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INTERNATIONAL CONSUMER RESEARCH INSTITUTE

RESEARCH AND PROGRAMS TO ADVANCE CONSUMER INTERESTS

Jo DcMars MEMORANDUM TO: Consumer Colleagues
Executive Director

Henry S. Rcuss Federal Plaza FROM -

Ro_om 1201

Milwaukee, W[ 53203 SUBJ -

J141271-147-)
DATE: January 26J.1987>/

L am pleased to share with you the results of a major piec of
research that I hope will be of real value in the growing consumer effort
to bring down t.he excessive interest rates being <charged on many bank
credit cards.

As you may know, the International Consumer Research Institute
recently sent a questionaire across the country to find out what people who
care about <consumers think of credit card interest vrates, Weil
almost wunanimous -- 95 percent of those who responded said rates-arp

high.

What would be a fair rate ? The overwhelming majority s/aid 12 percei/l
or less. That’s fully six percent below the national aveVage for ba"nk

credit cards.

We thought it was important to get this information out to the media
right away. We also thought it was important to get to the media the "real
numbers™ on who is charging what. So we contacted one of the companies
that survey banks.

We now have, two solid pieces of information for the media. We have our
own public opinion survey of consumer Jleaders who are virtually unanimous
in saying rates are excessively high, and "rate data" for individu.nl
banks.

The ICRI has put this information together in a news release and
mailed it to the media. Enclosed is a copy of what we sent.

If you are planning to be in contact with media in your area as part
of the national effort announced earlier this month, please urge those
journalists to publish the information that consumers really need on bank

card rates.

And if our organization can be of any xissistance to you 1in your own
efforts to mount the fight against high credit card interestVates, write
or call me here in Milwaukee. We have access to morecl™t-er’; and can also
share with you a copy of a study done "wgdTi_.the- UnTvexs-i-t-y""""of Wisconsin
Center for Consumer Affairs that shows how Im"portan®E it 1is to get a strong
educational effort going.

When you realize that today there are banks charging as much as 22
percent interest on consumer credit cards, while their "best customers" g-f
loans at a prime rate of 7.5 percent, you also, realize how 1important il is
to get this information out...and get it out quickly.



INTERNATIONAL CONSUMER RESEARCH INSTITUTE
Henry S. Reim Fedenl P1*m. Room 1201; Milwaukee. W1 33203

FOR RELEASE FOR INFORMATION:

JANUARY 29, 1987 Ed Dooley
Christopher Smith

(202)659-5656

CONSUMER LBADBRS SAY BANK CARD RATBS TOO HIGH

MILWAUKEE, WI., January 29, 1987 -- America’s consumer
leaders are virtually unanimous in their belief that credit
card interest rates are too high, with the overwhelming
majority saying that an annual rate of no more than 12
percent is "about right", according to a survey released

here today.

The survey, conducted by the International Consumer Research
Institute (ICRI), found that 95 percent of the respondents
believe banks are charging excessive interest rates on
credit cards. When asked what rate they believed was "about

right", 82 percent said 12 percent or less.

"At a time when the prime rate has fallen to 7.5 percent and
lots of ci~ loans are even lower, it’s unbelievable that the
national average for bank cards 1is still more than 18

percent,”" Jo DeMars, executive director of the ICRI, said.

DeMars noted that despite the dramatic drop 1in general
interest rates over the last five years, credit card
interest rates have actually risen. In 1980, when the prime

rate stood at 18.39 percent, the average credit card
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rate stood at 17.31 percent. Today, the prime rate is down
more than 10 percentage points, but credit card rates have
gone up. The national average 1is over 18 percent, and some

banks charge in excess of 22 percent annually.

The nationwide survey of consumer leaders was undertaken
between January 5th and 23rd, and results are being released
to coincide with the efforts of a coalition of six national
consumer organizations who are urging Americans to fight
high credit card interest rates (see attached Wall Street

Journal story).

These consumer organizations are advocating a national
information and action campaign to convince consumers to
switch to lower interest cards. A survey conducted a year
ago found that consumer leaders believe Americans do not
have the kind of comparative information they need to make

informed decisions about which cards are the best value.

As a consumer 1issues organization, the International
Consumer Research Institute has been working with state and
national consumer groups, as well as Bank Credit Card
Observer, a leading industry newsletter, to disseminate

information on credit card interest rates and terms.
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ICRI believes that forewarned is forearmed - and only the
informed consumer 1is forewarned. Enclosed with this

release, 1is a table showing the wide range of rates and
terms available to users of bank credit cards. All of the
cards listed in the table are available nationally. Banks

in your city can provide rates and terms available locally.

With the average bank card interest rate for January in the
nation in excess of 18.00 percent, reflecting a spread of
10.50 to 22.20 percent, American consumers have real credit

card options, but only if they know what these options are.



