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The Credit CARD Act of 2009 was intended to prevent practices in the credit card industry that lawmakers
viewed as deceptive and abusive. Among other changes, the Act restricted issuers’ account closure poli-
cies, eliminated certain fees, and made it more difficult for issuers to change terms on credit card plans.
Critics of the Act argued that because of the long lag between approval and implementation of the law,
issuing banks would be able to take preemptive actions that might disadvantage cardholders before the
law could take effect. Using credit bureau data as well as individual data from a survey of U.S. consumers,
we test whether banks closed consumers’ credit card accounts or otherwise restricted access to credit just
before the enactment of the CARD Act. Because the period prior to the enactment of the CARD Act
coincided with the financial crisis and recession, causality in this case is particularly difficult to establish.
We find evidence that a higher fraction of credit card accounts were closed following the Federal Reserve
Board’s adoption of its credit card rules, but not between May 2009, when the CARD Act was signed, and
when most of its provisions became law in February 2010. However, we do find evidence that banks
deteriorated terms of credit card plans at a higher rate during this period, especially lowered the credit
limits. Among the survey respondents whose bank accounts were closed during that period, account
holders were much more likely to close their own credit card accounts than to have them closed by their

card issuers.

© 2014 Elsevier B.V. All rights reserved.

1. Introduction

The Credit CARD Act of 20097 introduced a series of reforms
intended to prevent practices in the credit card industry that
lawmakers viewed as deceptive and abusive. The Act was signed into
law in May 2009, and the majority of its provisions became effective
nine months after the passage of the law—in February 2010.
However, the signing of the law was preceded by a long series of
events that made the changes almost certain long before May
2009. In particular, at the end of 2008 the Federal Reserve Board
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adopted final rules pertaining to credit cards to protect consumers
from unfair acts or practices with respect to consumer credit card
accounts. The effective date for the Fed rules was several months
after the CARD Act was to become effective. Therefore, the CARD
Act superseded the Board’s proposed rules, but by 2008—and possi-
bly as early as 2007—issuing banks knew that the rules governing
disclosure and rate increases were about to change.

Banks do not appear to have closed accounts at a higher rate
between May 2009, when the CARD Act was signed, and when
most of its provisions took effect in February 2010, based on our
analysis of individual account credit bureau data and data from a
monthly survey of U.S. consumers, the Consumer Finance Monthly
(CFM). However, banks do appear to have changed terms on credit
card plans during this period, especially the credit limits. Among
the CFM survey respondents whose bank accounts were closed
during that period, account holders were much more likely to close
their own credit card accounts than to have them closed by their
card issuers.

Yet banks may have taken action in anticipation of the passing
of the CARD Act long before it was enacted into law. The evidence
shows that a higher fraction of credit card accounts were closed
immediately following adoption by the Federal Reserve Board of
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its rules concerning credit cards than in the period between the
law’s enactment and its taking effect. This earlier period coincides
with the recession, making it difficult to identify clearly whether
the main cause of these closures was the economic downturn or
preemptive action in anticipation of the new legislation.

Significant restrictions placed on credit card issuers by the Act
include advance notice of any interest rate increase, a limit on
the fees charged for late payments, and improvements in the trans-
parency and consistency of billing cycles. In particular, consumers
must be notified in writing at least 45 days in advance before the
issuer raises the interest rate on their credit card account
(exceptions include promotional and variable rates). Advance
notice also must precede other significant changes, and consumers
must be offered the right to close their accounts in response to
those changes.’

Because the Act made it more difficult for the issuers to change
the terms on their credit card plans and the law did not come into
effect until nine months after its passage, issuers may have made
some changes in advance of implementation of the law, and even
in advance of the Fed rules. Once issuers knew that the credit card
policy changes were about to become law, they may have raised
interest rates or lowered credit limits before the law took effect.
Anecdotal evidence suggests that credit card companies raised
rates and fees and closed unprofitable accounts in advance of the
legislation (for example, Connelly, 2010).

We are interested in whether banks restricted credit supply to
consumers beyond what was warranted by economic conditions.*
The question we are investigating is as follows: Did banks move pre-
emptively prior to the enactment of the CARD Act by closing credit
card accounts or lowering credit card limits?® The Federal Reserve’s
October 2009 “Senior Loan Officer Opinion Survey on Bank Lending
Practices” included a special question on banks’ expectations with
regard to the effects of the Credit CARD Act. As a result of the CARD
Act, banks reported that they “expect to tighten or have already
tightened” many terms on credit card loans for both prime and non-
prime borrowers.’® However, previous Senior Loan Officer Opinion
Surveys conducted earlier in 2009 and in the second half of 2008
revealed that banks started tightening credit card lending standards
and lowering credit limits on new and existing credit card accounts
long before the CARD Act was signed into law.” We are interested in
whether this tightening was due to something other than economic
conditions.

