pay off the credit card balance and o

i start anew’ Wouldn't that be a better way of d01ng 1t7 _
, ) MR. COOTE Well jof course, . the people who have that -
and “the people who have the collateral “to do that generallyf
'Slmply take advantage of the grace perlod - Now, our record
since we have been in. th1s since 1969, is that 40% of the
vpeople have used the grace period " So, that marks down ourvg
disclosed rate to an effective rate of less than 15%. S
- ~Now, this is the system,_this 1s the nature of the:
~beast. It is the card, and this. is f1ne ‘This 'is what makes
the card really so variable I think that anything you sell P
-any product you have -— if. 1t has" great value, it deserves au”

certain return on it. The 1ndustry,_I think, - so far today, has .

certainly justlfied the cost. . It is- there. I don' t. thinki
there is-- Even during our toughest periods -- as I had in my‘
statementh—~ as far: as profit-wise is concerned w1th the card,

we continued the grace period We never let the grace period
~go. I .don' t think -either, that that is 1ndicative to any type

of ripoff _ , : .

| This is a very fair price we‘are chargingn We are
charging 18%, while 80° of the card holders in New Jersey —- I
say .80, some say 70 - are aCtually paying a muchphigherfrater

than that. -They are paying 19.6 or 19.8, or at least have been

over the last number of years - But competitiOn——n If'we"werek.’-

permitted to go out and raise the rate when needed, lower -the
rate when needed the rates would go down. There 1is no
'question about that. As long as we can move the portfolioe—

_ ‘SENATOR LESNIAK: What restricts ‘you from doing that.
now? o T ST
~ MR. COOTE: Well, it's very 'simple} sir.  If we go
lower now, there is no question' that that livens up the
competition The only point is, we cannot take that whole
portfolio and move it back when the rates demand that it be.
moved back. B t -



SENATOR LESNIAK: Why" : T R

k 'MR.  COOTE: Because we are not allowed—-f First ofh
all, sir, we have a 90—day - whlch really amounts to a 120—day3'
- turnaround You have to have at least 30 days to . work it
up. " Second, you have 90 days 1n Wthh to tell the customer —~,'
to place the customer on not1ce —- that the rate is g01ng up
The consumer ‘does not have to take that hlgher rate, unless he
m'uses ‘the card. _Now,_what happens here w1th these blllS you
have?. L g R

_' SENATOR CARDINALE That is by law? That is a law
that we have now? v'_ oo e o o o
e MR. COOTE: Yes, that is the law, sir. We cannot do
- that. ’ o

SENATOR CARDiNALE ‘ And are you predlctlng that 1f we
hadjusted that law —— if we made a true variable rate law--
o MR. COOTE: To a true variable rate, yes. :
SENATOR .CARDINALE.’ --let's say, on a 30- day notlce

‘basis— v )
e _SENATOR LESNIAK: I'mIISOrry to interrupt, Senator
Cardlnale, ‘but I don’ t think we could change the notice ba51s,
because that is federally regulated ~Yes or no? Am I wrong in
~that? | ,
| MRf_COOTE: Well, it's'regulated by your law -- the
‘New Jersey Statevlaw, You certainly can change it.

SENATOR CARDINALE: So, you are predicting that the
- rates would go doWn today, on a voluntary ba51s, if we made
that change and gave you that flexibility? , B
_ MR. COOTE: If we had the documentation now, and that
type of law were in effect today, absolutely I have no doubt
in my mind that the rate would go down But, you must remember
‘when I make that statement, I also know that I can increase -
~ under that condition —- thefwholefportfolio upward, when'igheed'
" to. - ' '
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SENATOR LESNIAK S0, if I have $1ooo outstandlng onﬁ’

1-my credlt card, and when I purchased it it ‘was at 15%——' If Ivv

haven't pa1d 1t up, when the rate goes up I w111 be paylng 186»
. or 20f —— I could be paying 18% or 20%?

MR COOTE: Yes, but remember—— R
. SENATOR LESNIAK: That is the proposal?

“MR.. COOTE: Well, of course, it works both ways, your"j

know, up and down. | » : - S Dok
|  SENATOR LESNIAK: I understand. 'I"am_just trying to
bexplaln what the-- - . o G ' . ‘

MR. COOTE: Yes, all right. I'm sorry. o |

SENATOR LESNIAK: I am not belng argumentatlve,grlam;

just trylng to explain. , ‘ S " '

_ MR. COOTE: No,-neitherkamrlg I am'just trying’to E

make a point there. I' m sorry. ' o o

| ~ SENATOR LESNIAK: OKay, thank you. |

' SENATOR-CARDINALE Maybe we have dlscovered somethlng

‘SENATOR LESNIAK: Okay, thank you very much It is anfhe‘

'1nterest1ng proposal and we will look at it.

MR COOTE: Thank you, Senator. o : » o

‘ SENATOR LESNIAK At least Senator Cardlnale will 1ook

at it, I'm sure. , ' , . o
o Now ‘I want to hearifrom.the‘15%‘§uys. Is Jack Lamping
here, from Toms“River?( o ‘ o
| . MR. DAVIS: He's off.

' SENATOR LESNIAK: Oh, he's off.

SENATOR CARDINALE: That is the 15% bank.

MR. DAVIS: He will not testify; neither,Will they.

' SENATOR LESNIAK: Oh. Neilvfogarty, Consumers League
of New Jersey. Neil, are you in favor or against'these‘bills?
NEIL 3. F O G ARTY: In general, Senator, I am in
favor of the fldating usury ceiling. I am the President of the
Consumers League of New Jersey, a volunteer nonprofit group. I
faISO-_sit' on the Federal Reserve Board's Consumer5'Advisory -
Couﬁcil,' . B ‘ - A, RERans
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From 11sten1ng to a11 of these bankers today, Iam
N glad they are not in the gasollne bus1ness, because 1f'they

'.vwere we would st111 be paylng $1.40 for gasoline.

SENATOR LESNIAK: Why is that’I | |
MR, FOGARTY: Well “the. price of crude oil has
5dropped ~We used to pay $1 40 for gasollne, now . we are paylng'
70 or 80 cents - Thlnk of the costs that gasollne companies
have. They have to dr111 it; they have to refine it} they have -
‘to -put it on ShlpS, they have to take it and put it in little
trucks“ Then 1t goes ‘to a gasollne station, Compare that sort
of productlon cost to what 1 have been hearlng The'professor
talks about postage—— o N ’ R N
' SENATOR LESNIAK: No,‘ no, ‘no, no, no. Let's not
“compare'apples and oranges, okay? | | '
| MR. FOGARTY: Okay. - |
SENATOR LESNIAK: ‘ We're talking‘ about the gasoline
‘statlon ‘When a gasollne statlon gets a barrel of gasollne -

1 whlch is 42 gallons, okay’ —— that prlce went - from, what, $28
or $26 a barrel to $10 or $12 a barrel vForty—two times that
- okay’ - you_ have to compare that with  that gasoline

station’ s admlnlstratlon, and then you can determine what the
price is. R o e A | |
MR. FOGARTY : Sure, Senator. The main p01nt is, the
"prlce of money has dropped, just llke the prlce of o0il.
Consumers have thousands of gasollne stations to go to in New
Jersey, “but there are apparently: only 52 banks: that issue
‘Mastercard and visa. . v.f’ v d_ | ‘ ' v
. SENATOR LESNIAK: ~Or, out-of-state banks. They can go
to them. - f I S

| | MR. FOGARTY: They can go to out-of-state banks. My
| point -- since you “have been very concerned about that -- is,
what would happen '1f a New Jersey bank copied Chevy Chase
"Savings and Loan of Maryland,,andystarted offering a 14% card?
I don't know why they haven't thought of it. ’
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SENATOR LESNIAK: We have one —- 15%. T
«’MR,,FOGARTY:v,Okay If they advertised in New York o
Senator,  they would get thousands of.customers...Chevy Chasef”

‘advertises in The Washlngton Post ~_and, “you know, they .'wi_ll - o

“”send appllcatlons out here. N o . _ |
B SENATOR LESNIAK Maybe they ought to advertlse 1n Thej
Star—Ledger. , , . CE SRS

U MR. FOGARTY: 'They ’should ”fadvertiseik in - ggg*

Star-Ledger—— T . S |

1 | SENATOR LESNIAK: Is there anythlng preventlng them ff,

from advert1s1ng in The Star -Ledger? : o -

| - MR. FOGARTY: No, Senator, there isn't. _Theyvshould.

But, if New Jersey banks lowered their rates, then they‘would

get a lot of customers. They would get more annual fees, they

’.-would get more merchant fees - the charge s11ps :
' " SENATOR, LESNIAK: So, the only' smart banker in the
State of New Jersey is that guy down in Toms R1ver7

MR FOGARTY He should advertlse more:

SENATOR LESNIAK And, he is not smart enough ,

MR. FOGARTY: He should" advertlse_moren In essenCe;
of the bills, we 1ike Senator-Contillo's bill, whiCh is Senator -
Russo's bi11~of‘1astgyear, becauSe it is the most;definite.r It
bputs_avfloating capf— In_essenCe,,the_fioating cap is the same
- as :the adjustable rate mortgage. I'm sure ‘thatg all of the
rpeople behind me will defend the adjustable rate mortgage, -and
I don't see why they shouldn't defend the—— .

o SENATOR LESNIAK: Except that there 'is no cap There
is no statutorlly mandated cap. ‘ : o o
' MR. FOGARTY: Well, that is only on flrst mortgages
’because the Federal government has taken away the ablllty of*}
the State to set that cap. , :
- The Consumers League favors a general revision of the
usury law. We 11ke the floating rate cap idea, and we think it
should be extended, in addition to the credit'card‘and’retailv
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| credlt cards, to other types of credlt whlch are currently onlyi .

' covered by the SOs usury law;. like, car dealer financing, .
| 1nsurance premium f1nanc1ng, small;?loans,"and'ﬂhome 'repair
-?contractors o o ,:’ | v S ..,

In my appendlx, I showedfyou;'you-know, that 30% has ‘
been charged here. - That 1is that other thing. (referrlng to

"appendlx to written statement) Do you have it out yet’ ‘
SENATOR LESNIAK: No, I'm sorry ‘ :
MR. FOGARTY: Okay‘ Like, here is Potamkln Motors.

f whlch has a 29 9% contract ‘ The same company also offers 9.9%
'f1nan01ng There is really a lot of th1ngs g01ng on out there
that you should be aware of - The banks, in "general, are not
ycharqlng abover20°,' I mean, the credit cards~are their highest

 priced product. But there are other types of creditors who

have gone up to the ceilings. The finance companies have been

- :up'tok30%}‘.I attaéhed a’27%‘finance company loan to this. We

~also -attached ‘a list of the various ‘banks -- I guess it is
vCongresSman Schumer 's 'list - and. we attached something from
vSenator Al D'Amato in New York. I mean, this is basically a
‘nonpartisan issue. We are a nonpartlsan group.

Thereihas been a lot of ferment in Congress. Congress

had hearings on this“in January. There have been a 1ot‘of
articles in the newspapers about this. People,are»very upset
about it, okay? - They may not know enough to write to the
Department of Banking about it) but they are upset. If you ask
the average person if he thinks he is gettlng rlpped off by 18c
1“uor 20% 1nterest he is g01ng to say yes )
y People would like to see something more reasonable,
v7butfthere isn't a real choice. I mean, how many  consumers know
about the ’Chevy' Chase 'Bank, or how many know where to send
,somethlng in Arkansas? o o _

- SENATOR LESNIAK: Isn't that the'solutiOn?

MR. FOGARTY: We think the solution is to reinstate
-some usury ce111ng We think that the floating usury ceiling
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. —— you can either take Senator COntillo's‘formulation; or write =

one of your own -- will ‘enable the banks to ‘make a profit.
After all—— | | AR ) SOE R v",r.'
‘ SENATOR LESNIAK But, we can't affect out-of-state -
','b'anks. | : '» : ‘. 7 . 'V : .
| 'MR. FOGARTY: That is right, Semator. I also favor
:Federal laws to control them. There are Federal b111s pendlng
‘which are similar. But, New Jersey-- , , e
. SENATOR LESNIAK: So, if 703 —- amd T belleve that
figure is aecurate — if 70% of card holders——_ If 70% of the
cards held by New Jersey re51dents are from out-of-state banks,f
"1what am I doing to the New Jersey economy, vis-a-vis ' the
- out-of-state economy,_and how am I really_helplng outvthedNew
Jersey consumer? . ’ ‘ - L _
_MR.'FOGARTY:e i think that if New Jerseyvbanks started_'
offering cards at 13% end 14%, New Jersey consumers would use
: them, and they would get back those $15 annual fees.
SENATOR LESNIAK: We have one at 15°
'MR. FOGARTY:  Until the ‘Public Advocate mentioned
that, I was not aware of it, and I read The Star-Ledger every

day. » _ .
- SENATOR LESNIAK: I wasn't aware of it.
‘MR. FOGARTY: And, obv1ousiy, I have been 1nterested
Our organization was interested in 1981, when these laws were
'repealed ‘and we were interested back in the '60s and '70s,
under other people in the ‘group. R o
 SENATOR LESNIAK: Are we preventlng Chevy Chase Bank
from advert1s1ng in New Jersey’ v
MR. FOGARTY: We don't prevent them at all, but I am
just saying, it would be good for New Jersey banks. They would
get more business. They could steal business from New York if
they offered it at lower rates. ' o |
SENATOR LESNIAK: Well, they may all rush out‘today to-
change their interest rates, after hearing this testimony. . |
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MR. FOGARTY: There are only 50 of them. That is the

problem; there are not enough’ of 'them’ ,'They' don't have an
’incentive now.- Consumers don't th1nk they have a ch01ce v Theylk
.don t know about Chevy Chase Bank or. the banks 1n Arkansas .
| B SENATOR LESNIAK I thlnk you are h1tt1ng on a very'
Almportant p01nt. We have to f1nd a way to deal with that p01nt
o SENATOR ‘CARDINALE: The Connors b111 does allow the
- . State . Banking _Department"to gather that information and
 disseminate it. So, I think that does approach .part of the
sifproblem you are presentlng : _
' The previous w1tness opened up a new toplc here, which
really is something that 1s not the subject of any of these.‘
bills d1rect1y, that is, if we had an ability for_the banks to
adjust that rate on a monthly basis, either upward or downward,
“he predlcted that the rates today, without‘any»control, would
“be iowered, if they had the assurance that if their cost of
_money went up next'month they could adjust it in the other
fashion. How do you view that? ‘ :

MR. FOGARTY: = Well, 1like you, Senator, I only heard
" about itﬂlldfrnlnutes ago. I =rea11)? would want more time to
"study it. It is an interesting idea. I guess the idea is a
‘trade—off. If the banks can get a varlable rate credit card
will they agree to- a varlable rate- ceiling? That is the way I
would look at it. I wouldn't want to see a varlable rate
credlt card without a celllng, though '

SENATOR LESNIAK Thank: you very much.

MR FOGARTY: I have included -- 1f the Committee is
1nterested - a draft of a general floatlng rate usury law. I
. mean,_currently it is in the_crlm;nal usury law, but if you
wanted to;take‘itvout'of‘there.and put it in another law, it

' ~would do the job"jUst’as well. I think these other types of

" creditors are not getting the attentlon—— R

SENATOR LESNIAI\ I don't see that. Is that in our
package here° ‘
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MR. FOGARTY That is in the appendlx.i‘ It is a

proposal for a general floatlng rate usury law to apply to allV‘
"credltors that were deregulated in 1981.
‘ SENATOR LESNIAK Okay, fine. , v
~ MR. FOGARTY: Currently, you know,,we are seelng thef_
»301 show up in some of these cred1t markets ) We think: that 1s“
'perhaps even a more pre551ng problem than credit card 1nterest
‘rates, but, of course, there are more credlt card holders thanﬁ,
there are Ieople being affected o : RPN
SENATOR LESNIAK: Yeah, but thes,‘efére,;foftentimes, .
‘more damaglng ’ . , v v., “ | s
. MR. FOGARTY They certalnly are Senator ‘
, , , SENATOR LESNIAK Okay .’ Thank you very much - We will
.certalnly look at your proposal. Rene Borstad, Burlington':;
County Director of Consumer Affairs. h , ‘ :
'_ RICHARD K. W E INROTH: Mr Chalrman my name is
Richard Weinroth. I am here on behalf of ‘Citizens Agalnsth

zPenalty.’Surcharges; along with Ms. Borstad, who, as your.c

' indiCated is the Dlrector of the Burllngton County Division of
Consumer Affalrs ‘ . ‘ , . .
' SENATOR LESNIAK: How does this fit in with Resorts
International? - B o , B
MR. WEINROTH: lt"s hard to say, Senator. You will
'~ f£ind me in the strangest'places. (laughter) Actually, Resorts
is considering issuing a credit card of their own, Senator, and
I thought I would see what could be done on their behalf. .
. Actually, we are d1rect1ng our attention to S 1160
~Senator Feldman's blll, which would ,prohlbltv surcharges »on_-
credit card purchases. ) o EERE -
. SENATOR LESNIAK: Okay. We really haven't spoken very
much about Senator Feldman's bill. ' : ’
MR, WEINROTH I know you haven' t . We will be
relatively brief. 1 am almost reluctant to—- .
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: Commlttee

: SENATOR. LESNIAK What I am ba51cally saylng is, I
:'Vwould like to hear what you have to say, because we haven't
heard much on it. : ) SR 'v | e |
_ MR. WEINROTH Okay : I am almost reluctant 'to say )
this, sbut. this appears : be noncontrovers1a1 _Of jtheh
1nd1v1dual 'groups and 1nterest groups I have spoken to, I
" haven't heard anyone yet who opposes this . concept I am just
here to give you a 11tt1e b1t of background and then allow Ms.
Borstad to testify. ’ ‘
Up until 1984—- ‘ oo - , v
. SENATOR LESNIAK: You are going to allow her to
téstify’ I thought that was the role of the Chair. ' ‘
~MR. WEINROTH: Oh, well, pardon me, Mr. Chalrman I
certalnly don t want to step on- the toes of the Chairman of the

SENATOR LESNIAK: Go right ahead. o
' MR. WEINROTH: My role, as I indicated, is just to
‘ g1ve you a 11ttle bit of background ~Up until 1984, surcharges
of this nature ~were prohlblted by Federal law. That
-dprohlbltlon explred in 1984 , .
' SENATOR LESNIAK What ‘surcharges are we talklng about?
’ MR. WEINROTH Well the surcharges we - are talking
~about-—- Take a s1tuat10n where an item is adver ised for
$100.' You come in with a credlt card “you offer that credit
~card ‘as payment, and you are told that because you are using a
credit card it cost the establishment "X" amount of dollars.
Therefore, you will be'surcharged or penalized, $2, $3, $4,
$5. It is an add-on to an advertised prlce |
_ SENATOR LESNIAK: Okay. We are not talklng about the
'Exxonysituatlon, where-- | » |
e MR. WEINROTH:" No{vsir.x Specifically, I was going. to
‘sayr that‘yit does not prohibit deviation from.'an advertised.
‘price for cash. o |
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- SENATORHLESNIAK As long as 1t is advertlsed that way
MR. WEINROTH: As long as it is advertlsed whether 1t
1s gasollne, or whether it 1s any other consumer product RPN

~ SENATOR LESNIAK: Does the bill do anything else°"
"MR. WEINROTH: Not to my knowledge Senator. '
SENATOR LESNIAK: That is basically’ what the b111 does’
- MR. WEINROTH: That is exactly what it does, yes, sir.

: ' SENATOR LESNIAK: Why don't we release that today’ v
RENE B OR S TAD: I would be very ‘pleased if y»u would
do that, Mr. Chalrman ' | o G

' _e’ SENATOR LESNIAK: We can't do it. Vijould‘love to do
_it, but, you know——": | ; R

B MS. BORSTAD I have had a very interesting- mornlng

‘here. Thank you very much I am glad to be here. I see. that
the Commlttee gets smaller and smaller, but I am glad we had a
chance to be called. ’ : o LT

SENATOR ~ LESNIAK: But, your testimony = will be

transcribed, and'I_ask’questions of these guys later, so—— L
MS. BORSTAD: Oh, okay. That's good. We are here, as

Mr. Weinroth said, in support-— I am the individual who is the

" caps representative for the State of New Jersey. It has been
interesting. = People say, "Well, you Kknow, how is this
happening? What has occurred here?" Basically, what we have 

had here in thlS large credit card 5001ety is the beginning now
of retailers coming forward and being penalized by charglng a_
surcharge e |
I would 1like to state that I would like to support
'thls b111 because it adds very little other than the fact that
- it prohibits surcharges»ln the act itself. By placing it in
the act, 1t then prohibits an individual from imposing_:a
’penaltyvfor'using a credit card. As Mr. Weinroth stated, it
does'nottinterfere with any cash discounts at all. ‘

We are finding that when the consumer is out there
making a transaction ‘and comes to the counter to make a
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'"jpurchase,.suddenly the consumer f1nds that he 1s 901ng to bef'
penallzed a percentage for using. ‘the card. - R
' SENATOR_ LESNIAK Let ‘me ask you th1s I USe_nWh‘
"credit -card ‘a lot, and 1 have never run 1nto vthat;» How4
prevalent is thlS, and what type of bus1nesses°l» . RIRREE
L MS. BORSTAD ~ Well, I can only p01nt out to you
r'somethlng that recently happened to Connectlcut Senator Harper,'
‘who- felt there was nothlng happen1ng in . the area. Recently, he
was surcharged while he was. at a restaurant attemptlng to use
his credlt card. Connect1cut rs_ movlng fast rlght now to
proh1b1t surcharges ' T v ‘
| SENATOR LESNIAK: Because Of what happene_d ‘to the
Senator. A ‘ o o o
B MS. BORSTADE The New Jersey experience we had was
'lgoing into a video - store, and ,when -the credit card ‘was
presented we  were told there would be a 3° charge'for using
_the credit card ‘which is unfortunate, because we now have the
consumer belng doubled charged He does not have the same
' exper1ence as a cash customer. ' - ,
v MR WEINROTH: It is my understandlng also, Senator,
" that that was. a complalnt that was brought to Ms. Borstad‘s
attention through her position as D1rector of the Division of
' Consumer Affairs in Burlington County '

SENATOR 'LESNIAK: Okay. Thank you Very much for your
test1mony Seantor Cardinale? »l _
~ SENATOR CARDINALE: Yes. You indicate that this will
.{not,: in any way, vimpedek the discounts for cash. As I read

this, the only ~effective section-- It is all definitions.
" Unless I am missing something -- it is item 2 on page 5 -- that
is the effective portlon of the bill-- It says: "A retail

seller shall not impose a surcharge cn a retail buyer who
elects to use a retail charge ‘account to pay for goods or
services in lieu of payment by cash, check or similar means."
e ‘Wouldn't any"courtv determine that if you offered a
dlscount for cash you were in violation of this section?
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© MR. WEINROTH: No. I would_sﬁhmit—— First of all,
“the reason there .is so much. text in ‘here-— As 'youb'know,'
Senator, in order to avoid repealing the existing portlons of
the act,,lt is necessary to repeat them. So, to get that one_'
11tt1e paragraph in, you have several pages of blllS and a lot,
of money for McCrellish and Qulgley o S firc i
N | But, . anyway, the 1ntent,-here__¥— and' I jwould
respectfully submit that it is a clear'intent.ahd_'is clearlyi‘
- writtea -- is that once a price is posted, to charge above that:
price because someone 1is using a credlt card—— That would be
prohibited. It is the deviation wupward from the advertlsed
price for the use of a credit card. It would,not_prohlblt the
deviation dowhward for use of cash under the circumstances. _

SENATOR CARDINALE: I hear what you are saying, and I
hear what you intend. I have no argument with what ycu are
saying or with what you intend. But I don't think this says
that. I don't think this language—-— IR

'~ SENATOR LESNIAK: The definition of surcharge—— I

think you have to look at the definition of surcharge on page
4, at the bottom. I think that really clarifies things,
Senator Cardinale.' "'Surcharge' means any increase in the cash
price of goods or services—-" '

SENATOR CARDINALE: You're -right Senator I. got‘
t1red reading the definitions, and I didn't go all the way

SENATOR LESNIAK: Thank you very much '

MR.‘WEINROTH: Thank you. ,

SENATOR LESNIAK: Elgie Holstein, Associate Director
-of Bankcard Holders of America. | ‘ ‘ .
ELGTIE HOLSTETI N Thank you, Mr. Chalrman ‘It has
been a long day, so I will shr1nk my testlmony here for the
~benefit of all. . _ : | =

| SENATOR LESNIAK: Do we have your testimony? e
“MR. HOLSTEIN: Yes, you do. First, let me go on

record as saylng that our organlzatlon supports the surcharge
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1egislation I reallze there hasn t been nmch discussion of

it, but we would like to add our. voice in support of that f

legislation. Brlefly, Bankcard Holders of Amerlca is a
national organlzatlon of 1nd1v1dua1 credlt cardrconsumers._ We_”
have been -- from the consumer standp01nt — the'mOSt‘active_y
‘organization in worklng w1th state, leglslators across the |
COuntry,,"S' well as with Congress on -credit card issues, -
partlcularly on th1s yleglslatlon.:V.For example, "I would be

happy to give you some information‘gni whatvothervStates are
‘doing, but suffice to say that this Very same issue 1is under
'con81deratlon 1n a large number of states in every region of
the country o ’ ’ S
- We are appearlng before you today becau&e we believe
that interest rates are far too high, and secondly, because we
thlnk consumers ‘are unaware, to a 1arge extent, of the terms
~ and condltlons applicable to the1r cards - '

I listened, I guess, for over an hour to the discourse
by the good Professor from Purdue. I have seen him testifying
in several other states. N o :‘ - '

SENATOR LESNIAK: A hired gun.

~ MR. HOLSTEIN:‘ Perhaps so. He was talking about the
'free'market‘and.credit cards. While it was a very interesting
economics lecture, I think he left out a basic part of at least
my - backgroundk in economics; that 1s, & free market, by
»definition,'requires‘complete information in the marketplace.
That is'sPectacularly'absent.in theyarea;Of credit cards.
~ SENATOR LESNIAK: We only have one bill before us that
deals w1th that issue. o

MR.‘ HOLSTEIN - I would strongly suggest that the
component of d1sclosure be incorporated into any b111 or at
least be incorporated as a minimum. Let me demonstrate. I'm
sorry that Senator Jackman isn't  here, because' he made
reference earlier to his belief that, just as in the case of
auto loans and home loans, consumers could readily discover, in
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the ceurse of advertising, and SO forth what the 1nterest rate o
'1s on credit- cards  8adly, that is just untrue.

This is an advertisement (demonstrates) ig fullépage_
ad for an auto loan and, as you can see even from where you areg
s1tt1ng, ‘the most promlnant feature of : ‘is  the 1nterestv
rate. This is a two—page advertlsement for a credlt card
1ssued by .  a large -money center bank -— Citibank -—- whlch | »
‘fparenthetlcally,.of'course, nglocated—-: It_issues its cardsjkf‘,
~ out of  South ‘Dakota.  Nowhere -—— ﬁoWherekd—— i "this’

advertlsement is. there any reference to the 1nterest rate or
'other terms of conditions of the card. ‘ ‘ ,
o SENATOR LESNIAK: = We can 't regulate that advertlslng,’wf
~ though, can we? '
| MR. HOLSTEIN: 1In fact, you can, Senator
SENATOR LESNIAK: We can?

'MR. HOLSTEIN: Let me get to that—-—

' SENATOR LESNIAK: As a State?

MR. HOLSTEIN: 'Yes,,51r Let me get to that point in
vjﬁst‘a moment. The banks will be quick to point out, as is the

. case, that Federal law requ1res them to disclose fully to. thelr

consumers. In fact, several witnesses ea 'er did indicate
that they fully dlsclose on their statements. Yet, the issue
- before you today really has to do ‘with new issuances of’credit
cards,:not with whether or not the ekieting consumers knoW'what
they are paying. There are, to date, about four major
different; ways in which ‘interest is calculated, and two or
'threévdifferent‘ways ih which'grace,periods-are“applied. So, I
QoUld suggest that even those eOnsumers_who already have cards:
-= and there are 91 miliion Amerieans who do -- don't know what-
they are paying. | - o .

