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Message from
the Acting Director

Credit cards are one of the most commonly-held and widely-
used financial productsin America — over 175 million
Americans hold at least one credit card. During the COVID-19
pandemic, credit cards played a vital role as both a source of
credit in emergencies and a payment method as more

transactions occurred online.

As the fifth biennial report to Congress on the credit card

market, this report details how swift actions by both the public and private sectors likely
impacted how many consumers used their credit cards and managed their debts during the
pandemic. To address hardships caused by COVID-19, the Federal government provided
consumers direct relief by issuing a series of economic impact payments, providing enhanced
unemployment benefits, suspending student loan payments and interest accrual for federally
held loans, offering mortgage forbearance, and enacting a moratorium on evictions. At the same
time, credit card issuers provided voluntary relief to consumers by offering payment deferral

and fee waivers.

Supported by these efforts, thisreport finds that the decline in credit card debt during the
pandemic was unprecedented in speed and magnitude. Measures of consumer stress, such as
late payment incidence and the share of accounts delinquent, hit record lows.

This report also highlights areas in the credit card market that may entail risks for consumers
such as system deficiencies related to implementing relief programs and automatic payment
processes. The Bureau continues to monitor indicators of credit card use, cost, and availability

to identify potential for consumer harm, as well as study the impact of new, innovative products.

Our credit card market reportisintended to present the latest research on this vital market to

consumers, issuers, and policymakers. As many consumers, particularly those with non-prime
credit scores, still face numerous hardships due to COVID-19, this report remains critical. The
Bureauwill carry out its mission in ensuring this market continues to benefit all participants

during these times of heightened uncertainty.
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Sincerely,
Daved K. &/74}9

David Uejio
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Executive summary

Credit cards are central to the financial lives of over 175 million American consumers. Over the
last fewyears and through 2019, the credit card market, thelargest U.S. consumer lending
market measured by number of users, continued to grow in almost all measures until suddenly
reversing course in March 2020. Despite macroeconomicshocks to the financial system, credit
card market conditions remain relatively stable at the time of this report writing, with that
stability likely supported by robust fiscal measures, lower consumer discretionary spending, and
voluntary industry relief programs.

The COVID-19 pandemic significantly impacted how many consumers used and interacted with
credit cards. Far fewer consumers applied for new credit cards in 2020 than the year prior.
During the pandemic, existing cardholders paid off the highest share of their credit card debtin
recent years. Additionally, late payment and default rates fell to historic lows, most notably for
consumers with below-prime scores.

At the same time, credit cards continued to play a vital role as both a payment method and
source of credit. Consumers still used their cards to facilitate transactions, smooth consumption,
and earn rewards. As physical stores closed and a greater share of commerce was transacted
digitally, cardholders benefited from the consumer protections afforded to credit cards such as

limitations on liability and enhanced security.

In response to pandemic-related hardship, issuers provided a considerable number of payment
deferrals and fee waivers to their cardholdersin 2020. However, consumers calling their credit
card issuers often faced long wait times to access these relief programs. Additionally, complaints

submitted to the Bureau regarding credit cards spiked in the second quarter of 2020 and



remained elevated throughout the year.:Overall reported satisfaction with credit cards issuers
fell significantly during the pandemic but remained higher than post-Great Recessionlevels.2
Despite these indicators of lower consumer satisfaction, credit card issuers continue to generate
profitable annual returns consistent with historic levels relative to other market lending
activities even with an initial decline during the first half of 2020.3

In 2019 and 2020, innovation continued to reshape the credit card market for bothusers and
providers. New providers, including large and small financial institutions as well as startup and
mainstream technology companies have entered—or are in the process of entering—the market
with competing products, features, and methods for issuing credit cards. 4

This executive summary provides some background for the report, then summarizes key
findings.

BACKGROUND

In 2009, Congress passed the Credit Card Accountability Responsibility and Disclosure Act
(CARD Act or Act).5 The Act made substantial changes to the credit card market. The CARD Act
mandated new disclosures and underwriting standards, curbed certain fees, and restricted
interest rate increases on existing balances. Among the CARD Act’s many provisions was a

1Bureau of Consumer Fin. Prot., Consumer Response Annual Report, at 39 (Mar. 2021),

Billing disputes remain the largest complaint category.

2See Press Release, J.D. Power, Customers Losing Faith in Credit Card Issuers as COVID-19 Pandemic Lingers, J.D.

4 Referencein thisreport to anyspecific commercial product, service, firm, or corporation nameis for the information
and convenience of the public and doesnot constitute endorsement or recommendationbythe Bureau.

5The Act superseded a number of earlier regulations thathad beenfinalized, but had not yet become effective, bythe
Office of Thrift Supervision (OTS), the National Credit Union Administration (NCUA), and the Board of Governors
of the Federal Reserve System. Those earlier rules were announced in December of 2008 and published inthe
Federal Registerthe following month. See 74 FR 5244 (Jan. 29, 2009); 74 FR 5498 (Jan. 29, 2009). The rules were
withdrawn in light of the CARD Act. See 75 FR 7657, 75 FR 7925 (Feb. 22, 2010).
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requirement that the Board of Governors of the Federal Reserve System (Board) report every
two years on the state of the consumer credit card market. With the passage of the Dodd-Frank
Wall Street Reform and Consumer Protection Act (Dodd-Frank Act) in 2010, that requirement
transferred to the Bureau of Consumer Financial Protection (Bureau) alongside broader
responsibility for administering most of the CARD Act’s provisions. This s the fifth report
published pursuant to that obligation, building on prior reports published by the Bureauin
2013,2015,2017,and 2019.°

The CARD Act was enacted over ten years ago. 7 Since its passage, researchers, including the
Bureau, have studied the effects of the CARD Act on the cost and availability of credit to
consumers. This year the Bureau conducted a review of rules implementing the Act per section
610 of the Regulatory Flexibility Act,® and the Bureau expects to release its determination this
fall.

THE 2021 REPORT

This report continues the approach of the Bureau’s previous reports. The Bureau revisits similar
baseline indicators to track key market developments and trends. It also revisits some in-depth
topics to assess how the market has changed. For example, the current report updates the
deferred interest analysis last conducted in the 2017 Report. The Bureau also discusses the

6 See Bureau of Consumer Fin. Prot., Card Act Report (Oct. 1, 2013) (2013 Report),

alsoheld a conferencein 2011 in which numerous market stakeholders contributed information and perspective on
developmentsin the credit card market. See Press Release, Bureau of Consumer Fin. Prot., CFPB Launches Public

7Credit Card Accountability Responsibilityand Disclosure Act of 2009, Public Law 111-24, 123 Stat. 1734 (20009).

8 Public Law 96-354, 94 Stat. 1164 (1980) (5 U.S.C. 601 et seq.).
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effects of COVID-19 throughout the report and specifically adds a section about its impact on

credit card issuers and their responses to consumers’ needs.
Belowis a summary of the core findings from each section of the report:

» Total outstanding credit card balances continued to grow and peakedin 2019 at $926

billion, but, by the second quarter of 2020, consumers reduced card balances to $811 billion,

the largest six-month reductionin U.S. history. At the end of 2020, debt crept back up to
$825 billion. The share of accounts with a revolving balance declined in 2020, and more
consumers paid down their card debtin 2020. Utilization rates declined across credit score
tiers, and the share of consumers with below-prime scores who used 9o percent or more of

their general purpose credit line fell to record lows. A declining share of consumers were late

in making their payments as of the second quarter of 2020.

» Thetotal costof credit (TCC) on revolving accounts continued to increase through 2019 but
declined modestlyin 2020. The 2020 declines in TCC for general purpose and private label
cards were 0.8 and 1.5 percentage points, respectively. Recent TCC decreases are largely a

result of decreasesin the indices underlying variable rates, such as the prime rate, and lower

overall fees assessed. The Bureau estimates that the five rate decreases by the Federal
Reserve fromearly-2019 through 2020 led to a cumulative roughly $18 billion that credit
card borrowers did not pay over that period. Accounts held by consumers with deep
subprime credit scores saw the greatest drop in fee-to-balance ratiosin 2020.

» Mostmeasuresof credit card availability decreased in 2020 after continued growth since the

Great Recession. Application volume for credit cards decreased sharplyin 2020 fromits
peaklevelin 2019, likely due to the interaction between reduced acquisition efforts by
issuersand a decline in consumer demand. Approval rates also declined modestlyin 2020.
Driven by these contractions in both supply and demand, annual growth in the number of
credit card accounts opened and the amount of credit line on new accounts reached its

lowest level since 2013. Total credit line across all consumer credit cards fell slightly in 2020

from a post-Great Recession high of over $4.5trillionin 2019 but remained above 2018
levels. Existing accounts held by consumers with subprime and deep subprime scores saw
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the greatest constriction in available line.s While credit line decrease (CLD) incidence
increased for consumers with below-prime credit scores, issuers did not substantially deviate

from previous line management trends during the pandemic.

» Digital engagement is growing consistently across all age groups and nearly every platform
type. The share of consumers electing to receive statements digitally (e-statements) rather
than by mail is continuing to increase, though the pace of adoptiontaperedin2020. E-
statement adoption has been surpassed by mobile app adoption as a method to engage with

issuers.

» Many consumersreceived some form of relief on their credit card debts fromtheir credit
card providers during the pandemic. The Bureau estimates that over 25 million consumer
credit card accounts representing approximately $68 billionin outstanding credit card debt
entered relief programsin 2020, figures vastly higher than in prior years. The Bureau also
estimates that surveyed issuers’ cardholders were able to forgo principal payments of
anywhere from $0.5billion to $1.5 billion against their credit card debtsin 2020 due to
these relief programs. Entries into payment deferral relief were spread fairly evenly across
credit score tiers, but accounts held by consumers with lower scores received payment
deferrals at the highest rate.

= Since the 2019 Report, issuers have lowered the range of their daily limits on debt collection
phone calls for delinquent credit card accounts while increasing the use of emails in
collection. However, survey respondents reported that, on average, only 31.9 percent of
accounts that received email clicked open their emails.

» Innovationsaimed at expanding credit access, particularly for less creditworthy borrowers,
continued to growin both the number of offerings and users. Buy Now, Pay Later (BNPL)
products are offering a new form of purchasing with payments spread out over time,
typically in four installments. Credit card issuers are offering similar plans, providing

consumers more ways to manage their cash flow.

9 These trends of constricting credit availability do not appearto continuein 2021. See Corinne Candilis & Ryan
Sandler, Credit card limits are rising for most groups after stagnating during the pandemic, Bureau of Consumer
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CURRENT AND FUTURE BUREAU WORK IN THIS MARKET
Over the past two years, the Bureau has been actively engaged in the credit card market and is

taking measures to address regulatory uncertainty, identify compliance deficiencies as well as
research new emerging technologies and products to ensure the adequacy of consumer
protectionand a transparent and competitive marketplace for all consumers.