Journal to List Rates
On Bank Credit Cards
In Table Each Month

UVo W all Sthektlourn al_SIO//R.p(ther

NEW YORK - Beﬁmnlng today. The
Wall Street Journal will publish a monthl¥
table of selected hank credit card interes
rates and terms. _

The table, prepared by Bank Credit
Card Observer, a newsletter ﬂubhshed in
Iselin. N.J.. will list banks with the lowest
rates on credit cards such as Visa and
MasterCard among about 200 banks sur-
veyed. Al of the banks listed make their
cards available to customers nationwide.
For each bank, the table will list the an-
nual fee to cardholders and the grace pe-
riod, or time after purchases during which
interest isn't charged, ,

The table also will list bank credi' cards
available nationwide that char?e no annual
fee. Such cards may be of inferest to the
approximately 36% of cardholders, by the
newsletter's “estimate, who r[])ay their
credit-card balances in full each month.

Currently, the survey shows only two
no-fee cards, issued by’ Mercantile Trust
Co. and Cenierre Trust Co.. hoth based in
St. Louis. They carry interest rates of
19.8% and 22%. respectively.

_ The lowest rate in this month’s survey
is 104% on cards issued by three Arkansas
hanks. Arkansas law limits credit-card in-
terest to five percentage points above the
Fetojeral Reserve's discount rate, currently

Bank credit-card rates have drawn in-
creasing attention recently. Last week, a
coalition of consumer groups launched a
campaign to encourage consumers to
switch away from hlgh-!nte,rest cards. And
the treasurér-elect of lllinois has criticized
First National Bank of Chlcatt;o for the
198% rate it charges-a rate typical
among large banks with major market
shares in the credit-card business.
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\Consumer Groups Increase the Pressure
On Banks to Lower Credit Card Rates

By John R. Dorfman

StaffReporter of T iik W all StiiektJournal

Consumer groups steﬁped up their pres-

sure yesterday (or banks to lower credit

card Interest Tates.

In news conferences in six cities, lead-

ers of a coalition of major consumer
groups called for consumers to "fl%ht and
Switch" téydlscardmg liigh-interest credit
cards and substituting credit cards from
other banks, , ,

"We think the big banks have just been

Plain greedy." said David Berliner, assis-

ant director of Consumers Union, based in
Mount Vernon. N.Y. He charged that most
banks have failed to lower their rates on
credit cards even though the cost of funds
is down dramatically. , ,
"It bankers ran gas stations, we'd still
gargy president of the Consumers League
of New erse¥. _ , _
_Joining in the "fight and switch" coali-
tion were the Washington. D.C.-based
groups Consumer Federation of America.
ankcard Holders of America. Public Citi-
zen and the National Consumers League.
Also in the coalition are many state and lo-
cal consumer groups.
Six Banks Criticized
For special criticism, the coalition se-
lected six large banks that it said issue
about one-fourth of the nation's credit
cards. The six were New York-based Citi-
bank, which charges 19.8% Interest on
credit card balances; San Franrisco-based
Bank of America, 19.8%; New York-based
Chase Manhattan Bank, currently 19.8%

but dropping to 17.5% on Feb. 1; New
York-based Manufacturers Hanover Trust
Co., 17.8%:; Chicago-based First National

Bank of Ch|cag10. 19.8%: and New York-
based Chemical Bank. 19.5%,

In contrast to those rates. Gary Serota,

ﬁ_resment of Bankcard Holders, said that
is groug publishes a list of some 50 banks

across the country with credit card inter-

est rates of 16.5% or less. The banks are
rouped by region. Some, but not all of
em, issue credit cards nationwide.

In the most recent survey of 200 banks

by Bank Credit Card Observer, the best in-*
terest rates available from banks that of-
fer cards nationwide were from three Ar-
kansas hanks-Union National Bank in Lit-
tle Rock, Simmons First National Bank in
Pine Bluff, and Twin City Bank in North
Little Rock. All three weré chargm% 10.5%,
in keeping with an Arkansas law that lim-
its credit card interest rates to five per-
centage points above the Federal Re-
serve’s discount rate. Republic National
Bank in Miami was charging 14%. and So-
ciety National Bank in Cleveland was
charging 14.05%. -

Representative? for the six criticized

be paying $1.40 per %allon." said Neil Fo-
W J

banks said that the rales charged arc ap-
Pro riate. "The cost of funds i less impor-
ant for credit cards than it is for other
loans." said a representative for Chase
Manhattan. “ You're dealing with millions
of small transactions, each”of which must
be processed separately."

he Chase representative also noted
that its premium cards will soon carry an
interest rate of 16.5%. and that all of its
cards offer "a substantial number of en-
hancements," such as travel rebates, colli-
s on insurance on rental cars and walver of
the annual fee when charges exceed a
threshold amount. _

Such enhancements didn't seem to
carry much weight with the consumer-
group leaders. Banks "refuse to compete
on the basis of pric " in the credit card
market, said Mr. Serota. Instead, he
charged, they compete on the basis of "un-
necessary perks" such as "qugag,e tags or
the chance to use a health club”in Singa-
pore when you travel." _

A representative for Chemical Bank
said. "We are currently conducting a re-
view of our pricing structure. We will be
|nn%va,t,|ve In responding to consumer
needs.”