The small prlnt here ' is the way they comply w1th the

'Federal law, and it is fairly typical for crealt‘cards. What

it says 1is: ”Thé’Coneumer will be deemed to have agreed to the
interest rate and other terms of conditions, after they have

133



A

réceived the card." If they féilfvtO' reject ‘therkcard, or
1otherwise notify the bank that they do not want it within 30
days, even if they never use the card, they are immediately
subject to annualbfees'andlany'other.periOdic fees thatjmay‘
‘attach or apply to that card. : - - ‘ o

SENATOR LESNIAK: Now, how ‘can we regulate that type
of adVertising?‘ ' S S ‘ | B

MR. HOLSTEIN: An excellent question. Although you
'éré preVented currently from imposing a New Jersey ceiling on
out-of-state 'bahks, you are not prevented from imposing
requirements relating to disclosure.  This is Simply an
adQertising,\requirement, on solicitations that originate in.
banks: located in 6ther states,‘just‘as'YOu do on sweepstakes,
-just as you do on insurahce offerings, just as you do on a wide
variety of other basic disclosure requirements. o

SENATOR LESNIAK: Where did that advertising-- Was it
in some kind of magazine, or what? o

MR. HOLSTEIN: Yes. I believe both of these came out
of "Time" magazine. - |

.~ SENATOR LESNIAK: Okay. Can we affect the advertising
in "Time" magazine? - N |
' MR. HOLSTEIN: You can affect the advettising of‘the

banks and, accordingly, if "Time" magazine were to distribute
in New Jersey an advertisement for a credit card, yes, it would
‘have to disclose that. As you know, Senator, though, much
advertising, even in national magazines,‘is actually arranged
for and paid for locally, to adjust to local market conditions,
‘even though it is a nétionally distributed magazine.
‘_ So, I urge you to cbnsider that as one element of your
‘review. : | ' :
| SENATOR LESNIAK: - I consider that to be the most
important element of our review -- disclosure and awareneseg,
~ because I'happen to think that consumers, if given the facts,
can make the right choice. I am not going to make the choice
for thém. '
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MR. HOLSTEIN: It is an 1mportant first step . The
vvery p01nt you are making, ‘that is to say that consumers are”f
.. made aware and,yif they know where to find low 1nterest rate‘

credit cards——f That underscores our bellef in contradictlon
to most of the testimony SO far today, that 1f New Jersey weref
to apply an:interest rate ceiling, even. just on the banks that
- issue icards ‘here “in the ‘State) ‘and combined “that w1th ﬁaf
disclosure»requirement, that the 01tlzens of New Jersey, rather
than continuing to subscribe.to credit cards issued by a South'
Dakota—based credit card operation} would rapidly begin to’
subscribe to credit cards 1ssued right here in the State of New

Jersey. R . ‘
Now; obviously, on the surface 1t would seem that 1f
thatIWere‘the case, all of the representat1ves of the - 1ndustry
who. were here ‘earlier today would welcome vthls..legislation.
After all, it would seem to suggest that this would be a way to
eincrease business But I would suggest to you that for as long
~'as’ they continue to enjoy the substantial and w1den1ng gap
between thelr own costs of money and what. they are charging for‘
that money through interest charges, they see an opportunlty
for themselvesv to continue ‘to profit handsomely under the
current arrangement. B _ B o 5
~Now I know, and I want to respond"very brieflyf‘to

~this-— I am well aware of the fact that the banks" cost of
money —-— which have fallen by: about 50% in the last five years
—— represent less than -- substantlaily less than 100% of their

costs of operating the . program There are these administrative
costs - Parenthetically, the adminlstratlve costs were the
reason that was given to Congress and a number of states five,
six years ago,_when banks began to charge the now prevalent‘
~annual fee, claiming that this was needed to cover the
administrative 'COsts,‘ And, of course,"as ‘was mentioned
earlier, there - are now ag'wide:'variety of other charges.
Nevertheless, the president of ViSa-was quoted several months

135



"ago in The New 'Y'ork Times, stat‘ing- ‘that the costs of money
represented 50% of the cost of operat1ng a credit card program ’
| "But}, let's take the lowest estlmate ‘that I ‘have ever
heard ——-and I thlnk it was mentloned earller today—— The
lowest estimate is that the banks  costs of money represent
~ only 30% of - the cost of ~operating the credit card program.
"_Everythlng else is adm1n1strat1ve costs Were that the case,"
credit card interest rates should still have fallen by about
two percentage pomts Instead over the last five years -
"and I won't go over all of the spe01f1cs,‘» they are»in my
"test1mony -- while every other interest rate has fallen by as
‘much as 50%," while the banks' costs of funds have fallen by
50%, credit card interest rates have actually risen from an-
average in 1981 of 17.8% to a current average of 18.8%. There
‘are further disappo’intments_ down the road. For example, the
neIW'Sears"‘ Discover card, which is being marketed as a .major
'_alternative 'and new competitor to Visa -and MasterCard, and
‘unlike Visa and ‘MasterCard is a ‘single interest rate
nationwide, comes in at a very disappointing 19.8%. In fact,
“that points up the fact that the industry leaders here -- the
>2'5 top- issuers of credit cards —{— who, by the way,‘ enjoy the
greatest economies of scale in'theirIFCredit card ope‘rations,,~
are charging higher than »t‘he national average. The national
average,v again, 1is 18.8. The 25 ‘largest issuers of credit
cards are charging an average of 19.4%. These same banks are
enjoying very low loss» rates, and -the'y‘ are enjoying very dgreat
‘economles of scale. B ' |
- So, I think the arguments about the banks' costs, at

.some pomt begln to lose credlblllty _ ‘
SENATOR LESNIAK:  What is 1mportant to me is, why is
1 the1r volume so great when they are charging so much? '
‘ MR. HOLSTEIN: There is no question in my mind that
" consumers are responding to what is the form of competltlon, if
‘we can ‘call it ~ that in ‘credit cards. That so-called .
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competitiOn exists not ‘on interest rates; but rather on: thea""'

m‘ba51s of frills -- travel and entertalnment beneflts, access to”'”
health clubs, and so forth. ‘ . : '

SENATOR LESNIAK: What ‘we need is a People Express of
. the banking business. ; o - S ) o
' MR. HOLSTEIN: 'What.wevneed is full disclosure of the
interest rates. And, of course, you zeroed in on this brdbiem
-earlier when.{ou were asking some of the folks about what is
”vgolng on in Arkansas. A quick po:nt about Arkansas. The
numbers clearly state that the percentage of  cards held by
- Arkansas residents'issued-by_Arkansas banks has:continued to
.declihe as a percentage of the national average.i'There_is'no.
question but that is, to a large extent, due to the fact that
the national direct mail marketing campaigns are being
‘vuhdertaken by the 25 largest issuers. So, the handful of banks
around the country ‘which are Offering low interest rate, or

even moderate interest rate credit cards, are not among the

ranks of the natlonal leaders. As in many' industries, the
nat10na1 leaders set the pace for the others. ' :
‘ You - mentloned ‘and asked a questlon about Chevy Chase,
Sav1ngs and Loan in the Wacaﬁn ton area. There is nothlnc-—
| SENATOR LESNIAK: Were they named after the comedian? -
MR. HOLSTEIN: Pardon me? |
SENATOR LESNIAK: Were they named after the come01an°~
MR. HOLSTEIN: I think it might have been the other
way around. That bank’eould clearly advertise in'The Newark

Star—Ledger. However, that bank has no intention,‘nor desire,

" to do business outside its relatively small geographic
vicinity. They have no intention, even with the new interstate
banking laws that I know you have been grapplingaWith to move
into massive interstate operatlons They are basically aasmall‘
family-owned operatlon in that v1c1n1ty The same is tru@ oF
many other institutions. |
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‘ SENATOR LESNIAK: They probably know every single one
of their card holders. e -
| _MR. HOLSTEIN: And they know many of their card
holders, ‘which brings me to one of the principal ‘concerns
expressed by members of this Committee. =~ What will happen to .
card holders-- What will happen to the availability of credit
Cif yoﬁ_impOse an interest rate5¢eiling?fv0f course, we have to.
remember . that up until 1979, 48 states had interest rate
ceilings,‘and about 25 to 30 states either raised or removed
those ceilings entirely in response to the banks' bleg'itimate |
problems of coming up against those ceilings. The legislation
before you, of course, would not be a return to those bad oid
days, because it would provide upward movement of the interest
rates, as well as downward, when the banks' own costs changed.

' TSENATOR LESNIAK: If it were tied into the actual
costs. I don't know that it has been established‘heré that

that basis has anything to do with the banks—— (Remainder of
i comment'inaudible to transcriber due to background noise.)

MR, HOLSTEIN: No one has suggested -- or if they have
they're wrong to suggest --= that credit card‘ interest rates
ceilings‘should be tied in to auto loans or home»loan’rates or

- even tied directly to Treasury bill rates. All anyone is
v.sUggesting' is to 'pick' an interest rate in the economy --— &
genefally accepted market index -- a 90-day or six-month
Treasury' bills 1is ‘a "good 'i‘ndex_ —— and then add a number of

points to allow plénty of margin for the additional recovery of
‘costs, to arrive at an interest rate that provides plenty of

room. Again, no one 1s suggesting that there should be an

absolute lock in there. The key feature is the adjustability
of that rate. It is a fair deal to both consumers and the'
issuers. B

But, what —about the availability of credit? The

:previous'witnesses'failed.,to do something very important on.
 this issue. They failed to differentiate -- and I think we
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. they do now.

must split the issue - between those ‘folks who already have'
‘cards and those who would apply for cards under ‘an 1nterestf:
‘»rate ce111ng N1nety—one m11110n Amerlcans, as I've mentloned

have credlt cards. There are 703 mllllon credlt cards in thé*

country today, of Wthh about 161 m11110n are bank cards. Tbeli
average family ‘has somewhere around five credlt cards. If~you '

were to 1mpose a celllng on credlt card interest rates: in New"'
B Jersey —- or nationally -- there is no question that ‘the people’

}‘who apply for credit cards would uncergo greater scrutiny than

Let me ‘return to that. But, the‘91_million.Americans

~-who already “have credit cards, - who  are the prlmary S

beneflclarles of th1s type of law, would not lose the1r credlt

~cards—— ‘ '

|  SENATOR LESNIAK: Why is that? |

_ MR HOLSTEIN: —~because credit cards are issued and

',they remain in the hands of consumers—-— |
SENATOR LESNIAK For one year . : ‘
MR. HOLSTEIN: No, sir, based upon good ‘credit

history, not solely on the basis of income. So, if the

L interest rate were cranked down, so to speak' as long as those

consumers contlnue to pay their charges on time to comply w1th."

- the terms and conditions of. the cards, the banks would ‘have no

reason, indeed, they would be foolish, to actually recover -=
to take back those cards from the consumers. o ,

' SENATOR LEsmIAK So, the only. people we would 'bél,
damaglng would be those young people -- college students just,
gettlng out young families wantlng to furnlsh the1r homes, and
’thlngs of that nature? . PR

MR. HOLSTEIN: That is an ‘important cons1deratlon I
’d1d promlse to return to it, so let me respond to that. There
is no question -- and I readily concede -- that if:you have
lower credit card interestrrates,you force the people who»apblyb
for credit -- as you have suggested -- to’greater‘scrutiny,
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1jdst'aS}theyﬂnOQ”undergo'scrutiny fbr auto loaﬁs; home 1loans,
‘and other consumer loans. As a representative of a consumer
organization, I would be reluctant to get up here'and suggést
that you should crank down.interest rates if I thought,thesé
pebple wOuld_be'prices out. of the market. I‘m_sureVYOﬁ wouldt
agree, Senator, that at some income level, it doesn't make
sense to extend credit to consumers. A family making $12,000 a
year probably is not going to be in a positionvto deal with a
’_$5006 or $10,000 1ine  of credit. Moreover, there are
alternatives.‘yFof examplé,vfor the lowest income'people today,
even if they have bad credit and can't even get a credit card
at '19% or 20% interést, they can get'a'so—called collateralized
credit card, and they can enjoy all of the 6onveniences the
rest of their citizens and neighbors enjoy by simply putting a
Vdeposi-t of $300 to $500 in a bank. They will get the same
COnveniencésvwith their card, often at a lower interest rate.
There are these alternatives and, of course, there are home
equity loans and other‘typés'of consumer loans available. '
L - It 1is true,‘howévér; that at some point, the scrutinyt
- would require that:at some inéome level, perhaps a lower income
level, there would be a cutoff of the availability of credit to
new card holders, to new applicants. ‘But I have to turn this
-queétion,around a little bit and suggest this -- and this is
really in the manner of Senator D'Amato's question when it came
up in front of his Bénking Committee in Washington.. He turned
the question around like’thisﬁ He said, "Is someone who is not
credit—worthy at 12%, suddenly credit-worthy at 18% or 20%?"
. SENATOR LESNIAK: Absolutely.

MR. HOLSTEIN; Absolutely not.

SENATOR LESNIAK: Absolutely.

MR. HOLSTEIN: The person 'is no more likely, aé a
matter of fact is less likely, to be able to afford the 18%
interest than the 123% interest. | |
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| SENATOR LESNIAK: No, no. I can take that rlsk 1
can absorb that risk because I am maklng more money ' . bv
_ ‘MR. HOLSTEIN: What happens is, the rest of the card
holders, the vast majority = of Americans with good ‘credit i
‘ratings, subsidize the issuance of credlt to- those people w1th‘

bad credlt ‘histories. v
SENATOR LESNIAK: No doobt it happens every day
" MR. HOLSTEIN: So, we are talklng about essentlally
vpunishing the vast majority of ‘consumers with good . credit
“histories in order to continue to extend credit to a small'-_

number of people. Instead of debating this issue--

SENATOR ;yLESNIAK. Well, I don't know how small-- .I"»m’

sure we areotalking basically about low-income people. -

MR. HOLSTEIN: The lowest income people. e

SENATOR LESNIAK: The lowest income people, most of

whom I represent, or Senator Jackman 'represents,’ or Senator
O'Connor represents. Thosevsame people Want to furnish their
homes, just like’anybody else{ They want to'buy their children
vgifts at Christmastime and may not be able to affotd'it then,
so that they can pay it later on. Those same people want that

‘ opportunlty just as anyone else does... : o
MR, HOLSTEIN: I find it ironic that I am 51tt1ng here

making the arguments that the bankers usually make about how
the granting of credit 1is not a God-given right. - But, the
point is—- - o .
SENATOR LESNIAK: Well, I don't listen to bankers, and
I don't listen to you or anyone else. I listen to my own'mind '
._MR 'HOLSTEIN: There are two cr1ter1a by whlch -— two
general categories of «criteria that bankers use to’ makej
 decisions about issuing credit cards. It is a mistake “to
assume that annual yearly income —-— that annual income is the:
~only criteria they use. If a low-income person has credit, has
‘been using credit, even if it is a case of paying utility bills
on time, those folks  have good credit histories that enable _



‘them, in many cases, to get —4ralbeit,maybe'smaller lines of

’,bCredit than you or I might be ablé'to get -— credit. ‘As I have

mentioned, even for the lowest income consumers, there ‘is,
fright now, the avallablllty of these so- called collateral1zedr
loans and other forms of loans.' ' ‘ :

'So T have to call 1nto questlon whether or not in the
b1g plcture we really are talklng about the restr1ct10n or the
drying up of credlt, as the bankers 11ke to suggest 1n offering
those cards. . - : .
SENATOR LESNIAK Then we ought to change Economics I
“in Paul Samuelson s textbook vbecause I guess I went at
| economlcs the wrong way , , - _ '
‘. ‘MR. HOLSTEIN: Iabhave no disagreement with Paul
'Samuelson S textbook What it talks about is this problem, the
uneed for 1nformatlon out there,,and competltlon |

SENATOR LESNIAK: You're absolutely right, and I think
~ we are going to have “to do something about . that. Any
: questlons, Senator Cardinale° A S |

_ SENATOR CARDINALE Yes. We have been discussing

:here, with ‘the  last couple of w1tnesses, a potential for

. changlng our current laws so that there is greater flex1b1l1ty

in upward and downward movement of rates on credit cards. It
has been predlcted,that if we\were-to do that, we would have
lower rates without ever setting a rate -- that we would have
rrlower,_effective .rates today on a voluntary basis by the-
institutions. How do you feel about that?

» - MR. HOLSTEIN: Well, when the testimony was offered
Several minutes ago, I noticed a number of the members of the
industry shaking  their heads, S0 perhaps that - guestion is
better directed to them. In general, I support the notion of
variable ceilings" In fact, there is a variable celllng‘in
Washlngton State . and 1n‘Arkansas right now, which we belive is
'g1v1ng consumers a fair deal. I would have to see the exact
language. I find myself, frankly, dublous about whether or not
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simply permitting'this}VariatiOn,s—»whether or not that would,

in itself, bring abbut,a change. But, it is certainiy worth
pursuing. It is certainly worth,purshing{ PR - SR
| ~ SENATOR LESNIAK: Thank you very much for your -
-,testlmony SR TR (R
’ MR. HOLSTEIN Thank you.' , , A

SENATOR LESNIAK: Al Grlfflth New Jersey Bankers
Association. : ‘ SR R RN
ALFRED H. G R IFFI T»H: fo,'Chairman and merbers

of the Committee, there really is notbtdo much more that I can
offer. Pretty much of what the banklng communlty has ‘said
’expresses the concerns of the Assoc1at10n If 1t were
- desirable and market w1se for a bank to go below 1ts ‘present’
rate —— the 15% or 14% — they would do it right now. The law
wouldn't limit ‘them or proh1b1t them from d01ng it. It is
obvious in the marketplace that the placerwhere they‘are.puts
 them in a competitive positidn with the credit card community.

Most important and sighificant,, I think, from the‘

. standpoint of the New Jersey Bankers Association -- the people
‘we represent —-- is the impact of this legislation on our New
Jersey- -based institutions. It is clear from the testimony

"whlch was given by a number of our banks that 51nce 1981, there.
has been a subctantlal 1ncrease in the amount of credit made
available to New Jerseyans through - our New Jersey- ~based
institutions -- .very .SUbstantial -— with an  obvious), ~Very
important spin-off  effect on our communities. There has been
‘an increase in the number of people, - and the.vsocieeconomic
levels of people, who have had credit extended to them. _
The effect of this legislation, as we see it -- what
our council indicates -- is the fact that a national bank
outside the State of‘ New Jersey would continue to remain
unfettered in‘its'ability to offer,credit in New Jersey aéwany
rate and condition it so desired, while we would be hamstrung
to'some“index‘which probably would not be realiStic and, in
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. _‘effect;j would probably cause our banks to con51der‘ elther‘

‘restricting thelr credit pollcy, or p0551b1y even selllng thelri
'portfollos, if it were at _ a p01nt where the index was so‘
restrlctlve that it wound up belng a loss 51tuat10n '

- We very much appr901ate the efforts of the Commlttee,-
~ and thé‘natu:e of the qpestlons,you have asked. It is obvious
that you have a pretty good grasp of all the points pro and con
IOnf thé issue. - If we‘ can help you:in any further way, br
f'ptovide’ any kind. of sPecific ~information for staff, or
whatever,,constltutlonal 1ssues, or»whatéver, we would be most
vhappy to do so. ' '

SENATOR LESNIAK Senator Card1na1e°
SENATOR CARDINALE: Yes. I am going to ask you the

~same question, Al. Representlng a great = number - of
institutions, do you have a feel for —— and I know it just came
‘up tcday -— whether or not we might see, on.a voluntary basis,

lower rates, if the'institutions had a provision in the -law
whlch gave: them a qulck turnaround°

- MR. GRIFFITH: There is, right now -- and what Mr.
7 Cobte was referring to —-- a provision of advance loan iaw,
~which we use, for the most part, for our credifrcard lending,
',that-has language‘in it that any édestment’in the rate has to
be made -— initially with a 30-day notice, and then there is a
90-day ndtice,_and then any time thereafter a 30-day notice.
It also requires‘that,there be advance approval any time the
bank decides to incfease the rate. And that is a problem for
»our banks presently in New Jersey. - There is a thought within
0u; organization that' perhaps we _could” attempt = to have,
however,'and most,lmportahtly,[as an alternative basis, or as
ah'(indiscérnible) of approach-to credit card lending, a true
variable rate Consume: _lehding' law, which would give the
institutions the greatest amount of flexibility in terms of
~their outside index, and élso would eliminate & conflict in
notice periods,andvapproval of customers before the change was
accessed. - : SRR |
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: That would substantlally help some of our banks whlchi*{
; mlght want to use the credlt card on a variable rate ba51s We
: had that embodled somewhat, in a b111 that ‘moved through thet
Leglslature a year or two agov-— the Market Rate Consumer Loanf
j_Act.-— which was de51gned to prov1de for varlable rate lendlngv*

in the closed—end area, as well as the revolv1ng area . By the

t1me 1t reached the LIP Commlttee, ‘the Banklng Departmenthr?
~indicated they wanted to more or 1less dlsmantle the varlabled
rate aspect of revolv1ngrcred1t, 1nclud1ng credit card credlt,
so much of the change that Mr. Coote was alludlng“to was taken
out . R S S
: | But, it was understood, and it still remains fairly
well understood that if‘legislationvlike'that were ‘enacted,
there might be some banks whlch might be willing to do that,»l
vand to have a varlable rate cred1t card. But, to have it be,_
’uthe only law, or the only way by which a bank could do it to
compete in the national market would probably be a serlous;
'problem for a lot of the rest of our banks. - DT
. SENATOR LESNIAK: But they can't do it now, basedf on
~ the regulatlons o

MR. GRIFFITH' That is correct. They would need these =

, notlflcatlon requlrements and the approval before any . 1ncrease*'
v1n rate could be permltted _ ' ‘
| SENATOR CARDINALE: = You are suggestlng that if we do
it, we do it as an adjunct to the present system,‘rather than
- an alternatlve to the present system B | _ , e
MR. GRIFFITH I guess what I am saylng 1s, if it were
, to be enacted but it were to be just another approach of banks
' so the banks that wanted to contlnue to do it the way they are
’dolng now to be compet1t1ve in the national market, that theyj:
would be able to contlnue to do that. However, perhaps this
might be somethlng on the books that might g;ve ‘banks that
~alternative, if they chose to use 1it. The First.National in-
.TomsbRiver chose the 15% approach, and they feel,comfortable»
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‘with it. Perhaps maybe some banks mlght ‘want  to use that.
~But, if that became the only game in town, and the only way to

- do 1t, I th1nk——

\ SENATOR LESNIAK 'I'don't think Senator”cardinale,is
 saying that. He is saying that'thiS'may~add competition— ,
MR. GRIFFITH: Yeah, it ‘would be another approach that
could be  used and,‘agaih, there may be some banks that would
_"embrace it. I
‘ i SENATOR CARDINALE: I just asked Dale to draft that,
and if the Chalrman would llke to cosponsor it—- _ )
SENATOR LESNIAK: well, I will look at it more
closely, but I certalnly would serlously consider it.
SENATOR. CARDINALE Maybe we could post it for the
next meeting. - — o | ,
_ MR GRIFFITH We have some very rough language that
reaches to that, as well as all revolving closed-end credit.
If you want to do the whole thing'atvonce, that would be nice.
But, that is beyond credit cards.
| ' SENATOR LESNIAK: Okay. Thank you.

“MR. GRIFFITH: I want to thank you  again. This
Committee"really asked a' lot of wvery probing questions. I
think you have a pretty good grasp on all the issues involved.

- Thank you so much. v
SENATOR LESNIAK: Thank you. Sam Damiano.

SAMUEL J. DAMTIANO: Thank you, Mr. Chairman,
 Senator Cardinale. Sav1ngs banks, as I note in my prepared
statement -- which all of you should have before you —-- are

relatively new entries into the credit card market, but,
‘nevertheless, I thought it important that we at least. make
ourselves available to the Commlttee in the event that you |
»mlght have questlons of our industry. ‘

The ,sum and  substance of our statement is that we
 enjoy the fact that with deregulatlon now 1n its final stages
~as of March 31, we continue to operate on both sides of the
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dledger.inrthat'same type;of"environment Thus, any proposal to
- reimpose interest’ rate ceilings would be ‘met w1th strong:
: objectlon, and we try to convey that message in our statement
| - The subject of a variable rate, Senator, is not
'haddressed 1n my statement, but I might antlclpate your questlon'

by saying that, if the law doesn't allow for it -- and it
didn't allow for reverse annulty mortgages or graduated payment*
adjustable mortgages }ears ago f;f, in the fores1ght of the -

Legislature, ‘they saw 11t to enact 1t 1nto law. It sits on the‘

books, and someday it may be available. Someday;”someone may

fsee an opportunlty to put that type of program into ‘motion.
I think if there are ways of compllmentlng what is now

avallable, to the lending communlty and to the consumlng.»”

community, we would certainly support it, having the review of -
such 1egislation, understandlng full ~well  that any type of;'
ceiling would probably be met with strong objectlon

There are two quotes I‘would like to refer to in my h'

dpaper, if I may. On page 2, I refer to the Federal Reserve
- Board testifying before the United States Senate Banking
Committee recently, where they let it be Kknown that they

"opposed leglslatlon that would set CellanS on interest rates

that may  be charged ,by; banks and other issuers of credlt.
cards. They argued, and I quote: "Regulatory measures can -
have 'unpredictable"and unwarranted consequences,"” rsuggestingh-'
that the issuances of cards to fewer ’peopie‘ by credit card
ompanies could be a direct'reSult of artificial ceilings, and'>
- that such an actlon could ‘make it more difficult for low—lnCOme |
' people to gain access to credit opportunltles d
“ That is zun: a profound statement. It has been said
'repeatedly throughout this entlre session. Coming more ciosely
‘to home, Dr. Paul Nadler, Professor of Finance at the Graduate
School of ‘Management, Rutgers University, has ‘said on  the
subject and I quote: "Under the guise of protectlno the;
borrower, we are really 11m1t1ng his ab111ty to borrow and his
freedom to obtaln the ‘money he wants and is w1111no to pay for "
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‘Ideally, we would rather see adequate d1sclosure toi'
the publlc so that there is no questlon - The consumer should
"know the terms under whlch he or she is. bOrrowing, and we
wholeheartedly endorse thlS as the more viable alternatlve to’
the imposition of any controls, espec1a11y durlng this stage of

deregulatlon . ~ N
| To that end we believe S 1561 - 1f it touches on a11
vprov1ders of credit -- would accompllsh that objectlve

I thank you.

SENATOR LESNIAK: ‘Thank you, Mr. Damiano. 'Last{ but
certalnly not least, J1m‘vMorford from' the New Jersey State -
" Chamber of Commerce - | | o
JAMES - C. MORF 0 R D:- Thank you Mr. Chairman. I am -
‘J1m ‘Morford, Vice President of Government Relations, New Jersey
State Chamber of Commerce. Ivthank you for the opportunity to
- address this 1ssue today. bl |

, You have heard ‘a great deal of expert testimony on
this subject. I do not come  here pretendlng to bear any of
that expertise, but will just try to reflect at least, and very
briefly, the views of the Chamber of Commerce.

: Before 1 begin, I Jjust might add, Sam quoted briefly
from a statement madedby a member of the Board of Governors of
~the Federal Reserve System. If that has not yet been offered,
1 would‘like to askvyonr'permission,‘Mr. Chairman, to include
| that‘asban'appendix to a formal statement I will submit before
the closing of the record. I think the statement by Mr. Emmett
" Rice, who is a member_of the Board of Governors of the Federal
Reserve System, is enlightening on the subject, and I would
like your'permission to include that. v ' :

SENATOR LESNIAK: Oh, absolutely. |

MR. MORFORD: Thank you. I remember sitting in the
“Legislature, maybela decade ago, and listening to the debate as
interest rates were soaring in New Jersey, the need to increase
the usnry law limits from some 20% to about--
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SENATOR LESNIAK: Not quite 10 years ago. |
_ MR, MORFORD:  --30%. Well time-- Was it seven years
ago? It was back in the '70s, I do remember. Was it the‘late:'
'70s? | o o ' ' B
| 'SENATOR CARDINALE: It was after '79.
MR. MORFORD: It was after '79? I remember ‘the debate
“time, anyway, and we d1d 1ncrease it so that credlt would ‘be
more avallable to the residents of the State, when it 1ndeed
wasn't available. We 3till helleve that that is the law whlch
should govern. We think, at ~least in our view, fthat
interference in theema:ketplace is not recommended. E e
SENATOR  LESNIAK: You are basically  against
interference in the marketplace’ | - | o
MR. MORFORD: 'That is correct Surprise! _
 SENATOR LESNIAK: Well, I am surprised, but that is
for another day. ' | 3 ' R
MR. MORFORD That' is another }:iesue,' Senator.
(laughter) You never let me off that hook, do you?

You have heard a great deal today -- and I would only"
just very briefly reenforce it - that obviously the cost of
money -- the cost of funds --. is certainly not the only factor

related to the cost of credit. We think that is a very

important consideration throughout your deliberations. The,'

extension of credit, of course, is a privilege, as well as a
- marketing device. I don't think we should overlook the fact
that it is a marketing device. Retail ctedit is issued by
departmentvstores. Because one issues credit, another one will
do it. S ' . |

'~ SENATOR LESNIAK: We have heard a lot of testimony on
the credit card itself. '~ From your expertise with the State
Chamber of Commerce, I would really like to hear what‘youghave
to say about how this impacts upon New Jersey in terms of¥its
competitiveness with other states.
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'MR. MORFORD: Well, you hit it precisely. If New

Jersey moves alone, kor’ virtnallyTvalone, in this issue to
restrict, or by some mechaniam interfere with the market
‘setting the interest rates within, again, the ‘parameters of the
usury law, we think that would tend to put us at a compet1t1ve}

edlsadvantage, whether it be for bank cards or whether it be for
' thekiextension of reta11 credlt,,kv1s a-vis New York and

. Philadelphia,vwhere shoppers could go. It may outbalance the

sales tax. advantage we now have over those states.
' So, we do think it could have a negative effect. It

[could have a negatlve effect -= you have heard this also —- on
some of the very consumers who depend on credit -- and you,
yourself, have addressed this —- to extend their payments. We

7wou1d urge you not to encourage leglslatlon that would
interfere with the free market,;wouldpestabllsh some artificial
leglslated interest rate The market willvfind its level.

Thank you. ' o v

SENATOR LESNIAK: ‘Senator Cardinale?

 SENATOR CARDINALE: No questions. |

SENATOR LESNIAK: Thank you very much, Mr. Morford,

“and I thank everyone for coming and for staying.