* In June of 2020, the Bureaureleased a Notice of Proposed Rulemaking (NPRM) concerning
the anticipated discontinuation of LIBOR, *° including proposing examples of replacement
indices that satisfy Regulation Z requirements.'* As proposed, the rule would allow credit
card issuers to replace the LIBOR index used in setting variable rates on many existing
accounts with a replacement index before LIBOR becomes unavailable, if certain conditions
were met. To the Bureau’s knowledge, there are millions of consumer credit card accounts
indexed on LIBOR. The proposed rulemaking should help credit card providers transition
those affected accounts to a replacement index in an orderly manner. The Bureau expects to
issue a final rule in January 2022.12

* Through the Prioritized Assessments conducted in May of 2020, the Bureau found that
credit card issuers generally provided some form of relief to consumers experiencing
hardships as a result of COVID-19, such as “skip-a-pay” or payment deferrals for one to six
months, with or without interest accrual. '3 Other relief optionsincluded lowered interest
rates, waivers of annual and other fees, and extended deferred interest periods for credit
card accounts that had already received deferred interest. However, the Bureau also
identified certainissues that may raise the risk of consumer harm such as system

1o Press Release, Bureau of Consumer Fin. Prot., CFPB Takes Steps to Facilitate LIBOR Transition (June 4,2020),

1185 FR 36938 (June 18, 2020), https://www.govinfo.gov/content/pkg/FR-2020-06-18 /pdf/2020-12239.pdf.

12 Office of Info. & Regulatory Affairs, Amendments to Regulation Z to Facilitate Transition From LIBOR (2021),
https://www.reginfo.gov/public/do/eAgendaViewRule?publd=202104&RIN=3170-ABO1.

13Bureau of Consumer Fin. Prot., Supervisory Highlights COVID-19 Prioritized Assessments Special Edition, Issue
23 (Jan. 2021), https://files.consumerfinance.gov/f/documents/cfpb supervisory-highlights issue-23 2021-

o1.pdf.
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deficiencies related to implementing relief programs and automatic payment processes, as
well as delays in timely delivery of certain disclosures and responding to billing disputes.

» The Bureau continues to monitor the expansion of credit access, especially when new and
innovative technologies are used. Credit access expansion can be positive but should be done
responsibly and in a way that is understandable to consumers. Consumers will be better
served if the use of such technologies are clearly explained in case of adverse actions. 4
Forms of point-of-sale financing, such as BNPLproducts, offer not only convenience but a
new way of financing for many consumers. The Bureau encourages all providers in this space
to take steps to make sure users of these products are adequately informed of the risks of
such products.

» TheBureau encourages study into the effects of certainlending practices and their impact on
credit scores, particularly for those consumers with non-prime credit scores. Practices such
as credit line decreases (CLD) and account closure not only reduce consumers’ access to
credit but also potentially inflate their credit utilization rate. This could adversely affect
consumers’ credit scores without any other changes in their behavior. Additionally, over the
past decade, a declining share of credit card issuers reported information onaborrower’s
actual payment amount to nationwide consumer reporting agencies, which may have

implications for consumer access to credit.

* Asindicated in its January 28, 2021 announcement, 5 the Bureau intends to take bold and
swift action on racial equity in financial services, including in the areas of credit card
marketing and lending. Existing data available to the Bureau do not allowthe Bureau to fully
examine the disparity in use, cost, and availability of credit cards by racial groups. The
Bureau intends to explore options to incorporate racial datain its datasources to informits

future work.

14 Bureau of Consumer Fin. Prot., Tech Sprint on Electronic Disclosures of Adverse Action Notices (Oct. 2020),
https://www.consumerfinance.gov/rules-policy/innovation/cfpb-tech-sprints/electronic-disclosures-tech-sprint/.

15 Bureau of Consumer Fin. Prot., The Bureau is taking much-needed action to protect consumers, particularly the
most economically vulnerable (Jan.28,2021), https://www.consumerfinance.gov/about-us/blog/the-bureau-is-
taking-much-needed-action-to-protect-consumers-particularly-the-most-economically-vulnerable//.
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» Asdescribedin the new technical specificationsissued on August 20, 2021, the Bureau’s
“Collect” website will be the mandatory vehicle issuers must use to submit credit card
agreements and their associated data in 2022 and beyond. Not only does Collect provide a
simplified submission process and robust audit trail for issuers, it will allow the Bureau and

other organizations to expand their current research on credit card agreements.

16 Bureau of Consumer Fin. Prot., Technical Specifications for Credit Card Agreement and Data Submission
Required under TILA and the CARD Act (Regulation Z) (Aug. 20, 2021),
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1. Introduction

1.1 Review mandate

The CARD Act became law on May 22, 2009. Its stated purpose was to “establish fair and
transparent practices related to the extension of credit” in the credit card marketplace.” The
Dodd-Frank Act, which became law on July 21, 2010, established the Bureau and, one year later,
transferred authority and responsibility for implementing and enforcing the CARD Act from the
Board to the Bureau.

Among those responsibilities Congress originally assigned the Board was a mandate to “review,
within the limits of its existing resources available for reporting purposes, [the] consumer credit
card market [every two years].”8In 2012, the Board and the Bureau agreed that responsibility
for the review passed to the Bureau under the terms of the Dodd-Frank Act. This report
represents the Bureau’s fiftth mandated biennial report onits review of the consumer credit card
market, following the Bureau’s reports onthe marketin 2013, 2015, 2017, and 2019.19

17 See supra note 5, at 1. A full summary of the CARD Act rules implemented by the Board is at pages11 through 13 of
the Bureau’s 2013 Report. See 2013 Report, supra note 6. The Bureau subsequentlyreissued these rules without
material changesin December2011. The Bureaulater revised one CARD Act rule issued by the Board. On November
7,2012, the Bureau proposed selected revisions to the ability-to-payrules, which were intended to address a
number of unintended impacts of the prior rule on consumers who did not work outside thehome. The finalrule
implementing this revision became effective on May 3, 2013, with an associated compliance deadline of November
4, 2013. See 78 FR 25818 (May 3, 2013). On March 22, 2013, the Bureau finalized another revisionto the CARD Act
rulesinresponseto a federal courtrulingin 2012 thathad granted a preliminaryinjunction to block a part of the
Board’s 2011 rule from taking effect. The final rule became effective March 28, 2013. See 78 FR 18795 (Mar. 28,
2013). See also Press Release, Bureau of Consumer Fin. Prot., CFPB Finalizes Credit CARD Act Rule (Mar. 22,

1815 U.S.C. §1616(a) (2012).

19 See generally, supranote 6.

13 BUREAU OF CONSUMER FINANCIAL PROTECTION — CONSUMER CREDIT CARD MARKET REPORT


https://www.consumerfinance.gov/about-us/newsroom/consumer-financial-protection-bureau-finalizes-credit-card-act-rule
https://www.consumerfinance.gov/about-us/newsroom/consumer-financial-protection-bureau-finalizes-credit-card-act-rule

1.2 Reportscope

This report fulfills Congress’s directive to review the consumer credit card market in two
overlapping ways. First, it responds to the general congressional mandate in section 502 of the
CARD Act toreview and report on the “consumer credit card market.” Second, it addresses
“within the limits of [the Bureau’s] existing resources available for reporting purposes” topics
explicitly enumerated by Congress for inclusion in this review, including;:

1. the termsof credit card agreements and the practices of credit card issuers;
2. the effectiveness of disclosure of terms, fees, and other expenses of credit card plans;

3. the adequacy of protections against unfair or deceptive acts or practices relating to credit
card plans; and

4. whether or not, and to what extent, the implementation of this Act and the amendments
made by this Act have affected:

a) the costand availability of credit, particularly with respect to non-prime borrowers;
b) the safety and soundness of credit card issuers;

c¢) the use of risk-based pricing; or

d) credit card product innovation. 2o

The CARD Act also requires the Bureau to “solicit comment from consumers, credit card issuers,
and other interested parties” in connection with its review.2 As in past years, the Bureau has
done so through a Request for Information (RFI) published in the Federal Register, and the

20 15 U.S.C. § 1616(a) (2012). While this report presents information which maybe relevant to assessments of safety
and soundness issues relating to credit card issuers, the Bureau does not produce any furtheranalysis on this
subjectin this report. The prudential regulators (e.g., the Office of the Comptroller of the Currency, the Board of
Governors of the Federal Reserve System, the Federal Deposit Insurance Corporation, and the National Credit
Union Administration) have the primaryresponsibility for monitoring the safety and soundness of financial
institutions.

2115 U.S.C. § 1616(b) (2012).
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Bureau discusses specific evidence or arguments provided by commenters throughout the

report.22

1.3 Methodology

This section reviews several aspects of the Bureau’s general methodology in compiling this
report. Methodological approaches used in specificsections of this report are explained in more
detail in those sections.

1.3.1 Data sources

This report leverages several data sources. It primarily relies on sources already held by the
Bureau, by other Federal regulators, and by industry stakeholders. All results reported from data
throughout this report aggregate results from multiple industry participants. 23

Sources include the following;:

1. Datafromthe Bureau’s Consumer Credit Panel (CCP), which is a comprehensive, national 1-
in-48 longitudinal sample of de-identified credit records maintained by one of the three
nationwide consumer reporting agencies. Other Bureau products, such as the Consumer
Credit Trendsreports, rely on these data.2 These data contain no personal identifiers, such
as name, address, or Social Security number.

22 Request for Information Regarding Consumer Credit Card Market, 85 FR 53299 (Aug. 28, 2020). The RFI also
separatelysolicited comment on the Bureau’s review of the CARD Act consistent with section 610 of the Regulatory
Flexibility Act (RFA). Public Law 96-354, 94 Stat. 1164 (1980). That reviewis out of the scope of this report.

23 No resultsin thisreport can be used to identify the outcomesor practices of individual entities. At the same time,
outcomes and patternsobserved in the market as a whole maynotbe true for (or mayonlyapplyin alimited degree
to) anyparticularindustry player.

Sandler & Judith Ricks, Special issue brief: The early effects of the COVID-19 pandemic on consumer credit,
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2. De-identified information that the Board collects as part of its “Y-14M” (Y-14) data
collection. The Board collects these data monthly from bank holding companies that have
total consolidated assets exceeding $50 billion. s The Board shares with the Bureau data
fromY-14 banks. The data received by the Bureau cover the period from the middle of 2012
through the present and accounted for just under 70 percent of outstanding balances on
consumer credit cards as of year-end 2020.26

Informationin the Y-14 data do notinclude any personal identifiers. Additionally, accounts
associated with the same consumer are not linked across or within issuers. The Y-14 does not
include transaction-level data pertaining to consumer purchases. In addition, this study
reports only aggregate measures and reveals no information about any specific issuer.