A Manufacturers Hanover spokesman
said. "We were the first of the major
banks to drop our rales, from 19.8% to
17.8% in 19S5." That step was taken to re-
flect a decline in the cost of funds, he said,
and has been been well-received by con-
sumers. Manufacturers. Hanover has is-
sued more than one million credit cards
since September 1985. he said.

‘Value and Choice’

A Citibank spokeswoman said only.
"We believe our cards provide value arid
choice to the consumer."

Aspokesman for First National Bank of
Chicago said the bank believes its fee
structure is apJ)ropnate, "given the high
costs associated with providing this conve-
nient form of consumer credit." _

_A representative of Bank of America
said that the bank believes its credit card
interest rate is "below that of other major
banks in California, and competitive with
savings and loans that offer an equal
grace, or interest-free, period."

In a related development, the treasurer-
elect of Illinois. Jerome Cosentino, re-
centl¥ threatened to withdraw stale busi-
ness from First National Bank of Chicago,
a unit of First Chicago Corp., because he
considered First Chicago's 10.8% interest
rate on_credit cards too high. As reported
last Friday, First Chicago has moved to
expand its credit card operations by buy-
ing a Delaware bank. Beneficial National
Bank USA of Wilmington, from Beneficial
Corp. Delaware doesn't regulate interest
rates or annual fees on crédit cards.



RATE

BANK

FEE

CONSUMER BANK CARD CHOICES

TERMS

A representative list of banks offering credit cards nationally shows the wide range ot rates and terms currently
available. Consumers are urged to comparison shop for credit cards.

i0.50r¢

11.75%

11.007¢

M.05%

15.557¢

19.807c

1980%

19.50%

20<10%

2160%

22.20%

Rates are subject to change. This information docs not guarantee rates or terms.

UNION NATIONAL
(AR)

UNION TRUST
(CT)

CHEVY CHASE
SAVINGS (MD)

SOCIETY NATIONAL
(0R)

IDAHO 1ST NATIONAL
(ID)

CITIBANK
(.0

MERCANTILE TRUST
(MO)

BANK OF AMERICA
(CA)
SECURITY PACIFIC
(CA)

BANK ONE
(OH)

VALLEY BANK
(NV)

SOURCE: Bank Credit Card Observer, iselin, N.J.

$20

$20

$18

$20

$18

$20

$0

$18

$15

$30

$15

No Grace Period

30 days on new
purchases

30 days on new
purchases

31 days on new
purchases

30 days on new
purchase

30 days on new
purchases

25 days on new
purchases

25 days on new
purchases
25 days on new

purchases

30 days on new
ourchascs

28 days on new
purchases



TESTIMONY BEFORE SENATE LABOR & COMMERCE COMMITEE

Mr. Chairman, my name is Wes Coyner and 1 am representing
the Alaska Bankers Association who support passage of SB87.
This bill is, in fact more of a consumer bill than a banking

bill.

What this bill will do is provide a single legal maximum
interest rate on the oucstanding balances on credit cards.

Under current Alaska law we have a two tier iInterest
rate structure which is outdated, and a relic of the days
of high interest rates and high inflation.

We now have a maximum rate of 18% on the first $1,000
owed on local bank cards and a lower rate on balances over
$1,000 that floats at five points above the federal discount
rate. The discount rate has fallen recently and this lower
rate on balances over $1,000 is now 10.5%. That is the
problem - rates are too high on balances under $1,000 and
too low on balances over $1,000.

As a result of our current two tier system approximately
150,000 Alaskans who have VISA and MASTERCHARGE cards issued
by Alaska banks, are not getting the full benefits of falling
interest rates iIn todays market.

In addition, current statute places Alaska. brinks, who
offer credit cards, at a ccmpetetive disadvantage with out
of state banks who have captured approximately half of the
Alaska credit card market. Ironically, most of those banks
charge a higher interest rate than local banks.

Further, existing law discourages Alaska banks from
issuing new cards, which iIn turn effects the number of
people employed in their card operations and forces many
Alaskans to use out of state cards at higher rates than Alaska
law allows. State .lans do not apply to out-of-state banks and
credit unions who issue cards under more liberal xaws of their
home states, iIn the case of banks, and federal regulations for
credit unions. Thirteen states have no limit and all but five
states allow rates that vary from 18% to;30%. However, the
legal maximum is not necessarily the rate charged.

As a side note, and as an example, Alaskan National Bank of
the North recently sold their credit card operations to Seattle
First National Bank. They reduced employment in that department
by 10-14 employees and now Seattle First will be offering Alaska
customers a card from Seattle at a 15% single rate not regulated
by Alaska law but by Washington state.



Existing law allows our competitors from out of state
to do things that we cannot do, and the law In iIts present
form is not beneficial to lower income consumers.

We have a situation in which most of Alaska-issued card
mowners (approximately 2/3), who carry relatively low balances,
wind up paying the maximum 18%, while a minority of the more
affluent, who qualify for the premium bank cards with larger
credit lines, can carry large balances and pay 10.5% on some
of it. Consequently, to make up for lower earnings on this
money, banks must push the rate to the maxiumu 18% on the lower
balances. This has the effect of the more affluent using the
cards as a source of cheap consumer credit and being subsidized
by the average consumer who carrys a smaller credit balance.