(HEARING CONCLUDED)
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MR, CHAIRMAN 'ANJ‘)_MEMB;ERS‘OF THE"COIVHVII'_.I‘T‘EE:

- THANK YOU FOR PRGVIDING THE I“)E»P‘ARTMENT OF THE PUBIFIC'
ADVOCATE “wiTH THE OP,PQRTUﬁIﬁj'Y: ';6 'APPE“AYR BEFORE ‘YO-.U '.vl‘VODAY'
VTO‘JSHAP‘;’E OUR »,STR,ON‘C; CON‘C‘ERNS’,RI:;GA»RD:ING "THE“ COMPELLING
NEED TO,vTAKE‘ LEGISL‘ATI"VE AéTIdN TO LOWER »cntmi‘ cARD' INTEREST
I YRAvTES. IN OUR OPI‘NIQN‘, THE HlIG;‘HV RATES OF INTEREST CURRENTLY
BEING IMPOSED ON Nm JERSEY CONSUMERS HIGHLIGHT THE NEED TO
‘REINSTITUTE THE CONTROLS'O\%ER‘CR,_E»l‘f)IT CARb LENDING THAT
'WEI%ELEGISLATIVEL‘Y.ﬁEBﬁO\TEb IN 1981. ‘THEFPROI\»MSE OF. INTEREST
RATE k'DEP;EGULATION'-- THAT [KCREASED COMPETITION bw_OULDBENEFIT |
.VCONSUMERS -- HAS NOT MATERIALIZED. INSTEAD, NEW JERSEY ch-
'sﬁmRs HAVE PAID MILLIONS OF DOLLARS IN EXCESSIVE CREDIT CARD
’IIv\.ITVERES’Tl. THER;FORE, WE STRONGLY URGE THAT A CEiLING OX THESE
 INTEREST ﬁATES ,’BE‘I: ENACTED. |
| THE NEED TO 'PRb\TIDE RELIEPTQ NEW JERSEY CONSUMERS IS CLEAR
| _._‘ACCOFRDING To 'S;I‘ATISTvIC.S FROM THE FEDERAL RE’kSERVE BOARD,
I‘NTE‘RES?I RATES PAID BY BANKS AND COMMERCIAL BORRQWERS HAVE

STEADILY DECLINED DURING THE PAST FOUR YEARS AND HAVE FALLEXN



"TQ.LES_S THAN HALF ‘OF ’THFEIRk FORMER kLEV_ELSF.. THE PRIME RATE,
WHICH PEAKE‘D AT 20.5%‘ IN THE ‘SJUMMER AND FALL OF 19:81v,.HAS:vFALI_;EbN
-A‘.’DI:RAM_ATICALLY TC‘ :9%. | THE DISC‘OUNT‘RATE, WHICH s THE RATE
C’HA'lvR(iSFED B}?, ‘THE FEDEI%ALF"RESERVE»TO BANKS _FQR SHORT-TﬁﬁM g
I-BO‘RRO‘WII\TG, PEAKED AT 145 DURING THE SAME ‘P.E'R’IOD" A'.f/\ID:,NOWF ,S‘"II‘A‘NDS ,
_'A"I‘ .‘]USTZ . ‘BO‘T-H‘ RATES ARE AT T‘HEiﬁ LOWEST'LEVEL.S SINCE 197,;8.

. CONSUMER VI’NTERE.ST RATES, IN CONTRAST, REMAm HIGH
THE FEDERAL ‘RESER' 'E BOARD'S SURVEY OF coNSMR-RELATED
.IN;I‘_;E‘REST RATES CONi?IRMs THAT BANKS HAVE FAILED“TO PASS
| AL(.)I‘\’GF_THVESE LOWER INTEREST RATES 'fo CONSUMERS. CONSUMER
}RATE‘S HAVE,»‘INV sQMt CASES, EVEN RISEN DESPITE THE CONSISTENT
DOWNWARD TR‘END IN A;L OTHER INTEREST RATES.

| NEW JERSEY CREDIT CARD HOLDERS ARE ALL TOO AWARE OF THIS
DRAMATIC DISPARITY. Accor{bmc TO THE FEDERAL ‘R‘ESERVE BOARD,
CREDIT CARD INTEREST RATES CHARGED BY COMMERCIAL BANKS

ACROSS THE COUNTRY AVERAGED 17.8% IN AUGUST OF 1981. OXE

B

" YEAR LATER, WHILE THE PRIME DROPPED MORE THAN 5%. THE CREDIT
CARD RATE HAD ACTUALLY INCREASED, CLIMBING TO 18.7%. IN THE

NEARLY FOUR YEARS SINCE, WHILE BOTH THE PRIME AND DISCOUNT KATE
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CONTINUED TH]?IR,D“RA.MATIC DEcLi,NE,, CREDIT CARD RATES REMAINED
ESSENTIALLY vUN‘CHANGED, FLUCTUA’TIIN'G BETWEEN 18% AND 18.85_%, A
RECORD HIGH.

A RE@NT suﬁVEY BY THEDﬁPARTMENT OF NTHE, PUBLIC ADVGCATE
c‘oNnmqs THAT NE‘w, JERSEY HAS FOLLOWED THIS NATIdNA% TREND.
INFORMATION COLLECTED IN THE FIRST TWO WEEKS OF APRIL FROM
FIFTY-EIGHT STATE AND FEDERALLY-CHARTERED BANKS IN NEW JERSEY
' THAT ISSUE CREDIT CARDS REVEALED THAT THE AVERAGE INTEREST
RATE éHARGED ON CREDIT CARDS W.AS 18.4%. RATES CHARGED BY
THESE BANKS RANGED AS HIGH A4S 19.8%, WITH OXLY ONE BANK, THE
FIRST NATIONAL BANK OF TOMS RIVER, CHARGING SIGNIFICANTLY
'BELOW THE OTHERS. IT REPORTED CHARGING 15% ON ITS CREDIT CARD
‘ACCOUNTSL

 THAT BANKS HAVE CHOSEX TO KEEP CREDIT CARD INTEREST
RATES EXCESSIVELY‘HIGH-I‘S: WELL KNOWN. WHAT IS LESS WELL
KNOWN 1S THE TOTAL IMPACT OF THESE RATES -- IN DOLLARS AND
CENTS —ox CONSUMERS. ACCORDIKG TO INDUSTRY STATISTICS,
THERE ARE OVER 700 MILLION CREDIT CARDS IN CIRCULATION IN THE

UNITED STATES TODAY. ALMOST HALF OF ALL AMERICANS HAVE AT
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' LEAST ONE CREDIT CARD. THESE MILLIONS OF CREDIT CARD HOLDERS
ALSO MAINTAIN SUBSTANTIAL AND EVER-GROWING CREDIT BALANCES IN
THEIR ACCOUNTS. ACCORDING TO FED‘ERAL,RESERVE BOARD STATISTICS

AND PRIVATE STUDIES, TOTAL CREDIT CARD DEBT HAS SOARED IN THE

~ HALF OF THE 1980s . | CONGRESSIONAL STUDIES ESTIMATE THAT CON-
SUMERS PAID CLOSE TO $20 BIvL‘LI{ON IN'IN;TERES’I.; ON THEIR CREDIT

| CFARDS‘LASTFYEAR . HAVING PAID APPEOXIMATELY $16 BILLICN IN 1984,
| 'THIS MEANS FTHA'.I; CONSUMERS:PRCYDIBABLY PAID»BANK‘SAVND‘ OTHER

' CREDIT CARD ISSUERS ALMOST $5 BILLIO‘:I\"MORE THAN THEY wOULD"‘ |
‘HAVE IF RATES HAD .gvimézz A I\ioRE REAsQi\'ABLE 115%. As
REPRESENTATIVE scHUMER OF XEV YORK Has NOTED, THESE EXCESSIVE
.INTERE'ST CHARGES SUGGEST THAT WHILE CONSUMERS HAVE BECOME
SO WORLDLY AND SO wm@:onﬁ;* CREDIT CAR»DA LEND’ERS HAVE BECOME
SO WEALTHY .

ON TOP OF THESE EXCESSIVE INTEREST RATE CHARGES, BANKS
THAT ISSUE CREDIT ClARDS HAVE ADDITIONAL SOURCES OF PROFITS.
vANI\"UAL'YFE‘ES,‘ FOR WHICH NEW JERS»EY CONSUF-‘IERS ARE BILIIJEEYVA:S e
AS $25 A YEAR, BRING IN AN ESITVMATED §3 ‘IiLLIO,\' NATIQNALLY. BANKS
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“HAVE BEG»U‘N TO IMPOSE OTHE‘E TY?ES OF FEES O_NvC‘ONSUvMERS' As 'WELL }
~ SUCH AS F_VFV_ES‘ F‘.OR_FAILII.\IG TO MAhE MINIMUM ?_AﬁiENTs, FEES F}OR}' |
,EXCEEDING’ICREDIT ’LIMIT-S", FEEé I;QR'CASH ADVANCES, EVEN FEES FOR
COPIES» OF sALES s{upé AND DUPL‘ICA’TvE MONTHLY STATEMENTS. IN
AbDITIoN, RETAILERS THAT‘ACC*.EPT‘BANK CREDIT CARDS ARE ALSO
CHARGED FEES RAﬁé_ING FﬁoM ONE T}O.‘ FIVE PERCENT OF ALL CREDIT
CA.RD PURCHASES; "THESE FEis ADD .SE\’ERAL BI’LLvIIO_N DOLLARS
ANﬁUALLY To REVENUES.
AT THE SAME TIME THAT BAS’KS Amj OTHER CREDIT CARD
‘ ISSUEJ%S HAVE ’GREA"I’LY VINCREAsED'THEiR CHARGES, THEY HAVE SEEN
THEIR OVER‘ALL COSTS DECLIKE SZGNIF%CANTLY. ALL CREDIT CARD
:'ISVSUER’S INCUR THREE TYPES OF CREDIT CARD ‘RELATED EXPENSES..
THE FIRST IS THE COST OF ADMINISTERING ACCOUNTS. THE AMERICAN
'BANKERS ASSOCIATION HAS STATED THAT ADMINISTRATIVE EXPENS.%_S
FOR CREDIT CARD AccoUNTs’ARE LOWER THAN THOSE INCURRED BY
‘BANKS FOR A smALL INSTALLMEI\'_T LOAﬁ. MOREOVER, ACCORDING TO
INDUSTR_Y ,‘SOURCES; 'fHESE EXPENS»EVS HAVE RECENTLY BEEN DECREASING
NEW EQUIPE\EEI\f’I HAS RAISED PRODUCTIVITY AND INCREASED VOLUME
HAS PERMITTED ECONOMIES OF‘SCALE. EXPERTS ESTIMATE THAT AT AX'

-5-

¢



| »WEvI‘,’L-MANAGED.j“INSTITkUkTIoN"OF I\:/IC‘>DE‘RA‘T.I.~: é‘IZE‘F}THE‘SE‘ADMI‘NI‘S_:'i‘RA'I"I.vV.E -
EXPENSES S‘HOU’LD NOT EXCEED TWO OR THREE PERCENTIOF'QUTSTANDWG
BALANCES.

' THE sE_coﬁb CATEGORY OF éQSTs s «‘LOS’S_ES’ ’DUE'V TO,}.1_3‘A1>) .DE‘.‘.B}‘TS e
AND FRAth. ACCORDING TO ‘F;;GURE"SvFRO‘M Tﬁs NILSON 'ItEPbRT;THﬁ‘
.-AUTHORITATI\?}: ‘CR‘E_DIT -‘CA»RD» INDUVSTRY"PUBLICATION, II\vIDT‘USTRYv
g Lossﬁs ON ALLTYPES OF CREDIT CARDS HAVE AV;Q:RAGED $1 FQR |
'EVERY $100 IN CHARGE‘_VOLUME FOR THE PAST 30 YEARSS.‘AND.ARE :
EXPECTED TO AVE,RA'GE $1.15 ovﬁR THE NExf FIVE YEvARST 85% OF
THESE LOSSES AR»_E‘DUE TO BAb DEBTS »‘(S_UCH A.S NON-PAYMEI-\IT,V
DELINQUENCY AN_D‘BANKRUPTCY) ‘A‘ND THE R};ST ARE 4 RESULT OF
 FRAUD (BY M’ERCHAKTS, CARDHOLDERS AXD CRIMINALS).» THESE |
LOSSES C'OUL_D", OF éOURSE, BE SUBSTANTIALLY REDﬁCED BY RE-
STRICTING THE.PR‘ACTIC‘E BY SOME BANKS OF ISSUING CARDS

INDISCRIMINATELY TO BOTH GOOD CREDIT RISKS AND BAD.*

* No doubt almost everyone in this room has received solicitations in the
-mail stating that.you have been pre-approved for a credit card with a -
credit line of several thousand dollars. Workshops are advertised on how
to get up to a hundred credit cards -- even with a poor credit history.
Banks and other credit carcd issuers are so eager to profit from this businese
. that many have stopped acting prudently in granting credit. This practice
‘serves no one -- not the individual consumer, who is being invited to take
cn more credit than he or she can reascnably afford, not the other account-
holders, who are forced to subsidize the results of the banks' imprudent
‘decisions, and not the banks, whose financial health could be at jeopardy

if this practice continues. s : ' ' S C
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AS THE WALL STREET ’JOUI"U:\I;A'L‘ RECEvI‘\TTLY.'REI"ORTI‘Z:D; "IN kTHEﬁ |
' FFRENZIED: 'SEAR(vDH ‘[BY'C‘ERTAIN BANKS) _;FQR"NEW CUS‘T_QMERS,- , T
PRISONERS, ‘UNEMPLOYEDk TEEN.—A(‘}ER.S, .E.VﬁN iA’FEW HOUSEHOLD PE"":s" |
,,‘]{-AV‘E‘»RECEIVED fCR_EDIT: CARDS." ‘,;rHUs,, WHILE THIS CA"I‘EGORY/ OF |
gEXiPENSESIS} 'INCIIQEASIING SLI'Gi-'ITLY_:, ‘.I"IUC‘H OF IT IS DﬁE TO 'THE-?BANRS#
OWN Pomcms .

- THE’fINAL CATEGQRi’_bFEXPENSEs IS THE ‘cQsT OF BORROWING
1 FUNDS, MUCH OF WH.I‘CH IS SUPP‘LIEDk 'AT Low. RATES BY THE FEDER.AL
RESERVE AND BY -‘CO}\’SUMEP.‘{ DEPOSITORS FOR BANKS, ANIS BY
v | cbnﬁ\iERclAL ?APEE FINANCING AT MARKET RATES FOR OTHER IFSSUERS‘;
Aé NGTED ABOVE, TPE COST OF Bombowmc THESE FUNDS HAS bRQPPED
BY HALF OVER THE 'P:Asf FEW .l”EARS’;_’ |

| IN SUM, THE EXPENSES ASSOCIATED WITH ISSUING AND MAINTAINING
CREDI_?; CARDS HAVE _DROP?ED OVERTHE PAST FEW YEARS, WHILE
CREDIT CARD iNT:REST RATES AND OTH‘ER'CFI‘—{A‘RGES HAVE NOT.
‘TH‘E‘ RESULT HAS BEEN RECORD PROFITS FOR THE BANKS AND OTHER
-‘II\.*STIT._UTIA»ONS- ISSUINGVTHE‘SE _CARDS. ' AND THESE PROFITS ARE

COMING RIGET OUT OF THE POCKETS OF CONSUMEKS.



THE ‘HI‘S(T‘C)RI,CAL‘ 'Roéj"fs OF Tats _PRiOBLEM:PﬁQVIbE?AMP'LE

| Jﬁsmficgﬁbﬁ ;F:Ole LEGISLATIVE INTERVENTION }1"-‘\'1‘. THISTIME ‘ 
N INTEREST RFA’I’VES i ,_’1930’;;1\‘:13 1981 WERE EXTREI’\"IEI‘.}.‘Y"VO-’L-ATILE»_.':. ;. |
»,AND RIVS.‘IN'G, WITH CHANGES IN CQNSU}ER 'INTE.RE‘ST'I;:IiRAT"ES,.LA.ééiNGv.,‘
BEH:Nb -CH’.AN:‘(.}‘ES “’iINA'I“I{‘E-P‘RIME »F‘(ATEA. THEI\ IN 1981, IN RESPOI\SE :
TO REQUESTS F.C\)II? RELIEF FROM THE BAI‘\IKiNGk-INDUv'»STRY»,» CONSUMER
| IN;I‘.EREST RATES WERE DE‘RE’G‘UvLAT;ED'II.\I NEW JERSEY. "B,AN‘KS‘»W}‘:RE'

| GIVEN _THE EREEDom TO CHARGE ,ANY INTER‘-ES’T RATi; »BELO‘WV T_HE

- 30% CR‘IMII.\'rAL_USURY "..CEILING. ASb.LYx REISULT', INTERsf R’ATES_ON SUC}-’ |
| LOAI\S WERE QUICKLY AND SHARPLY .3Aié£D‘#3&4 ];ANK’S.‘ 1IN _'I>‘H_‘E_F'IVE?

| YﬁARs SINCE DEREGULATIO:\',‘INTEREST RATﬁs CrARGED TO LA‘VRGE.! |
BUsiﬁESs BORI‘%'OWE»R.S»Y HAVE DECLINED SHAR‘PLY‘* AND STEADILY | MANY -
,CONSUMER RAVTES>, HOWEVER, HAVE REMAINE’D VIBTUALLY UNCHANGED.
HIGHMARKET RATES OF INTEREST ARE'A‘PPA‘REN‘TLY.-_ A THING OF THE
PA'SkT,F BUT BANKS ARE CHARGING coxstrr~i£Rs:vAs" IF NOTHING HAD
CHANGED SINCE 1981. - - IR I

COMPETITION BY ITSELF HAS PAILEQ TO BRTII\‘G.THVE‘SEV RA":ES DOWN .

‘A4ND‘ SHOULD T\OT BE TPLSTED TO DO SO 1\ THE.PU":URE. 'THIS SH“O’L’VLD: |
COME ,AS I;»IC;SURPRISE, GIVEN THE NATURE OF coNs”m&ERv LENDING IX
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G‘ENER:‘AL:ANDV '*lfHE",éREDIf CARD "MAII‘R/KET IN ?A‘RT‘IG‘ULAR', VCON'sUm:;Rs»
HAVE LIfTLE E:FP;ECT;VE BAR_GAINiNé' PO%R ’IN THI}S‘AR,?.A,: PERCE;V.iNG
TH/.A_T THE‘z | Ah;E kFOI‘%CED‘ TO | ACCEPT WHATEVER RAT-ES'_‘ BANKS DECIDE | : |
TO iMPOSE;‘ ’,c}o.NsUm:vﬁs ALS‘C>“7HAVE LITTLE OR N‘OIVCHOIHCE IN s#LECTING |
THE Bﬁsf I.N;TEREST‘ RATE FOR THEIR‘CVR_ED'IT CARp ACCQ}UNVT'S.. AvS |
'.‘.‘THEVPUBALIVC »A:'Dvoc‘:g"i"»'ﬁ*_s .SURVEY”"DISC‘LOS:ED., MAJOR BANKS IN NEW
;ERSE"Y ALL CHARGE]CLOSE TO THE SAmﬁ RATE .‘ CON:GRESSIQNAL' |
VT.ESTIM.ONY ON THIS ISSUE HAS ALSOL'SUG'GES“TED THA‘-T soivm CONSUMERS
'THINK THAT THEY WERE FORTUNATE TO BE ISSUED A CREDIT CARD IN
THE F‘Ii}ST:?LACE, AND OFTEN D'o:\'ﬁ'r_‘ REALIZE THAT THEY ’HVAVE THE
’dp*rlox? OF oPENING ANQTHEP; 'ACC}O’UN‘T' AT A BAﬁK VOFF‘ERIVNCIE BETTER
TERMS. H\ALL& SHIFTING CREDIT CARD ACCOUNTS INVOLVES (CONSID-
| ERAELE TIME, EXPENSE AND INCON{T'ENiENCE . ONE SIGNIFICANT ouUT-
..O‘,F'-POCKET EXPENSE IS THE AN'N‘UA‘L‘ FEE, WHICH, BECAUSE IT IS CHARGE
IN A LUMP sm AT THE BEGINNING ;SF THE YEAR, INHIBITS CONSUMERS
FROM CHANGiNG_ ACCO_UN'II‘S.n 'FOR _ALL THESE RﬁASONs, THE. DEMAND FOE
CREISIT:CARDS 1S, IN TH}: "LA&GUAGE OF ECON’OM}CS, ’V’INELASTIC,"TWH;CJ}
B 'MEANS THAT COMPETITION DOES NOT PLAY AN EFFECTIVE ROLE 1N

| 'KEEPING THESE RATES DOWN.

-g-
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THE SIMP;E FACT THAT‘THER'E ARE MANYBANKS IssmNQ}“c}:ﬁEb‘lT
CARDé- éHOULb NOT BE‘ INTEI.%.PRE’VI‘ED AS MﬁAﬁiNé,"lfHAT. .THEﬁE IS -
'COMPETITION IN THIS MARKET. THE LARGE NUMBEFR’ OF SUCH PR’QVIDER?
CONsTlTﬁTEé A NEvCE"SS:ARvY, BUT NOT A SﬁFEICIENT, C.OND‘I:'I"I;CN‘F;)R o
A COI‘VIPETITIVE‘M’ARK}‘ST.‘"” sucﬁ A M‘AR‘KE"I" ONLY EXISTS IF THE.vN‘I‘A'RIiET_ |
| ITSELF SETS INTEREST RATES, NOT UNILATERAL ACTION BY THE j’gANKé.
aS fEDERAL RESERVE BQARD GOVEﬁNOR J. CHARLES PARTEE AND
ASSISTANT sECRETARy OF THE TI;{VEvASURYH MA&UA: JOHﬁSON _HAkVE BO"fH, -
.STATED, MOST CONSUMER LOAN RATES ARE ﬁADMINISTERED RATES,"
MEANING THA'TA THEY ARE LARGELY THE” ﬁ-EsL?LT OF POLICY 'DECISloNé
BY BANKS RATHER THAN MARKET FORCES.

BECAUSE COMPETITION ALONE CAN“T.P‘ROVIDE THIS NECESSARY
' RELIEF, THE ONLY RECQURS‘E. fOR THE CITIZENS OF THIS STATE is‘
..LEGISLATIV_E. ACTION TO BRING THESE RATES DOWK.. CURRENTLY
'TH:E ONLY CONTROL OX CREDIT CARD_INTEREéT RATES IS NEW
 JERSEY'S CRIMINAL USURY RATE. THIS CEILING, WHICH WAS SET AT

SW%IN 1881, IS THE HIGHEST SUCH CEILING IN TEE COUNTRY. 1T IS

-10-
/11X



By

- “EMBARASSING THAT OUR STATE, WHICH HAS HAD SUCH A STRONG

TRADITION OF PROTECTING CONSUMERS, SHOULD HAVE THIS EXTRA-

 ORDINARILY HIGH USURY RATE. MANY STATES WITH THRIVING BANK-

ING INDUSTRIES (SUCH AS CONNECTICUT, NEW YORK, PENNSYLVANIA,

v\FVLORIDA'AND_ WASHINGTON) HAVE USURY CEILINGS SUBSTANTIALLY
BELOW OURS. SEVERAL STATES SET THE Usﬁ,Ry CEILING AS A
'FLOATING RATE, WHICH “V%RIES ACCORDING TO CHANGES IN AN |

' UNDERLYING MARKET OR "REFERENCE" RATE. 'FOR EXAMPLE, THE_
.ARKANSAS- USURY RATE IS SET AT 5% OVER THE FEDERAL RESERVE
BOARD'S DISCOUNT RATE, WHICH IS CURRENTLY 7. “AS A RESULT OF
FTIHIS‘ FLOATING CEILING, CONSUMERS IN ARKANSAS ARE TODAY PAYING
ONLY 12% ON THEIR C’R‘E‘D‘IT CARbS. |

'THE PUBLIC ADVOCATE RECOMMENDS THAT EFFECTIVE LEGISLATIVE

 CONTROLS OVER CREDIT CARD INTEREST RATES BE IMPOSED IN SUCE A

‘MANNER. 'w.HILE THEY: PUBLIC ADVOCATE SUPPORTS ANY LEGISLATIVE
EFFORTS T‘HAA'I“ WOULD EF.FEFCTJIVELY REDtCE CREDIT CARD INTEREST
RATES_, WE WOULD UR_GE E’\~CTT\E\T OF A FLOATING CEILING TIED TO A
LONGER-TER}:, ‘AND Tfﬁrs LESS V.OLATILE, REFERENCE RATE. SPECIFICA

WE RECOMMEND THAT SUCH & CEILING BE SET AT 8% ABOVE THE 30-

o =11~
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vYEARﬂTREAéURY BONb RATE,vﬁncH TdbA§{onLb,RﬁsﬁrfiN 51 
CEILIﬁG ‘C)'F'JU‘STVOIVE-R 15%. SINCE.MARKET RATESOFINTEREST ﬁAVE

,_ DROPPED BY! HAI..I‘?:‘ SINCE 1981, THIS iSA%F.PALATE IS ROIJGHLY EQﬁI}V‘ALENT'v

TO THE‘SO% ”IFJA;S}I.JRY;.CEII;IN‘G'.IMPO.S‘.‘EIV‘):II:\T‘THAT Y_EAI#) A'Nb‘, »'OF, |
'CQURS‘.E, BY MAKING IT A 'f‘LOA'I:‘INé RA'I“E ’, TH'IS'CEILING WILL BE
RESPONSfVE'TO‘ANY CHANGES;N THE EcQNoMy.

| REDUCINGVCREDiT CARD INTEREST RATES TO AROUND lﬁ%STRIKES‘j*

VA‘FA'IR‘ BALAYI\’CE'B-ETWEEN THE BANKING INDUSTRY‘HS N_EE“DkT.O BE
AssﬁRED CP-THE QPPQRTUNin TQvEARN A FAIRVRETﬁRN’ONvTHISiJNE

OF Busiﬁzss ANDvTHE RIGHT OF costﬁERs TO BE FREE FROM
EXCESSHE:RATES_OflsTEREST. BANKS‘CERTAJNLY STILL WILL BE

ABLE TO MAKE A HEALTHY PROFIT AT THESE RATES. ASfNOTEﬁ

ABOVE, FEDERA;fFIGUREs SUGGEST THAT‘BANKS REQUIRE RATES Nb
MORE THAN 5% OVER THEIR COST OF_FﬁﬁDs TO MAKE A»PROFIf]ON CREDIT
CARDS -- &%POR>ADMHHSTRATTON_AND LESS THAN %éFOR‘EAD DEBTSi
'GIV‘EN 'THE'CUR‘REI\'T COST OF ‘FUNDS OF LESS THAN 8%, THis STILL
LEAVES A GENEROUS ﬁ{MARGD(FOR‘PROFNTOR‘COMPETKHON.

THAT BANKS.CAN STILL MAKE MOXEY o& CREDIT CARD OPERATIONS -

AT SUCH RATES OF INTEREST IS CON?IRMED'B§ THE LOW RATES

-12-
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YCHAJRGED:.B»Y,A‘E‘EW‘ BA{vaKS AROUND THE vCOuNTﬁY. BANKS I_va'

’AR’K_A.NSAvs’, WHICH TODA?" BY L‘Aw*céﬁ CHARGE NO MORE THAN 12%”01{*
. CREDIT CABD 'BALANCES, ’RIEkP(})‘R’T THAT i‘HEm CREDIT -CARDVOP'ERATIONS,
REMAIN PyRofI.;?A‘BL'E Ai‘.vTﬁAT"R‘ATE’. THE LOW’USIIVIRY',CEILING ’HA-s‘
' MADE THAT STATE'S BANKS MéRE_ CAREFUL ABOUT wHOMﬁ‘H:EY EXTEND
c_:-RﬁmT TO, BUT THﬁ B‘Am; o'FFiCIALs‘ WwE SPOKE WITH STATED THAT
 THEIR POLICIES WERE JUST CQWON SENSE: | THEY WOULD ONLY LEND
."To; PEOPLE -- WHATE\ITER THEIﬁ INCOME -~ WHO COULD PAY THEIR BILLS.
 EVEN IN I\EV» JERSEY ‘\'«'4-1:3 HAVE vON‘E 'BANK‘, THE FIRST NATIONAL BANK
| OF TOMS RIVER, THAT HAS BEEN CHARGING 15% ON CREDIT CARD
- BALANCES FO-R‘SOI;LE TIME. THESV’EEANKS AND THE OTHERS AROU&D
":HE COUNTRY THAT ARE CHARGING THEIR CREDIT. GARD GUSTOMERS
LESS THAN 1_5»% cONFIi%M_ THE FACT THAT BANKS CAN CHARGE THESE
RATES AND STILL REMAIN PROF’I:TBL_E.

THE IMPACT ON CONSUMERS OF ; 15% CEILING WOULD BE ENORMOUS.