These data replace loan-level credit card collections that the Bureau previously collected.
The Bureau no longer requires or oversees the collection of any loan-level credit card data on
an ongoing basis.

(last visited Jan. 11, 2021) (for more information on the Y-14M collection).

26 The Board has expanded the fieldsit collects from banks over time; therefore, some results reported below do not
extend allthe wayback to 2012. Additionally, these data are periodically revised retroactively, and are therefore not
fullystatic. These issuers represent a large portion of the marketbut arenot necessarily representative of the
portion of the market not covered bythe data the Bureau receives. The remainder of the market, representing a
substantial number of consumercredit cards, are outside the scope of the Y-14 data used by the Bureaubecause,
among other reasons, theyare issued bybanks with assets of less than $50 billion, or are issued by non-banks, such
as creditunions. Results reported from Y-14 data throughout thisreport should beinterpreted accordingly.

27 See generally Bureau of Consumer Fin. Prot., Sources and Uses of Data, at 57-58 (Sept. 26, 2018),
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3.

Information provided in response to a series of data filing orders made to several industry
participants, comprised of two distinct sets:28

a) Datarequested fromabroad and diverse group of issuers to address a range of topics
that neither CCP nor Y-14 data can address. Thisreport refersto these data as Mass
Market Issuer (MMI) data. These data cover application and approval volumes, rates,
and channels, deferred interest, digital account servicing, certain aspects of the impact of
COVID-19 on consumers and issuers, and loss mitigation policies and practices,
including debt collection.

b) Datarequested fromadiverse group of specialized issuers. These summary data, which
focus on basic indicators of usage and cost, in places supplement the Y-14 to allow fora
broader or more detailed perspective into certain facets of the market than either the Y-
14 or CCP allow. Where these data supplement Y-14 data, those data are collectively
called “Y-14+7.»

The CFPB’s Credit Card Agreement Database, an online database available to the public at
CARD Act. It contains most credit card agreements available to consumers as of quarter’s
end for each quarter from the third quarter of 2011 to the fourth quarter of 2014, and from
the first quarter of 2016 to present.so After the fourth quarter of 2014, the Bureau
temporarily suspended collection of agreements for one year to reduce burden while the
Bureau developed a more streamlined and automated electronic submission system. 3
Submission and publication resumed in the first quarter of 2016. Agreementsin the second
quarter of 2019 are incomplete due to technical submissionissues at the Bureau, and

28 The Bureau notes that manyplayers inthe creditcard industryare also entities with which the Bureauhas one or
more institutional relationships, such as a research partnership or membership on a Bureau-convened body.

29 As discussed innote 26 supra, the Y-14 data cover alarge but not representative portion of the credit card market.
The Y-14+ data cover alargerand more representative portion of the credit card market, but the remaining
uncovered portion isstill substantial, and the Y-14+ data should similarlynot be considered representative of that
uncovered portion.

30 Credit card issuers are not required to submitanycredit card agreementsto the Bureauif the cardissuerhas fewer
than 10,000 open credit card accounts as of the lastbusiness day of the calendar quarter. 12 CFR 1026.58(c)(5).

3180 FR 21153 (Apr. 17, 2015); 12 CFR 1026.58(g).
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agreementsin 2020 and 2021 may include omissions due to the Bureau’s previous COVID-
19 regulatory flexibility statement.s:

5. Responsestothe RFI, which sought comment on all aspects of the reviewdescribed in
Section 1.2 above.33 The RFI generated 11 comments. 3+ That total includes six letters from
trade associations representing credit card issuers and other market participants, two letters
fromindividual issuers, one letter from an industry-side market participant, one letter from
a consumer advocacy group, and one letter from a consumer.

6. Credit card complaints that consumers have submitted to the Bureau’s Office of Consumer
Response. 35

7. Commercially available data sources to which the Bureau subscribesthat focus on the credit
card industry, including mail volume monitoring reports, industry analyst reports, and data
services and analytics from industry consultants.

8. Numerous publicsources, including but not limited to Securities and Exchange Commission
(SEC) filings, analyst reports, studies and data produced by other regulators, academic
scholarship, and the trade press.

9. Other information gathered informally through Bureau market monitoring activities.

1.3.2 Credit scores

Throughout thisreport, the Bureau refers to consumer credit scores. Lenders use these scoresto
predict a consumer’s relative likelihood of default compared to other consumers. Credit scores

32 Bureau of Consumer Fin. Prot., Statement on Supervisory and Enforcement Practices Regarding Bureau
Information Collections for Credit Card and Prepaid Account Issuers (Mar. 26, 2020),

33 82 FR 13313 (Mar. 10, 2017).

34 As noted in note 22 supra, the RFIalso solicited comment on the Bureau’s review of the CARD Act consistent with
the RFA, which is out of the scope of this report. The count of comments above includes all responses to the RFI,
including thosethat addressed that RFAreview, as well as certain other comments which were removed due to
privacy concerns.
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provided by major national consumer reporting agencies are used by most credit card issuersto
determine consumers’ eligibility for credit and to set pricing for credit lines. 36 Datarelied upon
in this report include widely-used, commercially-available credit scores.

There are two important limitations to the way the Bureau uses credit scoresin this report.
Different credit score models, while fundamentally similar, may include or exclude different
data points or weight them differently. First, this means that data are aggregated on the basis of
credit score even though not all consumer credit scores are computed using identical
methodologies. Second, it means that, when reporting certain measures over longer time
horizons, the introduction of new models and changes in the prevalence of various models
complicates comparisons between different pointsin time. In some cases, one or both of those
two issues could affect which “credit score tier” appliesto a certain account or consumer.
(“Credit score tiers” are defined further below). The Bureau believes that different credit scoring
methodologies, over the time periods and set of market participants examined in this report, are
sufficiently consistent that it remains informative and useful to report aggregated results and
changes over time by credit score. The Bureau nevertheless proceeds with caution when
assigning precision, beyond a reasonable degree, to certain results.

When reporting results by credit score in this report, scores are grouped into five tiers. This five-
tier grouping aligns with the groupings used in the Bureau’s 2017 and 2019 Reports on the credit
card market and the Bureau’s Consumer Credit Trends reporting, as well as other Bureau
research and reports. Table 1 shows the distribution of adults, scored adults, and scored
cardholdersin each credit score tier.

TABLE1: CREDIT SCORE RANGE SHARES AS OF Q4 2019 (CCP)

U.S. scored credit

Credit score tiers i adlflt i scc?red cardholding
population population )
population
Superprime
(scores of 720 or 41% 54% 64%
greater)
Prime 12% 16% 16%

(scores from 660 to 719)

36 Section 7.1.1 discussesthe increased reliance of some creditcard lenders on data and/or scores other than those
providedbythe major national credit bureaus.
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Near-prime

(scores from 620 to 659) 6% 8% 8%
(Ssl:;t;r:;;n}?om 58010 619) O 7% 6%
(DSizrsesSu;pggeo rless) 12% 16% 7%
Thin or stale score file 12% % %
Credit invisibles 1% % %

Credit scoresin the CCP and Y-14 are refreshed regularly. Unless noted otherwise, accounts and
consumers are classified into score tiers based on their credit score at that time. As a result,
when analyzing trends over time within a particular credit score tier, the set of accounts or
consumersin a tier changes over time. This fact is especially important to note given that many
consumers experience changes in their credit score that are large enough to move them from
one credit tier to another.ss

An additional note of caution in interpreting credit scores is warranted due to COVID-19. In past
reports, the Bureau has noted a general trend of increase in consumer credit scores.3 However,
research suggests that the Coronavirus Aid, Relief, and Economic Security Act’s (CARES Act)
forbearance provisions, in combination with income support programs and reduced
consumption during the pandemic, accelerated a decline in the share of borrowers with
subprime credit scores. 4 This pronounced improvement in credit scores complicates analyses of

credit measures using the above classifications during 2020.

37 This estimate of the percentage of the U.S. adult population who are credit invisible is based on data from 2010. See
Kenneth P. Brevoort, Philipp Grimm, & Michelle Kambara, Data Point: Credit Invisibles, Bureau of Consumer Fin.

38 See 2015 Report, supra note 6, at 53-55.
39 See 2019 report, supra note 6, at 22.

40 See Sarena Goodman, Geng Li, Alvaro Mezza, & Lucas Nathe, Developments in the Credit Score Distribution over
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1.3.3 Other definitions

This subsection defines certain additional terms used frequently throughout thisreport. Thisis
not exhaustive of all remaining defined terms in this report; for example, other defined terms
more particular to certain sections or subsections of this report are introduced in those sections

or subsections.

Throughout most of this report, the term “general purpose credit card” refers to credit cards that
can transact over a network accepted by a wide variety of merchants, including the Visa,
Mastercard, American Express, and Discover networks. The term “private label” refers to cards
that can only be used at one merchant or a small group of related merchants.+ In some
instances, mainly in certain parts of Sections 4 and 5, the term “retail” refers to acombined
category of private label cards and some network-branded cards that are managed by a business
unit that specializesin retail credit cards. 42

There are many ways to take a snapshot of consumer credit card indebtedness. The Bureau
relies on two of the most prevalent, using nominal figures unless otherwise indicated. The first
one entails measuring the current amount owed by consumers on a specific date, regardless of
where in any individual consumer’s billing cycle that date falls. Debt calculated in this manner is
referred to as “outstandings.” For example, if one were to report the total amount owed by
consumers on credit cards as of December 31,2020, it would be referred to as outstandings.

The second method entails measuring the amount owed by consumers at the end of their billing
cycles, regardless of whether those cycles fall on a certain date. The Bureau refersto debt
calculated in this manner as “balances,” and in most cases as “cycle-ending balances.” For

example, if one were to report the total amount owed by consumers at the end of their billing

41 Private label cards generally transact over a private network maintained by the issuerto which the merchantis
granted access. Some cards can transact over both a privatelabel network and a general purpose network. For
example, a consumer maybe issued a card that features a merchant’s brand as well as a general purpose network
brand. When used at the merchant, the transaction maybe routed overthe issuer’s private network, but at other
merchants the transactionis routed overthe general purpose network. For the purposes of this report, those cards
are considered to be general purpose credit cards except where explicitlynoted otherwise.

42 Retail cards donotinclude network-branded cards that carryhotel or airlinebranding, evenif those cards are
managed byabusiness unit that specializes in retail credit cards.
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cycles that concluded in December 2020, it would be referred to as cycle-ending balances and,
for some accounts, would calculate balances as of, e.g., the 10th of the month.