Our current structure has created inequities for banks
doing business in Alaska, who want to provide jobs, and for
the small or average consumer who desires a lesser interest

rate.

Passage of SB87 would correct those i1nequities.

Banks would be able to compete on even terms with out
of state banks by providing more cards to Alaskans seeking
them, thereby expanding their card base, which in turn can
lead to expanded operations and employment.

Most consumers would benefit by having one rate to
consider rather than the confusing two tier system that
now penalizes the lower balance user.

For those who are concerned about a maximum rate of 18%
as set forth in SB87, Alaska banks are presently percieved
to be an 18% card, when truely they are not. We cannot
survive with an image of having an 18% card when our
competitors are offering cards at far less.

In this regard, one of the two remaining Alaska banks
offering credit cards will commit, in todays market, to a
single or blended rate of 16.5%, or less, with passage of
SB87. Thus, i1mmediately reducing the 18% rate currently being
paid by the approximately two thirds of holders of Alaska
issued cards. Competition will certainly dictate that the
other bank review the market to protect their interest.

Oui current, out of step law, no longer protects or
benefits the average consumer, who It was designed to protect
and has put Alaska banks into a disadvantaged position against
out of state card issuers.



SB87 will correct these problems and benefit both the
consumer and the banks doing business in Alaska and creating
employment.

The earlier this suggested change can be implemented,
JF’-0 sooner banks can compete by the same basic ground rules
; out of state competitors and the sooner the consumer can

take advantage of the lower interest rate at least one bank
will commit to today and the other bank will review based

on market conditions.
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P . BANK G

ARD INTEREST RATES

. A sampe of some Anchorage banks

Company

Alaska Continental Bank

Alaskan Federal Credit Union
Alaska Mutual Bank

Alaska National Bank of the North
Alaska Pacific Bank

Alaska Statebank

Alaska USA Federal Credit Union
Fedalaska Federal Credit Union
First Federal Bank of Alaska
First Interstate Bank of Alaska
First National Bank of Anchorage
National Bank of Alaska

Rainier Bank Alaska

Alaska Bank Card Center

' Fluctuates

First 51,000
18.00%
*14.85%
18.50%
15.00%
18.00%
18.00%
¥13.90%
18.00%
18.00%
21.00%
18.00%
18.00%
15.00%
18.00%

Over $1.000 Annual fees

10.50%-
same
same
same

10.50%

10.50%
same

10.50%

10.50%
same

*10.50%

10.50%

same
1 10.50%

$20
none
$18
$18
$20
$20
$15
$20
$20
$20
$20
$20
$20
$20

Interest free period
25 days
none
21 days
21 days
25 days
25 days
25 days
25 days
25 days
25 days
. 25 days
25 days
25 days
25 days



By JANE CARTWRIGHT

Daw News reDoner

.f you're unhappy with the interest rate
Kou pay on your credit card, all you may
ave to do is drive down the street to a
different bank.
r appiv for a "cheaper" card from an
o@-of-state bank. _

Don't let the pleasure and convenience of
the credit card — perhaps the most popular
consumer invention ever — blind you to the
reality of monthly payments, say experts.
Shop around for the best interest rate, annual
fee and interest-free grace period.

Banks that issue Visa or MasterCard set
their own interest rates. Rates charged by
Anchorage banks and credit unions vary
W|de|y—lU)to 6 percent. .

Alaska USA Federal Credit Union cur-
rently charges its members
the fowest rate at 13.9 per-
cent. California-based First
Interstate Bank of Alaska
charges the highest at 21 per-
cent, o

The majority of Anchorage
banks charge "18 percent on
the first 51,000 of unpaid bal-
ance and 10.5 percent on any-
thln% abovj that. ,

The annual interest rate is
the amount the cardholder
Pays on the unpaid balance of
the char?e. Usually there’s an
interest-free or grace period
before interest is tag(%ed onto e
the balance. The length of the
%race period varies, too. So

oes the annual fee charged to
use the card.

So what? you may ask. If
so,gou’,re not alone. .

One in four Americans car-

rying bank "plastic" doesn't _
Know the rate of interest he is paylnF for the
Eleasure, according to a survey published in
the Bank Credit Card Observer, a monthly
industry newsletter.

The percentage of card holders who don't
know may, in fact, be quite a bit higher,
according “to experts. Man>(< people find- it
difficult to admit they don’t know* .

A surprlsmdg 78 percent of the 1,008 Ameri-
cans surveyed said they see their cards as
more of a convenience than a loan.
~"The new year will challenge these be-
liefs,” according to the New Jersey-based
newsletter. " Comparative shopping is
entering a new era." _

The new federal tax law calling for the
phase-out of the tax deduction on bank credit
card interest, among other things, ma%/ height-
fnttconsumer activism, according to the news-
etter,

This and other factors may lead consumers
to comparison shop for credit cards the way
they shop for best buys on appliances and
automobiles. o
e"Consumers are switching (banks) by the
millions," said Steve E. Goodman, associate
editor of the newsletter, in a telephone inter-
view. "Banks that offer low-interest rates are
being swamped by applications."