ASSUMING ’THAT, NEW JERSEY CREDIT CARD USERS FOLLOW NATIONAL
| AVERAGES, THE INMEDIATE SAVINGS FOR OUR STATE'S CONSUMERS ART
»EV-STI.T‘\IATED TO.EXCE}E.D&S.O MILLION A.NNL‘QALLY, A%D a-«brw EXCEED
$100 @,I_LLICN IF O'L'T-QF-S-'TATE ISSUERS ARE FORCED TO BRING THEIR
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RATES_waN As'Wﬁ#L. THESE sﬁBSTANjWAL_SAvjﬁGS'WoﬁLD_ALSG:
: FﬁhT}_ﬁI’ER:FUEL oﬁR S;TATva:“S EVCO;N'QMIC‘GROYV\’v'l“‘H, :As'_ CONSUMERS :
: 'RETURN' THESE fﬁUNDs TOF‘THE 'Echng '1‘}11%{(5_UGH"f C'ONsUﬂ;ER SPENDING
BbANKS} AI‘ROUND_THE .CO‘UN’T’RAY‘HA‘»VE RAisEb sEvﬁﬁAL OBJECTIONS |
TO_LECISLATIVE' CQNTF;ZOLSF OVER*CREﬁIT fCARIﬁ -II_\"TE:RES'I:‘Y R:AT;E.VS‘BY;"’IH:E | j'
STATES.;TTﬁ?FIRSfIS THAT‘Tnjsis A MATTEﬁ BEST LEfT foﬁ RﬁGULA-
TﬁdN BY THE FEDERAL GOVERNMENT. THE PUBiﬁCqADVOCATE STﬁONGLY !
| DISAGREES.VMHHLE fEDERAL EPFORTS TO PROTE&T-CQNSUMER51ﬁ TH1s
vAREA‘WOULDkCERTADﬁATBE'WELCOME,THI REGULA&TON bFiﬁfsnﬁsT<
'RATES HAékLONG’BEEN THE PRoViNCE OF THE'nuﬁviDﬁAL'sTATEs?i
| wrfﬁ LIMITED EXCEPTIONS WHERE THE PEDEﬁAL GOVERNMENT HA$ PRE—  ' >
EMPTED STATE AUTHORITY, SUCH AS§HTHIHRST MORTGAGES.
THEﬁEFQREf THE NEW JERSEY LEGISLATURE HAS‘BOTH THE POWER AND
THE HISTQB;Q-RESPONSLBHJTY TO CONTROL_THESE nerREST ﬁATEsf'
sECONIuVNEn?JERSEY BANKS HAVE,ARGﬁED THAT BEHK}SUBJECTYTO'Q’
1§aCEnJN¢ WOULD PUT,fHEM.AT A COMPETHHVEiHSAbVANTA?%{SLNCE
OUT OF STATE BAﬁKS>WOULD STILL BE ABLE‘TO‘CHARGEIHCHER RATﬁg;.v’
AND'THEREPORé woﬁLD BE MORE PﬁbFITABLE.iTHEB’PCHNT‘TO THE FACT
THAT MAN$~NEu7JERs£Y.REsiDENTs HOLD CREDIT CARDS ISSUED BY'OUTj "

=14~
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'QF-STAT»E BANKS SUCH AS CI‘TI‘BA‘NK, _IVI:EI%LvQ:N‘,B’ANK-OR _CHAsﬁmANHATTAl
- | BEcAUSE Nﬁw 'JvE\RSVVE»Y _LAw; chN"T ‘CON:'TRO_L‘- TH'IEK INTE;RES;I‘ RA_Tf.S IMfOSED
| BY vTHE\'SEQUT.-OF;.s'IA'.I;‘E ‘ISéUERjSv;‘THEY ARGUE THAT,THESE EANKS
o wQULb STILL BE'A'BLﬁ TO CHARGE »mmﬁ QURRENT EXéESSWﬁ URATES,
cREAfrlﬁc A ‘coMPETI.TI%VE DISADVANTAGE Foig NEW JERSEY YBANI‘is .
WE DISAGREET BmNé REQUIRE‘DTO.‘CHARGI; A REASONABLE INTERE_ST
FVRA%TE 1S NO DISADVANTAGE; ;NDEED,: Tms LOWER CEILING CREATES
A POWﬁFUL ;COMPETITIVE EDGE FéR OUR STATE'S BA‘;NKS‘. NEW
JERSEY ,BANKS WOULD BE ABLE TO ADVER&“ISE THEIR NEW LOW RATES
ALL OVER THE chNTRY, AND Lt._RE NEW A’CCOU!{?TSFAWAY FROM BANKS
) C‘HARGING‘:H“IGHER RATES. YPRECISEL‘Y THIS PHENOMENOX IS OCCIvI-RRINvG
f IN AR’KANSAS, »WIT'H» THE CREDIT CARD-ISSUINGBAKKS IN THAT STATE
;REPO’RTINGTHA-T THEY ARE,rLooDED'WITH ﬁEQUESTs FOR NEW
A'ccoUNTs FROM THROUGHOUT THE COUNTRY. THESE NEW NATION-WIDE
ACCOU-N’I“S WOULD OFFER NEW JERSEY BANKS A REAL OPPORTUNITY FOR
,THE FUTURE, AS WE MOVE INTO THE ERA OF INTERSTATE BANKING.
.- THERE”F‘ORE, THE PUBLIC ‘ADVOCA'I"E» REJECTS THE NOTION THAT IMPOSIN
A\ INTEREST RATE CEILING WOULD BE UNFAIRLY DISADVANTAGEOUS TO
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. NEW JERSE? BANK‘SV.*

| T,HEREKIA.RiE;lHO’WEVEVR," INDIRECT WAYS TO ENSURE THAT THE
k_ »INTE_RE"ST RATES i_CHA:RGE‘:D BY CITIBANK AND THE ’,oTﬁER:.-éi}-T‘-va'-s"’rATE‘_j o
| ’ISSUERS’;" DO NOT EXCE'EI‘) THE NEWJERSE? .CEAII‘QING:. THREE OFTHE
BILLS BEFORE THE COMMITTEE US E ONE AP'&ROAC}&,- WHICH 1 kTO‘P‘REinE‘;I\TTk
THE OPERATION IN NEW JERSEY OF ANY LOAN PRQDUcTIONbFBICEs‘OWED
BY .OUT-‘OF-STATE:ISSUERS CHARG_INC MORE THANkTH’va PERMITTEb' RATE. |
IN ADDI'i‘IO_N, DESPITE"rHﬁ INABILITY TO DIRECTLY REGULATE INTEREST .
| RATES, OUR RES‘EAR’CH SUGGESTS THAT THE LEGI’S'LATURE HAS THE
'POWER TO REGﬁLATE MAmf NOI\"-—R.ATE ASPECTS OF THE ‘CREDIT CARD
OP#RATIONS OF our-o?-émﬁ ISSUERS THAT AFFECT i{tw TERSEY
CARDHO‘LDERS. THIS REGULATORY POWERCONSTIT'&TES & VERY
EFFECTIVE V»"Af'iv’-"TO‘“BRING INTERESTRATES IN LINE fwm THE NEW

 JERSEY CEILING. FOR EXAMPLE, IF CITIBANK AND THE OTHER OUT-

* The non-bank issuers of credit cards in New Jersev, such as department
stores and gasoline companies, would face no such hvpothetical disadvantage,
since they are required to follow the interest rate ceilings of each of the
states in which their customers reside. Banks, in contrast. are permitted
to charge whatever interest rates are allowed by the state in which they,
rather than their customers, are located. ' ' : '

-16-
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' OF-STATE ISSUERS CHOOSE NOT TO FOLLOW NEW JERSEY'S CEILING,

THE LEGISLATURE COULD ENACT A STATUTE RESTRICTING OR

E‘.LiMIN_ATIN‘_‘G THE ANNUAL FEE OR 'OTHERCHHARGES" ON ALL CREDIT |

CARD Ac'couNTé WHICH EXCEEDED THE PERMITTED ,R'ATE‘;OF INTEREST.
ANOTHER "APPROACVH woumj BE ;TOZ R;EéUIRVI’ST _THA'fCREDIT C_Aﬁn |
BALA_NQES BE CALCULATED IN A C;ERT_AIN WAY WHEN IMPOSING INTEREST
'RATES OVER THIS 15% CEILIiNG}. A UNIVERSiTif OF VIRGINIA STUDY HAS
INDICATED THAT THERE 1S A vLARGE:DI‘FFERENCE IN HOW MUCH
" .iﬁTEREST IS CHA}{GED 0 & GIVEN ACCOUNT WITH THE SAME ‘TR“ANS"-

‘ ACTiON$ DEPENDII\_’G- ox szcfH"c;s; FOUR DIFFERENT ACCOUNTING
ME'VTHQvstI‘S USED To CALCULATE ACCOUNT BALANCES. IF, AFTER
EXACTING A_’\" INTEREST RATE CETLING FOR NEVW JERSEY, IT APPEARS
-T}iAT A_'PROBLEM STILL REMAINS WITH OUT-OF-STATE ISSUERS
' CHARGING -ﬁxc.p:ssxvﬁ RATES, THESE AND OTHER EFFECTIVE REMEDIES
ARE AVAILABLE TO ADDR‘ESS ANY SUCH PROBLEM. II;*'AN&"EVENT,

THE ‘POSS,IBILITY THATQUT-OF—ISSUERS MIGHT CHARGE A HIGHER
'RATE‘_DO_’ES NOT PRO\?IDE A LEG‘ITIMATE REASON FOR NOT ACTING TO
REDUCE RATES ON CRED;T CARDS»FbROI\Z NEW JERSEY BANES AND ON
ALL»N‘ON‘-B>ANI{ ISSUERS.

> o ' ) -1%-
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‘BANKé :IN,‘soM‘E' PARTS oi? 'vrvHE_ COUNTR& .HA\»ZEAL‘SO THREATENED |
TO YM‘O'VE: ‘THEIFR"CRE‘I‘)‘IT“CARD‘HOP‘ERA'VI;IOI‘\‘TSh OUT O‘Fb STATE IFINTEREST
RATE CEILINGS \.A’EB>E TO B}*kEv I‘MPO‘SE‘;D,’ Tt VIAR'-GUIQIENT ALSONEEDS TO i
'BE _CoﬁsiDﬁRﬁb ALTHOUGH WE_:F‘IN.D‘I’T LACKING N MERIT ITSHOULD ;o
of COURSE , BE NOTED Tﬁ}xT LOCATI'QN IS OF NO »CQN‘,ISEQUENCE’ 'I‘O
THE’FNONfB’ANK'_I‘SSUE}‘{S OF CREDIT cARDs, SUCH AS GASQI.’.‘INI;:_i ‘cvoﬁ?'AmEs |
AND DEPARTMENT SvTOR'EFS-,‘BE’CAUSE THEY MI‘JFST FOI’_,LOWV‘THE L_AWS OF
THE STATE_SM{ERE THETR CUSTQMERS»LIVE. BANKS ‘ARE .THEEEFO@?
| UNIQUE IN THIS‘ARE‘A:. BUT EVEN AS TO BANKS, S‘IMIvPLY‘MOVING THE
LOCATION OF _THEVFI‘R CREDIT CARD O‘PE‘R'ATVI.ONS TO AI‘\’.OTHERVF‘STA'I»“‘E |
WILL NOTk,ALLox«T THE’\ TO AVOID NEW JEP?S‘EY-"'S INTEREST RATE CEILII\G B
o VAC‘C}OR‘D'INvGTO QUR RESEARCH, THEEY MUS’T»‘,"iNSTEAD, ACTUAVLL»Y-‘ OBTAIN
A CHARTER A4S A DEPQSITOEY INSTITUTION IT\ THEIVO-’I"'H-ER‘ S_TAT'E'AND."
'SELL OR OTHERWISE TRANSFﬁR THEIR CREDIT CARD AC’COUN"TSV'ANDY ,,
;QPERATIO&S TO THAkT NEW ENTITY. XNOT ONLY IS ‘THIS.COMPLICATE'D,‘_ .
THERE ARE SEVERAL REASONS WHY IT IS UNLIKELY TVO,OCVCUR.‘ FIRST,
AS VSTA'I‘.ED.EARLIE’R, RATH‘E-P. THAX BEING A R_EAsoi\’ 'T‘QYLE’AVE THE

STATE, THE EFFECT OF THE INPOSITION OF 4X INTEREST RATE CEILING

IN NEW JERSEY IS LIKELY TO BE A COMPETITIVE ADVANTAGE AND

-18&-
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'QﬂP:PO‘RTUNI'I.’_Y -.Foh OUR STATES BANK_S. GIVE'N"'T‘I.-IE_ Ex?ﬁﬁlﬁNCE oz: _‘ |

. .CR‘ﬁIIDIT CARD ISSIViE:RS IN S'TATESv LIKE ARKAN.sAs;- THE'ﬁEw LOWE-R‘

vRATvES_M_‘As{ BRING A TORRENT dF ‘N'Ew: cUSTowxﬁRs.

SECQNb, NEW JERSEY BANKS WILL I_i..Av’Ev LITTLE OR NOTHING TO GAIN
‘B.‘Y_M‘OVING ‘QUT OF STATE. WHILE "T,EYCHN»ICAvLLY THEY CAN ES}C..‘_APE
‘NEW‘ JE>RS‘E‘>Yv'S USURY “CEILING BY DoiNG SO, AS NOTED:EA"RLIEP; THE

LEGISLATURE HAS THE POWER TO EFFECTIVELY CREATE ALEVEL'PLAYIN'G

FIELD FOR BOTH IN-STA':E ANDVOUI-FOFfSTATE BANKS.' ANY BAN»KS‘

THAT ATTEM?T TO EVADE OUR CEILING BYV MOVING ACROSS THE BORDER -

céULD THUS FiND g'l;HAT THEY STILL 'wui HAVE TO CHARGE NEW JERSEY

CUS'IV‘YOME‘R'S‘THE smi RATE AS NEW JERSEY BANKS OR FACE THE

INAEILITY TO 'EST"ABL’ISH L‘OAI\' PRODUCTiox or'mcr:s,‘ TO COLLECT |
ANNUAL FEES AND OTHER CHAhqss, OR THE REQUIREMENT THAT THEY

“CA'LCULA”TE BY'ALANC.ES IN A i\fs’Af;THAT SIGNIFICANTLY CUTS THEIR

TOTAL ‘INT’EREST CHAPY.‘GES. |

‘FINA;LLY‘, EVEN IF de}-: BANKS DO DECIDE TO SELL THEIR CREDIT |

CARD OPERATIONS TO OUT OF STATE SISTER BANKS, ANY LOSS OF JOBS

-19-
o LoP



| AI-\"D,»TAX RE_\%ENUE wiLL'BE V'ASTLf OFF-SET 3){ THE ;ﬁQRMoUsvv‘sA'v'iﬁés‘ |
FORYNE.\‘N TeRshy CONSUMERS IN INTEREST CHARG}:S;   AS S'I"ATEDE‘;.AI.{LIE:?{,
F A’CVEILING OF 15% 1S vII&.'IPOSED,k'THES,vE sAvaGs _ARE_ESTIMATED“Q'fo}'

| EXCEED BETWEEN $50 MILLION ‘AI\’TD‘ ‘$1o'o MII._,L.ION' YEARLY AND;‘C‘OUvLD.' BE
'EVEN GREATER IF MARKET FATES cb?f:TINU;: TO GOAFDO:‘WN’. WEIGHING THE
.CERTAINTY OF THESE S‘AVIN.GS AGAINST THE MERE POSSIBILITY OF

BANKS MOVING THEIR»HI’GHLY—AUT»OMA?‘ED CRE.I‘)I’I{C};R)D_ O‘PERATFI(»)NS

~OUT OF 1 STATE CAN ‘ONLY RESULT IN A DECISION IN FAV‘O.R. OF A

'CEILING ON THESE RATES.

: SOME BANKS HAVE ALSO ARGUED THATHIMPQSING»A iCFE_‘ILvI'NG ON'
:cRmﬁIT CARD I‘NTEBEST‘ RATES ,WILL_HAVE A HARSH ‘_R‘ESULT ON LOW AND .
MODERATE INCOME R‘EsmENTs OF NEW JERSEY .. | SPECIFICALLY,‘ THEY
CONITENDv THAT FORCING THEM TO LOWER THEIR RATE;‘S WILL ALSO FORCE
THEMVTO 'BvE MORE SELECTI’VE ABOUT THOSE TO VVVHOMYTHEY ISSUE CREDIT
CARDS. II\".(‘)UP;‘ VIEW, THESE ARGUMENTS ARE ‘DISINGENU.OUSV IT IS HARL
.fo UNDERSTAND H’ow THE BANKS MAKING THIS A}RGUMENT cmfg;mtm
THAT CHARGING THESE EXCESS‘IVEH RATES SERVES“VTHE ‘INTERES‘T‘S oF
ANY CONSUI\'I'ERS.','ESPECIALLY LOW AND Mommﬁ‘ INCOME RESIDENTS _Q}' :
OUR STATE. FURTHER, INDUSTRY STATISTICS SUGGEST THAT FEW

-20-
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V'L(v')’,WvAND MODEVI;{A’TE” .INCOME ,PEQPLE ARE C‘URﬁEAN""I"'LY CR’ED»IT‘ CARb ,
HOLDERSQ erALLY,IE THE NEgrLowER;RATEs,cAUSE EANKSvfo BE
MORE PRUDEET' m MAK;NG DECISIOI:\TS ‘_A'B.OUT _CR;EDITWORfHINE,SS‘,
THAT 18 A ”P;‘ESU.ALT To BE }E‘NC‘OUIYKAIGE;D;‘ 6BVIOUSLY:IT ].DQIESIFNO» QN_E'
ANY-quD TO. RECEIVEq A LoAN THAf »HE OR SHE ‘CAN"T;AngFvORD TO
| Rﬁ-éAfﬁ fORbTHESE;REASONS,‘WE‘REJECT THE NbTﬁON THAT BANKS
ARE soMEHowaooKJNG AFTER THE HWTEREST OF POCR,?EOPLE»BY
CHAR'GI'NG.EXQR‘BITAN_T iNTEREST ﬁATﬁS ON THEIR CREDIT CARDS.
,j}ns_ARGUNEST‘HsSLMPLY AN_AFiEﬁ-THE-FACT RAItoNALJZATIQN FOR
fHEéE}ﬂCH RATES. ‘

ﬁésrma THE DEPARTMENT OF THE éUBLxc ADVOCATE STRONGLY UEC
THAT EFFECTIVE ;EGiSLAijE CONTROLS OF THE TYPE WE HAVE OUTLIKE
"BEENACTED..JUST ASfTHEIixnsLATURE WAS RESPONSIVE TO THE
- BANKING INDUSTRY IN 1981 WHEN :éRﬁDIT CARD RATES WERE FIXED ‘AT
BELOW}MARKET RATES;’so,7rdo; SHOULD THi,LﬁGISLATURE'RES?OND
'Tb_ THE PLEAS OF CO‘NSﬁMERS I»NFIQSVGM*HEN CREDIT :CARD> RATES REMAIN
FIXED AT ABOVE%WARKET‘ﬁATES.VJﬁST AS BANKS MAY HAVE LoéT
MONEY:ON TH£IR‘CREDIT CARD>OPERATTQNS PRIOR TO THE DEREGULATI

OF RATES, TODAY NEW JERSEY CONSUMERS ARE LOSING MILLIONS OF

-
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4DOLL‘A‘J~°~S As,vA» P;ES.ULTF OF THAT ISE‘RJEG.ULAT_IO‘N.} 'THE LEGvIYSLA"I‘U‘RE' ii’{»A's' '
THE POWERF’TO"S"VIIRIKE A FAIR BALANGE BETWEEN cQNSu}mﬁs AND “THE
,EANI{;ING I:ND.FUSTRYY_BY ESTABLISHING A FLOA’i‘ING_ CEiLIﬁ'G FOR".}_“  ,
 CREDIT CARD INTEREST'RATES. .BY Do‘iNG"so, T“HE ].’.,E"GAI‘SFI’JA&’URE ‘wIL"LV
F‘VB‘RINC-;‘;*,’;";M‘MEDI:A'I‘E RELIEF"A’Q THE MILLIONS OF CREDIT CARD ‘Howm‘é’.‘s |
IN NEW JERSEY, AND WILL ESTABLISH ACE‘ZILIN’G THAT 18 RESPOﬁssz V'Vro; :
WHATEVER CHANG;ES IN OUR EC‘OI‘\‘OMY THE FUTURE BRINGS.

THANE YOU FOR CONSIDERING THE VIEWS _of?rﬁ.y: DEPARTMEN‘T OF

THE PUBLIC ADVOCATE.

-0,
Py
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, SURVEY OF NEW JERSEY DEPOSITORY :
INSTITUTIONS ISSUING CREDIT CARDS -

N1ne nme dep051tory mstltutlons 1ocated in Ne\« Jersey \;vere contected
by telephone in. the flrst two weeks of April, 1986 These mcluded federal
and state chartered banks, savmgs banks and savmgs a.nd 1oans from through-
‘out the,state Fn‘ty-exght of these mst1tut1ons reported that they 1ssued credr'
'b cards to consumers, velth.er by themselves or in conJuncnon wrch another depo— '
- sitory 'invstitntion Each of these futy e1ght dep051tory institutions was asked
to prov1de its current rate of mterest and its annual fee for Vlsa and Master-

card consumer credit card‘accounts. The resultsof this survey are as‘ fo].lows-:

'Bank Name . Interest Rate ‘Annual Fee ‘e

(1) Amboy-Madison Nationzl Bank 19.8% . $20
(‘2)- ‘Bay State Bank B 17.9% | o $18
(3) Broad National Bank of Newark 18. % " $25
(4) Broad Street National Bank ofvTre'nton 18, % $25
(5) Broadway Bank & Trust | 19. % . $25
(6‘) Carteret Savings & Loan 18. % $20
(7) Central Jersey Bank o 18. % $15
(8) Chatham Trust Co. 18. % $20
(9) Citizens First National Bank 18.‘ % $15
(10) ‘Commerce Bank, N.A. ’- 18.6% $15
(11) Commercial Trust Co. of N.J. 19.5% $20
(12) Eastern National Bank 18. % $18
(13) First Bank of Colonia | 19.8% $15
(14) First Fidelity Bank | ' ‘- 19.8% | o $15
(15)’ First Jersey National Bank : 18, % $15 .
(16) First Jersey I\atnona Bank/Scuth 18. % $10
(17) First National Bank of Edison 1982 $15
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First National Bank of Kearny

First National Bank of Toms River

First Peoples B‘a’nk
Firs:t State Bankv.r
Glendaie Nation‘él Ba‘nk'
Heritage B'én'kr, N.A._b
Horizén Bank

Howard Savings Bank .
Indepeﬁdencé .B'avnk
Lakeland State Bank
Lenépe'Staté Bank

Liberty Bank & Trust

Maplewood Bank & Trust

Marine National Bank

Midland Bank & Trust

Midland National Bank

Minotola National Bank

Morris County Savings Bank

National Bankamericard-National ‘Bank

National Community Bank

New Jerseyv National Bank

Ocean County National Bank

Pennsville National Bank
Pilgrim State Bank

Princeton Bank :

Savings Bank of Central Jersey

Southern Ocean State Bank

Summit Bank

 18.

19,

16.8%

15. %
1 18. %
%
18. %
18, %
19.8%
18. %
18. %
18.8%
18.6%
19.8'%'
19.8%
8%
18. %
18. %
18.9%
18. %
19.8%
19.8%
19,82
18. %
19.8%
19.8%
19.8%
18. %

_ NZO.. annuai.feé' '
' ‘No‘annual.fee
$15

$20

$25

$15

$15

$18

- $20

$20

$18

$15

$20

$15

$20

No annual fee
$20
$20



o (46) Suj]mithrust Co.

(47) Sussex County State Bank
(48)“ Tr‘u“st Compahy of N.J.
© (49) United Counties Trust Co.
(50) United Jersey Bank

' (51) United Jersey Bank/Cumberland
. National . ' .

| (52)_Unit‘ed Jersey/Franklin Bank }

| ,(53)jUnited Jersey Bank/Midstate’
" (54) United Jersey .Bank/Nérthwest '
‘(5‘5) United Jersey Bank/Southwest
(56), Urban National Bank

(57) Vé]ley Natﬁon‘al Bank

‘ —(58) Woodstown National Bank & Trust

STATE-WIDE AVERAGE -

1,35.‘ %
18. %
19. %
18. %
18. %
18. %
18. %
18. %
18. %
18. %
18. %
16.8%
18. %
1}8.44%

 ;$'§2'0 -
g5
$15
$15
a5
o

$15
$15
$15
$15
$15
No annual fée

$18

$16

* 18% is reportedly charged on cash advances, while 15% is reportedly

charged on retail purchases.

K
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STATEMENT BY SENATOR PETER P. GARIBALDI, R-MIDDLESEX
Sénatof Labor, Industry and’Professions Committeé Hearing on Credit Card

Interest Rates

i 1F'YoU LOOK AT TODAY'SNEWSPAPER, YOU WILL SEE ADS.FORVCAR LOANs.Fﬁﬁn As
- Low AS FIVE POI&T NINE PERCENT>INTEREST TO sEvﬁs POINT SEVEN PERCENT.‘ﬁORTGAGES
CAN BE OBTAINED WITH EiGHi:AﬁD A HALF PERCENT iNTEREST,RATES. BUT CHECK THE
| INTEREST RATE,ON YOUR LATEST SEARS OR J.C..PENNEYS:BILL. IT REMAINS AT A
‘STAQGERINC TWENTQ-ONE PERCENT INTEREST.
e 1TEESE E*AM?LES CLEARLY ILLﬁSTRATE WHY SENATOR DORSEY AND 1 ARE APPEARING
~ BEFORE YOU TODAY.

WHEN T TOOK OFFICE THO YEARS AGO, 1 nAbE A PLEDGE TO MY CONSTITUENTS THA:
‘1 WOULD STRIVE TO LOWER CREDIT CARD INIERﬁsT‘RATEs. T HAVE BEEN fIGHTING TO
.vACCOM?LISH THIS EVER SINCE. ﬁNFQkaNATELYEFTHE LEGISLATION T INTRODUCED TO
PLACE A CEILING ON THESE RATES HAS REMAiNEp IN LIMBO. MY BILL WOULD TAKE THE
AVERAGE PREVAILING INTEREST RATE BEING CHARCEﬁ_ox‘ANy LOAN OR EXTENSION OF
.QREDIT MADE BY STATE ANQ_FEDERA;LY CHARTERED BANKS OR LENDIKG

. INSTITUTIONS...PLUS TWO POINT FIVE PERCENT.. .F..AND HAVE THAT AS THE CEILING OXN

48X



THE‘iNTEkEéT RATE. 1 URGE’YOﬁ TO RELEASE Mf>BILL AND!THE BILLS ﬁY chLEAéﬁEs ,
ARé SPONSORING ON THIS ISSUE.

THE CEILING‘ON‘INTEREST‘RATES WE ARE CALLING FOR 1S NOT_ETCHEﬁ IN siONE, 
| WE ARE WILLING 10 COMPROMISE ON THE AMOUNT. WE ARE JUST ASKING YOU TO‘ACT’TODAY
70 GIVE THE CONSUMERS OF THIS STATE SOME RELiE; FROM‘THEVSK?ROCKETING INTEREST |
RATES THEY CONTINUE TO FACE.

THOSE HARDEST HIT BY HIGH INTEREST RATES ARE THOSE WITH LOW TO MODERATE
INCOMES. THESE ARE THE PEOPLE WHO MUST BUY ITEMS, SUCH ASAREFRIGERATORS OR
WASHING MACHINES, ON TIME. MOST OF THEM ARE NOT AWARE THAT THE HIDDEN INTEREST
COSTS ON SUCH PRODUCTS CAX AbD AS MUCH AS ONT HUNDRED DOLLARS TO THEIR BILL.
THESE ARE NOT FRIVOLOUS ITEMS EITHER BUT REPLACEMENTS FOR WORN OUT NECESSIIIﬁs.

AXD, NEW JERSEY CONSUMERS ARE AMONC THE HARDEST HIT BY RISING CREDiT CARD
INTEREST RATES. OTHER STATES, SUCH AS ARKANSAS, FLORIDA AND TEXAS, HAVE ACTED
TO PROTECT THEIR RESIDENTS FROM THIS EXPLOITATION. NEW JERSEY CONSUMERS PAY
NEARLY DOUBLE THE INTEREST FOR GaS IF iHEy USE A CREDIT CARD THAN THE RESIbENTs
OF THOSE’STATESf I WILL NEVER BELIEVE THAT LENDING MONEY TO A NEW JERséy |

CONSUMER IS TWICE AS RISKY AS LENDING IT TO SOMEONE FROM ARKANSAS,

29X
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THIS IS AN EXTREMELY UNFAIR SITUATION THAT IS PLACING A TREMENDOUS
_ FINANCIAL STRAIN ON OUR RESIDENTS. IT IS UNNECESSARY AND CAN BE STOPPED IF WE

IN THE LEGISLATURE ACT AND ACT NOW.



© STATEMENT OF

NEW_JERSEY RETAIL MERCHANTS ASSOCIATION
 ON CREDIT BILLS BEFORE THE |

SENATE LABOR, INDUSTRY & PROFESSIONS COMMITTEE -

APRIL 17, 1986

Cha#rman Lésniak; members of'the'committeé, my‘namevis Edﬁafd J.>Go1dbefg;
énd vI am V1Ce}fPresident, Consumer Affairs and ‘Customer Service _pf:
'Bambekger's. I am here today as Chairman of the New Jersey Retail .
'Merchahfs Aésociation; Our assOciatiqn represents more than 1,000 members

“in the 21 couhties of the State.

According to the Bureau of Labor statistics,-:for» 1984, thevgenera1
merchandise sales in ~our state were $12.5 billion and provided

$750,000,000 in sales tax revenues.

Thirty percent of the total general merchandise sales resulted from .
revolving credit sales, which amounted to $3.8 billion and accounted for

$226,000}OOO in sales tax revenue.

_ Employment . in the retai1/who]e$a1e/distrib&iion inddétry in New Jersey in
1984 knumbered 551,75¢ people, representing 16.5% of totel state
- employment.  This industry represents the number two employer in the

state.
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ered1t card f1nance charge rates, the subJect of today s hearing, are"off
‘h‘theb greatest 1mportance to every sector of the retail 1ndustry, whether a

ma11 variety store or a 1arge reg1ona1 or nat1onal chain.

,A1mo§t ai],df’our‘members'extend‘creditvby iésuing‘their own credit cards
~ and/or by _accepting third-party credit 'cards;v_Restrictive credit card
legislation could have serious negative cohsequences to millions of our

retail customers and your constituents.