This report also uses the term “debt” to refer to both of these amounts interchangeably. Note
also that consumer debt on credit cards (whether calculated as month-end outstandings or
cycle-end balances) includes both “revolving” debt—the amount owed on accounts for which the
balance was not paid in full by the immediately prior statement due date—and “transacting”
debt—chargesincurred on accounts for which the balance was paid in full by the immediately
prior statement due date. While transacting accounts represent alarge share of all credit card
purchase volume, revolving accounts generally represent alarge share of all credit card debt at
any given point in time. More detail on revolving and transacting patternsis provided in the

subsequent sections of this report.

Throughout thisreport, the Bureau refersto “COVID-19.” While a full recounting of the onset of
COVID-19 is beyond the scope of this report, it is important to reiterate here both the speed and
the breadth with which the pandemic took hold. Within a period spanning just a few weeks,
from mid-March to early-April of 2020, the World Health Organization declared COVID-19 to
be a pandemic;43 the United States declared a nationwide emergency;+4and most U.S. states and
territories promulgated mandatory stay-at-home orders.4s As described elsewhere in this report,
this period was characterized by sharp declines of movements of persons and activities entailing
person-to-personinteraction across the United States, with sharp attendant economic
consequences too broad and varied to recount in full here. In summary, however, the total
number of employed personsin the country dropped from approximately 150 million to 130
million from February to April 2020,4° and the total annualized rate of wage and salary

43 See World Health Organization, WHO Director-General’s opening remarks at the media briefing on COVID-19

44 See 85 FR 15337 (Mar. 18, 2020).

45 See Moreland, Amanda, et. al., Timing of State and Territorial COVID-19 Stay-at-home orders and changes in

18, 2021).
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disbursements to all employees dropped from $9.7trillionto $8.7trillion,4” accompanied by an
even starker decline in the annualized rate of personal consumption expenditures, from $14.9

trillionto $12.1trillion.48

Except where otherwise and explicitly noted, all such referencesto “COVID-19” are used as
shorthand for the period of economiccrisis and broad social disruption beginning in 2020
associated with the onset of the COVID-19 pandemic, not theillness caused by the SARS-CoV-2
coronavirus. For example, the sentence “COVID-19 led to credit card issuers expanding their
relief programs,” signifies that issuers expanded their relief programs in response to the
economic crisis precipitated by the pandemic, not because of the direct impact of the illness on
issuers. In contrast, the sentence “Fears of contracting the COVID-19 disease appear to have led
to increased use of contactless payments by consumers,” does, in fact, refer directly to the
impact of the pandemic on consumers.

Throughout thisreport, the Bureaurefersto the “Great Recession,” which officially began in the
final quarter of 2007 and ended in the second quarter of 2009. 40 The Bureau also refersto the
“COVID-19 recession,” which officially began in February 2020 and concluded in April 2020.50
Those references are generally used for convenience and should not be interpreted as a
statement as to precisely when the recession began or concluded. Discussions of these time
periods may also include broader commentary on economic conditions following the official
troughin gross domestic product.

47 Fed. Rsrv. Bank of St. Louis, Compensation of Employees, Received: Wage and Salary Disbursements,

visited Aug. 18, 2021).

49 Nat’l Bureau of Econ. Rsch., Business Cycle Dating Committee Announcement September 20, 2010 (Sep. 20,
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1.3.4 Limitations

The limitations inherent to the Bureau’s methodology in this report are substantially similar to
thoseinherent in the Bureau’s previous reports on the credit card market.s Those limitations
are restated here briefly.

First, while the Bureau would ideally like data and evidence that allows it to definitively identify
the causes of certain outcomes, the data available generally do not allowit to do so. The Bureau
cautions against interpreting factual observationsin the study as definitively proving or
disproving particular causal relationships. Correlations presented throughout this report do not
necessarily indicate causation.

Second, each of the data sources the Bureau analyzes have particular limitations. Some sources
are not a comprehensive view of the market; some are limited to the account level or the
aggregate level; and some are purely qualitative. Not all data sources use consistent definitions
or delineations or cover the same periods, products, or phenomena. To the extent possible, the
Bureau mitigates these limitations. Every attempt is made to harmonize definitions and to

identify those places where the Bureau is unable to do so.

51 See, in particular, the 2015 Report, supra note 6, at page 27.
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2. Use of credit

To provide a foundation for analyses in subsequent sections, this section reviews market
measures that cover several aspects of the consumer credit card market.

First, this section describes the prevalence of credit cards and the size of the market. By some
measures, such as total credit card debt outstanding, the market has generally contracted over
the course of the pandemic as consumers paid down balances, in part due to federal stimulus
measures.52 By other indicators, such as the total number of open general purpose card

accounts, the market has never been so expansive.

Second, this section looks at spending and repayment behavior. Some of these data point to
potentially significant differences between the credit card debt held by consumers prior to the
pandemic and the debt they hold today.

Last, this sectionreports ondelinquency and charge-off rates. These remain below historic
norms even as widely relied-upon macroeconomicindicators—like the unemployment rate—
have spiked and remain elevated relative to pre-pandemic periods.

2.1 Productprevalence

The Bureau estimates that 181 million of the 258 million adults in the United States (70 percent)
had a credit card account in their name as of the end of 2020.53 Around 90 million consumers

52 See Matthew Dalton & AnnaMaria Andriotis, Consumers, Flush With Stimulus Money, Shun Credit-Card Debt,

53 This estimateis according to coverage of credit records present inthe CCP sample, thoughthisdoes notinclude
authorized users, who are individualsdesignated by the primaryaccount holder to use the same creditaccount. A
recentreport from the Federal Reserve finds 83 percent of consumers report havingatleast one credit card. See Bd.
of Governors of Fed. Rsrv. Sys., Report on the Economic Well-Being of U.S. Households in 2020, at 42 (May 2021),

25 BUREAU OF CONSUMER FINANCIAL PROTECTION — CONSUMER CREDIT CARD MARKET REPORT


https://www.wsj.com/articles/consumers-flush-with-stimulus-money-shun-credit-card-debt-11596373201
https://www.wsj.com/articles/consumers-flush-with-stimulus-money-shun-credit-card-debt-11596373201

hold at least one general purpose and at least one private label card. Some 79 million hold only
general purpose cards. Just under 9 million hold only private label cards.

General purpose cards remain prevalent, while private label cardholding has become relatively
less common. By year-end 2020, there were 485 million open general purpose card accounts
and 214 million open private label accounts. For general purpose card accounts, that represents
the high-water mark for open accounts since at least 2005, while the number of open private
label accounts has remained nearly unchanged since 2013. General purpose cardholding is just
as common today as it was prior to the Great Recession, though that share is down from 63
percent on the eve of the pandemic. In contrast, 36 percent of adults held at least one private
label card in 2020, compared to 52 percent in 2005. Consumersin all credit score tiers have
seen declinesin private label card account holding. Most general purpose and private label cards
are held by consumers with superprime scores, asshown in Figure 1.

Figure 1: CREDIT CARD ACCOUNTS, YEAR-END 2020 (CCP)

General purpose

Private label

0 100M 200M 300M 400M 500M

m Superprime m Prime Near-prime Subprime = Deep subprime No score

recent report from the Federal Reserve Bank of Atlanta stated that 78 percent of consumers reported holding a
credit card, see Kevin Foster, Claire Greene, & Joanna Stavins, The 2020 Survey of Consumer Payment Choice:
Summary Results (Fed. Rsrv. Bank of Atlanta, Working Paper No. 21-1, 2021), https://www.atlantafed.org/-
/media/documents/banking/consumer-payments/survey-of-consumer-payment-choice /2020/2020-survey-of-
consumer-payment-choice.pdf. For estimates of the adult population inthe United States, see Stella Ogunwole et.
al, Population Under Age 18 Declined Last Decade, Census Bureau (Aug. 12, 2021),

26 BUREAU OF CONSUMER FINANCIAL PROTECTION — CONSUMER CREDIT CARD MARKET REPORT


https://www.federalreserve.gov/publications/files/2020-report-economic-well-being-us-households-202105.pdf
https://www.atlantafed.org/-/media/%20documents/banking/consumer-payments/survey-of-consumer-payment-choice/2020/2020-survey-of-consumer-payment-choice.pdf
https://www.atlantafed.org/-/media/%20documents/banking/consumer-payments/survey-of-consumer-payment-choice/2020/2020-survey-of-consumer-payment-choice.pdf
https://www.atlantafed.org/-/media/%20documents/banking/consumer-payments/survey-of-consumer-payment-choice/2020/2020-survey-of-consumer-payment-choice.pdf
https://www.census.gov/library/stories/2021/08/united-states-adult-population-grew-faster-than-nations-total-population-from-2010-to-2020.html
https://www.census.gov/library/stories/2021/08/united-states-adult-population-grew-faster-than-nations-total-population-from-2010-to-2020.html

The share of consumers with below-prime scores holding at least one open credit card account
fellin 2020 following several years of moderate growth. Cardholding dropped significantly
across these credit score tiers during and shortly after the Great Recession. This metric has
grown in recent years in the lower credit tiers but fell in 2020 and has yet to returnto pre-
COVID-19 recession levels for cardholdersin any below-prime credit tier. As of year-end 2020,
fewer than half of consumers with deep subprime scores held a credit card, while near-prime
and subprime cardholding remains significantly more common than deep subprime
cardholding, at 91 percent and 78 percent respectively.

Figure 2: SHARE OF CONSUMERS WITH NON-PRIME SCORES WITH AT LEAST ONE CREDIT CARD
(CCP)
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Cardholders carry fewer cards as of year-end 2020 than they did in 2018. The average
cardholder carried 3.8 cards in 2020, compared to 4 in 2018. This decrease may reflect reduced
demand for new cards during the pandemic, but it may also reflect an increase in card closures
as issuers endeavored to reduce their exposure to potential losses during uncertain economic

times.

2.2 Debtlevels

Consumer credit card debt had been increasing every year since 2011, before reversing course
suddenly following the onset of the pandemic. Credit card debt peaked in 2019 at $926 billion,
but by the second quarter of 2020 consumers had reduced card balancesto $811 billion, the
largest six-month reductionin U.S. history. By the end of 2020, debt had crept back up to $825
billion. Adjusted for inflation, current debt stands at 2016 levels, as shown in Figure 3.
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Figure 3: AVERAGE CREDIT CARD BALANCES, NOMINAL AND INFLATION-ADJUSTED (CCP, BLS)54
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General purpose credit card debt declined sharply in 2020, reversing along-term trend of
balance growth. In its last report the Bureau noted that balances had more-or-less steadily
increased since the end of 2010 to nominal pre-Great recession levels. By the fourth quarter of
2020, however, general purpose credit card debt stood at $745 billion, well belowthe $793
billion mark reached in the fourth quarter of 2018. The decrease in balances s significant for
cardholdersin all score tiers — deep subprime cardholders reduced their balances by 24 percent
in the second quarter of 2020 alone. This result has likely been caused by a temporary reduction
in spending during the first few months of the pandemic, coupled with the impact of federal
relief programs such as Economic Impact Payments and payment suspensions on other

products such as federally held student loans.