Because the period just prior to the Act coincided with the
recession, it is difficult to separate the effect of the recession from
that of the CARD Act. As a result of the recession, aggregate con-
sumption and therefore demand for credit dropped, while at the
same time the legislation changed the supply of credit and the
terms of credit card plans. We therefore use individual consumer
data to take advantage of cross-sectional differences among card-
holders to try to separate the supply and demand effects. There
is evidence that a higher fraction of credit card accounts were
closed and credit card lending was tightened right after the Federal

3 Details of the bill are provided online at http://thomas.loc.gov/cgi-bin/bdquery/
z?d111:HR00627:@@@R.

4 There is a broad literature linking exogenous shocks with the price and supply of
bank loans (for example, Bernanke and Blinder, 1988; Peek and Rosengren, 1997,
2000).

> Consumers who would otherwise have closed their accounts may have kept them
open in anticipation of the future benefits of the CARD Act. However, it is more likely
that banks acted preemptively to curtail credit supply.

6 http://www.federalreserve.gov/boarddocs/snloansurvey/200911/.

7 Although the CARD Act does not focus on credit limits, some of its provisions are
related to credit limits: If a person has co-signed on a credit card account (typically for
a minor), then the credit card issuer cannot change the limit without written consent
from the co-signer; cardholders must now opt-in for the ability to exceed their credit
limit; and annual fees and application fees are capped at 25 percent of the initial
credit limit.

Reserve Board adopted its rules pertaining to credit cards. We also
find evidence that banks changed terms on credit card plans, espe-
cially the credit limits, just before the CARD Act became effective.

Several studies have examined the effects of the Credit CARD
Act. Bar-Gill and Bubb (2012) compared terms of credit card plans
just prior to the enactment of CARD Act rules in February 2010 to
those after the final set of CARD Act rules became law in August
2010. Pew (2011) compared credit card application disclosures
from July 2009 and March 2010 and found some evidence of a
decline in practices that regulators intended to curb, but also some
evidence of an increase in new fees, in penalty interest rates, and in
cash advance fees.

A few studies examined the determinants of credit card limits
independently of the Credit CARD Act. Dey and Mumy (2005) used
a cross-section household survey to estimate approved credit lim-
its. Gross and Souleles (2002a) used administrative data from
credit card issuing banks and found that credit scores, debt levels,
and account age affect credit card limits. Although credit card
account closures have not been estimated directly, Campbell
et al. (2012) estimated the determinants of bank account closures.
They find that in addition to socioeconomic characteristics, social
variables, such as crime and voter turnout, and prevalence of alter-
native financial institutions, such as payday lenders, predict invol-
untary bank account closures. Related to credit card account
closures, a number of papers have analyzed default risks for credit
cards. These include papers that adjust for selection bias (Greene,
2007), account for consumer relationships to issuing banks
(Agarwal et al, 2010), and use duration models (Gross and
Souleles, 2002b). To the best of our knowledge, this is the first
paper analyzing the changes introduced by issuing banks between
the time the Act was signed into law and the time when it became
effective.

Section 2 describes the timing of the events leading up to the
enactment of the CARD Act. Section 3 describes changes observed
in aggregate U.S. data, while Section 4 considers evidence based on
individual data from the Equifax credit bureau and separate data
from the Consumer Finance Monthly, a monthly survey of U.S. con-
sumers. Section 5 provides regression results from an analysis of
the survey data, and Section 6 concludes.

2. Timing of the events

The CARD Act was a result of a long-standing sentiment in the
Congress that credit card issuers’ abusive and unfair practices, such
as hidden fees and unannounced interest rate increases, were hurt-
ing cardholders and should be prevented. Both the Congress and
the Federal Reserve were involved in the various stages leading
to this legislation. Table 1 provides a timeline of the passage of
the legislation. In May 2007, the Federal Reserve Board (the Board)
published proposed revisions to the credit card disclosures
required under the Truth in Lending Act regulations (titled Notice
of Proposed Rule under the Truth in Lending Act). In February 2008,
Chairman Bernanke testified before Congress that the Board was
planning to use authority under the Federal Trade Commission
Act (FTC Act) to propose rules prohibiting unfair or deceptive credit
card practices. In May 2008, the Board issued for public comment
proposed rules to prohibit unfair practices regarding credit cards
and overdraft services. Among other provisions, the rules would
protect consumers from unexpected increases in the rate charged
on pre-existing credit card balances. The proposed rules would
change Regulation AA (Unfair or Deceptive Acts or Practices), Reg-
ulation Z (Truth in Lending), and Regulation DD (Truth in Savings).
On December 18, 2008, the Board adopted final rules pertaining to
credit cards, published in January 2009, to protect consumers from
unfair acts or practices with respect to consumer credit card
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