
 
CARD Act Continues to Make 

Pricing Clearer
                        Without Raising Rates

                             Updated data shows reforms continue to foster competition

CRL Research  Update  June 2011

Earlier this year, the Center for Responsible Lending’s research in Credit Card Clarity found 
that the Credit CARD Act of 2009 has increased transparency for consumers without raising 
interest rates or restricting credit.1 This is important because competition works and markets 
function properly only when prices are known. A key problem leading to the financial crisis was 
the prevalence of teaser rates and confusing payment plans that drew families into loans that 
were deceptively priced and ultimately unaffordable. Honest lenders who transparently priced 
their products lost in a race to the bottom because their products looked worse at first blush.  The 
CARD Act has made credit card lenders act and price more transparently, allowing consumers to 
shop more easily for credit they can understand and afford.  The increased clarity and reduction 
in bait-and-switch pricing should spur competition and, over time, lower prices.2

Now, three more quarters of available data show CRL’s initial findings remain true: The updated 
results show that increased pricing transparency continues, with no constriction of credit and no 
increase in the interest rates credit card borrowers pay. The updated information also provides 
fresh evidence that, prior to the CARD Act, pricing confused consumers, which is why the law 
was indeed needed. 

Transparency Improves, Prices Continue to Drop 

The Credit Card Clarity report, examining Federal Reserve Board data, concluded that repeated 
claims that the Credit CARD Act raised prices were false.  The Federal Reserve data included 
two types of credit card interest rates: 1) The stated rate offered in mail solicitations and other 
advertisements, and 2) the actual rate that consumers ended up paying.3  The difference between 
the stated and actual rates represents a gap that confused consumers. At the time of the first 
report, two things were clear: 

            ● The actual interest rate consumers paid did not increase after the new law, and
            ● The gap between the stated rate and the actual rate paid narrowed substantially, with 
the stated interest rate moving much closer to what cardholders were actually charged.

Many industry managers and analysts agreed that the first report’s findings are accurate, but 
questioned whether the results would persist.4  The three quarters of new data show the answer is 
“yes.”5  Figure 1 shows that interest rates paid on credit cards have fallen in the three new quar-
ters, not only narrowing but in fact eliminating the difference between stated and actual interest 
rates. In addition, the average rate borrowers actually paid dropped a full percentage point during 
this new time period. Interest rates paid on credit cards are now at their lowest level since early 
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2004,6 with the exception of a single quarter in 2008 when rates briefly dipped 8 basis points 
lower.

Figure 1:  Stated Rates and Actual Rates Paid on Consumer Credit Cards7
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The biggest component of credit card revenue comes from the interest borrowers pay, which we 
just examined. The other major component comes from fees, such as over- the- limit and late 
fees.  A look at fees indicates that the credit card industry has become more competitive since the 
CARD Act: Banks have not made up for lost interest rate revenue by increasing the fees they 
charge. New data from PaymentsSource, a leading data source for credit card issuers, shows that 
not only did interest rates decline between 2009 and 2010, but that credit card fee income was 
flat.8

 
To isolate the new law’s effect on interest rates from other economic factors, we used a regres-
sion methodology like that used for the Credit Card Clarity report, but with the additional new 
data.  The methodology and results of the regressions are provided in more detail in the Ap-
pendix, but the key results are shown in Figure 2.  The regressions compare rates before 3 key 
events: When the Federal Reserve issued new credit card rules; when the CARD Act was passed; 
and when the Federal Reserve issued additional rules mandated by the new law. 9  The result 
shown in the second set of bars confirms that there is no price increase associated with credit 
card reforms.10  The third set of bars shows, however, that transparency improved as the market 
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adjusted to reforms, a trend that only grew stronger in the last three quarters.  The decline in the 
difference between the two rates has resulted in the two rates converging to about the same num-
ber.11  

Figure 2:  Impact of Regulation on Interest Rates (Regression Results)
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Mail Volume Continues to Rise