‘1 am here vto‘~oppcse bills wh{ch wou]d)impose ceilings on finance charge
rates. I wish te fhank a]1 of yog for the opportunﬁty to appear'~before
you -and to dispel a number of maJor m1sconcept1ons about retail credit

] card services and 1ts cost.
~ 1. 'COST OF RETAIL CREDIT

kThe first m1sconcept1or is that retail credvt card finance charge rates
are grossly out of Tline wwth the cost of providing cred1t services and
that finance charge’rateévshOUWd correspond closely to changes in market

‘rates: Let's desl with that one head on.

‘ :Proponents cf these bills are attackihg What,they perceiye to be interest
>rates:for the use of money and the faﬁ1ure of credit card rates to decline
in - tandem with' fallihg‘gprime, U.S. Treasury bills or other fTuctuating

‘market interest'rates, ,Hewever,’ interest is Jjust one combonent of @

finance charge. vThe fact is thet finarce charges represent a charge for a



package of credit,re]ated serVices,' andi the vtostﬂfof fuhdsvv(i.e;;:’the  .}'

fetailer's cost 'of financing}theiéctouﬁfs'receiﬁéb]e fnvestment)-is much o
- less 1mportant 1n sett1ng reta11 credit card f1nance charge rates than for"b
‘other types of cred1t \'Fof retail cred1t card 1ssuers a substantlaT“
- port1on of the tota1 cost of extend1ng credit to. customers is compr1sed of, 

sa]ar1es, operat)ng “costs 1ncurred for processing transact1ons month]yv

billing statehents; ~evaluating cred1t a3p11cat1ons, postage, compuger,“"

,’expenses, ut111t1es,‘ ahd"col1ett1on of de]wnquent accounts along with
,substant1a1 costs assocwated With the write off of a dé]inquent and
,vbunco11ect1b1e accounts - For reta11 vcredwt card 1ssuers, thésevcredit :
operation costs are not offset through annua1' membérshﬁp bfées; *and,}‘in’.
fact, ’thes1mpos1twon of such fees.by'a retziler is not pefmifted‘under'New'

'Jersey law.

Even in a deregulated rate environment, many” retai1ers’ do hot make a
profit - on  their credit carc operations. ‘ State 1eg1s1at1on which requ1res
a reduct1on in the finance charge rate w111 resu]t in a ]oss for man) more

retail credit operations.

II. THE PRIME RATE IS NOT AN ACCURATE REFLECTION OF RETAILERS' COST
OF MONEY | | . |

The second:wisconception is that the prime rate is ‘a true reflection of '
the cost of funds to retail credit card 1ssuers._'In fact, the prime ﬁﬁ;g:
is not an accurate 1rd1cGtor of the cost of merey to retail credit card

‘ISSUEFS .
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'Fifét retailers' do not borrow money “at the prime rate, but, in fact,
f1nance their receivables at vary1ng rates above the prime, depending on

the1r part1cu1ar f1nanc1a1 cond1t1on

Seﬁqnd;’ since retail cbedit: ;érd recgivab1es are vfihanced through a
combination of ]th and shbrt-term'debt; a2 single index -fate, ‘such as. a
current T-bill, prime, rate or other‘ markei rate, does not accurately
“reflect either thé margfna1‘dr average cost of money to retailers. A
 EefaiTe}'s overall cost of funds, at any point in time,_is paftia11y
determined by brevious]y issued 1iabilities, which are now higher - than
~today's short term rates  and do1 not fluctuate as widelyvas short term
rates;r Therefore, to approximate tﬁé cost of funds to retailers, one
tanndt rely on . the prfme:rate as a behchmafk, but must look at the 1ong

term liabilities in addition.to'current’short term . rates.

: III, CREDIT CARD RATES HAVE NOT INCREASED DRAMATICALLY

The thjrd misconception i$~that fétaﬁ1 credit card finance charge rates
have increased'vdramatica11yv and are now at outrageous or unconscionable
Teve]s. |

‘Before 1972, there was no finance charge rate ceiling on revolving credit

~in New Jersey. Nevertheless, most retailers charged an 18% annual

percentage rate.
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In"1972;‘when thefLegﬁs1ature Set'finance cﬁafge‘rate tei1fngs‘ fof .reta{i
revoTving cfedit at »IB%; the prwme rate was approx1wate1y 5. 25% Aftef}
'1972 the pr1me moved up dramat1ca11y - reach1ng itse h1ghest point at‘
20 5% in 1981 Yet  in 1982 after the Leg1s]ature removed the ratei 

3ce111ng - and when the pr1me rate averaged 14 97/ - many reta11ers ra1sed'v:

'the1r_ nominal <credit rates fromaan-18b‘annu31 percentage rate to a_ié,8%kﬁ
ew‘ahnual bercentage rate. Even forv thoée "etailﬂrs which EaiSedk fﬁéir ﬂf
homiﬁé] rate ffom 18% to 21%, it resulted in only a 17% increase in the
~finance charge rate, whereas the prime had skyrocke»ed in 1982 »by 293%
"from its 1972 rate. |

Thus, current retailkcredii-card‘retes do not reflec{ a dramatic iﬁ;rease
 from when credﬁt_rates were deregulated in 1982. This is evident when you
‘view - the dramatic upward moverent of ofher mejor cost e1ement§\of rétéi]
credit operations‘duringethe,pési decedes, such es bostage 'and' sa]ériee,x~ g

as illustrated in Table A below.

TABLE A

Specific Credit Cost Factor 1972 January 1986  %Increase

1. Minimum Wage ” s1.60 8 3.35 +102%

2. Social Security Tax Rete - 5.20% -7.15% + 475
3. Social Security Max. Income $9,000 § 42,000 +366%
4, First Cless Pbstage 8 cents 22 cents +175%»
5. PrimekRate’(annuaT average) 5.25% 9.5+ 81¢

£
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1f the prime rate or a similar. index was the principal factor.in setting
'rates, retaf]ers WOu]d héve had to faise tﬁeirvratés to thé 30% level‘.when.
thef'prime_'rate kas in excess of 20%}' The fa;t that rates have not risen
; SO dramatica11y in New Jersey, or in other states where legally
,:bermissfb]e,"is. fUrtherf'eyidence of‘ the power of competitfon in ‘a

deregulated marketplace.
IV, RETAIL CREDIT IS DIFFERENT FROM OTHER FORMS OF CREDIT

The f0urth'misconception is that credit extensions wunder retail credit
cards are 1like other forms of credit. Retail credit differs from other
'credit, such'as aufomobiTev or »mortgage loans, in that retail credit.
in961ves small ba]ahces which are not collaterelized. Moreover, the
revolyingv nature of most retail cfedit necessitates monthly billing

statements with 211 their attendant costs.

There are other strikiﬁg.differences between retz:] credit cards and other
types of credit,viike automobile loans. Most importantly, for retail
credit cards, ‘the fihance charge is ihposed in each billing period with
- flexible fepayment terms which remzin at - the discretfon of the account
~holder. = Most, ‘if not all retail creéit card plans in New Jersey, provide
a "free ride" pefiod which gives account ho]ders the option of avoiding
any ffnance charge by paying fhe full outstanding bq]ance within 30 days
of bﬁ11ing.' Dependfng upon when a purchase is mede in the billing cycle,

the account holder may have as many as 59 days to pay for the purchase in.



fu11 without incurringva finanté, cﬁafgé. | A sfgnifiCant tbgrténtageﬁ'6f 
consumers - 47% accordingk to é 1983 sﬂr?eyj“-  QSe .thefr' Eafd’aé af
| conYenience,ahd‘pay the bill in full each month. As a result, those
acCount 'ho1defs who choose’ to pay off the'entire ba]énce'whén bf])edieach‘
mOnthvgeneraté'no finanée éhafge révenue.to offsef:’br0ces$ing, financing

and“bii1ing costs.

Even for ‘those customers who elect to extend théir payment and incur
'finance charges, the effective yield is less than the knomjna1  annual
~ percentage rate ("APR") and the actual cost of the finance charge is |

‘smaller than is gererally thought.

For example, taking‘a‘nomina1:21% anrual percentage rate ("APR"), the true
- yield 'fo% retailers is around 18&% es illusfrétéd in the chart (Tab1e B)f
below. 'Th{s is so because there is honinance' charge ih’_tﬁel firSt and
'jast' months.  Moreover, as the chart below also demonstrates, since;the
'21% APR is'ca1cu1ated oh'akdec1ining.ba1anCe at the 1.75% mon£h1y' periodic
zrate, the -actua1“finahcé charge cost to‘a consumer‘oh e SIOO Ba]ance is
only $9.99, and not $21, assuming the balance is paid'off at $10 'a« month

‘over a period of twelve months'with no intervening purchases.
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TABLEB
1.75% Monthly

‘ - Monthly ~Finance Charge ~ Customer's Balance
Month Payment - On Average Daily Balance* = After Payment
1 $00.00 - . ’ -$0.00 $100.00

2 10.00 | | 1.66 91.66

3 10.00 1,50 83.16
.4 10.00 1.35 74.51

5 10.00 1.21 65.72

6 10.00 1,05 56.77

7 10.00 .90 47.67

8 10.060 .74 38.41

9 10.00 .58 28.99

10 10.00 .50 19.49

11 10.00 .50 9.99

12 9.99 .00 00

“*Assumes paymentvis received on the 15th day of each month.

* Total Finance Charge: $9.99
Effective Yield: 18%

V. EFFECTS ON CONSUMERS

The fifth misconception is that rate ceiling reguletion will be beneficial

with no adverse effects on consumers or retailers. This is not true.

_-Artificfélly imposed 1ihits‘on credft'card finance chafge rates that do
not. give credifofs  sufficien; Teeway to cover all of their credit costs
will (a)_advefsely éffect the avai]abﬁlity of credit; (b) result in  higher
'cash‘~pricés‘ and the Subsidﬁzation by cash paying customers for credit
~accounts; and (c) possibly result in-the loss of other consumer benefits,

such as elimination of the free ride period.

i



When artificiaT ‘restraints force pkicesedOWn, fewer suppliers areiwi11fng7'1u
and/or able to continue offering the same goods or sefvieesi;Undef"theﬁ

| lowered price structure or to take‘:margina1' risks. The reduction in

“ava11ab111ty on the consumer: side of the equat1on 1s not random across- alItffj,‘

 1ncomev strata, but has ‘i greatest 1mpact on marg1na]1y cred1tworthye

- consumers. Those are the consumers who a]so typlcally have 1lower thang,~mi

average"incomes and greater ‘thar, averagevneed for reasonable amounts of -

- consumer credit.

For many, part1cu1arlv the young, first time seekers of cred1t and those
strugg11ng on low or fuxed 1ncome, the retail cred1t card is the1r only
meahs'to buy essentia1 ,goods »and ‘services or to make d1scret1onahy

'purchases Traditiona]]y;- reta11 creditors have made cred1t ava11ab1e to

a segmert of consumers who canrot qua11ay for a bank card or ‘other third ,"

party' card because they are unable to meet h1gher_1ncome or e11gibi1ityv'
requirements or may be considefed a highef crediter{sk.f To appreciate :the
adveree effect on conéumers of an»artif1c1a11y imposedkfinahce charge'rate
ceiling one should look at the retail credit exberiehce_of' Arkansas which
has the lowest state-imposec teﬁling or retai) credit card finance charge
rates. | Creditustudiesvin Arkansés' show limited avaw]ab111tj of credit

because of the unreasonably 1ow f1nance charge rates.

‘We should note that upor opening an account, retailers will initially
limit purchases_tb an overall maximum of a couple hundred dollars and 'fhen
: ‘ o

closely moritor the experiernce of the customer before increasing thet

Timit. Retéi?ers, of course, recognize that there will a]ways be @ sme11'

X



percentage of credit card ho]ders who ‘may overextend themse]ves through a

'comb1nat1on of f1nanc1a1 ob11gat1ons. Reta11ers are aware of th1s r1sk'
~and have therefore adopted measures to protect aga1nst 1oss, 1nc1ud1ng
’c1ose mon1tor1ng of purchases and payment histories and, in appropr1ate_f
' cases, updat1ng credit 1nformat1on before perm1tt1ng customers to- exceed
vtheir Itmits‘ A creditor wh1ch does not mon1tor the credit 11m1ts and
payment exper1ence of its customers risks not only loss of f1nance charge’

'revenue, but more. 1mportant1y paymen+ for merchand1se.,

‘Where states have required retail credit to be offered at below market
rates, the burden of subsidy ineyitably falls on cash buyers, many of whom
~may haVe been unable to obtain credit. Those consumers who‘ pay cash,
whether by 'choice or as a result of reduced credit avai]abi1ity, will be
paying‘partvof the functional cost }of credit thet should be borne by
:credit customers. Lowered rates hay aTso compel retailers to make
adjustments in.the = price of goods or services,’ as well as 1in the
:ava11ab111ty of credit. Retailers may thus be forced to reduce other
. services or increase or add fees to serv1ces prev1ous15 furnished without

charge, such as, for examp1e, delivery or wrapping charges.

Research indicates that the retai1 prioes for major appliances in Arkansas :
~are from 3% to 7¢ higher than retail prices in neiohboring"states.
Stmt]ar results were shown in‘ the state of Washington>when lower rates
. were required. In fact, in some Arkansas border towns; consumers actually
go oot of their way to shop in neighboring states to avoid inflated prices

. resulting from the state-imposed finance charge rate ceiling.

10
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Anothpr d1rect effect of art1f1c1a11y 1ow‘brates in Arkansas is tﬁét ‘
'vconsuners must now pay f1nance charges from the date of- purchase zThéreTV
1S no,BQ day "free rxde period. As a resu1t, reta1] customer§ _in  ;
: ,AkkanSas ‘whb,; if they' Tived “in other states,‘would have access to free
retail cfédft‘fof as maﬁy as 59 days, must pay finance chérge{ fE0m~ thé3:

- date of purchase.
~VI. COMPETITION

The. reta1] industry in: New Jersey énd_thrOughout the nation is highly

compet1t1ve Discount and off-price mérchénts " compete aggressively with =

~ the more traditional mercantile establishments throughout our state. If
ever there was a time when retailers could price goods"cacua11y or raisev'
.prices wwthout fear of & 1oss of business, that day 15 past This year is‘;

no excep*1on to the bus1ress trend of recent years.

In a free-market economy where competition exists, there is ho logical
reason or benefit to require any service or product to be offered at a
price imposed by the government. This is price control and we all 'knowf:

how such measures have failed miserabTy in the past.

Credit cards compete with .many other forms of credit, and consumers are
respcersive to the differences among these various options. Consumers may,
for example, finance @ purchases through loans from savings institutions,

“banks, credit unions or finance companies, which may be able to impose  a

e
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Tower rate Bécause ’the~-1ender “does not have thé}sahe operatidﬁaj and
monthly billing costs tohne;téd to thé extensianof cfedit or repayment of
the loan or ,becausé the 'purchaée 'is’to1]atefa1izéd. Inkc0mparison;va
credit cardvoffers,many.wcdnveniences,',suéh Vas‘ a ohe-stép 5pp1icatiqn, "
- utijiiation .of:'thé' card"fdr' phohe,;hai1 6rvanStorebpdrchéSes, éase of
rétufn,df mefchaﬁdisé,‘the means to contrb} énd keep ,track 6f purchases,
l:and returns and the comfort ofrnoﬁ having to carry ]arge amounfsvdf cash
,Qf'engagihg in transactfons with businesses that will noi accebt personaT

“checks. -
VII. VARIABLE RATES

Finally, the prbposed variable rate formula would create tremendoué
-vopératiohé1 and  disclosure ”probfems for ,retai]ers with a resulting
increase in. oﬁerating costs :substantia11y beyond their current levels.
First, there is a séribus~q¢é$tidn as fo whether many reteilers - 1arge>
and smai] - - will be able fo afford anc develop the sophisticated software
and:progfahs'necessary,to operate their computer equiﬁment in a floating
rate environment. ‘Setond, a variable rate formula will require retailers
to incur substantia] costs to .inform_vconsumers of rate changes, as

frequiréd by law.

A revoTving ‘creditof is unlike avc]dsed-end creditor which extends credit
for each distinct transaction at'or‘below- the rate that is permissible
under the variable rate ceiling in effect at the time. A revolving

creditor's retail charge account agreement with its customers applies to



'an_ dn,goihg account bé1ancé, consistent with applicable Newaefsey’1awband -
federal disclosure requirements. When the‘variab1e rate ceiling rises or
'fa1ls, the retailer extendiﬁg reVo1ving creditAuis }fated_With several

H unacceptab]e_operatioha1 choices in réspect»t0 the>account, For example:

- - although bdth the consumer ‘and the retaileff.éontémb]ated at the
time of sale that-paymeint for the purchase would be subject to the: :
rate which was then,'iﬁ effect, there could be inequitable and
unforeseen ‘consequences for - the acéount holder or the retailer if

. each new rate is to be applied to old as well as new ba]ances§

- if each new rate may be applied sole1y‘£o new puréhases, retailers
would - have to segregate purchases incurred under different rates,
which will be expensive to - implement and disclose, as well as

confusing to the consumer;

- 1in ordef to disclose the applicable monthly periodic rate’and :
corresponding APR on account agreements and monthly - billing
étatements, as required by law, retailers wi]] -be‘ forced tb
cOntjnuoUs?y re-print thése agreements and statements.  or, _in the

case of statements, use sophisticated and costly Computer software;

- retailers could be obligated under present law to notify consumers

of rate changes.lbng before each new rate goes into effect.

-
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In summary, we be1ieve that deregulation has benefited _consumers,
_bUSineSses“andv the econohy and thét‘a free mérketpiéce has produced an
environment iﬁ whiéh there has been increasing product differehtiation"andj
cbmpetitioh;' This cbmpetitive' environmeht offers all creditworthy
iﬁdiQidﬁals*a means of securing credit andrentourages creditors to provide
“and enhance a wide variety of credit vehfcies. Conversely, a restrictive
credit ceinng cou1d'make‘retai1 credit unavailable to many consumers and
force them to seek credit from other_]endihg sources or to forego needed
purchases, State ihposed ceilings wi]j, we believe, stifle competition,
- and 1éad to a greater concéntration within the credif gkanting industry;
Moreover; this'1egislétion will have no effect on the prihcipa] issuers of
third .pafty credit cafds - national banks, which are able to éxport théir
rates from an out-of—state ~Jocetion.  Thus, ary action to place an
artificial «ceiling on these rates is inefficient and will adversely affect
reteilers which are subjeft to New Jersey law and choose to do business in

New Jersey and, as well, the New Jersey consumer and the state's economy.

g X
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INTER“ST RATE CONT OL- UN CRED!T gARDS

ﬂasterﬁurd Vtsu “end Amenccn Bankers - Assocwtwn-g_"* o
commissioned Lexecon Inc. o do e studg to examine the effects -

, of interest rntes on credlt curds and proposed legislotwn in.

purtlcular ‘

~The study wes Drenared by Cnristonner Detiuth, ‘the Nanaglng‘

Director of Lexecon's Wns_nlngt_on office. Mr. Deﬂuth 1s 8&n
‘economist and lawyer having served under President Resgen as

an Administrator for Informetion and Régul’atory AfTfeirs in the "
Office of Mensgement and Budget and &s Executive Director of

- the Presidentl’s Task Foirce on Regulatory Relief. Previously. he-

~ wes on the feculty of the Kennedy School of Government at

Harvard eand Dlrector of the HOI’VGTG FOCUHU Project on

Regulation

_ DeMuth states tha,t”ecbnomi,sts ‘hav'e' vfou,nd‘ that usury contrels
sre either ineffective or are harmful to consumer

~welfare--particulsriy to the welfare of those whom this type of
legisistion seeks to protect. The conclusions of the study find

that the proposed controls are unjustmed and would be harmful

”to bnth borrowers and lenders

The rate of interest on cre’cm ‘card credit, as,m’easuréd by the |

. Feders] Reserve Board’s celculstions of nationel average rates,

has remain‘e’ﬁ quite constant st vanout 16 percent since credit '
cards came inte widespread circulation in the eerly 1970's.

~On the sther hend the pr‘ir‘rie rate and yields on 3-month Treasury" i
~ bills have been guile volatile. The prime rate during the penod _

1980 and 1981 was mgher than that of credit cargs.
re L ' ;‘»k r" rd Charges

Interest rates paid by bank credit cerd borrowers are actuslly
lower than the nominel rates. This is due to the fact that most
bank card issuers charge. no interest during the initial
one-month “Free Period”, and meny cardholders psy their entire
balances during this period. Depending on the daie of purchase
end the cycle billing date, consumers have anywhere from 30 1o
60 dsys use of funds before finance charges are assessed. About

30 percent of &1 bank credit cerd sccounts ere paid monthly
‘without incurring any interest cherge. Cardholders who use their

v‘v_1_‘
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"'mtenswely (mukmg more or lnrger purchuses) however, so that
‘about 50 percent of the dollsr volume of credit: card purcheses ;

is paid without pasyment of any finence chnrgee ‘As o result, the
nominol interest rotle of 18% tronsiotes to on gveroge effectwe‘ .

~ interest rete of obout 15%. -~ Putting it onother way, the :

borrower on average octuony poys spproximately 3% less then

 the rote thot is sppesring on his monthiy stntement This is our
| experlence as well s that of the mdustrg :

, There is verg_g 000 _reeson why cred 1t cnrd rates are mgher tha
- morigage, personol and osuto loons. The cost of funds is only one

- component of the expense involved in prov:dmg credit ceard
- credit. Accnrdmg to the Federal Reserve Reserve Board's most

recent “functional cost onn!gs:s of selected commercial banks,

‘only 42 percent of the totel costs of providing bank card'
.servxces consisted of costs of funds in 1984. Dperstion costs

represent the anor expense m prov:dmg this service. While
interest costs have declined, other costs have escalated. Our

" costs  of postage, telephone,”credit]losses,‘ froud losses,

salaries, stationery and supplies end other expenses per sccount
incressed by 5.5% during 1985. It is very clear thut “thot
everuthmn hes not come oown in the pusi”. ' . '

Pnttgn of Creditt_nrd Srowth AcrOss States

| ',Tyhe" pattern of bank credit card ,cr"edit across the states in.

recent years proviﬂes further evidence of competition. Interest

‘rotes on bank cards ore subject to the usury laws of the cerd

issuer's state rather than the cerdhoider's state. At present 16
stotes meintain “strict” interest rete controls over credit card

- credit (ceilings of 18 percent or lower), 17 ststes plus the
 District of Columbis meointein “moderate” controls (ceilings of
- higher than 18 percent), ond 16 siates have no controls.

If the pro"position thet interest rote ceilings ere beneficial to

| tonsumers, it should follow that the stotes thaet are reguleted

should grow relstively fester then those stotes which are
unreguleted. On the other hand, if the supply of bank card credit
is competitive, eond wusury ceilings injure .consumers by

, cuntracting__ credit oveilebility, then unregulated creditl shouild

heve grown more rapidly than regulated credit.

The facts ore thet gcredit ir steies with po interest controle e
- 2 -
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‘14 percent 8s o portion of nntwnal revolvmg bank credit from

1980 thru 1964, while credit from “moderste control” ststes
- fell 20 percent and credxt from “strict control” stntes fell 14

percent.

Statés with No interest rote controls exp‘en'entv:ed‘ o reasl ’gr»owth’ .

‘rote of B3.5% during this period. Stetes with moderate or strict

interest controls gained 30.5% oend 39.7% respectively.

~ Arkensas which is constantly mentioned in the press and by ;

proponenis of rate control ss being o model which every state
should emulate. The mondated rote is S percentnge points over
the Federal Reserve discount rote. Low rates sre intended {o
drive the no interest rate control lenders out of the stote and

meke credit obundontly evailable to the stote's consumers. This

of course is a myth. The facts are thot Arksnses hss declined
4.8 percent within its borders snd has further declined by 41.2

percent in its share of notionsl revolving credit. The credit loss

rote for Arkanses wes .43% in 1984 fer below industry everages

suggesting that credit is not bema provided to the low ong
moderate income families.

These figures are significant and if duplicoted in our stste,

hove o greve impoct on our economy. If we were io clone
Arkansss, the buying power of our consumers would be grestly
reduced, demand for goods and services would be affected ond
we would eventually experience on increese in the stotes

‘unempioyment rete.

The market evidence is unambiguous: es money market retes have
fellen, unreguisted cord credit hes become more successful with -
consumers than credit subject to interest rate ceilings. This is
not to soy thet consumers prefer paying higher rates but it does
suggest thet other things must not be equsl in the present cese.

The success of unregulsted cards is due to the foect that credit
is. more readily evailable end weogressively marketed by

out-of-stete banks. Consumers in _KNew Jersey have

overwhelmingly sccepted offers from out of stete st rates in
excess of those now being offered by sur own banks.

Among the offers are large lines of pre-approved credii, travel
insurance, discount buying services, rentel cer discounts, cerc
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serv:ces which appesl to the consumer. They slso soucil new

. cargholders smong riskier demogrnphlc groups su"h os students, -

individusls of modest meons, mdwxduals with no’ credlt mstorg B

KRN “etc. Bonks from states with strict - controls sre highly

restnctwe issuing cnras only to the more nmuent fomilies.

The Effects of Interest emngs on New Jerseg Consumer

\-!e hove expenenced the effects of mterest cemngs in New_’ L

Jersey vhich coused widespread losses smong the State’s bank
‘cord issuing banks. Although there was an incresse in demand
for credit cards, there wos o decreose in their supply. Credit
card. npphcntwns were removed from merchsnt eond bankmg
~office locations. Credit standards were revised to reduce loan '
losses which resulted in the declining of credit to many lower
income  individuels. This included reising the income
‘requirement for credit card eligibility. Credit cords were issued
only to bank customers. Low ond moderste income Consumers
who formerly qualified for bank credit were now forced to turn
to the smoll loon companies where they poid interest fer in
- excess of bank interest chorges. The “Free Interest Perisd™ was
‘eliminsted. Merchent dlscount rotes were incressed. No
questwn that this increase wes pussed on to the consumer in s
hagher cost of goods :

This bnngs up onother_ imporisnt point. While the states banks
~mey no longer be in o position to offer credit cards due to
insufficient profit margins, the effect on the retailer will be
much less profound. He will be sble t¢ stoy in business simply
by burying his credit costs in the price the consume” ptus for
merchandise. The cesh buyer will now be subsidizing retsil
store credit. ' : - o

" Bonk Cerd Penetretion

~ There ore spproximetely s dozen banks in New Jersey who issue

- MesterCerd - snd * Viss credit cards.. Credit cards, unlike
~conventionsl personsl or suto losns, regquire numerous
specialized functions to support them. The froud ond

counterfeil risk factor, the voletile noture of this service snd

‘the uncertsinty of proﬁiabmtg is enough to deter the majority

: 3 of benks from pnr’nczpntwn in this ‘highly requlnted and complex
V consumer service.
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. 56.3% which hove benk credit cerds. Surveys thot we hed

commissioned by sn independent firm indicete thet Seventy
percent or 950,000 households hold the credit cerds of sut of
stote banks which sre not subject to New Jersey lew. The
remoining 30X or spproximstely 400, 000 households have their
credit card accounts with the banks in New Jerseg |

'During the period the Stote's hanks_ controvcted their :.:re'ditﬂ,c_q'rd, -
operotions and literally went out-‘of the business, vthe'
out-of-stote bonks spent millions of dollars in direct mail

cempaigns soliciting New Jersey consumers. The strategy peid

off and while the New Jersey banks were helpless to compete,
‘the out-of-stote banks moved sgressively to capture o 70%
shore of the Stotes market. Our current surveys indicate thot
the two lorgest cerd issuers in this state are out- of -stote
bonks whom we estimote have more cardholder occounts in New
~Jersey thon sll of the New Jersey banks combined. Other banks
from New York, South Dskote, Deleware, Cslifornia and
Pennsylvenie hove lnrge numbers of New Jersey consumers 8s y
their customers.

_gedit.gbrOS nnd‘PérsonaT‘Lonns (Apples and Oranges)

Although some legisisiors constantly compere credit cards with |
personulf loans, they are os different os apples and oranges.
There is no doubt that o personsl loon is in fact o 1oan of money
to be repaid over & period of time. The credit card howeveris a
multiple service device which consumers perceive to be of grest
volue. It is o service thet they will not do without. As for es
1oen retes go, there sre meny sliernatives to the credit cerd.
Relotive 1o services and conveniences offered however the bank

| credxt card hes no peer. '

why shouid the credit curd cost more then o pérsonnl lgon?

The vest amount of labor, computers, terminsls, dedicsted
telephone lines, telecommunicstions networks, suthorizetion
_centers, security end frsud control snd other sdministrative
“services thet sre involved in providing & worldwide bank credit
~cord service are often overiosked. The meajor portion of our
costs are in this aree. By contrast, the personal losn is & very
simple one time transaction. Dur sverage personal loen is $3500.
ond is normally repeid in 30 monthe. Our biggest expense for
providing this loan is the cost of monet.
) - 5 -
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o cardholder vnll hove used ms cretht cord 90 times for purcheses . -
‘ uoverogmg $65.00 each. we mnmtom sophtsacoted outhonzohonj -

systems 24 hours o doy, seven dogs o week. This ensbles our

B - gardholders to make purchases ‘ot over 4,000 ,000 locntlons

~ worldwide ond ot over 180 financis] institutions where they

‘moy obtain cesh advances. Termmels ore prowded for high

volume reteil locetions in order thet the consumer moy not be
mconvemenced bg long" wmts m line. .