Accordlnog to the newsletter’s poll of the
nation’s 200 largest banks; the lowest interest
rate on a bank card, 10.5 percent, is offered by
the First Commercial Bank of Little Rock,
Ark. The highest. 22.2 percent, by NCNB
South Carolina in Columbia.

There's nothing to prevent a resident of
Anchorage from ap Iylng for credit cards
offered by banks Outside. In fact, many
Alaskans “do. according lo Elgie Holstein,
Washington, D.C., director of Bankcard Hold-
ers of America.

All you have to do is write to the bank and
apply foracard.

"I do know that Alaska residents, like
residents elsewhere in the countrY, are car-
r){lng credit cards issued by a local bank and
also “carrying a large number of cards issued
by out-of-state banks," he said. .

The average bank credit card interest is 18.5
percent, he said, even though interest rates on
mortgages, cars and other loans "have fallen
dramatically.”

Holstein said the variation in rates here in
Anchorage isnot unusual. _ _

"Regardless of where you live," he said,
"you should shop around for the best deal on

credit cards." _ _ _

Bankcard Holders of America will mail you
a list of bank interest rates from across ‘the
country for51.

"If ‘there’s a dispute over a charge, you
have to put it in writing," he explained. "So,
it doesn’t matter if the bank is two blocks
awa¥ 0r 2,000 miles." .

Of the 82 m|!I|onJJeopIe in the U.S. who
carry bank credit cards, almost two-thirds_ (63
percent) say they would be willing to switch

. toacard with a'lower interest rate, according

to the Bank Credit Card Observer.

Thou?h there is a push in Conﬁress for a
national ceiling on interest rates, the banking
industry opposes it. .

"Legislation is not necessary unless there is

1 evidence of a monopoly in the marketplace,”

\

said Mary-Liz Meany, Washington, D.C.

\ spokeswoman for the American Bankers Asso-

ciation. _

"With the issuance of bank
cards, this isn't true. There's
quite a lot of com petition.”

She said it’s dangerous to
compare credit card interest
rates with interest charged
for other types of consumer

I Toans,

"They (card loans) are un-
secured loans, risky loans,
more expensive to process,”
Meany said. "The cost of ad-
ministering the program s

vergv high. _

he said credit cards make
ess money for banks — 1.68
ercent of balances before
axes — than maortgages (2.24
;Jercent) installment loans

2.32 percent) or commercial

/ loans (2.9(1 percent). ,

And the fees for credit

cards are "more accurately

_ described as service rates,”

Meany said. “They are a tremendous conve-
niencé and they aré very popular.”

However, in its February issue, Consumer
Reports noted that last year consumers owed
some 570 billion in outstanding credit bal-
ances, "a virtual gold mine for card issuers,
especially those who've planted millions of

ecards in the wallets of consumers."

The magazine reports that "lenders, also
believed that consumers were not sensitive to
interest rates because they are hooked on
their cards, and the lenders felt free to charge
whateverinterest the traffic will bear."

However, sensitivity by banks may be
growing. Late last year Citibank; the largest
Issuer of credit cards in the country, dropped
its rate from 19.8 percent to 16.8 percent on its
Fremlum cards. Chase Manhattan, the third
argest credit-card issuer, quickly reduced it
reqular Visa and MasterCard accounts from
198 percent to 17.5 percent.



By law, Alaska banks cannot assess card
holders more than 18 percent interest annually
on credit balances of less than SI,000. _

For accounts with balances exceeding
$1,000, the interest rate floats 5 percenta%e
|;gomts above the discount rate set by the

ederal Reserve Bank —currently 5.5 percent.

The restrictions don’t app*y to out-of-state
banks with branches in Alaska.
~ Rainier Bank Alaska offers a 15 percent
interest rate — the same rate Rainier Bank
charges its Washln%ton customers.
tions are processed through Seattle.

Seattle First National Bank processes
transactions for four Alaska banks: Alaska
National Bank of the North (15 percent),
Alaska Mutual Bank (185 percent), Mount
McKinley (18.5 percent) and First Bank (18.5
percent).

With SeaFirst’s acquisition last month of
the bank card operation at Alaska Bank of the
North, the number of Anchorage institutions
that issue and process their own cards shrank
to three: two credit unions and a bank.

_ Competing with Alaska USA Federal Cred-
it Union’s 139 percent is Alaska Federal
Credit Union’s 14.85 percent. You must he a
member to %et a card. Alaska Federal charges
no annual fee for use of a card. However,

there is no grace period. , ,
The one bank ‘in Anchorage that issues its
own card is First National Bank of An-

chorage. The interest rate is 18 percent on the

Transac-

CREDIT: It pays to shop around

Continued from Page D-1

first 51,000 and 10.5 on anything above.
The bank offers a 25- ay grace period and
charges a $20 annual fee.

Thou%h there are only three financial insti-
tutions that issue and process their own cards,
Alaska Bank Card Center processes cards in
the name of 21 other
statewide. The centeris a wholly owned
subsidiary of NationalBank of Alaska, the
state’s largest bank.