When the Federal Reserve issued its first set of credit card rules in December 2008, the volume 
of mail solicitations for credit cards was dropping in tandem with the sinking economy.  But data 
from Mintel Comperemedia shows that after Congress passed the CARD Act in 2009, and after 
new Federal Reserve rules fully implementing it took effect in 2010, mail volume rose. That 
trend continues. In fact, volume has risen an additional 30 percent in the last eight months, 
making the volume of mail solicitations more than double what it was at the end of 2008.12  As 
the financial crisis raised concerns about credit risk, mail volume declined.  After loss rates and 
unemployment stabilized, mail volume increased sharply.13
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Figure 3: Change in Credit Card Mail Volume

New Evidence Shows Economy Has Been Primary Cause of Issuer Revenue Decline

Profitability has declined recently for credit card issuers, but factors other than new rules explain 
the vast majority of this reduction.  New industry data available since Credit Card Clarity was 
published, as demonstrated in Figure 5, shows that more than three quarters of the reduction in 
gross revenue (before expenses) results from a drop in outstanding credit card balances.  Bal-
ances dropped because consumers paid them down and because companies faced higher charge 
offs. (see Figure 5).14  But the record charge offs were caused by the bad economy, not new 
rules. In fact, higher loss rates were caused at least in part by a lack of strong rules banning lend-
ing practices proved harmful to consumers and, in the long run, to the companies that lent them 
money.15

Despite the continuing downturn, the outlook for the credit card industry is strong.  One promin-
ent industry analyst expects the industry to achieve a 2.5% return on assets in 2012.16 That’s a 
higher rate of return than large banks have historically earned on most consumer loan products. 
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Figure 5:  Balance Decline Drove Drop in Credit Card Revenue

 

Access to New Data Strengthens Evidence of Rate Confusion before the CARD Act

The new data also strengthens the evidence that consumers were seriously confused about 
interest rate costs prior to reform.  In December 2008, before passage of the CARD Act, we 
released a research report on credit card pricing17 that found most people who were being 
charged a high-cost penalty interest rate did not know it. The study found that, in general, 
consumers tend to think they are being charged a lower interest rate than they actually are.  

We did this analysis using the Survey of Consumer Finances released every three years by the 
Federal Reserve.  Most people answer the survey without referring to credit card statements or 
other documents. Some, however, do refer to these documents, and the survey’s database keeps 
track of that.  When we control statistically for other factors among respondents, the difference 
in the average rates reported by those who don’t check their statements and those who do can be 
interpreted as the difference between what consumers think they pay and what they actually pay.  

At the time of our 2008 report, the latest Federal Reserve survey was from 2004.  Now, 2007 
survey data is available, which provides more extensive information about conditions facing 
borrowers before the CARD Act.18  As shown in Figure 6, consumers in general underestimated 
their interest rate by about 5 percentage points on average when they did not check their 
statements.19

  
Much of the borrower confusion appears to stem from some of these consumers not realizing that 
their bank had imposed a higher interest rate, known as a penalty rate.  As we previously 
reported, prior to the CARD Act, the vast majority of banks chose not to notify consumers when 
a rate was increased to a penalty rate. A separate statistical analysis we conducted with the newer 
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2007 survey shows that consumers who checked their statements were seven times more likely to 
report they were being charged a penalty rate.20  This implies that most consumers who were 
being charged a penalty rate did not know it, at least not until they were asked a question that 
caused them to check their statement. That in turn implies that most consumers were not aware 
of a change in rate when it occurred. 

Now, the CARD Act requires issuers to notify consumers well in advance of any interest rate 
change. That’s good for the market. If prices are not known, price competition simply does not 
work and markets fail to function properly.  Hidden penalty rates were a major problem prior to 
the CARD Act, and evidence from the Survey of Consumer Finances further confirms that the 
law was needed to advance transparency in the credit card arena.