Dur cardholders ore provnded : mth ‘a completelg ltemxzed

o monthly stotement of a1l credit cerd acthtg If for some good

resson, he is dissetisfied with the merchandise, he cen notifyus
~ond we will obtain a credit for him. If the bank is unsble to
~ obtein the credit to which the consumer is entitled the bank
will absorb the loss. This perticular service regquires o full
time steff to hondle odjustments between customers gnd

' merchonts

If gour credit cord is stolen it con be used to make purchoses
smounting to tens of thousands of dollars. Banks sbsorb these
losses which run in the millions of dollars. This is just one
more of the expenses that hes not come down.

i The credzt cord. provides the consumer with o multitude of
services, none of which are provldeu‘ by ¢ personcl loen. As
exomples o bonk credlt card holder cnn o

, Obtsin cesh thru nutomotlc teller mocmnes sny time he
chooses.

- Ubtom cesh sadvances in emounts 8s low as $50.00 from
- over 180 000 ﬁnonmol institutions worldwide.

- Meke purcheses st over 4 000 000 rettnl esl.ublxshmentc
o worldmde ‘ :

Use his bonl: credit card es 1denhﬁcotlon for cesmng
-of personol checks

Ehmmote the need to corry lorge sums of cesh which is
) vulneroble to theft or l03° ,

Obiair }trovel'insurence, cord registration, rentsl car
- 6 -
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me:rchandise dzscounts travel thscounts emergencg re-
placement of lost sirline tickets, emergency cesh and |
nnfﬁ much more provxded free of extra charge

Currlent Morket Rete Bill -

The present low under which we 1ssue"credxt cerds does not

encourcge the lowering of interest rates even if the card issuing

benk finds itself in o posxtwn to do so. Banks con lower the
interest rotes butl cennot incresse rotes without the consumers -

consent. If the consumer expects to benefit from lower interest
rotes, it is only foir thet he would expect to poy more when -

tnterest tntes went up.

The Market Rote_BiH which wos passed in the last legislative

- session is unworkeble es far ss credit cards are concerned. It

maondotes chenge in rates in not less than 30 doys ond not more

than 60 deys. Unfortunstely, the business celendar does not o
| provide for periods between billings in equal 30 doy periods due

1o holidsys, Seturdays end Sundoys. Depending on the month,end
the holmogs within it, billing periods moy vary between 27 to

.33 doys in length. Alsso, the sct requires ¢ notice in sdvance of

every rate change despxte the fact thet the consumer hes been
notifiez in sdvance thet his reote would be tied to @ rete
regulsriy disclosed in the newspaper. We heve large numbers of
consumers who hove inactive sccounts to whom we would be
required toc mail monthly notices. The expense of postege alone
would #dd another .25% to .5% to our tﬂreudg high cost.

CUHL,LT 1 ON

Mony of the interest rni'e “ contr:o}s' being prbpose‘d »have no

~_corredrtion with what it costs to run o bonk credit card
’. deparinent. If these ceilings are imposed, most if not o1l bank
-cord mperations in the stote will become unprofitable. Seventy

percert of the stetes current credit card holders would not be
affecisd since their cords ere issuved by out-of-stote banks. It
is 1ikdy however, thet credit to low and moderste income
familizs will become scarce and they once agein will be forced

to resyt to the finance compsnies where they will poy mucth
higherrates.
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Yith less credit oveileble yritmin tne stote, wo wun vapves -
lessemng in demand for goocs and sennces wmch will
‘ 'eventuung xmpoct employment ’ s '

we esk that you very cnre’fullg study the impoct the proposed
legislation will have on the consumers end the few bonks in New
Jersey who offer credit cerds. We osk thot you recell the
negetive effect of prier lows regulsting mtere_st retes. It is.
our belief and experience has shown thet interest rote caps are

ineffective and do not “benefit those for whom the law: 1s

“intended. RS |

!
i
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Horlzon Bancorp is strongly opposed to any proposal that would establlsh mterest rate cexL 4
: mgs on loans and extensuons of credit. T

Adoptron of any such proposal will ultrmately reduce the avallabuhty of both credrt anda pay-
ment device in the marketplace, and will facilitate a concentration of credit card issuance among
a small group of financial institutions outside the state of New Jersey From a Iong-term perspec-
tive, competrtlon will constrict, thereby limiting consumer chonce :

ln 1981 New Jersey'’s publlc servants afforded therr constrtuents an opportunity to secure and
-utilize a powerful financial tool—a “convenience card”’. Passage of the state law deregulating
~ consumer loan interest rates gave this state’s financial institutions the ability to bring. credrt cards
to the marketpiace and New Jersey consumers have ovenNhelmmgly responded :

My organization’s experience serves to ||lustrate this point. In the four years pnor to passage of .
this legislation, Horizon added just under twenty thousand accounts to its cardholder file; in the
four years since, nearly a quarter-million cardholder accounts have been established. Clearly,
consumers benefited as a result of expanded availability, as did the state’s economy. In fact, pur-
chase and cash advance activity during this later period, a reflection of spending by New Jersey
‘consumers, exceeded one-half billion dollars. Furthermore, this consumer activity took place at a
trme when credit card mterest rates had reached their hlghest level. -

.CARD‘HO.LDER ACCOUNTS =~ CARDHOLDER ACTIVITY
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Yes, interest rates charged on credit cards are higher than on most consumer loans. But price is
“a function of demand, and holds little, if any, bearing upon cost. If such were the case, was a
credit card interest rate of 19.8% justifiable during 1981, when the average monthly Prime Rate
- was 18.9%? Or, to borrow from a ‘*hard goods’” industry, should General Motors charge the same
price, based upon cost, for a Cadillac as they do for a Chevrolet or Oldsmobile? Consumers are
the final judge of value, and | submit that consumers understand and are willing to pay for, the
flexibility that credlt cards provrde ‘

The establishment of an interest rate index would be both practical and justifiable if credit -
cards simply provided a consumer loan service..Under this scenario, price—or the interest rate
charged—would be predominately driven by the cost of funds. It is important to understand.
however, that the credit feature of the card represents only one-of the ““bundle’” of benerits ai-
- forded to consumers. For this reason, the pricing of credit cards to an index is both unrealistic
- and unwarranted. Let’s pursue this point further. -
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~ From the user’s perspectrve the card i is more than a Ioan tacrlrtator |t is a payment L
mechanrsm —a means for s secunng cash and merchandise at millions of locations worldwide. The
card avails consumers to a range of services totally unlike those of conventronal Joan products It

* provides consumers a means for * ‘opportunity’’ purchasrng (i.e. takrng rmmedrate ad
_vantage of sales, investments, etc.); : , A

® serves as |dentrf|cat|on for check cashrng, hotel reservatrons car rentals and other im-
- portant services; . : , :

_ e permits access to funds for emergency related expendrtures such as car reparrs medrcal
‘treatment, transportatron and so on; ' : S . r :

. ehmrnates the need for carryrng Iarge sums of cash thereby provrdmg consumer secu- S
. rrty, ’ _ 7 N | -

' o affords consumers the ability to provrde dependents wrth emergency purchasrng power

o furnrshes a srmple and convenuent means through monthly statements of recordkeep-
\ing; and : .

. provides consumer protectron since federal laws hmrt losses to cardholders from a lost
or stolen credit card to $50. : ‘

These services and protections are provrded to credit card consumers whether the card is used as
~ a'payment or a credit device. Furthermore, the consumer determines whether and to what ex- '
tent, the credit feature of the product is employed

Accordrng to two Federal Reserve Board- sponsored studies in 1977 and 1983, approxrmately ﬂrty o

percent of credit card -users almost always pay their bills in full.* These consumers, known as
"‘convenience users”’, utilize funds at no direct cost when the servrce is provrded through a finan-
cial institution offering a grace period. = .

CARDHOLDER PAYMENT HABITS

‘ The effect of these interest-free grace perrods on the consumer’s real cost and the issuer’s return,
- is significant. Studies undertaken by the Credit Research Center at Purdue University reveal that

~ the actual yield to creditors from credit card operations is significantly less than the annual per-

~ centage rate that is required to be disclosed to consumers under federal law. In fact, sample sur-
veys indicate that effective yields for banks represent only 83% of quoted rates. Consequently if _
the disclosed rate on a bank card is 18%. the actual yleld —or average real price of creditto the
- bank’scustomers—is approximately 14.9% : L



Other studies have also shown that consumers have- recognized a clear difference between cred
cards and conventional consumer loans. According to the 1983 study of consumer finances con-

. ducted by the Survey Research Center of the University of Michigan, sixty-two percent of the:

" households surveyed owed some type of non-mortgage debt: 37% owed on credit cards and 49%
- owed on closed-end debt—primarily installment loans. The median credit card debt was $500,

~while the median closed-end debt was $2,693. These findings serve to highlight the fact that con-

sumers dnfferentrate between credlt products and exercrse chorce based upon. need and pur--

- pose.

MEDIAN NON-MO‘R’TGAGE"DEBT 3
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Consumer choice does not end at the instaliment loan versus credit card decision process. Whe
- the consumer exercises his choice to utilize a credlt card he then exercises a chome of provoders
based upon individual needs. - '

.~ More than 15, OOO financial mstntutrons in the United States currently provrde some type of crec
~ card program. In addition, such services are offered by a broad cross-section of corporate institu-

tions, such as finance companies, travel and entertainment issuers, retail stores, oil-companies

and others.»Contpetition for consumers is intense, and is not expected to ease in the near term.

" In order to attract consumers through needs fulfillment, card issuers are engaging in aggressive
product development, enhancement and marketing efforts. Routine and enhanced card services
are provided to American consumers at a high cost to the credit card industry.

Over the past 10 years the cost of funds has represented only about thirty percenf‘of card issui
expense. This amount contrasts sharply with.comparable cost-of-funds figures for othef types of

- lending by banks, such as mortgage lending and commercial lending, for which the cost of funcs

~as a percent of total costs equals 90% and 75%, respectively. The additional non-financing costs
- are unique to the highly competitive credit card market. They are real and continuing obligations
that competitors must pay to adequately serve the consumer. They include costs associated with
high transaction volume; extensive data communication systems, computer technology and ex-
traordinary consumer protection, provided for a large number of predominately modest-sized
lines of credit. Few of these features exist in auto Ioans home mortgages or other forms of con-
sumer credit. _
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Beyond the costs to the industry as a whole, mdlwdual rssumg institutions have found |t neces-
“sary to enhance product offerings in order to meet consumer expectations. Consumers are no-
longer satisfied by simply the payment mechanism and line-of-credit features associated with the
card; they seek additional services and additional means for card utilization. Examples of en-

hancements sought include card registration, guaranteed hotel reservations, automated teller -
- machine access, long-distance telephone discounts, price discount information, accident insur-
- ance, checkwriting capability and more. Remaining competltwe in the eyes of the consumer, E
therefore, requires non-cost- of funds expendltures ' : : : '

~ How, then, will interest rate caps or hmltatrons affect | |ssurng banks and consumers in the state of
- New Jersey? It is safe to predict that product enhancements will not be abandoned if interest -
-~ rates for credit card loans are capped or limited. Consumer demand and expectations as well as
- competitive pressure will require continued product development efforts. Given this, [ submit
“that issuing institutions will look toward reducing exposure by limiting card issuance to low-risk
candidates. As a result, consumers who could obtain credrt and a payment mechamsm inan un-
. regulated environment will be forced to go without. - SR

Credit cards are often the best means for consumers, partacularly younger people women, mi-
norities and the less affluent, to develop good credit histories. Without such histories, these con-
~ sumers will find it more difficult to obtain loans to purchase homes, cars, furniture, major appli--
ances and the like. In addition, they may also find it difficult to rent a car, reserve airline and
theater tickets or rent a hotel or motel room. To summanze they wnll be demed the r:ght to par-
ticipate equally i in our economy.

In conclusion, | submit that the credit card market provrdes a valuable service to a wude -range of
consumers. The continuing growth of the industry suggests that the benefits delivered are ade-
quately reflected in the current rate structure. Consumers—those who exercise the ultimate pur-

chase decision—have found value i in the product and voluntarily utilize its features. :

Thank you for your consrderatton

‘Charles A. Luckett and james D. August, “The Growth of Consumer Debt”" p. 397 Federal Reserve Bulletin (June 1985

STX



James L. Billmeyer is Executlve Vlce Pre5|dent of Horlzon Bank a member of Honzon

- Bancorp. ~ :

o Honzon s member banks Wthh also mclude Marme Natlonal Bank and Princeton Bank, are
‘major issuers of credit cards to New Jersey consumers and lead the state s financial institutions in -
terms of credit card outstandnngs v SR v SR
‘At year-end 1985, Horizon servrced over 300 000 cardholder accounts wuth outstandmg bal-

ances of $223 mllhon - . . v .
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LABOR, INDUSTRY AND PROFESSIONS
BY  ROBERT J. FARVON ’_""
| SENIOR VICE PRESIDENT
. : HIDLANTIC NATIONAL BANK/NORTH |
REPRESENTING THE NEW JERSEY BANKERS ASSOCIATION
~ ON PROPOSED LEGISLATION BEFORE THE NEW JERSEY.
SENATE CONCERNING INTEREST RATES Of CREDIT CARDS;

APRIL 17, 1986

HR CHAIRMAN AND hEMBERs OF THIS COMMITTEE, MY NAME IS _
| ROBERT FARNON, A SENIOR VICE PRESIDENT OF MIDLANTIC NATIONAL BANK/

..vNORTH, IN WEST PATERSON, I AM TESTIFYING TODAY ON BEHALF OF

MIDLANTIC BANKs, INCQ AND THE NEW JERSEY»BANKERS ASSOCIATION.'

HID'ANIIC NATIONAL BANK/PORTH IS THE SECOND LARCEST OF

SEVEN AFFILIATED BANKING CORPORATIONS OWNED BY MIDLANTIC BA'\IKS; II\C A

A STATEWIDE BANK HOLDING COMPANY. MIDLANTIC BANKS, INC. +» THROUGH
ITS AFFILIATES, OPERATES OVER 300 BRANCH BANKING OFFICES THROUGH-
0UT NEW JERSEY, EMPLOYING OVER 5,000 PeoPLE. OuR CREDIT CARD
DIVISION SERVICES OVER 140,000 CONSUMERS THROUGH VARIOUS CREDIT
CARD PRODUCTS AND EMPLOYS OVER 100 PEOPLE IN PROVIDING THOSE
~ SERVICES. MR. CHAIRMAN, MIDLANTIC ENDORSES THE NEW JERSEY.BANKERS
 ASSOCIATION IN OPPOSING LEGISLATION THAT WOULD IMPEDE THE FREE
ENTERPRISE SYSTEM IN NEW JERSEY BY PLACING CEILINGS OR RESTRIC-
TIONS ON INTEREST RATES, | | |



-1 wouLD LIKE, HR CHAIRMAN, TO TAKE THIs OPPORTUNITY TO
VVCLARIFV SOME OF THE GENERAL HISCONCEPTIONS REGARDING CREDIT CARD

»fVRATES AS COMDARED TO INSTALMENT LOAN RATES AND WHY CREDIT CARD

‘ARATES ARE HIGHER.

A CREDIT CARD BY ITS VERY NATURE. s A CONTINUING SERVICE
 THROUGH A REVOLVING CREDIT FACILITY RATHER THAN A ONE TIME TRANS-
.:ACTION CREATED THROUGH AN INSTALMENT LOAN. AN INSTALMENT LOAN
APPLICATION,IS INVESTIGATED, APPROVED, A LOAN CLOSING TAKES PLACE,
PROCEEDS ARE DISBURSED AND A COUPON BOOK ISSUED, THE AVERAGE
INsTALMENT'LOAN TODAY APPROXIMATES'$101000’IN A SINGLE TRANSACTION,

_ IN THE ISSUANCE OF A CREDIT CARD, THE BASIC APPLICATION
-'PROCESS 1S GENERALLY THE SAME AS DESCRIBED FOP AN INSTALMENT LOAN,
HOWEVER, ONCE THE CREDIT CARD IS ISSUED THE SIMILARITY ENDS, A

CREDIT CARD IS USABLE VIRTUALLY AROUND THE WORLD IN ANY TIME ZONE;,H

AT ANY TIME OF DAY OR NIG HT THAT RETAIL STORES OR BANKS ARE OPEN,
‘IN ORDER TO SERVICE OUR CUSTOMERS AND TO PROVIDE AROUND-THE-CLOCK
- CONVENIENCE, 24 HOURS A DAY, SEVEN DAYS A WEEK, ELABORATE SYSTEMS
' HAVE BEEN DEVELOPED WHICH REQUIRE CONSTANT MONITORING, UPGRADING,
,PAND PEOPLE SUPPORT. I MENTIONED EARLIER THAT THE AVERAGE INSTAL-
'MENTvLQAN'TODAY:APPROXIMATES $l0,000'IN A ONE-TIME TRANSACTION,
'COMPARATIVELY, THE AVERAGE CREDIT CARD TRANSACTION IS APPROXIMATELV
$75.00. 1T, THEREEORE, WOULD TAKE 133 INDIVIDUAL CREDIT CARD
TRANSACTIONS TO PRODUCE THE SAME DOLLAR VOLUME AS THE ONE INSTALMENT
LOAN,
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IN ADDITION, THE. CREDIT CARD ACCOUNT REQUIRES MONTHLY |
BILLING STATEMENTS AS COMPARED TO A ONE- TIME ISSUANCE -OF A COUPON
fBOOK FOR AN INSTALMENT LOAN. THE AVERAGE COST TO 1SSUE A COUPON
BOOK 15 $2,00 OR 50¢ PER "YEAR ON AN AVERAGE LOAN OF 4 YEARS. |
" THE AVERAGE COST TO ISSUE A CREDIT'CARD STATEMENT 1S 56¢ PER MONTHT”"
NEW CREDIT CARDS ARE REISSUED USUALLY ON AN ANNUAL BASIS, ANOTHER
 /kEXPENSE THAT IS NOT REQUIRED ON INSTALMENT LOANS.

ANOTHER MAJOR ASPECT OF CREDIT CARDS THAT IS NOT INHERENT

IN INSTALMENT'LENDING IS THE HIGH INCIDENCE OF FRAUD AND‘COUNTER—
FEIT. ALTHOUGH FINAL NUMBERS ARE NOT YET AVAILABLE, T IS'ESTI—»
HMATED THAT FRAUDULENTLY USED, LOST, STOLEN OR ILLEGALLY MANUFAC-
~ TURED CREDIT CARDS COST THE FASTERCARD VISA MEMBERS OVER $234,000,000,
IN 1985,  ALSO, DUE TO THE UNSECURED NATURE OF CREDIT CARDS,,CREDIT
LOssés THROUGH ‘BANKRUPTCY AND:DEFAULT'AREvDRAMATIéALLY HIGHER THAN
" INSTALMENT LOAN LOSSES. ON AVERAGE, CREDIT CARD LOSSES APPROX-
;IMATE_l{S% TO 2% OF AVERAGE LOAN BALANCES AS COMPARED TO LESS

THAN 1/2,OF'1% IN A TYPICAL INSTALMENT LOAN PORTFOLIO.

MR, CHAIRMAN, | WOULD LIKE TO MAKE ONE OTHER POINT WHICH I

| FEEL 1S VITAL TO,THIS‘COMMITTEE’S3DELIBERATIONs.f OF ALL THE
MASTERCARD AND VISA ACCOUNTS ISSUED TO RESIDENTS OF NEW JERSEY,

~ ONLY ABOUT 20% OF THOSE ACCOUNTS ARE ISSUED BY NEW JERSEY BANKING .
INSTITUTIONS. THE OVERWHELMING MAJORITY OF THOSE CARDS ARE [SSUED
'BY OUT-OF-STATE BANKS, WHO UNDER THE SUPREME COURT'S DECISION

'KNOWN AS THE 7hAROUETTE CASE, " WOULD NOT BE AFFECTED BY. ANY

L



' LEGISLATIVE RESTRICTIONS IMPOSED AT A STATE LEVEL;»AND WOULD‘
| PLACE NEW JERSEY BANKING INSTITUTIONS AT A COMPETITIVE DIS- 7,"

‘“ADVANTAGE,

1IN SUMMARY, MR, CHAIRMAN, I DO NOT ACREE THAT THE PRICING
oF INSTALMENT LOANS AND CREDIT CARDS CAN. BE REASONABLY COMPARED.v
7THE HIGHER COSTS ASSOCIATED WITH THE CREDIT CARD PRODUCT ‘THROUGH
“"SERVICING REOUIREMENTS, OPERATIONAL EXPENSES, DEMAND FOR- GREATER’
E TECHNOLOGY AND HIGHER INCIDENCE OF LOSS, MAKE 1T UNIQUE AND
"SEDARATE FROM TRADITIONAL FORMS - OF CONSUMER LOANS. '

'MR.'CHAIRMAN, IT IS OUR HOPE AND DESIRE THAT THE NEw JERSEY
LEGISLATURE WILL NOT SEE FIT TO IMPOSE ONEROUS RESTRICTIONS ON
'CREDIT CARD " RATES, BUT RATHER WILL ALLOW THE FREE ENTERPRISE

v"SYSTEN AND THE MARKETPLACE T0 DETERHINE THE RATES THAT WILL BE

'CHARFED.*

THANK YOU,

ot

ROBERT J. FARNON, SENIOR Vice PRESIDENT
MIULANTIC NATIONAL RANK/NORTH -
WEST PATERSON, NEW JERSEY
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' The passage of 1981 state law’deregulatlng consumer’i
loan 1nterest rates had a profound effect on our bank'
’,ablllty to promote credlt card serv1ces to merchants as well‘
as cardholders. Deregulatlon a110wed us to compete with |
’out of =~ state money center banks and 51gn1f1cantly 1ncrease
Havallablllty of CIedlt for New Jersey res:dents at -a rela-‘
‘tlvely modest 1ncrease in expense to the consumer. M

From the 1ntroductlon of bank cards 1n the late 60s,
-the money center banks centered in New York were able to

charge 1nterest rates to New Jersey resldents hlgher than

allowed under New Jersey law. The additional revenue gener?'.»>

LateddfrOm_hlgher interest rates allowed the'major banksfto.
'market their cards to outeOf—state residents.‘ New‘forkrbanks'.
vwere allowed to charge 18 percent on purchases whlle Nemi
1Jersey>banks were restrlcted to 15 percent | |
‘1ln'1972»when the prlme‘was ‘at approx1matelyj5%,percent,
gthe’difference between the 18'percent.andvlb‘perCent was
- not that significant. ‘But when the prime started its upWard
vturn‘in 1978, most.New dersey.banks séverely restricted'their‘n

vcard program because interest rates were limited by statute.t:
Frequently}vproponents of ‘interest celling regulation

compare bank credit card rates to prime rate for the years .

1980-81 forward. IyWOuld'like to describe for'you what the

¢
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Bankaard‘business was like during those ‘years prior to de-

regulation.

‘ Credit Policj’; . ,.United‘Jersey's credit‘policy’in

the late 705; éarly 805_fe§uired'cu$tomérs to have meaningfulv’

deposit relationships with our bank. Minimum income require-

ments were'deliberately'set above the average worker's salary

and significant»job tenure was required; Applicants wére

expected to have.minimal“debt:except for mortgage and perhaps
an'aﬁto loan. Customers were allowed to apply for either
fvisa:or MasterCard but would not be approved for both.

'Credit lines were restricted to $1,000 in most cases. As

avdirect‘result of statuto:y limitations 6n rates, both oﬁr
braﬁches‘gnd'our,merChahts>Were’iﬁstru¢ted to remove all
ViSé[MasterCard applications ffom display racks. Some banks
across the board :eduéed lines of éredit to ﬁinimal amounts,
and othérs told‘their custdmers:if they had -both cards to
vChqose_one as the other would bé’closed.‘ In our cease,
vthousandé of accounts were not renewed at expiration that

would routinel?’be reissued today.v

'Deregulation in 1981 allowed us to actively promote
our cards. Although the prime had reached record highs .
. . over 20 percent ., . . we decided that we would increase

our credit card rate modestly. Our experience indicated

L4
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,dthat this type of account represented a long term relation;’”
Shlp w1th the customer. Unlike bus1ness, ‘the consumer coulde.ii
not afford{ nor would they'support. a rate of 21 percent |
'pius.v We 5éiievéd”£hén as we do ;9;;X that our customer.gﬁi
. is not demanding constantly floating credit card rates.
,Experience 1nd1catcs the applause of rates g01n; down isvg"
‘far outweighed by the fury of rates going up . . Qf espe-
'.clally-when the consumer has a significant debt With‘inten;
dtions of paying_it‘back over three or four’years,\ That”is
why-we.decided‘not to tieIOUr Bank Card’rates to any variable
"index . ;i;_ nor raise our rates to 23 percent plus.‘ Ined
,stead webchose a long term rate and raised our card rates
'tfrom 15 to_18 percent ..._. knowing that‘wevwould Egtvmake

a profit . . . at that time . . . at an 18 percent rate.

The impact‘of deregulationvon our:business has been signifi;
cant. For eXampie, thevnumber of United:Jersey bank card
credit applications increased,from'less than 17,000 in 1981
to overd72,00b in 1985. ’Total credit_lines‘increased'fromv
$69 miliion to 5360 million during'the same period. ”The
number of active:cardholders increased'by‘ll4‘percent; Sales_.
VOlume from our New"Jersey merchants increased frbm $100
miliion in719811to-overbs400‘million in-1985. tWe increased

staff by 89 percent and raised salaries and benefits
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by apprOXimafely 35 percent., While thé majority~of.card
- businessvremaihs with putfdf%state banks, most New Jersey
banks have had similar gains and our state's economy has

| substantially benefiftedvffom'it. Q(Seekchart 1.)

As a result of deregulation and our increasing the
-annual,percéntage rate by 3.percent, an average United Jersey
Bank Visa customer who carries a balance of approximately

$750 pays only $22.50 more a year in interest.

Today, our Visa customer useé the card much more fre-
quently but has nbt becoﬁe significantly more'ihdebted;
In the year 1980, our_fypical Visa.cﬁstomer used the card
.for $85O wqrth/of purchases and advances,'maintaining_an
:aVérage‘loén’balance of $375. Qur 1985‘typi¢a1 customer
increased:averagé loan bélance to $750 bﬁt madé purchéses
and advénces of $2,300. | | |
| A unique feature of mdst bank credit cards is the“free
periodiwhiEh is not-found in othe:»fbrms of lghding.' The
free period reduces our 18 percent rate to a yield of
slightly less than 15 percent. Thus, an aVerage use of

$2,300 worth of credit a year earns us only $112.50 in

interest.
If you relate the,éverage amount of credit used in 1985,
$2,300, to the amount of interest paid,v5112.50,band compare

it to 1980 statistics of $830 in credit used and $45 interes:

¢l
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hpaid,“the ayerage‘UnitedJJersey Vdsa:customer'is”paYingbij"
'sliéhtly-iess interestfas-a:oercentagenof'VQluﬁe now:than h;
1just'before dereéulation! (éee Charch;)d
The tYpical custoner;is”nottthat:Sensitiye“tohratesh
~and is not a- credlt card junky . .‘t':They‘feei;a lot'safer~>
‘a.carry;ng a. credlt card than 1arge sums of cash. Our customer
knows that if he pays cash for a service or merchandlse and
there’ s a dlspute; 1t may be'dlfflcult gettlng‘cash‘refunded'
‘ﬂ,‘ .~.espec1ally if the transactlon was not made locally

and the customer does not know the merchant Durlng the

~course of-a year, 1 out of every 20 of our customers requlres.,

our‘involvement in resolv1ng a dispute w1th_a merchant‘overt'
;gOodé or services purchased with the card.'hThese disputes“_
;~cover such thlngs as faulty auto repalrs ; . credlt not
recelved for unused travel plans . .:; malfunctlonlng appll-v
ranceS-;‘, . 1mproper home lmnrovenents or repairs . .o and

goods or services ordered and not received. Our medlatlon

' .Which representsiimportant perSonnelvcostS' helpS»to resolve

‘over 95 percent of. these olsputes to the . consumer 's satlsfac—
t;on. That s another unloue feature and service not found
in’ 6ther forms of hank creclt:‘ o

hrDeSPite being toid to 'cut‘up' or "stop u51ng hls cards
- o . the tygicalvconsumer; not the small mlnorlty at elther
end of the spectrum,’continues.to voluntarlly.usevthe card

o morehfrequentlyfand'wisely’today than ever before.
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Passage of proposed 1eglslat10n that would tle credlt
card rates to Treasury Bllls, base rate, or long term govern-;ly
’ment bond ylelds would place today s bank card rates at
approx1mate1y the same rate as permltted 1n the early to
mid 70s7; ;‘ or below. Proposed celllngs would probably :
/'result in the New Jersey banks restrlctlng the amount of
'ffree credlt prov1ded the customer. Hlstorlcally, banks accom-

‘pllsh thls by reduc1ng credlt llnes to a. mlnlmum and tlghten-'
f ing credlt pollc1es.
- Interest celllngs may affect only a few New Jersey
*banks; New Jersey res1dents may agaln be forced to apply
to out-of—state'banks .';'; even though both the rate and
the annual fee may be hlgher People prefer a card w1th
a hlgh credlt llne even w1th a hlgh rate over a low ‘rate
; but a,restr;ctlvewllne v e . prlmarlly because theyndo not

perceive the credit card as a loan.

Today, untied rates allow us to'actively compete for -

“New Jersey customers w1th large credlt card operatlons in

South~Dakota and Delaware where there are no limitations

‘of any sort. We are also free to provide our customer with
a package of services that enhance their account. Free
travel-accident insurance in amounts as much as $500,000; ;}_ﬁ

‘discounts on auto rentals; refunds of 3 percent on air travel
and 10 percent on hotel bills; credit card registration;

free checks; and many other services are included with the

i
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-card. We are also able ‘to’ package serv1ces sO. they mlght
.appeal to groups of customers.- For example, Unlted Jersey

~70ffers a Senlor Club serv1ce w1th a credlt card rate of 14 44?'

percent.