Rates for National Bank of Alaska’s 50,000
cardholders are the same as those offered by
the First National Bank of Anchorage.

Local bank officials say they encourage
shopping around. , _
» 1 think pe_orple are becoming more cogni-
zant of the' different interest rates charged,”
said Vicki Wilts, member services manager for
Alaska Federal Credit Union.

"Before, it didn't matter. People said, ‘Give
me the card and let me do my shopping.'
We're now looking at a younger generation
the 28-to-45 age group, ‘which is educated
about how to spend money wisely." o

Joan Easley, branch _manager for Rainier
Bank Alaska, agreed. "This is a sophisticated
population that is very much aware of what

financialinstitutionmterest rates are doing," she said. "We get

calls from people who want to change cards.”

Because rates in Alaska are lower than
other parts of the country, out-of-state con-
sumers apply here for Alaska cards, said
Gloria Ragier, bank card coordinator for Alas-
ka Mutual Bank. “We get calls from East
Coast consumers two or three times a day.
People can afford to be choosy.’

IZIWrit(T

Bankcard_ Hold f America_at 333
Pennsyvan?arl] Acvaer. S.E.(,)\/\}%rS i m%r.l(g.aZ(?OO&

ashington,



" lower'iiiteres*rptes. on your' charges customers 155 percenton card,

bank credit card 'inean lower
0037V -V <MY [N -
. in‘its‘.Februar¥jUsue'.Consum-
eiver Reports warns: “Be

balances of $1,000 and over, 16.5 percent
on balances below. $1,000. v.f7]
ml < Grace> periods; Some banks have ;
ore'you'leap for estarted offering cards at a lower interest

v oA

J;the nearestwinterestratfe’-break,lyou ; rate, but with no interest-free or grace./
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%annual 'fee;. When Citibank lowered its..
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‘premium-card accounts from $40 to $50.
\i¢ »= Tiered pricing. Some banks charge a

ing

pay: off the entire unipaid balance before

<normal «25-day grace'period lapsed
incur no finance charge. ” . 'V

Some banks have told us ttiey make
more profit by reducing the rate and
wipilig.out the grace period,” Robert
YT p ne Bank Rate
Monitor, is quoted as saying. Hiss publica-
tion tracks interest rates. =~ . - e *

Last .fall,'First Finar.cial Savings, a
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ehigher, interestvfee onlower OQutstan
VoL e l'my
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HIDDEN: Low rates may belie actual cost
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Wisconsin bank, began offer-
ing some cards at a 14.9 per-
cent interest rate, but elimi-
nated the grace period.

Consumer. Reports notes:
"Let's say you make five $50
purchases during a billing cy-
cle and ﬁay in full two weeks
before the bill’s arrival. With
the normal 25-day ?race peri-
od,you’'d owe no inferest.

"But without a grace peri-
od, those purchases would
cost you $3 to $4 in interest
evenon a card with a rela-
tively low 14.9 percent inter-
est rate."

e Variable rates. Other
banks offer a low-rate card,
but the rate is variable. Ma-
rine Midland in New York,
for examfle, offers a card
with a 149 percent variable
rate. The bank changes the
rate every quarter accordin
toa number of factors, includ-
|n? the cost of the funds. The
rate, however, is not pegged
to any outside index.

If you pay off your credit-
card "balances regularly and
don’t incur finance charges, a
much higher rate down the
line won't make much differ-
ence. But if you carry credit
balances, it could.
~ "Before looking for a cred-
it card that offers the best
features in the crazy quilt of
ﬁrlcmg schemes, consider first

ow you use credit,” the mag-

azine suggests. "If you are a
‘conveniéice’ user, who pays
off balances promptly each
month thus incurring no fi-
nance charges, grace periods
co%nt but “interest rates do
not.

"I Kou’re a true credit
user, who allows your unpaid
balances to revolve into the
next billing period, look for a
lower interest rate. And, of
course, the more heavily you
charge, the more you'll' save
with'the lower rate. _

“When evaluating credit-
card offers, look carefully at
the fine print before you sign
up. Check the annual fee.
Does the bank charge you

interest at a higher rate if you
purchase less on your card?
Are there transaction fees for
cash advances or even pur-
chases? o

"Your best bet is still with
an old-fashioned credit card
with a low interest rate, low
annual fee, and the grace peri-
od. Such offers are likely to
come from financial institu-
tions that are tr%m to get
more cards into the hands of
consumers, rather than from
banks that already have a
large credit-card “consumer
base."

Consumer ReBorts notes
that "pricing can be subtle."
~ Consider First Deposit Na-
tional Bank in Tilton, N.H. It
offered by mail a Visa card
with no annual fees, no trans-
action fees, lower minimum
monthly payments and a 1
percent rebate on every pur-
chase made with the card.

The catch?