Figure 6: Consumers Underestimated their Interest Rate before CARD Act
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Appendix: Regression Results 

We used a regression analysis to isolate reform’s effect on price, as distinct from other economic 
factors that influence price. The results confirm that there is no evidence of a significant price 
increase associated with credit card reform. There is, however, evidence of improved 
transparency. These results use quarterly data from the 4th quarter of 1994 to the 1st quarter of 
2011—three quarters more than in the Credit Card Clarity report.  The most important results, 
shown in Table 1, are the last three variables. They represent the impact of key events on interest 
rates. The first represents announcement of the new Federal Reserve credit card rules in 
December 2008. Then the CARD Act, passed in May 2009, went further by adding and 
extending a number of rules. Most of the key changes in interest rate provisions existed in some 
form in both the Federal Reserve rules of 2008 and the act. The full implementation of the Act’s 
provisions took effect in February, 2010. None of the three dates led to significantly higher 
actual rates, even though each event led to significantly higher stated rates on offers, which 
moved advertised or stated rates closer to what consumers ended up paying. 

 Table 1: Results of FRB Interest Rate Models
Dependent 
Variable
Regression 1 2 3 4 5 6 7 8 9
R-square 0.90 0.89 0.88 0.82 0.82 0.82 0.57 0.56 0.56
Unemploy-
ment 0.08 0.25 0.45 0.42 0.46 0.50 0.34 0.21 0.05

52.2% 99.0% 100.0% 100.0% 100.0% 100.0% 97.2% 91.0% 42.8%

Prime Rate 0.41 0.44 0.50 0.52 0.60 0.62 0.18 0.17 0.12
100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 98.5% 97.9% 91.9%

Quarter -0.06 -0.05 -0.05 -0.005 -0.004 -0.003 0.05 0.05 0.04
100.0% 100.0% 100.0% 74.4% 69.1% 59.6% 100.0% 100.0% 100.0%

Fed Rules 
Finalized 2.24 --- --- 0.22 --- --- -2.02 --- ---

100.0% 39.1% 99.9%
CARD Act 
Passed --- 1.71 --- --- 0.06 --- --- -1.64 ---

100.0% 14.4% 99.9%
CARD Act 
Implemented --- --- 1.07 --- --- -0.20 --- --- -1.26

99.8% 50.9% 99.8%
First number is regression coefficient.  Second number is confidence level (One minus p-value).

Actual Rate Paid
Difference in Rates                            

(Actual Rate Paid - Stated Rate)Stated Rate

We also used regression models to assess how much more people who paid penalty rates actually 
paid, once they checked their credit card statement, compared with how much they had expected 
to pay before checking. For all of the regression models in Table 2, the dependent variable is the 
credit card interest rate from the 2007 Survey of Consumer Finances.  More details about the 
general regression methodology can be found in prior reports and journal articles.21
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Constant 13.60 14.26 14.23 13.97
0.000 0.000 0.000 0.000

Refer to Docs Refer to Card Documents (0/1) 4.83 4.91 4.83 4.61
0.021 0.006 0.021 0.025

Demographics Education (Grade Level) -0.24 -0.27 -0.24 -0.29
0.014 0.006 0.021 0.004

Hispanic 0.39 0.38 0.40 0.95
0.628 0.630 0.614 0.228

African American -0.30 -0.25 -0.28 0.21
0.704 0.751 0.723 0.785

Male (dummy) -0.26 -0.38 -0.17 -0.29
0.669 0.540 0.782 0.624

Age (years) 0.04 0.03 0.04 0.04
0.029 0.058 0.041 0.041

Other Loan Variables Has Car Loan (Dummy) --- -1.16 --- ---
0.034

Has Mortgage (Dummy) --- 0.82 --- ---
0.093

Has Equity Line (Dummy) --- -1.06 --- ---
0.054

Has Card Debt (Dummy) --- --- --- ---

Number of Loan Products --- --- -0.32 ---
0.355

Balance all Loans (000's) --- --- -0.00 ---
0.968

Optimism metrics Interest Rate Optimist --- --- --- -0.70
0.028

Economy Optimist --- --- --- -1.16
0.000

Lifespan Optimist --- --- --- -0.11
0.000
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1  Joshua M. Frank, Credit Card Clarity: CARD Act Reform Works, Center for Responsible Lending, (February 16, 2011), 
available at http://www.responsiblelending.org/credit-cards/research-analysis/FinalCRL-CARD-Clarity-Report2-16-
11.pdf.  

