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INDUSTRY representatives would
have you believe that the Credit Card
Accountability, Responsibility and
Disclosure Act enacted last month
spells the end of the credit card as we
know it. President Obama’s proposal
last week to create a Consumer
Financial Protection Agency to
enforce the law has increased the industry’s concerns.
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But the example of cards issued by credit unions puts the
lie to these claims. Credit unions largely conform to the
new rules already, while profitably maintaining the basic
features that users know and love.

The credit card act is under fire for limiting a number of
fees commonly used in credit card contracts, like the
charge for going over the credit limit and the increased
interest rate that applies once a borrower has missed a

payment. These changes might look like a boon for the average card user, but industry
advocates claim that fees on delinquent borrowers subsidize the perks for those who pay
on time. Take away the lucrative fees, the argument goes, and credit card issuers will be
forced to ax free plane rides, slash generous credit limits and impose hefty annual dues

for all.

Some in the industry even say that profitability would require issuers to charge interest
from the moment of purchase, thus eliminating the grace period of interest-free lending
that borrowers have long enjoyed.

These fears are largely unfounded. We have performed a study that compared credit
cards issued by investor-owned banks to those issued by customer-owned credit unions.
We found that credit unions are less likely to charge the fees and penalties that the new
act hopes to eliminate — and when they do, they charge less than other issuers.

While virtually all banks and other for-profit issuers increase the interest rate if the
borrower fails to make a minimum payment on time, most credit unions do not.

http://www.nytimes.com/2009/06/23/opinion/23kaufman.html?_r=5&ref=opinion[6/23/2009 10:25:13 AM]

EDITORIALS COLUMNISTS CONTRIBUTORS LETTERS THE PUBLIC EDITOR GLOBAL OPINION

Next Article in Opinion (4 of 28) »

MOST POPULAR

E-MAILED

1.

BLOGGED = SEARCHED

Your Money: For Older Investors, Old Rules May Not
Apply

. Well: How the Food Makers Captured Our Brains

3. Well: Is Your Ab Workout Hurting Your Back?

. lquitos Journal: Adopting Forebears’ Faith and

Leaving Peru for Israel

. Mind Your BlackBerry or Mind Your Manners
. Paul Krugman: Health Care Showdown

. Art: In Venice, Peter Greenaway Takes Veronese’s

Figures Out to Play

. Court Affirms Reimbursement for Special Education

9. Op-Ed Contributor: Fictions on the Ground

10.

At V.A. Hospital, a Rogue Cancer Unit

Go to Complete List »

Always a performer


javascript:pop_me_up2('http://www.nytimes.com/imagepages/2009/06/23/opinion/23kaufman.ready.html', '23kaufman_ready', 'width=427,height=600,scrollbars=yes,toolbars=no,resizable=yes')
javascript:pop_me_up2('http://www.nytimes.com/imagepages/2009/06/23/opinion/23kaufman.ready.html', '23kaufman_ready', 'width=427,height=600,scrollbars=yes,toolbars=no,resizable=yes')
http://topics.nytimes.com/top/reference/timestopics/subjects/c/credit_and_money_cards/index.html
http://www.nytimes.com/2009/06/23/opinion/23tue1.html