While'credit card rates may'be perceiredbtc be,hiéh,

unlike past hlstory, there”is absdlutely nc indiCatichvthatflh
1;there is one rate charged by all state flnanc1al 1nst1tu—
tlons.' Credlt card rates ‘theﬁamount of credlt avallablllty,
ahd services prov1ded'w1th the card vary 51gn1f1cantly‘

’tThe'credit card:ihdustry; like other deregulated 1h;

dustries Such'as telephcne and airline; hayesexperienced'
‘significant increase~inICOmpetitioh; Today, NeWhJersey bahks'
compete not onlyiwith,hanks‘from neighbcring statesbbptva
variety of-financial_ihstituticns trom across‘the country,h
ihcludingrretail giants.like Sears, for:the ccnsumer;s credit _
a*d bu51ness. As‘in other indﬁstries there is a'ﬁeed for: |
the consumer to educate hlmself so - that he can choose the
service that appeals to him.

Our‘NeQ:Jersey banks have»used the COmpetitive‘authcrity
.givenvthem in:1981‘wisely. Odr state ahd its consumersrhave
significantly benefitted. They continue tchaht,tc»enjoy
the'benefits. We want.to continue tovcompete’with out-of-
‘state bank card issuers bptbwe'WQn't be able to do so if
‘credit caps are‘placed’ohly'on New Jersey bahks.

Thanks so much -for vour consideration.



‘Chart 1

1980 - 1985
f;#’Appli¢étions R 17,000 - 72,000

Total Credit Lines ~ $69,000,000 1$360,000,000

Average Purchases/Advances - S '
Per Visa Account - o - .. $850 $2,300

Average Balance : o ‘ :
‘Per Visa Account Lo ' - $375 } - $750

o ChargeyOffs As_% of R : S o
: Year End Outstanding - . .2.03% . 2,22

Delinquency As g of ‘ : S
Year End Outstanding = -~ , 2.60% : 1.97

 Merchant Sales Volume '$100,000,000  $400,000,000

A.P.R. On Purchasé'Balances ‘ : : -

- Standard v - o ] 15% _ - 18%
Gold Card . o - N/A ’ 17%

Senior Club oL o N/A . 14.443
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1980

1985

1980

1985

Average
"Balance

Chart 2

Interest

$375

$750

Average

Interest

‘Paid

__Rate  Yield _ Paid
158 - 12% s45

‘188 15%  §1312.50

Purchase T
& Advance " Rate as
Volume - % of Volume

$45

$112.50

$850  5.29%

©$2,300  4.91%

7/ X
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STATEMENT OF
FETER J. GRAZIANO , AHbAix}ﬁﬁy
. BEFORE THE

| SENATE LABOR, INDUSTRY AND FROFESSIONS COMMITTEE.

MR. CHAIRMAN AND COMMITTEE MEMEERS:

,Thénkfydu for allowing time for these commerts.

My'backgrﬁgnd.with plastic convernience cards covers two decades:
" with exposure in COLLECTIONS; LOSS FREVENTION; OFERATIONS;

'PRODUCT DESIGN; AND MARKETING STRATEGY.

I presently have theirésponsibility for the daily operation of

the NEW JERSEY NATIONAL EANHK converdiernce card progranm.

7& X



'Duﬁ‘EanR ﬁas;éfavided‘CDnveniéhqe‘cgﬁd;eﬁvicés-fc'New Jgr§éyi;'

' caﬁsﬁmefs $inée iS%Q, vSihéé 19B1 whgnvlggislative éhanQés_§§hé:‘

;enacted;.New.Jersey’Nétiénai’has'bEEﬁ évvefybéctivéipépticépéﬁflz
'lvin the cqnygﬁiencejéaﬁd pusiﬁess. bwe ha§eadgéd‘15O1bOOv
individual:éardhﬁlderé to’auﬁ,caﬂsumer.bésé éﬁd I71Ful;,Time

_ Pasifiqﬂs in the New Jersey jdb mahket, 

 CgﬂSumePs.HaVe bEhéf;f§d fPam thisvexpansioh‘ih;bdth the;
 'emp1dymeﬁt‘and SEfviqgs'areas.‘ Mére speéifi¢§1}y tBi; ge&éfai
exbénsion in‘the ;wd#sfwyvhés ﬁade this ser?icg-readi}ykaya;lablg
B A md5t eQDnomic'gfoupS gnd pbovided3théVCOﬂsumerkwith p;astéc

convenience cards with a wide rarnge of services and pricing.
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‘it is Qeﬁywimpcrtahﬁ iﬁ'disquséiﬁg.piastic.conyénieﬁée cards‘ta
distinqqish tHisvééhyicé'?fﬁm tﬁgditiqma;‘lné£ai1meh£'Lendiﬁg.  
vCanyeniéﬁcé’cahds pfdv?de>fiexipility'aﬁd'ét?i{ty,ndt ayailéblév
wifh’any‘athehrtyﬁe bf_leﬁding{ Coﬁ;umgrs use éonyeniencevcards
tio eétabiigh their idénfigy“and credit worthiness. in many
'_trahsacfichs iﬁ’the,market~plaCé'wHi:h dﬁ_nof result in crgdit
cafa'fwansactipns. 7M§st ;ohsumefs_khb{dm choose tovmgke
"pﬁhéhasgs,uéihg the Cﬁhyéﬁiéhce cardé.cam évoid,?iﬁgnée‘charges
'305 véiunﬁarily éhqpse’tu use th¢ extenaed payhentvplans
availablgf SQ%va the c0n§umer5.who‘have cards‘do nbf, in any
givén PEfiDd;‘pay f?hancé chargeé; hﬁWevEf 80% d& use ﬁhg

cthEhience and utility of the card.



N C

1'Prdviding»thisffiexibility‘and uti1ify,fin:itseif dictates much .
higher expense’than traditional Instgllment Lending;A Faﬁ-
‘éxampié, cost of Funds in traditionallInStéllmenf'Lendingv:an'beu'

as much as 80% of the total cost of Business. In the cénthiénbe- 

Card industry, it is on average less than S0% df,théfcgét af

- doing business. This is dﬁé'tubfacts such as these:

’.‘-‘ The average éonVEhieﬁce cérd ﬁsérrmékes 3Q4blaans per-montH 
‘witH the avérage‘luan bé;ﬁg 564.00; Each Df thé§e~
bﬁranséctipns réquires some foﬁm §f VEfificafiﬁn aé‘to the
léardhaldérs sténdihg. ‘Thé visa syétemwaione responds to
‘moﬁe\than avmillian authorizatiOﬁs méssageé'and‘s mil}ion_

clearing and settlement items daily.



. V_BO% QF cahdholdéré Pequihe a'monthiy statément; 'Droduction

,aﬁq postage is a significant CDSt'[

e Fraud andrcouﬁterfeifingviﬁ‘theﬁfiﬁst six months of 1985 in

ﬁhe MasterCard system alone amounted to $45, 000, 000,

These three7examples, and there are mare;bdemmﬂstrate»how'uhique the
can?enience card'dpevatian iéifwbm~tﬁaditional Installmert Lending;-
Experses su¢h as these simply de not exist in other types of

Ihstallmenf’Léndingr
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lt is’a1§o important in di5cqssihg‘1egis1atian*;ﬁ thg‘stape df‘New:g'
’ersey tﬁkreéiize’that 70 tq Bb% DE,NEW Jévséy_caréhqldefg;maintain'ﬁ:»
hgir accaounts Qith Eanks outside the»statebof New Jeﬁsey..
:ﬁhQEquently légis?atiaﬂ of this type‘onId affect aﬂrelatively §ma;1
‘umbéf of Néw'Jéﬁsey éardhaldews but all Gf'#he New Je#sey

nstitutions campefiﬂg.to expand in our DWﬁ‘makkét.

believé it would be a misnomév to assume £hat‘New JQPSEy_céPBhelders.
ould fléck to New Jévséy institutions dge to reguléted low Pates.
hévrecafd ih the Petail ﬁawket plaéé cleafly shows that'thosexable to
wpﬁove; eﬂhancé and aggressively'mafket their productror seﬁvice:
éhfure more of the market. Tt iS-mofé realistic to see New Jersey
ﬁ;titutions unablg to compete in a highly competitive indugtry;’v
ausing a constriction of this service by New Jersey ERarks and a

eduction ivn employment in this field.



L Iﬁ“summaby,'it appears we shﬁu1d app1y'three test to the legislation

'pﬁaposed{b

.: CWill it affect the majority of New Jersey consumers holding

credit cards?

- Will it prﬁvidé‘thehbasis for New- Jersey iﬂstitutions_tokcbmpete

iN’ajhighly competitivé market?
.- Will it foster exparsion in the industry and empioyment
apportunities for New Jersey hesidénts?

I THINK NOT ¢

Thark You
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Statement of
Citizens First National Bank éf New Jersey
BeforebTﬁP‘ |
Senate Labor, Industry and Proféssibns
| Comﬁittee‘ |

New Jersey State Senate

‘April 17, 1986

J.W. Coote y
Senior Vice. President

79X



Tne'éitiéens First National ﬁank of‘ﬁewaerseyVappreciates -
thrs opportunltv to express its v1ews to the Labor Industry and
' Prof9551ons Committee hearlnq on credlt card 1nterest rate 1ndexes
and caps.. Cltlzens Flrst is a Bergen County based bank w1th |
assets exceedlng $1 700 000, OOO The bank'also has branehes 1nt2f

Morrls, Pa551ac;‘Hudson and Ocean counties.

Citizens First has issued the MasterCard_credit card since
'1969; primarily servicing people within its own community and not
undertaking extensive ‘telema Vketlng or substantlve advertlslng

programs outszde of its own service ares.

- We have aIWays believed, and continued to believe that the
creditacard:is a'valnable borrowing,deVice with almOSt.unlimited”
flexibility,andvcdnnenience, To the,affluent who care:to limit
the’cash they.wish to carry,, ol those with lecsor income who may
not haveithe‘casn toc carry, but"whcvequally need funds available
when they are‘required,vthere is no-payment or credit system so
uniVersally aceepted, so fulfilling cf the public's;need, as the

bank Credit‘card.

‘As.complex and SOphisticated as the bank card system is since
its inception, the plastic and the deliverv svstem has been
contlnuously undergoing coatlv chanqe 1n an effort to upgrade~the

-

convenience, speed, ard security attached tc its use.

geX



There is no doubt but that the plastrc dev1cevrepresents for
the present and the foreseeable future, the: most advanced tech—
-nologlcal method of making instant credit available for'millionsra'
of cardholders at mllllons of locatlons throughout ‘the world .It
is the fear of Citizens Flrst Natlonal Bank of New Jersey, the New'
_Jersev Bankers Assoc1atlon, the Consumer Bankers Assoc1atlon,
related and similar assoc1atlons thrnaghout the banklnq, thrth,
and retall 1ndustr1es, that any erfort to regulate flnance charges
_beyond what thev are today, namely to reduce and cap flnance
charges, will stifle the vigorous competition that exist todanyor

the public's credit card business,

Any unreasonable or unjustiﬁied interference‘with’the open
market place.will only serve to deplete the ranks:ofvcredit card
issuers. Manv small issuers of credit cards would find it
‘neoessary to surrender their position in the fieid, tc what wOuld
. very likely‘become monopolistio g:'“ts. We fzil to see how this

would remotely help the consumer,

We reSpectfully and-Strongly'Sugqest,'that the iegislators in
vtheirvhonest and commerdable zeal to serve_the credit card_user,
explorekother less de?astatino ways to effectively lower the users
credit card cost. The most obvious direction is to improve
existing laws under which all regulateo card issuers operate, so
that theyv mayirespcnd to rate changes in a more-timely.and eom—

petitive menner. The results would prove beneficial to the card

'8’"’/*’



burer and could ea511y be monltored by the leglslators or State

'Agenc1ee de51gnated by them.,

What 1s extremely 1mportant to con51der 1s the adverse effect
'that any restr1ct1ve measure would have toward banks and thrlfts‘

. and ultlmately_the people that_they employ.

'For réaéons that foliOw, we ask that you champion and advance
the competltlve p051tJon of the New Jersey baved and reculated

credltvcaro issuers, ard in turn, beneflt New :Jersey.
_CITIZENS FIRST NATIONAL BANK OF NEWIJERSEY AS A CREDIT CARD ISSUER

Since Citizens‘First hed elected‘te generate credit cardd
business within ite ewn service area, it found that statietics
concernine crecdit carddactivitybhas reﬁained relatively constant.
The‘exception to this ie the increase in credit card outstanding
balanees. Ir the last five years? credit card outstandings have
increased by just nnder 300%. This inerease had occurred without
“the benefit of te;enarketihg or direct,mail campaigns; and almost-
entirelyiwithin the‘period since the passage of Senate 3005 in
1981, Senate'3005 gave‘reiief tc banks and thrifts from the

burden cf crippling interest rate ceilings.

"In the seventeen vears thet Citizens First had issuyed a bank

- credit card, it has dcne s=o on an Lrse”ur ed basis., At the end of

}-
o

1%¢%, on 29% wee cutstending as crecit carxc cebt of the total

X
-
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credithlines committed toiC?tizens'First‘cardhclders; Thls ratlo
is far less than the near 50% ratio of outstandlng debt to llnes
'commltted under the h1ghlv accepted home equlty method of
fborrowingb The 29% dollar usage of avallable credlt 1s not

' 1nd1cat1ve to w1despread credlt card abuse by so° called
‘shopahollcs. The mlsuse of the credlt card by a few cardhoners,i
ncannot be allowed to result in a blemlsh to the bank credit card
system Wthh h“ ‘80 qreatlv 1mproved for the buyer, the'merChant vl
and the qeneral economy of the natlon, the manner 1n which we so
vconvenlently do our. retall shc pri ng.’ Slnce 1980 the:year end-

ratio of outstanding debt to credit lines has not exceeded 29%

Qf thelhonthlyastatehents.mailed‘b? Citizens_Firstfto'its‘
:cardhcldersl rarely do more than 60% result in:thefpayment of
~interest, This'percentage has femainedaconstant over many‘years.f
The 40% cr more of theicard holders who’take advantage of the grace'
'pevloo cause the dlsclosec rate of 18°_to,be reduceditc a gross

7 yleld of lessvthan 15%. Tne law doec‘not dictate the_offering éf_
a grace period, competition does. Citizens First has never
retreated from offering a grace pefiod, even in the most.
unprofitable period of our'cfedit card;history; 'This.is hardly

representative of a ripcfif or of price gouginq;
_ THE BANK CREDIT CARD

" No method of consumer borrowing has sc noticeably aZffected

wert o bank low cost, high cclilar

o
O

Arerican incduciry, sirce the

Ao
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bamount, collateralleedkAuto loans; as. the generally unsecured
’frequently used, low dollar credlt card transactlon. The massv
;acceptancerf the bank'credlt card 1ts 1mportant place in support
pof the Amerlcan economy, has ~come abou+ because of the: publlc‘
”'recognltlon that the bank credlt card 1s the most valuable,lb

51mple to use credlt tool made avallable to the consumer.-

The plastlc card, the speed of p01nt of sale authorlzatlons,
"the detail recordlng of the purchaee or cash advance transactlon
made'an"where in the world, the payment to the merchant the

» bllllnc,,the collectlon ol pavments, the accountlng svstem as a
ywhole, is the. complew feature of the credlt card Slmpllc1ty and

‘convenlence‘belong to the cardhelder.

The development of the smartic rd and the super smart card
~w' tremendouslv hroaden thejflexibil;ty of the bank credlt caro
On’llne'systems at automated teller»machines-will give the
cardholde* accese‘to most.if not all'of the cardholderlstbank
accounts, permlttﬂng,traneactionv From one account to another-24
v.hours,a day; There is lltt e elmllar1+§ between a bank credlt

card and a'tradltlonal consumer loan,

INTEREST RATES

[y
L)

Since 1933 urtil recently, goverrment reculations had limitead

the rate offinterest‘th t hanks could pay on deposits. During the .
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“recent phase 1n of dereculatlon, 1nterest rates pald on deposlts
heve 1ncreased dramatlcally : The era of savers sub51dlzlng the
;’borrower“had come to an~end‘ It should also be recognlzed that
since the developnent of the credlt card overhead costs havei
eskyrocketed ' When you con51der that the average credlt card
jtransactlon over ‘the last six years at Citizens,Eirst, amounted:to'
only $56.45 1t is easy-to see why thls‘is‘a?labor intenSifiEdn
credit product. - When you realize'that purchases areimade}athmany
‘locations over a widevarea,vithis also'easv tO’understand that the
cardholder will‘have manv uestlonc and disputes that must be
~sat1=f1ed under a highlv reoulated env1ronment Thlsvrequlres a
highly skilled‘management and clerical Staff inda laborv |
vintensified atnospherel'.The staffing‘reoulred is:numerically:
greater per $l,dO0,000>ontstanding then any other loan'type;c'
Conseouently;,thefCOSt’cf funds does not have the same
relationshipvto.thevtotal ccstﬁof Servlcinc credit cards as it

‘dces. to other loan producte.

Most NeW'Jersey banks have been disclosing an annnal
percentage ratehof 18%, as opposed to out of state bank cards
whichbcarried a rate‘of'l9,8 ard'hldher} Our substantially lower
rateiwaS'not_thekimportant:factor:tc:BO% of the New‘Jersey,
cardholders who chose'to carry an out-of—State,bank'credit card.
Whefevthen: is 1'ehe»jus‘tification fo. intervene in the free

marketplace, byv plac

l’)
F'

mmrezlistic ceilings ¢n interest retes

.that may he charged by New Jersev banks who historically cffered

U]

. o e L =z g e 4 -
tes than 1ts cuf:0f state competiters.
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concsiderablv lcocwer r
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 CONCLUSION

The approach to lower credit card rates in a market such as
.”we are experienCing ‘is not through restrictive legislatlon but
.31mplv through a workable variable rate consumer loan law..»If'
bnex1st1ng law could be amended or new law enacted where 1ts |
‘application_would be suitable to ajcredit‘card‘format,_banks would
" be in a position to respond‘to market rate ehanges in a»timely
nanner.' With such a vehs cle, banké:oould deoide to offer'fixed}or
variable rate ptionl at a ‘rate qtructure agreeable between the |

“borrower and +he lender.

I realize that this sugcgestion is contrary to the direction
~of this comrmittee hearing, but it certainly would serve to meet

thevCommitteefs goal. It has been said repeatedly that the credit

;J-H

vcard market is saturatedﬂ If thie is €c, then the only way we can
inorease our market sliare ie to drav cardholders awav frorm other
lendere thrbUgh competit ion. If the lender has theaflexibility to
quickly respond to rate increases ac:well as rate'decreases} then
the‘opportunity exists to realize'a'profit. ‘When the ability is
vthere to recovervfrom a low rate position} the motivation will
*always‘behpreeent to attempt to cut sell the ‘competition. It
couldfbe”expected that this would generate enough activity for the
oardholder's account'to assure the availability of oompetitiwéi

rates.,

g



Plac1ng strlct celllngc on credrt card rates would appear toA‘

’address onl3 20% of the bank card market that portlon of the if

arket controlled bv New Jersey banks and thrlfts.' The remalninge'
v80% of the bank card market would apparently go unaffected 'This s
would seem to penalize the card 1ssu1nc group w1th the lowest
average 1nterest rate,‘whlle out of state credlt card companles
would continue to successfully flood New Jersey w1th credlt card f
sollc1tatlons calllro for 1nterest rates cons1derablv hlgher than:'
those of New Jerseyvbanks. The competltlve p051tlon of New Jersey
credit cardfissuers should not be jeopardized by proposed
iegislation-that does not surelv cover 100% ofvthe partic+pahts.
It is fair to conterd that New Jevsevvcard issuing banks and o
thr1ft= cannot for the most part, match the dlrect mall
sollc1tatlons of out of state mcnev center banks, Reachlng a goai
'_of lower carohrates would most llke" be reaiized by}enhancing New

Jersey's competitive pocition.
The predictable result of the passage of restrictive rate

ceiling legisiaticn would be a lowering of New Jersey's share of

the credit card incdustry alonc with all of its economic backlash.
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CONSUMERS LEAGUE OF NEVV ]ERSEY

FOUNDED IN 1900 . © . . AFFILIATED WITH NATIONAL CONSUMERS LEAGUE"

60 SOUTH FUL.LERTON AVENUE MONTCLAIR N J. 07042 ¢ TEL 744 6449
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‘ THE CEILING ON CREDIT CARD RATES SHOULn BE LOWERED; ; ‘
CNEW JERSEY'S 30% GEMERAL USURY MAXINUM IS MUCH T0O HIGH, e
CLNJ URGES A"FLOATING" USURY CEILING, WHIPH UOULD RISE AND- FPLL;,YV
LIKE AN ADJUSTABLE RATE - MORT“A”E i ‘

Hhat goes up must come down--exceot 1f 1t s cred1t card interest rates}.
~ When national interest rates went up in 1331, “the Hew Jersey Leaislature
quickly renealed many consumer usury . 1aws and substituted a 30% maximum loan:

- rate. The idea was to let loan rates rise and fall with economic conditions.

- This social experiment has been & fa11ure Credit card rates go up, but in
genera] thev never come down. , . -

Market Interest Rates’Dec]fne, Credit Card Rates lnchanged

e The price c¢f money |
}  Average interest rates charged by 230 banks - %
o T - : L .25
Primerate* - Credit
. cards .
] 20
( \—::\4000000000000000000 '
. ® [ e‘ - EN
A - S
: © 24-month » 19
A\ personalioan
S e
R L
. - ’ o-0” : - N 10
Discount L (Y
ratey . .
. - v 5
- 1880 . 1981 1882 1983 1984 1985
'Mexctwﬂtcnla- uax ‘g¢ e taserate for icars tz corperations
TThenteresirate tha zed by Felera!l Rese ve TaTwe ImiCETS 1C dgepositcry st

Source: New York Times, 10/31/85

There is no "free market" for credit cards in New Jersev because conSUmers don't
have any real choice. The caid issuers fix their rates et 18% tc 21.6%. Ve
‘aren't aweare of any lower cost credit cards issues in Kew Jersev. There is no
comnetition -among New Jersev barks and xe*~’1ers over cregit card rates.
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it Lower cred1t card rates 1n other states

~

Credit card rates don't have ‘to be 50 h1qh A handfu] of banks in other :
- states do offer more reasonable rates. In Arkansas two banks were" offering -

cards at 13% or Tess in November 1985. Chevy Cnase Saving and Loan ‘Association , e

in ‘Maryland is advertising for customers for its 14% credit card. These banks .
show that it is possible to run card operations at a profit while charg1no ) ;
rasonable rates. In fact New Jersey issuers used to charge lower rates just a few *
S years ago, before 1981: 12% for cash advances; 15% for the first $700 of purchases
and 12% on the remainder. Since national interest rates have returned to the
stability and Tow rates which prevailed before 1980, credit card rates shou]d be -

returned to the reasonab1e Tevels wh1ch preva11ed before 1980 as we11 '

-Lower rates would q1ve‘New Jersey banks a compet1t1ve.edgA

What would happen if New Jersey banks started issuing cred1t cards at 1347
‘One ad in the New York Times would be sufficient to take thousands of customers
away from the New York banks. New customers would mean increased revenues from
annual fees. In addition, each time a cardholder uses a New Jersev card, the
merchant pays a couple of percent to a-bank to cash the charge slip. Hence banks -
make money .on purchases, even if the consumer pays the bill w1th1n 30 days
The combination of:

--merchant fees to cash. the charge 51105,

--annual membership fees, and

- --finance charges at 18: to 21.6%

not only covers processing costs, but makes the card bus1ness ou1te orof1tab]e
If New Jersey banks attracted more custoners, they d make more money '

CLNJ supports the f]oatwng~usury ce1]1n0 in S.1632

o If the card issuing club is unwillinag to tale down ts 18c interest
barrner, then the Leo1s1ature should do it for them. CLNJ suppoorts S. 1632 by .
Senator Contillo. S.1632 would establish a floatino usury ceiling for credit
cards issed by banks, retailers, and finance companies. The bill sets the
maximur interest rate as’ 6 percentace points above the rate Tor 3 month United
States TreasUry bills. This ceiling would chanae each calendar quarter. Arkansas
~ already hasa floating usury ce1]7n--- 5 po1nts above the Federal Reserve

discount rate (hence a 12% ceiling currently). S.1€32's formula would allow
& higher rate than in Arkansas ‘ : ' " o

In effect, the floating usury ce111nn copies the principle of the
adjustable rate mortcage. The usury ceiling would go up and down with the cost
“of money. What's fair for the banker is fair for the consumer. Now it's up to
the Legislature to restore economic fajrness in credit cards. ‘ o

vThe-Legi31ature should enact a genera]vfloating usury ceiling

[Credit card rates are not the only examples of sky hiah interest.
New Jersey's 307 usury ceilinag has been abused by other types of credwtors
As examples we attach copies of: :
--second mortgaces at 29
--car sales at 25.99:, 29.951,'etc.,
--furniture sa1es at 30%. :
am eshared o say that lew Jer
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| Surveys by the NJ Department of Bank1no have a]so ment1oned that s1nce 1981
. rates of 29% to 30% have been charged by some of" New Jersey st :
~ --small loan companies, -
v --insurance premium f1nanc1ers, .
o =-retail installment sellers (cars, furn1ture)

- --secondary mortgage lenders. : o

_ The Banking Department found these rates to be "compet1t1ve . CLNJ th1nks PRI
lthat these rates are unconsc1onab]e . ; >

| Thus we propose that the Leg1s1ature enact a genera f]oat1ng usury

~ceiling, not just for credit cards. To do this, the Legislature could de1ete _f“ :

~the present "30%" ceiling in NJS 2C: 21-19(a) and substitute the floating
~ceiling of S.1632 (6 percentage points above the 3 month Treasury bill rate,
. rate changing quarterly). CLNJ also favors an absolute cap of 25% on consumer

‘credit rates, which would match the 25¢ cap of Mew York. Attached is an ‘ :
amendment to NJS 2C'21-19( 1) wnwchwou1d set a reasonab]e f]oat1ng usury ceiling.

: Ne ask that the Legislature put an end to the 1eoa11zed 1oanshark1ng
‘ now perm1tted with 30° interest. .

NEIL J. FOGARTY
President
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PROPOSAL TC AMEND NJS 2C:21-19(a);

EXHIEITS TO ?ESTIi-iOIl‘.‘ ON' CREDIT CARD INTEREST

ANT GEXNER~L USURY LIMIT



h J. S 2C 21- 19(a) is amended to tread as follows'

- a. Criminal Usury. A person is zulltv of. crlminal uSuty when
not being authorlzed or pern:tted bv law to do so, he:

Nt : : - lay; or
{3)Sells. zgress tc.sell, or receives any money or other property
as the finance charge on & credit sale at a rate exceeding the maximu
rate permitied by lav. ’ : o

(delete) {.'?“fW T

thstaending zny law of
est razte ot finance
parties to -the
sale which is &

p=fer [

percentaee rate which
ie . te 90 day United
weex of the calendar
the making of the
R nal 6 percentage points,
o ., Shall nct be & rate
auvthorized cr pérmitted by law: rrovided further that no annual
‘percentage rate exceeding 23- in 2 consurer crecit transaction. shall
be a2 rate auvthorized or permittec by lsw: except that if the loan,
forebearancé or crecit sale is meace to a corpeoreation fer business
purposes, any rate nnuéi rercentage rate shall

tafer fey

i

be & raete authcrized b it cevc zccounts, other cpern
end crecis zccounts and rsections are permitted bv
law,. th re <3 ntage rete in each calendar
guarter c : e applicable to 90 deav
United ate < ¢ the first heek of the
prececding cuar T 3

te the nearest B




Consumer credit transaction is defined as credit offered or
extended to a consumer primarily. for personal, family, or household
purposes. Corsumer credit transactions include, but are not limited
to: ~instailment "and advance loans made by banks, savings and loan
associaticns, savings banks,credit vriions, swmall -loan act licensees,
credit card accounts, retail charge accounts, retail installment :
sales contracts, home repair installment sales contracts, insurance
- premium financing, mortgage loans and home equity lending made by,
banks, savings and loan associations, savings banks, secondary -
mortgage loan act licensees, mortgage: bankers and the like, credit
sales of cars, furniture and appliances. : B
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‘on your account. -

- deserve -a lowez

be addressed now.

‘year.

lﬂmtzh %tatm g’mmtt

520 Hart Bmldmg
“Washington, D.C:-20510
(202)224-6542

‘Dear- Fellow New Yorker:

“If you use credlt can:]'= - as most of us do -= you probably
are paying exorbitant -- and-totally unfair -- lnterest charges
You probably are also paying an annual fee )
just for the right to carry the card..

Credlt cards are the lifeblood of the American economy and
a necessity for middle-income families struggling to make ends
meet. American consumers will charge .over $300 b1111on on their
credit ‘cards this year alone. g .

Credit card 1ssuers, however, are taking advantage of this
consumer dependence on credit cards. The average interest rate
charged on credit card purchases now is an incredible 18.6%.
Some companies charge as high as 21.6%! American consumers
—- and fairer -- interest rate.

Credit card issuers now borrow the money they need at les=
than 8% interest and most loans today carry an interest rate of
between 8% and 13%. By reaping 18.6% on credit card charges,
credit card companies are making an incredible 132% profit.

In the last four years, just about every 1nterest rate
charged in the United States has fallen. The major exception to
this, however, is the interest rate charged on most credit -caré
purchases: the average for such charges has increased from
17.1% to 18.6% during the same tlme perlod.