To get the card, you had to
take out a $1,000 cash advance
at a hefty 21.9 percent inter-

est rate.
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ALASKA WOMEN'S LOBBY

POST OFFICE BOX 10-1571. ANCHORAGE. ALASKA 99510

February 11, 1987

Honorable Tim Kelly

Senate Labor and Commerce Committee
P.0. Box V

Juneau, Alaska 99811

Dear Chairman Kelly and members of the committee:

The Alaska Women"s Lobby has consistently been opposed to efforts
aimed at de-regulation or raising the legal limit on service
charges and interest rates.

We cannot agree with the Alaska Banker®s Association®s
characterization of SB 87 as a consumer bill rather than a banking
bill.

The banks propose that if allowed to raise the limit on service
charges on credit cards to a single rate of 18% per year there
would be a result in consumer savings because they would not
necessarily charge consumers the maximum allowed by law.

Over the years we have seen interest rates drop considerably as
has the Federal discount rate and holders of Alaskan credit cards
with balances of $1,000 or less have yet to experience a savings.

The supporters of SB87 claim that they must push the rate charged

on lower balances to the maximum because the lowering of the discount
rate has not allowed them to charge high enough interest on balances
over $1,000. It would seem that the lowering of the discount rate
might have resulted in increased profits for the banks if it was

not met by a decrease in interest charged to the majority of
consumers.

In previous years we have been told that if the statutes were

not changed to allow for an increased maximum rate it would force
Alaska®s banks to give up therir credit card operations and in
fact Alaska National Bank of the North did so and is now offering
Alaskan customers a card from Seattle at a 15% single rate. This
resulted in an actual benefit to Alaskan consumers.

The present two-tier system does not penalize the lower balance
user. The statutes do not mandate the banks to charge the maximum
interest rate.

One of the two remaining banks offering in-state credit cards

says if allowed to charge 18% to everyone they promise they will
reduce the rate, "in today"s market", the other bank, we are told
will consider the question. These do not seem guarantees the consumer
can count on.

-1-



ALASKA WOMEN'S LOBBY SB 87

If the two-tier system is outdated and is indeed responsible for
causing the majority of holders of Alaska issued cards to pay
18% interest rates then we would not oppose providing a single
maximum rate. That rate though,should guarantee a savings to
Alaskan credit card holders, perhaps 16%.

Or you might consider a single floating rate of a certain number
of percentage points above the discount rate set by the Federal
Reserve Bank. This way the rate could adjust to current market
conditions. Another possibility would be a choice of the higher
of the two.

Consumers are becoming more sophisticated and their choices are
broad. Some Alaskan banks are charging a 15% single rate on out
of state cards. Credit Unions offer even lower rates. There is
a push in Congress for a national ceiling on interest rates.

We do not wish to prevent Alaskan banks from competing with out
of state issuers in attracting credit card customers, but as you
consider amending our current consumer-protective statutes we
would urge you to assure tha*~ changes will result in an actual
benefit to the average consumer.

Thank you for your consideration.

Sincerely,

Sherrie Goll
for the Alaska Women®s Lobby



House subcommittee votes to limit credit card Interest

By SANDY JOHNSON

Tno Associated Press

WASHINGTON — A House subcommittee
voted Wednesday to impose an adjustable cap
on credit card interest rates that if in effect
today would set toF rates at 13.8 percent —
about five points below prevailing rates.

Along straight party lines, the Democratic-
run Banking, Finance and Urban Affairs
subcommittee on consumer affairs and coinage
agproved a ceiling of eight percentage points
apove the Yleld on one-year Treasury securi-
ties. The rate would be adjusted quarterly.
~ The ceiling, opposed by the credit card
industry and some banking regulators, now
goes to the full committee.

"Anyone who can't .
borrowing money at 5.8 percent and lending at
138 ~percent should find another line  of
work," said Reﬁ..Frank Annunzio, D-IIl., the
subcommittee chairman. _
~ Annunzio and other supporters of the ceil-
ing noted that bank credit card interest rates
have hovered at 18 percent while other inter-
est rates, such as home mortgage, auto and
corporate borrowing rates, have gradually

make a Frofit by

Anyone whg arc]itn make g

F.8p% centan LFh

INe qr Work. .

declined over the last five years. .
~"The real reason for high interest rates is
S|mP.Ie enough, and that is spelled ‘record high
profits,"™ Annunzio said.

He and others cited Visa U.S.A. Inc.’s
attempt last Week to mobilize industry criti-
cism of a new American Express "Optima"
credit card offered at 135 percent as proof
that a federal cap was necessary. A March 1
telegram from Visa President Charles Russell
ur?eq banks to “rethink your position in
offering Amerlcan_ExPress products" and call
the company to voice their opposition.

Annunzio said the Visa move "comes dan-

C

N %atl.
. gre Ireasor]

simple enough, and that is spel

rofit by barrow|ng money at
pfarr‘ ei}é Sin gr%?t%? 8@ ?s i
ed ‘record high profits. 9

— Rep. Frank Annunzio, D-IlI.

gerously close to embracing a conspiracy
approach that smacks of antitrust violations.'

'That sure sounds to me like a boycott
threat, an action in restraint of trade that may
very well be a violation of antitrust law,"
said Rep. Charles Schumer, D-N.Y.