2    Industry has acknowledged that the Credit CARD Act had a net benefit for consumers.  For example, Kenneth  
      Clayton, senior vice president of the American Bankers Association stated that the law was “largely good for 
      consumers” in Ellen Rosen, "Deutsche Boerse-NYSE, Dodd-Frank, KB Home: Compliance", 
      Bloomberg,(February 17, 2011) available at 
      http://www.bloomberg.com/news/2011-02-17/deutsche-boerse-   nyse-dodd-frank-credit-cards-compliance.html    
3 More specifically, The two series are referred to by the Federal Reserve Board as “all accounts” and “accounts assessed 

interest”.  The “all accounts” data set is based on the stated purchase rate averaged by each reporting bank across all 
accounts, while the “accounts assessed interest” data set is based on actual finance charges collected by each bank 
divided by the balances that incurred finance charges.  More details regarding the differences in these data series are 
provided in the Credit Card Clarity report.

4 Discussion of this point took place at Consumer Financial Protection Bureau, CARD Act Conference, Washington DC, 
February 22, 2011. 

5  The three quarters of data refer to the period between this statistical analysis and the prior report’s analysis.  One chart 
of Federal Reserve interest rate data updated shortly before release of the Credit Card Clarity report did include the data 
for part of this period, but the full analysis was not redone at that point. 

6 Part of the low rates may be due to the prime rate being unusually low.  However, credit losses are unusually high (albeit 
down from the prior year), which is an equally important driver of interest rates.  While Figure 1 shows unadjusted 
interest rates, we address the confounding economic factors in Figure 2, which shows the results of the statistical 
(regression) analysis that controls for economic factors.

7 There were three implementation dates for the CARD Act.  Starting in August 2009, issuers were required to start giving 
45 days notice of term  changes and to allow 21 days between the date a bill is mailed and when a late fee can be 
charged.  Starting in February 2010, interest rates could no longer be changed on existing balances (with certain 
exceptions), the way payments were allocated was changed, double-cycle billing was eliminated, over-the-limit fees 
could no longer be charged without consumer approval, total (non-penalty) fees could no longer be more than 25% of a 
card's credit line annually, among other changes.  Starting in August 2010, limits were placed on the amount of penalty 
fees that could be charged.  The date used for implementation in this analysis is February 2010.

8 Kate Fitzgerald, Exclusive Bankcard Profitability Study And Annual Report, PaymentsSource, (April 27, 2011).  In 
terms of total penalty, cash advance, and annual fees collected, the amount declined $3.5 billion in 2010 from 2009, a 
20% drop.  However, part of this was due to a decline in balances outstanding at issuers.  As a percentage of balances, 
the total of these three fees was roughly flat—declining 2 basis points.  When “enhancements” (fee based add-on 
products such as debt protection insurance) are included, fees were still roughly flat, increasing 2 basis points.

9 Three events were used to evaluate the impact of regulation.  The first event is the announcement of the FRB’s final 
credit card rules in December 2008.  Although the CARD Act went further than the FRB’s rules by adding and 
extending a number of rules, most of the key interest rate-related provisions existed in some form in the rules. The 
second event is passage of the Credit CARD Act in May 2009. The third event is the main Credit CARD Act 
implementation date of February 2010, when most of the Act’s provisions went into effect.

10 Only the stated rate increased, which is not a cost of regulation since the price people actually paid did not rise. The 
increase in the stated rate was simply due to the stated rate converging with the actual price people paid, suggesting 
more price transparency.

11 There are two reasons Figure 2 still shows some interest rate gap remaining while Figure 1 shows it all disappearing. 
One is that Figure 2 uses regression results that control for economic factors.  The second is that Figure 2 looks at the 
average of all periods since the regulatory change rather than just the most recent period.    