Private label credit card debt had also been growing rapidly in recent years, before decliningin
2020. Afterrisingto $91billion in the fourth quarter of 2018, private label debt fell to $82
billionin the fourth quarter of 2020, adecline of 10 percent. Similar to general purpose cards,
private label balance declines were most significant for cardholders with deep subprime scores,
who reduced balances by 36 percent in 2020, the largest year-over-year decline since at least
2005.

54 This chart displays average cycle-endingbalances calculated across eachfull year, which decreases the effect of
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GENERAL PURPOSE

Indebted general purpose cardholdersin every credit score tier reduced their average balances
significantly in 2020, but cardholders with prime scores remain the most indebted. For
consumers who held at least one such card with a balance, average general purpose credit card
balances were roughly $5,700 as of the end of 2018. At the end of 2019, that figure had risen to
$5,800, before declining to roughly $5,000 by the end of 2020. Average balances declined for
cardholdersin all credit score tiersby 13 to 20 percent year-over-year in 2020, as shown in
Figure 4. However, cardholders with prime credit scores continue to show significantly higher
credit card balances on average than cardholdersin any other credit score tier, at more than

$8,000 perindebted general purpose cardholder as of the end of 2020.

Figure 4: AVERAGE PER-CARDHOLDER CREDIT CARD BALANCES, GENERAL PURPOSE (CCP)
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Many events and consumer behavioral trends may have contributed to the declines in general
purpose card debtin 2020. As discussed in the next section, the beginning of the pandemic saw
declines in spending, which may have enabled some cardholders to use those funds to pay down
debt. Unprecedented levels of direct government assistance, such as Economic Impact
Payments, enhanced unemployment benefits, and payment and interest suspensions on
federally-held student loans may have provided some consumers with additional disposable
income usable to reduce balances.s Reductions in payments on other credit products, such as

mortgages following a refinance to lower rates, may also have been a factor. However, some

55 See, e.g., Stefan Lembo Stolba, Credit Card Debt in 2020: Balances Drop for the First Time in Eight Years,

29 BUREAU OF CONSUMER FINANCIAL PROTECTION — CONSUMER CREDIT CARD MARKET REPORT


https://www.experian.com/blogs/ask-experian/state-of-credit-cards/

evidence also suggeststhat, rather than reduce debt, some consumers may have simply shifted
purchasing behavior away from credit cards to debit cards or other forms of credit, such as buy-
now pay-later or personal loan products. The debt paydown was also likely unevenly distributed,
with those individuals that lost their jobs reporting a greater likelihood to have increased
balances in the prior twelve months. 56 Similarly, cardholders did not equally benefit from
CARES Act provisions.5

PRIVATE LABEL

In contrast to general purpose card trends, average per-cardholder balances for private label
cardholdersrose duringthe first and second quarters of 2020, before declining somewhat by the
end of the year. Average private label balances for all credit tiers reached new peak nominal
levelsin late 2019 and 2020. Average per-cardholder private label balances rose to its highest
level of more than $1,600 inmid-2020 before falling to less than $1,500 by the end of the year.
While private label balances are lower on average then general purpose cards, cardholders with
prime scores remain the biggest carriers of private label debt. Average private label balances for
cardholders with prime scores peaked at $2,300 in mid-2020 before declining to roughly
$2,200 byyear-end 2020.

56 See Bd. of Governors of Fed. Rsrv. Sys., Report on the Economic Well-Being of U.S. Households in 2020, at 42

24-25.

57 See AnnaMaria Andriotis & Orla McCaffrey, Pausing Loan Payments During Coronavirus Is Producing Uneven
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Figure 5: AVERAGE PER-CARDHOLDER CREDIT CARD BALANCES, PRIVATE LABEL (CCP)
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2.3 Purchasevolume

Purchase volume on general purpose cards grew steadily for several years before declining
rapidly in the early part of the pandemic, but volumes returned to previous levels by the end of
2020. Forall of 2019 and early 2020, general purpose card purchase volumes for card issuers in
the Bureau’s sample typically exceeded $500 billion each quarter. Yet, general purchase
volumes fell 21 percent in the second quarter of 2020.58 In contrast, private label card spending
is much lower at roughly $40 billion per quarter and has remained relatively flat since at least
2015. Some of the declines in general purpose purchase volumes can be attributed to reductions
in spending on travel, restaurants, and entertainment, categories of activities that became much

less common during the pandemic. s

58 The Bureau’s 2019 Report relied on Nilson data, which considers a widerrange of products and purchases than the
Y-14+ data.

59 For more information on COVID-19, see Section 5.5.
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Figure 6: CREDIT CARD PURCHASE VOLUME (Y-14+)
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Cardholdersin all credit score tiers contributed to the decline in purchase volumesin the second
quarter of 2020, but most tiers saw purchase volumes rebound to previous highs by the end of
the year. Cardholders with superprime scores accounted for 83 percent of all general purpose
card purchase volume in 2020, and in the last quarter of the year their spending was 67 percent
higher than in the first quarter of 2015. Cardholders with prime scores made up 11 percent of
spending in 2020 but saw spending decline in the second quarter of 2020 to only 6 percent
higher than in the first quarter of 2015, and volumes have yet to return to where they were prior
to the pandemic. While growth in spending since 2015 was greatest for cardholders with deep
subprime scoresin percentage terms, these cardholders account for less than 1 percent of
general purpose purchase volume.

Figure 7: CREDIT CARD PURCHASE VOLUME, GENERAL PURPOSE (Y-14+) (INDEXED TO Q1 2015 = 100)
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2.4 Repayment

2.4.1 Revolving rates

Accounts with balances can be identified as exhibiting one of two basic patternsin any given
cycle. “Transacting” accounts pay off the previous cycle’s balance in full before the end of the
next cycle. “Revolving” accounts pay some amount less than that. 6o Although an account can
move back and forth between transacting and revolving, many accounts reveal persistent
payment behavior over time. ¢ The Bureau calculates the share of accounts revolvingin a given
cycle as the number of accounts that revolve divided by the total number of revolving and
transacting accounts. The denominator excludes accounts that fail to satisfy either condition and

are “neither transacting nor revolving.”

Over the past two years, a decreasing share of general purpose accounts revolved a balance from
one month to the next. Figure 8 shows the decline in revolver activity from 2018to 2020 was
true for every credit tier except prime. For cardholders with lower scores, this trend is
particularly noteworthy as the share of revolving subprime and deep-subprime general purpose
accounts fell 6 and 7 percentage points respectively from 2018 levels. The decrease in revolver
activity is a significant shift in payment behavior that predates but may have been accelerated by
the pandemic.

60 The methodology for determiningwhether an accountisrevolvinghas changed from when the Bureaureported on
thisin 2017 or 2019. In this report, an account is considered “revolving” ina cycle if its beginning balance islarger
than the sum of payments received in a cycle. If the sum of payments is equal to or exceeds a non-zero beginning
balance, itis considered “transacting.” If an account does not satisfy either condition (for example ifthe beginning
balance is zero)itis “neither transacting nor revolving.” The denominatorexcludes accounts in a transitioning
status. Figures that use Y-14 and Y-14+ data are based only on accounts that are “open and active” ina given month
or cycle

61 See 2015 Report, supra note 6, at 50-52 (citing Benjamin J. Keys & Jialan Wang, Minimum Payments and Debt
Paydown in Consumer Credit Cards (U. of Chicago Harris Sch. of Pub. Pol’y, Working Paper 2016),
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Figure 8: SHARE OF ACCOUNTS REVOLVING, GENERAL PURPOSE (Y-14+)
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In contrast to general purpose, Figure 9 shows that the overall share of private label accounts
that revolve increased in 2019 and remained at an elevated level in 2020. Over three-fourths of
private label accounts now pay less than the previous cycle’s balance each cycle. An increase in
revolver activity by consumers with near-prime scores or higher drove the expansion in the total
share of revolving accounts. There was no significant change in revolving rates for subprime and
deep subprime accounts from 2018 levels. For all credit tiers, a greater share of private label
accounts revolves abalance each month than general purpose accounts.

Figure 9: SHARE OF ACCOUNTS REVOLVING, PRIVATE LABEL (Y-14+)
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While the Bureau can only quantify the share of accounts that revolve, recent data fromthe
Survey of Consumer Payment Choice suggests that the share of consumers who revolve s at its
lowest point since 2015. At the time of the surveyin October 2020, 51.3 percent of consumers
with a credit card reported carrying a balance at some pointin the last 12 months, down one
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percentage point from 2019, while 40.7 percent reported carrying a balance within the last
month, down six percentage pointsfrom2019.62 Federal Reserve Board data from the annual
Survey of Household Economics and Decisionmaking (SHED) support this conclusion, with 48
percent of survey cardholdersin 2020 reporting that they never carried an unpaid balance
during the preceding 12 months, a two percentage point increase from 2019 levels. 63

2.4.2 Paymentrates

Payment rates provide an additional measure of consumer reliance on credit cards as a source of
consumer credit. % The payment rate is the share of total cycle-beginning balances paid that
cycle.6s

General purpose card payment rates continue to grow, driven by steadily increasing payments
by cardholders with superprime scoresin 2019 and a marginal rise in payments by cardholders
with lower scoresin 2020. About one-third of total general purpose cycle beginning balances are
now paid by cycle’s end, but repayment differs by credit score. Superprime accounts pay half of
their total balances each cycle. In contrast, all other tiers pay less than one-sixth. Yet, payment
rates for subprime and deep subprime accounts slightly increased in 2020. Higher payment
amounts coupled with lower purchase volume contributed to a decline in debt starting in the
second quarter of 2020. As purchase volumes beganto rise in the latter half of the year,

62 See supra note 53 and Fed. Rsrv. Bank of Atlanta, 2020 SCPC Tables (Jan. 2021), https://www.atlantafed.org/-
/media/documents/banking/consumer-payments/survey-of-consumer-payment-
choice/2020/tables scpc2020.pdf.

63 See Bd. Of Governors for the Fed. Rsrv. Sys., Report on the Economic Well-Being of U.S. Households in 2020, at 42

64 Payment measures cannot be shown at the consumer level because the CCP does not contain payment data. The Y-
14 is used instead for these views.