‘Not all credit card companies are being so callous to their
cegrdhclders. While some charge over 20% interest, others charge
only 12.5%. I now carry a nationwide credit card with this low
interest rate. It i accepted by merchants worldwide just as
readily as is the card vou now carry. The only difference is
that I obtained my cér¢ fror an out-af-state bank that is
playing fair with its customers and is charging a more
reascnable interest rate.

°© You don't have to be a customer of an out-of-state bank to
carry one of their low interest, nationally accepted credit
cards. In fact, as a result of Senate hearings on this subject,
I now have a list of several bankes where you can obtain a low
interest rate card just by filling out an application. T can't
include "this list irn this newsletter, but if you would like to
receive & copy, just let re know. I'll be glad to send it to

. you.

The hich interest.rates charcec on most credit cards are an
inequity -- an inequity which must -be addressed, and which must
Credit card users must no longer be abused.

I heave introduced the Credit Cardholder Protection Act, S..
1922. My legislation place= a cap -- cr ceili -- on the legeal
interest rate a credit card issuer can crazge. This ceiling is
four percent over the ‘interest rate the Internal Revenue Service
charges on late tax payrments andé pays. on tardy refunds. The IRS
rate is a corpilaticn of prine interest rates from the previous
six months and is reccrmputed twice vearly. The current IRS rate
is 10%, making the legal cap on credit cards under my bill just

14%. This cap will save consumers over a billion dollars this

"
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1f this. ortlng was . requ1ved nov, )ou wouldn t have to wrlte to me for a
list of lou intcrest rate; credit card issuers.” This information would be

_,dlsclose and widely known. ‘True comparison sbopplng would be’ easy for.
_ consurmers. Finally), my bill requires a Federal commission ‘to examine credit

card- issuving practices and to.report back to Congress with recommendatlons

~on hew to’ rore effectlvel\ protect the Anerlcan publlc.‘

The next tlme you use your rredlt card, hlnk about thls. 1f‘your

average balance throughout the year is a mere $500, you could be paying more
~.than $100 in interest =-- that's more than $1 out . of every $5 go1ng for !
vlnterest, not for what' you purchased._

As I noted above, 1 personally have taken steps to make certa1n that I
am not ‘charged an unfair interest rate on credit card purchases.: “I.was
lucky, a friend told me about the out-of-state bank that. charges only 12.5%.
I carry this bank's :card now, and I believe that everyone should have the °

- same opportunity. Passage of my bill will remove the veil of secrecy

hanging over the credit. card 1ndustry by requiring the Federal. Reserve Boarc -

to publish every credit card company s interest rate on a monthly bas1s.

- .. There is a falr and reasonable 1nrere=t rate that credlt card
should charge, but it is not 21.6%, and 18.6% is not much better.
credit card interest rates back where.they belong. Let's require credit
card interest rates to -better reflect the rest of the economy. ULet's pass
the Credit Cardholder Protection Act. " e PR o :

Sincere

Alfonse ‘D'Amato.
Unlteo Statec Senator

P.S. in do:nc my job here in “ashlnoton, it is helpful for me to know you
viewes on 1mrnrtant issves cf the day. I would appreciate it if you would
ansvwer the fcllowing guestions and return this survey to me in a stamped
envelope to my Washingion, D.C. office: 520 Hart Senate Office Building,
Vashingten, D.C.  20310.  Thand you. : : .

1. At preccnt, creolt card cpyllcatlon forr-c are not required to
contain complete informatior recsrdinc the terms and conditions of
repayrent, annual fees, ¢r the interest rates charged on credit card.
purcheses Sore companies disclose thig inf c*ration,'others 80 not.
Fre(uentl}, complete informaticn is supplied only when you receive your
card. - If the disclosure of such information was reguired on-all appllcat cr
forme, do you believe that veu personally woulcd be better able to select ti-
credit cards that were best fcr you? : i E : :

YES ’ ‘KO
- 2. Do 30" believe t.;t rGCGIaJ Rese:'c ‘Beerd dlsclosure. on a monthly "

basis, of &lil C[Gdlg card issuer's fees, interest rates, and terms of
repayment wculd allow American consumers to comparison shop for the crecdit -

'cards ‘that were right for them.,

AYES - NO

If you want a list of
low-interest-rate.crecit
card issvers, check here.

Wlniled Slates Henale , a
WASHINGTON D C 20517 o o
(OFFICIAL BUSINESS N . ,

Posiagn Guaranted

ATIENTIRCN FOSIMASTER . ik - FL) as
Phe ot MR DN LR ARGV [ I'Ar.r!,
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BANKCARD' HDLDEF%S DF AMEFHCA
_

g-J 333 PENNSYLVANIA AVE., SE WASHINGTON DC 20003 202/543 5805

A non-profit consumers association dcdlcated 1o protecting the interests of bank card.holders.

TESTIMONY OF ELGIE HOLSTEIN
ASSOCIATE DIRECTOR -
BANKCARD HOLDERS OF AMERICA
BEFORE THE -
LABOR INDUSTRY BND PROFESSIONS cmmm
- OF THE .
" NEW JERSEY SENATE
'~ APRIL 17, 1986

: vI am pleased to present testnmony to the Committee 'boday on behalf of
the 130,0000 individual members of Bankcard Holders of America (BHA).
BHA is a national, non-profit consumer organization ‘dedicated to .
informing its members and the public about the rights and
responsibiltities of credit card users. : BHA is the only national

- consumer . group working exclusively. on credit card issues and has

participated actively in providing information to state legislative and
Congress1onal ccmnlttees rev1eWJ_ng credit card 1ssues.

We are su‘mutt:.ng our comments to you today because we believe that

consumers are paying far too much interest on their credit card
~ balances, and because we believe that the terms under which they are

billed for their card purchases remain a mystery to the citizens of New
~Jersey. We have reached the unfortunate ‘conclusion that legislation is
"necessary here in New Jersey and in other states because the banks are

unwilling to adjust credit card interest rates to reflect the real- cost
" of. money in the eooncxny

- We are pleased tb t the New Jersey Leglslatuv:e is considering action to
deal with these pmblem We believe that as a leading financial

‘market, New Jersey should seize the opportunity to lead the nation in
the fight against the high credit card interest rates currently gouging -
the nation‘sQl mill-ion credit card holders. .

- The legislation before you today, S 1632 represents a fair ocmpmse
. between the :Lnterests of consumers and those of the New Jersey banks
- that issue credit cards. Rather than imposing a flat ceiling on credit
card interest rates, which could prevent the banks from recovering
their costs when interest rates throughout the economy rise, the bill
would tie credit card rates to a variable ceiling pegged to the
interest rate of six-month Treasury bills. That way, when  the banks'
costs of money go up, credit card interest rates could be raised. But
when interest rates in the economy go down -- as they have been for the
last five years -- consumers would pay lower interest charges.

The bankers argue that any measure to restrict credit card charges

would be an assault on the competitve, free market in credit cards. By -
definition, however, campstition reguires informetion, but, often,
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~ when :Lnterest rates in the econcmy go down —-'as they have been for 'the_‘
last five years -- consumers would pay lower mterest charges. :

. The bankers argue that any measure to restrlct credlt card’ charges
would be an assault on the competrtve free market in credit cards. By - -
definition, however, campetition requires information, but,: often

consumers cannot learn the interest rate charged for a cred:.t card
untll after the card has been issued. -

Even after receiving a card, many consumers remain ccnfused about the
charges they will be incurring. 'Ihebarﬂungumchstzyreassuresusy

that all terms and conditions of the:.r cards are clearly disclosed in_ e '

the "Explaration of Finance Charges" that acccmpanles consumers’'
- monthly statements. Such assurances are. laughable, however, to anyone
who has ever tried to verify their bill by atterrptlng the mathematical -

' gymastics outlined in tiny print on the back ‘ By ccmparlson IRS'

forms. read llke Dick and Jane primers.

: .The uninformative advertlsmg dlrected at prospectlve cardholders,. and
the camplicated formulas used to concoct monthly credit card. charges on.
existing cards, virtually guarantee that consumers will not be able to
make :Lnformed choices among. cards .

, ThlS ongo:.ng ‘consumer confusion makes it poss:.ble for the banks to :
' camouflage the high cost of credit cards. They continue to restrict |

~their "campetition" to travel and entertainment frills instead of
offering fair interest rates. Thus, credit card advertisements and .
direct-mail solicitations- enphas:.ze "enhancements" such as health club -

- memberships, travel services, and book-of-the-month clubs. In fact,

many card advertisements make no reference at all to rates and fees. -
Consumers do want low-interest credit cards, but most s:.mply cannot
: f;md them since only a handful of banks offers the:“ .

. Moreover, credit card lnterest rates remain at astronam_ch levels in
spite of the continued drop of every other interest rate in ,the
econamy. - Everyday, the newspapers, radio, and television report the
latest good news stemming from lower interest rates. Auto loans are.
down, home loans are spurring a real estate boom, the stock market is
- soaring. - The rates for every other type of consumer loan rate have
fallen dramatcally. The discount rate -- a major indicator of the
banks' own costs of .money --  fell again last month to seven percent

exactly fifty percent below its 1981 level. Yet in that same period of
time, credit card interest rates have actually gone up: from 17 8% in
1981 to a current national average of 18.8%. :

) Here in New Jersey, whlch has the highest usury rate limit of any state -
in the natlon banks are charging close to the national average.

Nationally, many  of the big rnoney—center banks are. chargmg even more,

despite enjoying high economies of scale in their large credit card
operations. = The twenty-five largest issuers of credit cards = are
.chargmg an average mterest rate of 19.4%

Unnouotemy, one_ major concern of  this camittee in reviewing the
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money, were squeezing their profits. - Many banks, after ‘winning the
repeal or increase of the usury limits, msved anyway, seeking more
favorable tax treatment and labor costs e

Acoord:.ng to thJ.s brand of econamic blackmall New Jersey banks should.
be free fram any state regulation that might prevent them fram clmarguxg~
as much as their out-of-state colleagues. By their definition of
competition, making as much money as the banks in Delaware is more
J.mport:ant than protect:.ng then.r custaners frcm unnecessarily high fees

The fact is that 1f this leglslatlcn is appmved campetition could
actually be enhanced if New  Jersey banks began to advertise "the -
consumer benefits of . shopp:.ngw:LthaNewJerseybarﬂ{credltcard just
as they now advertise their latest bargains on other consumer loans. ’
Moreover, a number of banks, including those in Arkansas and Washington
State are charging interest rates far below those here in New Jersey,
and last we looked, banks in those states are still happily dispensing .
credit cards.

' Same banking industry representatives have suggested that high credit
card charges are  necessary to' recoup the losses they incurred
previously. . It is frightening to imagine that banks might try to
recover from the nation's 90 million credit card consumers the losses
they suffered through bad judgement on . energy, agricultural, and
foreign loans. On credit cards, loss rates have remained just over 1%
of loan volume, and card operations have emerged as one of the most
profltable areas of bank.mg : T : .

In addition, J.nterest rates represent only one way in which banks make
money  -on- credit - cards. Annual. fees, transaction fees, merchant
discount fees, and over-limit fees all add to the revenues of card
operations. Annual fees, which did not exist when cards were first
issued, were imposed specifically to cover the high administrative
costs the banks complain about.

A final argument made by the bzmk:ng industry against th:Ls legislation
- is that by reducing the banks' profits, it will cause a severe
reduction in the availability of consumer credit, especially to those
with low incames. It is true that lower profit margins may force
‘greater scrutiny by the banks of those to whom they send so-called
"pre-approved" card offers and other forms of mass marketing appeals.
But this is what the banks are supposed to be doing. Instead, they now
force the majority of consumers to subsidize through high card charges

.the granting of credit to those who may not be able to afford credit
card loans. '

'I'his is not to say, however, that such consumers should or would be
left without alternatives. For example, personal loans and home equity
loans are available at rates far below most credit card interest rates.
For those who want the convenience of a credit card but whose incame or
credit history make it difficult to obtain a conventional card,
"collaterized" cards are available with credit limits tied to a deposit
account balance. ~Finally, it should be noted that with 700 million
credit cards already 'in Amercans' hands, it is hard to imagine that we
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| ,are m danger of develop.mg a shortage of cred:Lt cards

- No one is opposed to the banks maklng a fair prof:.t on thenr credJ.t :

cards, but their needs must  be balanced with the mterests of
cardholders.  As we learned in 1929 the economic health of our nation

depends to a large extent on the faith andtmstofthepubllc in our

financial institutions. As the menbers of this camittee know well,

state and federal regulation of ‘banking act1v1t1es exists not to

- penalize the financial community, but 'bo prevent the kmds of abuses
that undexmme publ:Lc oonfldence L

Financial deregulatlon whlch has accelerated at the state and federal '
levels in recent years, brings with it a responsibility for fairness in:

dealing withk Americens' hard- -earned dollars. By Keeping interest ratess _ ‘*’

artlflclally high and disguising the hidden and costly terms of cred:l.t
‘ca:cds banks are tak.mg unfalr advantage of consumers.

In any leglslatlon mtended to protect consumers fron unreasonably high =

credit card charges, Bankcard Holders of America urges this committee )

to consider the following actions:

1. As in the leg:leat:Lon before you, cred.lt card :Lnterest rates should
~ be tied to same economic index that reflects the cost to the banks of
: bornomng money, plus scme margin for costs and proflts

2. There should be :unproved dlsclosure laws reqm.r.umg the prmu.nent
-and understandable display in all advertising and in all statements

"accampaning - monthly blllS of the terms and ‘conditions appllcable to
credit cards S

3. There should be ' greater unlformlty and 51mp11c1ty in the.
calculation of interest charges so that, for example, a grace period is
required for all current-month charges, regardless of whether an unpaid
balance has been carried over fram the prev:Lous month. ©

4. Limits should be placed upon the J_mposa.tlon of additional fees |
such as annual fees, over-limit charges, transactlon fees, etc.

'Fmally, I thank the Committee for this opportumty to preset the
views of Bankcard Holders of America. These are important issues to -
the citizens 6f New Jersey and to the mnation, and we apprec:.ate your
“attention to them. : .
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STATEMENT OF SAMUEL J. DAMIANO. PRESIDENT

'NEW JERSEY COUNCIL OF SAVINGS INSTITUTIONS
. BEFORE THE -

>‘SENATE LABDR INDUSTRY AND PRD?EéSIONS CDHMITTEE
AFRIL 17. 1986 -

’Hf,\Chairmah. Members of the Commiftee. my name is Samuel J.
Déhiano. Pfesident'of the New Jersey Council of Savings Inétﬁtutioné.
an organizétion @?isavings banks state and federally chartered.

~I'am here todéyﬁon behalon{ tﬁat industry to speak in connection
with a series of bills addressing rate ceilings and credit caEd
advances. -

vBrjefly, we shoqld‘noté‘thét savings banks in New Jersey are
receni entrahté into the credif cardvbusiness with less than 10
involved in somé‘forh of credit card se;vices.. We are unaware of anv
abuses being imposed upon thé ébnsumgf as a result of our activity,
whi;h was gréntéd by stéte‘statute and enécted in reéponse to customer
de@aﬁd-for expanded.credit card services in New Jersev.

Admittedly, entry into this.mérket has beeﬁ slow. High interest
rates, deregulation, new cdmpetitipn‘énd_matters important to the

overall operatioh bf savings banks has breoccupied the industry. That

-
-

coupled with the administration of a credit card proaram, the inikial
investment, training, susceptibility to fraud and the like, certainly
has contributed to our slow entry.

As you know. on March Zlet we saw the end to interecst rate

170X



: cexlxngs on all deposxt accounts suggestxng that the cost of funds

,wzll 1nev1tab1y rise, if for no other reason, purely as a result of

tcompetit;on. Increased costs of funds requxre management to seek oot
:ncreased returns on 1nvestments.. Havxng survxveo the»perxod of the
early 80'5,-the‘inQustry‘today”is giving its totei concentretion,

'after massive.loSSES to a return to orofitebiljty,’_The'afﬁernetive to
meintaining a profit\maroin.in,today's enQironment is'toidtscontinue
offerzng the services. Simpiy stated, no one should be happy about

' keepxng their savings in an 1nst1tutxon that is losing money.

The market must be allowed to function on both»sides of the
ledger. A reduction in services will force ‘those who need the :
services. to go elsewhere. and possibly not 1n the1r best 1nterests,f

The Federal Reserve Board test1¥y1no before the Un1ted States
Senate Banking Suocommittee recently,,}et it be known that they»opposr
legislation that Qould set ceilings.on the interest rates that may be
charged by banks and_other issuers on credit cards. rThey argue.and 1
quote tregulatory measures can have unpredictablevand unwarranted
consequences,“ suggesting.that the.issuance of cerds to fewer people
by credit card companies could be a direct result of artificial
ceilings, adding that such an action;could make it more difficult for
low -income people gaining access to credit opportunities.

‘Dr. Faul Nedler. Frofessor of Finance at the Graduate School of
Management. Rutagers University; hasbséid on the subject "under the
‘guice ‘of protectlnq tﬁe borrower we are really limitinqbnis abilitybtcr

borrow and h:e freedom to obte:n the money he wante anc is wiliingvto

10X



pay. for".
| ‘Ideally,,we would rather seévédequate disclosnre to thé‘bubiic €
 that theré_;s'no qﬁeétion. The ¢onsﬁmef_shou1d know the terms under
".which he_or she is borrqwing and we eﬁdorse whpleheartédly,'this, as 
thé hore Qiable altErnative tovthe’imposition'df.any contfols‘ |
especially dufiné theée final phéses of'dereéulation.

We beliéye’S 1561; if it touches on aii providers, would
éccomplish that pbjeﬁtivé. |
»kl thankbyog ?or thé.opportunity to commeht and will be happy,tc

respond to any questions vou may have.
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- JAMES' J. HOWARD

30 DISTRICT, NEW: JERSEY
‘ ¢ - )

CHAIRMAN -

°é~'m§$:;;~ssgs#:argsm o:ungrzsz of thz RAnited %tatzs

s e Rowseof Rzprzsmtannzs
i ‘ashington, BE 2095

April 24, 1986

Honorable Raymond Lesniak
Statehouse Annex
Room 259
Trenton, New Jersey 08625

Dear,Senator Lesn1ak.

. BISTRICT OFFICES’
. 808 BELMAR PLazA
BELMAR. NJ 07718

S fsumoue (201) 68 1-35:

169 Htsnwn 36
‘BeLForD, NJ 07718

‘ . ,TELEmONE 4201) 495-1000
" 1174 FiScHER BLVD

Toms River, NJ 08753

" TeLePHONE: (201) '_929-149/ -

Thank you foriyour invitation to testify before your committee on
April 17. Unfortunately, as the House was in session, I was unable to
attend. Please find enclosed, however, a copy of my testimony for the.

record.:

 With best regards, I am

Sincerely

)JAMES J. HOWARD
N Member of Congress

JJH/nf :cmr : .

Enclosure

- /2 2.4
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- IESTIMONY OF REP JAMES J HOWARD
BEFORE THE COMMITTEE ON LABOR, INDUSTRY, AND PROFESSIONS
NEW JERSEY STATE SENATE
APRIL 17,1986

Mr. Chairman, thank\you for the opp'ortu’n'ivty to present teStimohy to.your
committee to address 2 problem fac*nq millio'nS‘Of Amerﬂic"a‘ns one -whi.ch has

a soe"xal sngmflcance for mhab1tants of New Jersey who hve in the economic

' shaoow of iarge New York C ty banks. | soeak of the usurious rates rﬁarcnd by ,

baﬂK: to Lon:ume"s on credlt card ioans. _

in 1981, the economy ient itself to *ngh ihtere‘stiratec.‘ The prime rate
was 175,0 and inflation was reaching the urprecedented flgure of 14%. It
was r v onabie in 181 Lhat tr*-e interest rates on credit cards had *hmoed e
18%. H‘O’wever; in Ja‘nuar"y 1586 wnen mf!atxon is 2 shade over 4%, credit card ,
interest rates for many of th :aw"‘f 3 lar es. panks had ;.1.1.(112_'2_'1 to 19.8%.

Clearly this demonstra'b" that non-economic, non—market_ forc_es are acting

Credit are tecitimate reasens for a3 siightly nigner cost. Yet these remain
reiatively Constant and Cannot exolain the great Jisparity pelween {redit (210
gans ang other pank ‘eoa‘ns Ev far, the hignest and ""3: Jar'ab 2Cost o
Ganxs iending to credit carc hoiders is the cost of money. The best judge 57
this cost is the interest rate on three nrﬁ “reasury bills - currentiv ar

Tl

since 198! However, credit card interest rates have continued the'r

inexoratie rise. It is time for the Congress to < conzider first and foremost the
protection of the consumers suDject to thesze rates

Mr. Lhﬂrma..," have cosponsered legisiation, MR 34C8, the Tregit Carg
Interest Rate Limitation Act of 1983, which offers the best of both market

14X



vdetermmatlon of rates and federal protectton of the \.onsumer Th1= b1 'l

‘would "equ1re the Board of uovernors of the Federal Reserve Board to

L mvest gate the prob}em of hlgh credlt card mterest rates “If the Fed f mds

. that market f orces are determmmg the e mterest rates thenf‘nofederat o
‘actton wm be taken. l{f , however, the opposxte 15 true and ih,te"rest ',rat.es on |
credit card loans are not Competitive then a federal cei'lring‘wm be
' mst1tuted Tms cemng adjusted quarterly, would be equal to the mterest
" rate on three month T-bills olu= an addmonal 67%. The cap would be deoendeht,t

upon the averade T-bill rate durmg the secood month of the. orereedmo

o o .

quarter in order to allow bahks amole time to adjust the*r leodmd rates
aceordmdty |

~ The T-bill rate was chosen as a guide not only 2 it i an

- |
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- each other Within a range of interest rates HR

supercede state aws mand a*"\g that banks announCe Cragdit Card Interest rate

D IR R I

- 2t oe Py RSaL S S e ;i PA Flos et A pai
of rates oy Danks as they fear the "asz fluctuation in the £ost of mQ:’.t"IL

-JJ’. Wi

An interest rate of 6% over the T-bill rate is ho* U 'ea:_nao!y TOW

-

rnamta in mum hi d d t cargl oao rates. As of 'aruar” Citicoro, Rark of

Amer’ta the First Naf 1ooat Bank of Chicago, anc Chasze Manhatian ail had

cred tcard mterect rates set at 19.8% The large banks can be competitive,
however. Merely th ree ‘weeks after this bill was ihtrodu-_e:, Manu facturers

730 &



* Hanover lowered its rates to 17.8% to snow a wﬂhr*gne sto cooperéte.' Yet to
my know!edge few, if any, banks have foHowed suit. |
Mr Cha1rman | do not view this legxs]atxon as undue governmen* »
mterventlon in the market as many contend it is. on the contrar/, HR. 3408
1s an attempt to bring back marKet competltxveness and to end an ohcarbmc |
situation. It is also an essential step in protecting the holders of the United
States' 700 million credi‘t‘ cards. When banks.can borrow at the Federal
 Reserve's di;:",COvUn}tk window at an intere est rate of 6.5% and lend to credit card
users ‘at arate of 19.8%, the consumer s best interest is obvmus‘y not being

served. | hope ! have your support on thi is 1 5 e T \ank you.
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April 14, 1986

Senator Raymond J. Lesniak

Labor, Industry and Professional Committee
State House ‘Annex '
CNO6E B

Trento“, NJ, 08625

CIEult Carc Intelest Rates.

'Dear Senator Lesnlak.

m o
N oL

I understand that the committee will ho 01¢ hearincs orn &nril 17, 1¢
on various bills in connection with credit card interest rates. I

ar umakhls to zitend the hes icvzvery, 1owrite irncsunport of ‘
Lower ' 1o Toig:charag reliioceris. 1 GO €0 Becan:ir
ofotd ating eifecdt £7 ratec now Charcel 0O).. Carcs
rave income indivi '
Otver the vesrs I have rerzntel many lowe:r incividuals in
Lankruptcy proceedings.  (ne Of the patterns emerges fror;
jexperience is thrhat of the lower incorne consune © becomes so
rancially strapped because of crecdit card indektedness that ther

is no alternative other tharn bankruptcy. Typ 1ccll}, a lower inco“e‘cC‘—
sumer acguires several cards with credit lines between $750.an $1500

Once an unpaid balance is carried on an accounulblg“ interest rates
means theat evern while the con~uﬂe* mares minimum monthly paynents anc
refrains from current purchase: on the cards, he/she makes little

progress in reducinc the unpzid balance. Tnus the cost of past con-
sumption becomes & "fixed" expense and neither money nor credit ig
avallable for current consumption. In these circumstances, even a

short period of uneWﬁloyment often causes a consumer to fall hopelecc—
ly behind on these debts '

Lower creéit caré i
sumers. - The greate
experience real har

r
S
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c

4 neoy Y[‘ ' A
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TESTIMONY -TO THE NEW JERSEY SENA'I'E LABOR, ;

INDUSTRY AND PROFESSIONS COMMITTEE ON
CREDIT CARD INTEREST RATES: S.1632 ETC.

‘Somerset-Sussex

THE ORGANIZATION
OF NEW JERSEY
LEGAL SERVICES PROGRAMS
Serv»ees
rvices
Services
Semees

Service
ercer Count
Services

Lagal Aid Sodoty(';lm'm County

Services

Pmnmchmw Aid Society

| Services
Union County Legal Services

Warren County Logal Services

" Legal Services of New Jers'ey supports S. 1632,

limit interest rates on credit cards.

' Legal Services of Kew Jersey,

a bill which would

Inc. is a non-profit corpofation founded

and funded by the 14 independent Legal Services projects serv:Lng the

State of New Jersey,.

to assist them in their efforts to render effective

“legal representation to indigent . cllents unable to retain private counsel.

Attorneys from the county . Legal Services projects commonly encounter

and assist clients with problems relating to credit, financial distress

Legal Services:of New Jersey sponsors  a task ‘force

. where attorneys from the various county pro;ects gather to discuss

. spec1f1cally problems in the Consumer and Bankruptcy areas.
Legal ‘Services attorney who spec1allzes in consumer. anéd bankruptcy cases.

ané bankruptcy.

I am a

- Legal Servlces of New Jersey wishes to bear witness that the 1nterest
~rate on credit cards is not solely a problem of middle class consumers,
We find that a substantial number
of the eligible clients whom we counsel and represent about financial

but affects low income peokle as well.

. problems

have credit card: debts.

“Sometimes our clients have procured

.credit  cards. despite having low incomes; other times they obtained the cards
-while they were enjoylng adequate incomes before an unforeseen descent into

1ndlcency

Douglass Eakeley Esq.

Riker, Danzog Scherer & Hylanc
Newark .
Chairperson .

William D. ‘Hardin. Esq.
Pitney. Hardin. Kipp & Szuch
Morristown

Bertram J. Latzer, Esq
Latzer, Norris & Carberry
Pars:ppan,

"Hugo DiGiovanni

New Jersey Industrial Union Counc P

East Rutherforc

BOARD OF TRUSTEES

Wiliiam T. Knox, Esg.
Herold, Ragsdale a
Haines & McGowan
Bernardsville

_ Secretary o
Theodore V. Welis. Jr., Esq.

Lowenstein, Sandier, Brochin.

- Koht, Flsher Boylan & Meano
: Rosela'\d

* Barbara Byrd Wec:ker Esq
* Westfield

Walter N. Read. Esq . Chairman

Fredenc Clitte

"New Jersey Tenants Orgamzauon
+ East Orange :

Timothy K. Madden, Esq.
Legal Services of New Jersey -
Policy Council

Jersey City -

"Donna Carmen .
- Lega! Services of New Jersey

Policy Council
New Brunsw;ck

N. J. Casino Con!rol Commxssron //j)’

- It is thé nature of credit cards to induce consumers to gamble

Peter G. Banta Esq.
Winne, Banta & Rizzi
Hackensack

Dorothy Warfield
New Jersey Chients Counc
Atlantic City .

LaVe'ne Austin
?"' Services of New Jer
olicy Councii

Somerse

Veri Jack Cox

Legal Services of New Jer
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LSNJ--testimony on credit card interest rateSf—page-two[‘

" that they w1ll have money tomorrow to pay for the goods and services - they
enjoy today. Sometimes they lose that gamble due to illness, loss of :
employment, or marital breakup——thlngs that they could not ant1c1pate--"
and then they are left with reduced incomes but ever—mountlng credit card
debts. Thus 1nterest on credit cards is a subject of " great concern to
legal Services. C :

The second point I wish: to make is that the ‘level o# interest rates is more

than an academic matter; more than a mere shifting of money from one ‘pocket
~ to another. For upper-income people, interest: rates only affect how much
money they pay,‘and that is important enough. But for low-income people,
interest rates also determine whether they can pay back thelr debts or must
go 1nto default. :

On a credit card debt of $1000, if the interest rate is 20% APR a consumer
has to pay $200 per year just to stay even. A person who has: just that much
money can just stay even; . a person who has less to spend cannot. The lower
the interest rate, the more peopie there will be who can pay their way out
of credit card debt rather than face defauit.

Presently, credit cards are a major component of the debts of people we

represent in bankruptcy. Yet a lot of people call me in financial distress

-~ and say, "Isn't there some way I could just stop the interest from piling up?
~Then I could pay off my debts." I have to tell them that there isn't any
way, and if they can't keep up with the interest they are llkely to end up

in bankruptcy as much as they would llke to avoid it.

There is a way that this Legislature could help, by making that interest pile
up slower. .The market alone has not accomplished this: consumers are not
‘powerful -enough to demand lower rates;’tﬁey may not even appreciate the problem
until they find themselves in over their heads. Rates on credit cards for our
clients have not come down as other interest rates have. We conclude that if
‘the Legislature doe= not do something to help, rno one will. For this reason.
we endorse .S.1632.

Submitted by: Gail Chester, Esg.
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