12 Although it is not shown here, the regression from our prior report, Credit Card Clarity, with mail volume as the 
dependent variable was repeated with the newer data as part of this analysis.  As was the case with the prior data, no 
statistical evidence was found that regulation decreased mail volume after controlling for economic conditions (some 
regressions show in fact that it raised mail volume).  According to these regressions, the  rebound in mail volume was 
not dampened by the CARD Act.

13 This is consistent with the regression results described in note 10 that showed that economic conditions were highly 
predictive of mail volume--particularly unemployment, which is closely tied to credit loss rates, 

14  Data used for these calculations comes from PaymentsSource’s annual Bank Card Profitability Study released in May 
2011 and May 2010.  The dollar revenue that would have been achieved in 2010 assuming the 2009 (or 2008) rate of 
return on assets and assuming the 2010 balance level is calculated.  The difference between this and actual 2010 revenue 
is defined as the change due to balance decline (including only revenue sources directly from consumers—i.e. excluding 
interchange fees).  The remaining change in revenue is attributed to a change in the rate of return on assets.

http://www.bloomberg.com/news/2011-02-17/deutsche-boerse-%20%20%20nyse-dodd-frank-credit-cards-compliance.html
http://www.responsiblelending.org/credit-cards/research-analysis/FinalCRL-CARD-Clarity-Report2-16-11.pdf
http://www.responsiblelending.org/credit-cards/research-analysis/FinalCRL-CARD-Clarity-Report2-16-11.pdf


15 For example, variable rates that increased suddenly for consumers was an important contributing factor to the mortgage 
defaults that caused the financial crisis.  The remaining 25% of the revenue decline was not necessarily due to new rules. 
It could have been caused by a number of factors—anything that has the potential to reduce the rate of revenue return as 
a percentage of assets.  For example, if fewer consumers take balance transfers and cash advances due to less appetite 
borrowing, this would reduce fee revenue.  If delinquencies decline in 2010 relative to 2009, this would reduce late fees 
regardless of the fee level charged.  If price competition spurs rate reductions in new mailings, this would reduce interest 
revenue.  All of these are examples of factors that would be in the remaining 25% in addition to new rules.  However, 
what can be stated with confidence is that 75% of the revenue decline is definitely not due to the CARD Act or new 
rules in general.

16 Moshe Orenbuch, Credit Card Profitability Under Pressure, Credit Suisse, presentation at Consumer Financial 
Protection Bureau, CARD Act Conference, Washington DC, February 22, 2011.

17 Joshua M. Frank, Priceless or Just Expensive? The Use of Penalty Rates in the Credit Card Industry, Center for 
Responsible Lending (December 16, 2008) available at http://www.responsiblelending.org/credit-cards/research-
analysis/priceless-or-just-expensive.pdf. 

18  Specifically, the 2007 survey identifies people who referred in particular to credit card documents, while the 2004 
survey only allowed us to differentiate respondents who referred to some type of loan document.  More precise 
identification of documents allows us to obtain more accurate and powerful results.

19  These results are based on statistical multiple regression models which are included in the Appendix.  The results are 
for all consumers with credit cards, including some who are at a penalty rate.  

20  More details using a slightly different version of this analysis using 2007 data combined with 2004 data is in 
Joshua M. Frank, Do Credit Card Users Systematically Underestimate Their Interest Rates? Evidence from the Survey  
of Consumer Finances, Journal of Public Policy & Marketing (Spring 2011)

21  Joshua M. Frank, Do Credit Card Users Systematically Underestimate Their Interest Rates? Evidence from the Survey  
of Consumer Finances, Journal of Public Policy & Marketing (Spring 2011), pg  133-139; and Joshua M. Frank, 
Priceless or Just Expensive? The Use of Penalty Rates in the Credit Card Industry, Center for Responsible Lending 
(December 16, 2008) available at http://www.responsiblelending.org/credit-cards/research-analysis/priceless-or-just-
expensive.pdf. 
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