65 Thus, a payment rate of 100 percent correspondsto all account balances beingpaid in full, and a payment rate of
zero percentindicates thatno one is paying anycredit card bill even inpart.
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payment rates remained comparatively elevated, explaining the decline in average balances. 6¢
Economic Impact Payments and the deferral of other debt obligations during the pandemic
supported higher payment rates. Payment rates in 2020 were also affected by issuer relief
programs like “skip-a-pay.” 7

Figure 10: PAYMENT RATE, GENERAL PURPOSE (Y-14+)
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Private label payment rates rose for the first time in five years. While the overall increase was
small in magnitude, the trend reversal is significant, as it was driven by consumers with lower
credit scores. As the share of subprime and deep subprime revolvers did not substantively
change from2019to 2020, itis likely these consumers paid down a portion of previously
incurred retail card debtless than the total balance. Private label payment rates for consumers
with superprime scores continue to be double that of all other tiers. One explanation for lower
private label payment rates may be the prevalence of deferred interest promotions, which
incentivize consumers to pay less than the full balance prior to promotion expiration. 68

66 See Sections 2.2 and 2.3 for further dataon average debtand purchase volumes.
67 See Section 5.5 for further information on short-term payment deferral programs.
68 See 2017 Report, supra note 6, at 58 (finding that deferred interest promotional balances outstanding for

consumers with superprime scores were equivalent to over half of private label balances owed bythose same
consumers). For more information regarding deferred interest promotions, see Section 5.2.
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Figure 11:  PAYMENT RATE, PRIVATE LABEL (Y-14+)
25%
20% A

15% -

10% -
00/0' T T T T T

Superprime Prime Near-prime Subprime  Deep subprime Overall
=2015 =m2016 =2017 =2018 =2019 = 2020

The distribution of payment ratesis bimodal. About two-fifths of accounts pay their balances in
full. Over one-third pay less than 10 percent of their balances. In comparison, Figure 12 shows a
much smaller percentage pay between 10 percent and 100 percent of their balances each month.
This is likely driven by persistent transacting and revolving activity over time. Payment amount
is used by reporting agencies to calculate credit score, partially explaining the stark difference in
payment behaviors among tiers. However, recent research by the Bureau suggests that only
about half of the largest credit card issuers furnish actual payment data. 69

69 Logan Herman, Jonah Kaplan, & Austin Mueller, Quarterly Consumer Credit Trends: Payment Amount
Furnishing & Consumer Reporting, Bureau of Consumer Fin. Prot. (Nov. 12,2020),
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Figure 12:  DISTRIBUTION OF PAYMENT AMOUNTS ACROSS HIGH, LOW, AND INTERMEDIATE
PAYMENTS, 2020 (Y-14)
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2.4.3 Payment methods

More consumers than ever are paying their credit card bills online or via mobile app.
Concurrently, the use of paper-based payments has declined. These trends are true overall and
for each age group. Yet adoption of digital payments for older consumers accelerated in 2020 as
technological literacy increased during the pandemic. When using an issuer’s online portal or
mobile app, consumers can generally authorize non-recurring “one-time” payments or recurring
“automatic” payments. For all methods, consumers can choose any payment amount and date
but often choose the minimum payment or full statement balance as prominently displayed
payment options.

The share of consumers enrolled in automatic payments continues to increase. In 2020, 20
percent of active accounts within the scope of the MMI survey were enrolled in automatic
payments at year-end compared to 16 percentin 2018.70c Automatic payment eliminates late fee

70 Some studies havereported markedly higher consumer-reported rates of automatic payment. See, e.g., Mercator
Advisory Group, U.S. Consumers and Credit: Rising Usage, at 38 (Dec. 2018),

consumers who self-report overstate the extent of their use of automatic payment. Consumers may also be including
pre-authorized one-time payments as automatic payments.
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charges which has beenreported insurveys as the main benefit of enrollment.” However, it
could potentially lead to overdraft charges on checking accounts. The Bureau has not attempted
to quantify this impact or to determine fee incidence rates associated with automatic payment.

Figure 13: = SHARE OF ACTIVE ACCOUNTS THAT MADE A PAYMENT IN THE LAST CYCLE OF THE YEAR BY
PAYMENT METHOD, GENERAL PURPOSE (MMI)72
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In 2019 and 2020, the use of automatic and non-automatic online payments continued to
increase while payment of general purpose card statements by paper fell into single-digits. As
shown in Figure 14, the age group with the highest share of accounts making an automatic
payment (at 18 percent) are cardholders aged 25 to 64. Consumers under age 25 are about as
likely to use automatic payments as those 65 years and older—roughly 15 percent for both
groups. Despite increasing adoption of automatic payments for all demographics over the past
two years, barriers to adoption remain. Surveys report that those who do not enroll in automatic
payments express a desire to maintain manual controls, such as varying payment amount or

checking statements first. 7

7t See Auriemma Consulting Group, Buy Now, Pay Later, Instant Issuance and Automatic Payments, The Payments
Report, at 12 (Mar. 2021).

72 Values do not sum to 100 percent as certain forms of payment, such as telephone and payments from a third-party,
are notincluded.

73 See Auriemma Consulting Group, supranote 71.
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Figure 14:  SHARE OF ACTIVE PAYMENT-MAKING ACCOUNTS THAT MADE AT LEAST ONE AUTOMATIC
PAYMENT IN THE LAST CYCLE OF THE YEAR VIA ONLINE PORTAL OR MOBILE APP BY AGE,
GENERAL PURPOSE (MMI)
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There was little change in the use of non-automaticonline paymentsin 2019, yet the total share
of accounts utilizing this payment method jumped for consumers over 25 in 2020. Three-fifths
of accounts in 2020 made at least one electronic payment via online portal or mobile app.
Younger consumers are still significantly more likely to use one-time digital payments, but
evidence suggests other age groups may be rapidly enrolling in digital servicing platforms.

Figure 15:  SHARE OF ACTIVE PAYMENT-MAKING ACCOUNTS THAT MADE AT LEAST ONE “ONE-TIME”
ELECTRONIC PAYMENT IN THE LAST CYCLE OF THE YEAR VIA ONLINE PORTAL OR MOBILE
APP BY AGE, GENERAL PURPOSE (MMI)
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Paper-based payments remain a prominent payment method for older Americans, but that
appearsto be changing. In 2017, 31 percent of consumers 65 and older that made a payment in
the final month of the year used a paper check at least once that cycle. In 2020, that figure had
fallento 21 percent. Yet, the difference between age groups remains stark—only 1 percent of
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consumers under 25 and 4 percent of consumers between the ages of 25 and 64 used a paper
check to pay their credit card bill in the last payment cycle of 2020. Additionally, one academic
researcher has found the use of active choice formatslike digital, as opposed to paper, payments
may increase the amount consumers pay, which could lead to lower debt levels. 7

Figure 16: SHARE OF ACTIVE PAYMENT-MAKING ACCOUNTS THAT MADE AT LEAST ONE PAPER
PAYMENT IN THE LAST CYCLE OF THE YEAR BY AGE, GENERAL PURPOSE (MMI)
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2.5 Delinquency

General purpose and private label card delinquency rates continued to increase throughout
2019, maintaining their upward trend following the Great Recession and reaching a peak at the
end of the year. 7s From the first quarter of 2020 onward, however, both general purpose and

74 “Our findings that minimum required paymentrates, statement balance payoff rates, and average payment
amounts are higher inactive choice formats typical of credit card account portals (versus traditional open choice
formats on credit card paperbilling statements) suggest that online repayment mayimpact debtlevels. Downward
shifts toward the minimum required amount increaselong-term debt, while upward shifts toward the full balance
decrease debt, so the relative propensity of each behavior will influencethe degree to which aggregated debt levels
increase or decrease over time.” See Salisbury Comment Letter, at 2-3.

75 When a consumer fails to make a required minimum paymentbythe due date, the credit card account becomes

“delinquent.” Because credit scores are heavilyinfluenced bydelinquencyand charge-offs, these measures are not
shown by credit score.
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private label delinquency rates started to decline and continued to fall up until the final quarter
of the year, erasing six years of increases.

This trend most likely reflects the impact of government financial relief enacted to offset the
financial hardship imposed by COVID-19 and the resulting recession.7 Bureau research utilizing
survey data also implies that the falling delinquency rate over the course of the pandemic
reflects both private and public relief, including unemployment relief and loan forbearance
programs. Additional Bureau research suggests the share of accounts actively receiving
assistance increased through the first half of 2020. 77

Figure 17:  SHARE OF ACCOUNTS 60 OR MORE DAYS DELINQUENT (CCP)78
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Convergence in account delinquency rates for general purpose and private label card continued
throughout 2019 and 2020, with rates moving in near lockstep throughout 2020. One
explanation for the convergence over the past decade may be that private label card issuers are

76 For more informationregarding issuerresponse to the COVID-19, see Section 5.5. See also Scott Fulford, Marie
Rush, & Eric Wilson, Data Point: Changes in consumer financial status during the early months of the pandemic:
Evidence from the second wave of the Making Ends Meet survey, Bureau of Consumer Fin. Prot. (Apr. 2021),

77 See Sandler & Ricks, supranote 24, at 24-25.

78 Figures 17 and 18 usethe delinquency definition “60 or more days delinquent,” meaning thatthe accountis atleast
three minimum monthly payments behind on debt repayment. This is considered “severe” delinquency.
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increasingly offering cards to consumers with lower credit scores. In addition, COVID-19 related

financial relief and interventions may impact accounts uniformly across card type.

The share of balances 60 or more days delinquent also decreased in 2020, although general
purpose card balances exhibited a sharper decline than that of private label. Private label
balance delinquency rates fell from a peak of 2.4 percent at end of year 2019 to just under 3
percent by third quarter 2020, undoing three years of upward trends. General purpose balance
delinquency rates also peaked in 2019, although at a lower rate of 2.4 percent, and then fell to
1.6 percent by third quarter 2020, alow not seenssince 2016.

Even as account delinquency rates for general purpose and private label cards converged in the
wake of the Great Recession, delinquency rates as shares of balances diverged, as shown in
Figure 18. However, throughout 2020, the measured disparity between rates by card type fell
froma maximum of 2 percentage pointsin 2019 to closer to one percentage point in 2020. This
slight convergence may reflect uniformimpacts of policy interventions and consumer behavior
in response to the COVID-19 recession across card types, similarly to the increased convergence

of the share of delinquency rates by accounts for both general purpose and private label cards.

Figure 18: SHARE OF BALANCES 60 OR MORE DAYS DELINQUENT (CCP)

6% -
5% +
4% H
3% A
2% -+
1% H
0% ‘ ‘ : ; ; ; : ; ; : : ‘ : ‘
2006 2008 2010 2012 2014 2016 2018 2020
- General purpose Private label

43 BUREAU OF CONSUMER FINANCIAL PROTECTION — CONSUMER CREDIT CARD MARKET REPORT



2.6 Charge-off

Charged-off balances also declined through the COVID-19 recession, but less uniformly than
delinquency rates.7 Private label charge-offs reached a peak of around 15 percent at the end of
2019 and fell throughout 2020 to around 5 percent. This observed patternreflects the higher
volatility of private label charge-off rates in comparison to general purpose. General purpose
charge-offs remained roughly consistent around 6 percent until mid-year 2020, then fell to
around 3.5 percent. Private label charge-offs and general purpose charge-offs exhibit a
convergence over the period similar to that of delinquency rates.