“We can-think of no better response to Mr.
Russell’s letter than for Congress to tell Visa
and the banks that their irresponsibility
requires the enactment of a maximum legal
interest rate on credit cards," said Alan Fox,

spokesman for the Consumer Federation of
America.

But David Hunt of the American Bankers
Association argued that a federal attempt to
requlate interest rates “would lead to a
contraction in the supply of credit card cred-
it." He also said card issuers simply would
reprice their wares, perhaps raising annual-
fees orincreasing charges for late £a¥ments.

The subcommittee vote was 5-3. The panel
rejected a similar ceiling last year. .

The legislation also would require credit
card issuers to disclose key information up
front: interest rates, annual fees and the grace,
period for payment. Current law requires’
disclosure, but not until after the consumer
receives the card.

An estimated 75 million Americans hold 186
million bank credit cards. Consumers current-
ly owe about $85 billion on bank credit cards,
a 150 percent increase in four years. The
consumer federation said $15 billion of that
total pays forinterest and annual fees.

House panel moves to cap credit card interest

By SANDY JOHNSON
THE ASSOCIATED PRESS
WASHINGTON, -

, - A House sub-
committee, proclaiming a first-round

subcommittee vote, 53 annF party
lines, as good news for millions of
credit card holders.

"With the prime rate at 7.5 per-

“There can be no question now
that credit card issuers have heen
%uging American consumers,” Rep.

arles

Schumer, D-N.Y., said.

victory for consumers, launched an
attempt to impose a federal ceiling
on credit card Interest rates,

The ceiling would be set at eight
percentage points above the yield on
one-year Treasury securitie$, to be
adjusted quarterly. If it were in ef-
fect todaf, top credit card rates
would be 138 percent - nearly5Fer-
centage points ing
rates. _

Proponents hailed Wednesday's

below prevai

cent and the Federal Reserve dis-
count rate at 5.5 percent, there is no
economméustmcatlon for credit card
rates of 18, 19 and even 22 percent,"
said Rep. Frank Annunzio, D-III.,
chairman of the House Consumer Af-
fairs and Coinage Subcommittee.

"Something had to be done, and
the subcommittee has got the Fro-
cess off to a roaring start. The first
battle for lower rates has been won
by consumers," he said.

"Clearly it is time for Congress to
help bring fairness to the credit card
market."

Opponents, however, warned the
cap would simply shrink credit.

"Caps do not work," said ReP.
Chalmers Wylie, R-Ohio. "Federally
mandated caps could lead to severe
restrictions in credit." .

A spokesman_ for industry giant

Visa said the ceiling would hurt those
who most need credit.

~ "The only known result ofécaps)
is that the availability of credit I
comes reduced " Visa Senior Vice
President John Bennett said,

it be-

~ Visa came under fire at the hear-
ing for its attempt last week to mobi-
lize industry opposition to a new
American Express “Optima” credit
card offered at 135 percent.



ardwgrs may
Snoot down
Interest rates

By WILLIAM KRONHOLM

The Associated Press S

WASHINGTON — Cracks are showing in
the once-solid front of bank credit card Issu-
ers, who have long k,eﬁt interest rates _han%lng
stubbornly in the high teens,' suggesting that
the cost of buying with plastic mgy be about
to tumble. _
~American Express Co. recently fired the
first big salvo in a possible credit card war
when it unveiled its Optima card, carrying a
13.5 percent annual interest rate compared
with rates of 18 percent or more for many
Visa and Mastercard issuers.
~ More quietly, the AFL-CIO has begun offer-
ing credit cards with .no annual fee and
interest rates as low as 12.5 percent to most of
its 13 million union members.

And earlier this week, the American Soci-
ety of Travel Agents said its member agents
would begin offering consumers a Mastercard
at 10.5 pefcent beginning next month.

“I think we’re off to the races,” said John
C. Pollock, an mdu_str% analyst and publisher
of the Bank Credit Card _Observer, a New
Jersey-based newsletter. “The banks have to
be very sobered by the American Express
action, and we might well see a summer rate
war."

Asked for a prediction, he suggested aver-
age credit card rates may decline by a full
percentage point by summer’s end.

_Ray Denison, Bre_sldent of the AFL-CI0-af-
filiated Union Privilege Benefit Programs
Corp., also predicted competitive pressure
will force rates down. o

He said the labor organization has seen an
unprecedented response rate among union
members, many of whom then transfer large
amounts of h|?h-rate debt onto their new
low-rate AFL-CIO cards.

“There's no doubt there’s a ﬁreater con-
sciousness" about interest rates, he said. The
AFL-CIO is sending brochures to some 10
million members, he said, and "our mailings
are raising the consciousness of the average
card-holder." _ o _

But it's not a unanimous prediction. With
more than 80 million cardholders in the
United States, the AFL-CIO mailings will hit
only a small fraction of the market.

And Alan Fox of the Consumer Federation
of America noted the Optima is targeted at
affluent card-holders who already hold regu-
lar American Express cards. _

"We could see a big price war breaking out
at the upper levels because that's where the
Optima card is focused," he said. “But there's
still a question whether that will filter down”
to the average consumer.