http://www.nytimes.com/adx/bin/adx_click.html?type=goto&page=www.nytimes.com/yr/mo/day/opinion&pos=Box1&sn2=8af52bb8/7c793f58&sn1=1d0e69b0/8f644097&camp=NYT2009_marketingmodule_Autos&ad=AU-D-I-NYT-MOD-MOD-M102-ROS-0609&goto=http://www.nytimes.com/2009/06/14/automobiles/autoreviews/14bmw.html%3Fex=1260849600%26en=7b409ef30eea1184%26ei=5087%26WT.mc_id=AU-D-I-NYT-MOD-MOD-M102-ROS-0609-PH%26WT.mc_ev=click
http://www.nytimes.com/adx/bin/adx_click.html?type=goto&page=www.nytimes.com/yr/mo/day/opinion&pos=Box1&sn2=8af52bb8/7c793f58&sn1=1d0e69b0/8f644097&camp=NYT2009_marketingmodule_Autos&ad=AU-D-I-NYT-MOD-MOD-M102-ROS-0609&goto=http://www.nytimes.com/2009/06/14/automobiles/autoreviews/14bmw.html%3Fex=1260849600%26en=7b409ef30eea1184%26ei=5087%26WT.mc_id=AU-D-I-NYT-MOD-MOD-M102-ROS-0609-HDR%26WT.mc_ev=click
http://www.nytimes.com/gst/mostemailed.html
http://www.nytimes.com/2009/06/20/your-money/individual-retirement-account-iras/20money.html?em
http://www.nytimes.com/2009/06/20/your-money/individual-retirement-account-iras/20money.html?em
http://www.nytimes.com/2009/06/23/health/23well.html?em
http://well.blogs.nytimes.com/2009/06/17/core-myths/?em
http://www.nytimes.com/2009/06/22/world/americas/22peru.html?em
http://www.nytimes.com/2009/06/22/world/americas/22peru.html?em
http://www.nytimes.com/2009/06/22/us/22smartphones.html?em
http://www.nytimes.com/2009/06/22/opinion/22krugman.html?em
http://www.nytimes.com/2009/06/22/arts/design/22greenaway.html?em
http://www.nytimes.com/2009/06/22/arts/design/22greenaway.html?em
http://www.nytimes.com/2009/06/23/education/23special.html?em
http://www.nytimes.com/2009/06/22/opinion/22judt.html?em
http://www.nytimes.com/2009/06/21/health/21radiation.html?em
http://www.nytimes.com/
http://www.nytimes.com/adx/bin/adx_click.html?type=goto&page=www.nytimes.com/yr/mo/day/opinion&pos=Middle1C&sn2=fb8a4725/e817404a&sn1=920e93f7/44b2e289&camp=Sony_Picture_Classics01_1089928_nyt5&ad=WhateverWorks_88x31_NowPlaying&goto=http%3A%2F%2Fwww%2Esonyclassics%2Ecom%2Fwhateverworks
http://www.nytimes.com/pages/opinion/index.html
http://www.nytimes.com/pages/world/index.html
http://www.nytimes.com/pages/national/index.html
http://www.nytimes.com/pages/nyregion/index.html
http://www.nytimes.com/pages/business/index.html
http://www.nytimes.com/pages/technology/index.html
http://www.nytimes.com/pages/science/index.html
http://health.nytimes.com/pages/health/index.html
http://www.nytimes.com/pages/sports/index.html
http://www.nytimes.com/pages/opinion/index.html
http://www.nytimes.com/pages/arts/index.html
http://www.nytimes.com/pages/style/index.html
http://travel.nytimes.com/pages/travel/index.html
http://www.nytimes.com/pages/jobs/index.html
http://www.nytimes.com/pages/realestate/index.html
http://www.nytimes.com/pages/automobiles/index.html
http://topics.nytimes.com/top/opinion/editorialsandoped/editorials/
http://topics.nytimes.com/top/opinion/editorialsandoped/oped/columnists/
http://topics.nytimes.com/top/opinion/editorialsandoped/oped/contributors/
http://topics.nytimes.com/top/opinion/editorialsandoped/letters/
http://topics.nytimes.com/top/opinion/thepubliceditor/index.html
http://www.nytimes.com/pages/opinion/global/index.html
javascript:void(0);
javascript:void(0);
javascript:void(0);
javascript:void(0);
javascript:document.emailThis.submit();
javascript:void(0);
http://www.nytimes.com/2009/06/23/opinion/23kaufman.html?_r=5&ref=opinion&pagewanted=print
http://www.nytimes.com/adx/bin/adx_click.html?type=goto&page=www.nytimes.com/yr/mo/day/opinion&pos=Frame4A&sn2=f8475720/9aad5d74&sn1=3bb7300e/dd730d8d&camp=foxsearch2009_emailtools_1011074c_nyt5&ad=500DOS_120x60_c&goto=http://www.foxsearchlight.com/500daysofsummer
http://www.nytimes.com/adx/bin/adx_click.html?type=goto&page=www.nytimes.com/yr/mo/day/opinion&pos=Frame4A&sn2=f8475720/9aad5d74&sn1=3bb7300e/dd730d8d&camp=foxsearch2009_emailtools_1011074c_nyt5&ad=500DOS_120x60_c&goto=http://www.foxsearchlight.com/500daysofsummer
http://www.nytimes.com/
http://www.nytimes.com/pages/todayspaper/index.html
http://www.nytimes.com/video
http://www.nytimes.com/mostpopular
http://topics.nytimes.com/top/reference/timestopics/
http://www.nytimes.com/membercenter/
http://www.nytimes.com/mem/profile.html
http://www.nytimes.com/logout
http://www.nytimes.com/membercenter/sitehelp.html
http://timespeople.nytimes.com/view/user/0
http://timespeople.nytimes.com/home/about/

Op-Ed Contributor - A Fairer Credit Card? Priceless - NYTimes.com

Similarly, credit union fees for exceeding the credit limit are on average just half those of
other issuers. But contrary to industry assertions, more responsible card users don’t pay
the price. Credit union cards actually offer lower annual fees and longer grace periods
than regular cards.

Is the lending model used by credit unions feasible for banks and other issuers?
Absolutely. Banks and credit unions compete for customers in the same market. The
primary distinguishing characteristic of credit unions is that they answer to a different
group of owners: profits that are not reinvested are paid to the union’s shareholder-
customers as a dividend, much as investor-owned banks reinvest or pay dividends to
their shareholder-investors.

True, unlike typical banks, credit unions have the advantage of being exempt from
corporate income taxes, thus some might argue that this gives them an edge. But this is
a proportional tax on profits. In other words, if credit unions were not exempt from the
tax, their model would still make profits, they would just retain less of them.

Credit union cards are a great test case for how regular cards will perform under the new

law. The evidence so far suggests that the credit card act is likely to bring about
moderate, and even positive, changes. Card issuers, after all, need to retain customers.

Any bank that attempts to pad its bottom line by, say, levying large annual fees will likely

see its customers flee to credit unions or to banks that emulate the credit union model.

To be sure, the new law will require some sacrifices. Our data indicate that rewards
programs, for example, may become less generous or less common. But is this
necessarily a bad thing? While you may be reluctant to sacrifice your airline miles,
rewards programs are anything but free for the nation as a whole. Debt-laden and often
low-income borrowers tend to pay high fees to subsidize the vacations of those who
manage to pay on time.

Credit union cards demonstrate that punishing fees are not an essential ingredient of
profitable lending. This should help assuage fears that the credit card act will bring
disaster for credit cards. Rather, it should nudge them toward the gentler credit union
model that many Americans already enjoy.

Ryan Bubb and Alex Kaufman are doctoral candidates in economics at Harvard.
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