Declines (or moderation, inthe case of general purpose cards) in charged-off balances began
before the pandemic and subsequent financial relief, but, over the course of 2020, charge-offs
across both card types fell in lockstep. This decline likely reflects the economicimpact of
government and private interventions in response to COVID-19. Forward-looking statements
made by several major issuers suggest issuers expect that charge-offs could returnto pre-
pandemic levelsin the medium term, based on recent increases in delinquency rates. 8

79 Accounts that remain delinquent for 180 days must be “charged off,” meaningthat the issuer can nolonger
consider the outstandingbalance as an asset on its balance sheet. Delinquent accounts mayhave to be charged off
prior to 180 daysin certain circumstances as, for example, with a bankruptcy. See Off. of the Comptroller of the
Currency, Policy Implementation — The Guidance Attached to this Bulletin Continues to Apply to Federal Savings

80 Jssuers note losses have remained lowbut mayrise inthe next year or two. “[W]e now expect our card net charge-
off rate tobe around 250 basis points for the year. ... pre-COVID, we would have thought that our lossrate incard
thisyear would have been3.3%, 3.5%. So itjust gives you a sense therethat tailwind on creditis significant.”
JPMorgan Chase & Co., Q1 2021 Results — Earnings Call Transcript, Seeking Alpha (Apr. 14, 2021),

now believethe peak will occur later than we anticipated, likelyin early 2022. While current delinquencies will
resultinlowernet charge-offsin the second quarter, we expect netcharge-offs to rise resulting from the increasesin
delinquencies as we move through 2021.” Synchrony Financial, Q1 2021 Results — Earnings Call Transcript,

had been in Skip-a-Payand did not gear. ... Looking forward, we expect minimal impact to charge-offs from this
population.” Discover Financial Services, Q1 2021 Results — Earnings Call Transcript, Seeking Alpha (Apr. 22.
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Figure 19:  ANNUALIZED RATE OF GROSS OUTSTANDING BALANCES CHARGED OFF (CCP)
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3. Cost of credit

As its predecessors did, this report assesses overall costs to credit card consumers using the
Bureau’s total cost of credit (TCC) measure. TCC captures the totality of payments by consumers
toissuers as an annualized percentage of cycle-ending balances on their accounts. 8 This section
also looks separately at the main components of TCC—interest charges and fees. 82 Cardholders
revolving debt from one month to the next pay the majority of fees and interest. This analysis
focuses primarily (but not exclusively) on costs to revolving cardholders.

3.1 Total costof credit

TCCon accounts that carried a balance increased in 2019, but 2020 saw total cost return to
2018 levels. The general purpose card cost of creditincreased from 15.3 percent in 2015 to 18.5
percentin 2019, but costs declined to 17.7 percentin 2020. As discussed in more detail below,
both the prior-year cost increases and the 2020 decrease were driven by broader shiftsin the
interest rate environment; fee costs in every credit tier have been flat. Between August 2019 and
March 2020, the prime rate decreased a total of 2 percentage points, which drove the decline in
TCC, because most consumer credit cards have variable rates that are tied to changes in the

prime rate.8s

81 Cost data are from the Y-14, augmented by summary data that the Bureau collected from a range of issuers not
includedin thatsource. Y-14 data do not permit consumer-level cost reporting. For more detail on Y-14 data, see
Section 1.3.1. Although this report uses broader cost data than previousiterations did, the Bureau does not claim
that these data are representative of the market not covered bythe data. TCC does not include the cash value of any
rewards that mayhave been earned by the cardholder.

82 The TCC metricwas initiallyintroduced in the 2013 Report and has since beenusedin the 2015 Report, 2017
Report, and 2019 Report. See 2013 Report, supra note 6, at 19; 2015 Report, supra note 6, at 76; 2017 Report,

supra note 6, at 72; 2019 Report, supra note 6, at 55.

83 For further discussion of variable rates, see Section 3.2.2.
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Figure 1: TOTAL COST OF CREDIT, REVOLVING ACCOUNTS, GENERAL PURPOSE (Y-14+)
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On the private label side, TCC on revolving accounts similarly rose in 2019 before receding in
2020, both overall and for every credit tier except superprime. Despite some narrowing over the
last fewyears, TCC remains consistently higher, both overall, and within every credit tier, on
private label accounts, as compared to general purpose accounts. As with general purpose cards,
fee costs on private label cards have also been roughly stable on net or declining between 2017
and 2020. In 2015, the overall gap in TCCwas 8.2 percentage points between the two card types.
By 2020, thishad fallento 4.6 percentage points.

Figure 2: TOTAL COST OF CREDIT, REVOLVING ACCOUNTS, PRIVATE LABEL (Y-14+)
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3.2 Interestcharged

Interest charges increased in 2019 before recedingin 2020. Both non-promotional retail annual
percentage rates (APR)s and effective interest rates (EIR) on consumer credit cards followed
this pattern.84In 2020 the average APR for general purpose and private label cards fell to 19.2
percent and 25.7 percent, respectively. As with TCC, the fall in interest chargesis in part the
result of changes in prevailing market interest rates.8s

Figure 3: AVERAGE APR, GENERAL PURPOSE (Y-14+)
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84 For closed-end loan products, the APR capturescertain fees as well as the interest rate. 15 U.S.C. § 1606(a)(1)
(2012); 12 CFR 1026.22(b). However, for open-end credit, including credit cards, the APR is calculated using the
periodicrate. 15 U.S.C. § 1637 (a)(4), (b)(5) (2012); 12 CFR 1026.2(a)(21), 1026.14.

85 “Data from form FR 2835a indicate that the average credit card interest rate acrossall accounts decreased to 14.5
percent during2020 before inching upto 14.7 percent in the fourth quarter of 2020. At the same time, the two-year
Treasuryrate—a measure of the baseline, or “risk free,” rate—fell toless than 0.2 percent.” Bd. Of Governors for the
Fed. Rsrv. Sys., Report to the Congress on the Profitability of Credit Card Operations of Depository Institutions -
July 2021 (July2021), https://www.federalreserve.gov/publications/files/ccprofit2o21.pdf.
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Figure 4: AVERAGE APR, PRIVATE LABEL (Y-14+)
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3.2.1 Effectiveinterestrates

While APR is a useful barometer of issuer pricing strategies, “effective interest rate” may provide
a better measure of the cost of interest to cardholders because EIR incorporates the effect of
short-term promotions and cash advances. An EIR is computed by annualizing the total of all
interest charges consumers paid divided by those consumers’ cycle-ending balances. 8¢ Figure 3
shows that EIRs for general purpose cards with revolving balances increased roughly 70 basis
pointsfrom15.6 percent in 2018 to 16.3 percent in 2019, before falling 60 basis pointsto 15.7
percentin 2020. Each credit tier experienced similar movements over that period.

86 EIRs differ from nominal rates for two reasons. First, consumers may have various balances on a single account
(such as cash advances and balance transfers), not all of which are subject to the APR typicallyapplied to purchases
on that account. Second, consumers mayhave different patterns of payment and spending withina cycle. Due to the
average dailybalance method that most creditcard issuers use to calculate interest charges, this means thattwo
accounts subject to the same retail APR that concludea cycle with identical balances maynevertheless properlybe
assessed different interest charges as a result of differences in the composition and fluctuation of those balances
over the course of the cycle.
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Figure 5: EFFECTIVE INTEREST RATE, REVOLVING ACCOUNTS, GENERAL PURPOSE (Y-14+)
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The picture for private label is different, with EIRs across the period staying mostly flat from
2015 t0 2018 before declining slightly in 2020. As the next subsection shows, this contrast is
partly because fewer private label cards are priced with a variable rate, so fewer private label
cards benefitted from the index interest rate declinesin 2020.

Figure 6: EFFECTIVE INTEREST RATE, REVOLVING ACCOUNTS, PRIVATE LABEL (Y-14+)
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3.2.2 Upward repricing

Upward repricing declined to near-zero in 2019 and 2020, both because index interest rates
have declined over this period and the CARD Act continuesto restrict upward repricing outside
of certain limited exceptions. Bureau data suggests that most account repricingis driven by the
variable rate exception, which permits card issuersto increase the APR when the rate varies
according to a publicly-available indexnot under the issuer’s control and there is an increase in
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that index.87 As of the end of 2020, more than 9o percent of general purpose and less than half
of private label balances in the Y-14 were carried on “variable rate” cards of this kind.

Unlike in prior years, declines in interest rates have reduced the APRs on many cards in the past
two years, reducing the cost of credit card borrowing for many consumers. The Bureau estimates
that the five rate decreases by the Federal Reserve from early-2019 through2020ledtoa
cumulative roughly $18 billion that credit card borrowers did not pay over that period.ss

A second notable exception called the “delinquency exception” permitsissuers to increase rates
when a consumer does not pay at least the minimum periodic payment within 60 days after it is
due.®s Issuers are also required to provide consumers experiencing repricing due to delinquency
a notice including a statement of the reason for the increase, and include notification that the
increased rate will cease to apply if the issuer receives six consecutive required minimum
periodic payments on or before the payment due date. oo For consumers that meet the six timely
minimum payments requirement, issuers are required to reduce that rate.s:Issuers must also
conduct a periodicreviewbased on certain factors, and reduce the annual percentage rate
applicable to the consumer’s account, as appropriate9=.

87 12 CFR 1026.55(b)(2). For more on CARD Act limits on repricing, seethe 2013 Report, supranote 6, at pages 11,
27-29. Issuers that use variable rate pricing mostlyrely on The Wall Street Journal's U.S. prime rate. Asmall
percentage of the accounts, however, arelinked to the London interbank offered rate (LIBOR). The status of LIBOR
isin flux, which creates certainrisks for cards linked to LIBOR. See Appendix A at Figure 1 for a chart showing
changesin the federal funds rate and the associated primerate.

88 This calculation uses historical quarterlybalances multiplied by the cumulative declines inratesfrom 2019 to
2020, assuming no consumer response to the rate changes. If consumer borrowing patterns changed inresponse,
the actual impact maybe different

89 12 CFR 1026.55(b)(4).

90 Id.

911d.

9212 CFR 1026.59. Some issuers havefailed to implement thisprovision and have since provided compensationto
impacted cardholders. See Consent Order at 3-9, In re CITIBANK N.A., 2018-CFPB-0003 (Jun. 29, 2018),
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3.3 Feesassessed

Collectively, fees comprise just under one-fifth of total consumer costs and for consumers who
exclusively transact, fees are the primary source of direct cost. In 2020, cardholders were
assessed $20.8billionin fees, down from $23.6 billionin 2019, due in large part to significant
increasesin fee waivers during the pandemic.9s Fees take a variety of forms including annual
fees, transactional fees (e.g., for cash advances), and penalty fees (such as late fees or over-limit
fees). The CARD Act imposed several substantive pricing controls on both the amounts of
penalty fees consumers could be charged and the conditions under which such fees could be

imposed. 94

3.3.1 Total fees

Measured as a share of overall account balances, total fees on revolving accounts declined in
2020 onboth general purpose and private label accounts but remain higher for private label
accounts. Relative to balances, feesincurred on private label accounts that revolve are higher
than on general purpose accounts that do so.9% For private label accounts, fees were equivalent
to 5.2 percent of balances as of the end of 2020, down from 6.2 percent in 2019; on general
purpose, they were 2.0 percent of balances, down from 2.2 percent.

Within certain credit tiers, however, the fee picture is changing. Figure 7 shows that general
purpose accounts held by consumers with deep subprime credit scores saw fee-to-balance ratios
fall the most in 2020, from10.9to 9.8 percent, continuing a trend observed since 2015 when the
ratio was 12.1 percent. Even so, these tiers have fee ratios that are several multiples of those for

93 Total fee amountis based on data collected from banks represented by the Y-14+ collection. See Section 1.3.1 for
more informationabout the Bureau’s data sources.

94 See, e.g., 15 U.S.C. §§1637(k), (n), 1665d (2012). CARD Act pricing restrictions have resultedin a substantial
decline inoverall fee costs to consumers since the pre-CARD Act period. See 2013 Report, supra note 6, at 34.
CARD Act fee restrictions, of course, mayhaveledto compensatingchanges in interestrates. For example, one
commenter asserts that changes brought about bythe CARD Act have resultedin higher interest rate margins “as
issuers sought alternative ways to manage portfolio-wide risk.” See ABA Comment Letter, at 2.

95 Thisisin part the product of loweraveragebalances on private label accounts. (Section 2.2.1 contains data on

average account balancesfor different card types, bycredit tier.) The Bureau’s 2019 Report contains more
information on thispoint. See 2019 Report, supra note 6, at 32-33.

52 BUREAU OF CONSUMER FINANCIAL PROTECTION — CONSUMER CREDIT CARD MARKET REPORT



accounts held by consumers with higher credit scores. Similarly, fee-to-balance ratios for private
label accounts dropped in 2020 for all credit score tiers. Total balances decreased in 2020 as
discussed in Section 2.2, but fees fell further as a result of, among other pandemic-era effects,

fee waivers. 96

Figure 7: TOTAL FEES INCURRED IN THE YEAR AS A PERCENTAGE OF AVERAGE CYCLE-ENDING
BALANCES, REVOLVING ACCOUNTS, GENERAL PURPOSE (Y-14+)
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3.3.2 Fee composition

Over the last few years, fee composition has changed relatively little. Figure 8 shows trends for
general purpose cards over this period. The largest change is the increase in annual fees as a
share of total fees. Annual fee trends are covered in more detail in the next subsection below.
This increase comes largely at the expense of late fees and balance transfer fees, even as the
number and volume of annual fees have increased. Figure 8 also shows that several other fees
remain prevalent on general purpose cards, including fees for balance transfers and cash

advances.97

96 For more on fee waivers, see Section 5.5.

97 For more information on cash advance and balance transfertrends, see Sections 5.2 and 5.3.
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Figure 8: SHARE OF TOTAL FEES COSTS INCURRED BY TYPE OF FEE, GENERAL PURPOSE (Y-14+)
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For private label cards, late fees make up the overwhelming majority of all fees assessed—89
percentin 2020. Thisrepresents a slight decrease over the last two years, from 91 percent in
2018.

3.3.3 Late fees

In a reversal of consistent growth trends, total late fee volume decreased in 2020. Late fee
reductions can be attributed to a combination of factorsrelated to the pandemic, such as
economic impact payments, shifts in consumer behavior such as spending, saving, and
repayment, and late fee reversals and waivers. 8 Issuers in the Y-14+ assessed nearly $14 billion
in late feesin 2019, compared to less than $12 billion in 2020, as shown in Figure 9. The share
of card accounts held by consumersin each credit tier declines steeply with scores, but late fee
volumes are relatively similar across these tiers. Consumers with superprime scores hold 59
percent of card accounts but pay only 21 percent of late fee volumes; by contrast, consumers
with deep subprime scores hold about 6 percent of card accounts but generate 24 percent of late

fee volumes.

98 For more information on card issuer responsesto COVID-19, see Section 5.5.
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Figure 9: LATE FEE VOLUME (Y-14+)
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Issuers generally assess a late fee to consumers who do not make at least their minimum
payment by the monthly due date. These and other “penalty” fees were targeted by specific
CARD Act provisions, and the dollar amounts of such fees are now subject to CARD Act
restrictions. % In general, these fees have to be “reasonable and proportional.”°° Thereisa
regulatory “safe harbor” for specific fee amounts, which the Bureau adjusts for inflation
annually.°* Initially, the safe harbor was set at $25for an initial late fee and $35fora second
late fee within six billing cycles of a priorlate fee. In 2021, the safe harbors are $29 and $40
respectively.102

Since 2018, average late fees have continued to increase, fromabout $28to $31in 2020. They
nevertheless remain below their nominal pre-CARD Act level of $33in 2008, and well belowthe

99 15 U.S.C. § 1665d(a) (2012).
100 Id.; 12 CFR 1026.52(b).

101 Regulation Z requires the Bureau to annually adjust the safe harbors to reflect changes in the ConsumerPrice
Index. 12 CFR 1026.52(b)(1)(ii)(D). The Bureau has also introduced a tool to promote transparencyin this
calculation. Bureau of Consumer Fin. Prot., Office of Compliance & Guidance, Calculating Adjustments to the Safe

most recent safe harboramounts went into effect in January 2021. 83 FR 43503 (Aug. 27, 2018).

102 15 CFR 1026.52(b)(1)(i1); Comment 52(b)(1)(ii)-2.i.
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$40 inflation-adjusted figure in 2020 dollars. s Since 2014, when the original penalty safe
harbors first increased for inflation, most large issuers have taken advantage of the increased
safe harbors by increasing their fee amounts. However, issuers appear to varyin the speed and
consistency with which theyimplement increases across their products and portfolios.
Additionally, issuers may as a courtesy offer to reverse late fee charges if the cardholder has a
history of paying on time, particularly for cardholders with superprime scores. In combination
with the two-tier safe harbor (one amount for the first instance, and a different amount for
subsequent instances within one of the next six billing cycles), these practices make it
challenging to assess what drives changes in average late fee amounts overall.

Late fee incidence declined somewhat in 2020 likely due to federal pandemicrelief and card
issuer fee waivers, but late fees continue to represent the highest share of total fee costs
incurred, especially for cardholders with lower credit scores or those who carrybalances on
private label cards.'°4 On average, consumers incur less than one late fee per year per general
purpose account. This rate remained steady from 2015t0 2019, before decliningin 2020.
Accounts held by consumersin lower credit score tiers incur more late fees than those in higher
tiers. For example, accounts held by consumers with deep subprime credit scores average more
than three late fees a year. Accounts held by consumers with superprime or prime scores
average less than one. Late fee incidence rates are higher for private label accounts, both overall
and within every credit tier. For example, private label accounts held by consumers with deep
subprime scores averaged more than four late fees per yearin 2020.

103 See 2013 Report, supra note 6, at 23. The Bureau of Labor Statistics reports theaverage CPI-Uin 2008 was 215.3,
compared to 258.8 in 2020. See supra note 54.

104 For more informationregarding card issuer responses to COVID-19, see Section 5.5.
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Figure 10: LATE FEE INCIDENCE, GENERAL PURPOSE (Y-14+)
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3.3.4 Annual fees

Annual-fee volume has risen significantly over the last fewyears. For issuersin the data set,
annual-fee revenue totaled roughly $600 millionin the first quarter of 2015; annual-fee revenue
topped $1.3 billionin every quarter of 2020.1°5 As discussed further below, this is a function of
increasesin the average annual fee for accounts charged a fee, but is also due to steady quarterly
increasesin the total number of accounts incurring an annual fee, even while the percentage of

accounts with such feeshas decreased.

105 As used in this report, an “annual fee” refers to any participation or maintenance fee assessed to the consumer as a
condition of holding the general purpose card account, regardless of any pattern of usage.
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Figure 11:  ANNUAL-FEE VOLUME, GENERAL PURPOSE (Y-14+)
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Average annual fees have been rising in all credit tiers, but the productsreceived differ across
credit score tiers. As shown in Figure 12, annual fees averaged roughly $94 per card with a feein
2020, and that number has been increasing steadily for all credit score tiers. In particular,
annual-fee accounts held by consumers with superprime scores averaged nearly $111in annual
feesin 2020, reflecting the increased prevalence in the past two years of richer rewards credit
cards that carry higher annual fees. Revenue from cards held by consumers with prime scoresis
typically returned to cardholders to varying degrees in the form of rewards.°¢ In contrast,
cardholdersin lower credit tiers may pay annual feesto offset credit risk or higher operating
costs relative to lower revolving balances. 7

106 For more on rewards, see Section 5.1.

107 See 2017 Report, supra note 6, at 91-92.
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Figure 12:  AVERAGE ANNUAL FEE, GENERAL PURPOSE ACCOUNTS CHARGED AN ANNUAL FEE (Y-14)10
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While average annual fees have been rising, annual fees have steadily become less common for
general purpose card accounts held by cardholdersin every credit tier except superprime since
2015. Roughly 22 percent of subprime and deep subprime card accounts had an annual fee in
2020, compared to nearly 39 percent in 2015. Similarly, 19 percent of near-prime accounts
carried an annual fee in 2020, compared to 27 percentin 2015. In part, the reduction in annual-
fee prevalence for cardholders with below-prime scores was driven by an increase in the share of
no-annual-fee card originations to consumersin these score tiers. Since 2016, however, most of
that increase was due to originations of no-annual-fee secured cards which, while they do not
charge a fee, still require some money be held as a deposit.

108 Average annual feeis calculated as the totalnumberof monthsin eachyear and credit tierthat an account withan
observed annual feeis opentimes the annual fee observed for those accounts divided by the total number of account
monthsin each year and credit tier that those annual fee-paying accountsare open.
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Figure 13: = ANNUAL-FEE PREVALENCE, GENERAL PURPOSE (Y-14)
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3.3.5 Other fees

The quarterly volume of other fees issuers collect on credit cards has not changed significantly in

recent years. This fee category includes fees for payments returned for insufficient funds (NSF

fees) or exceeding the credit limit (over-limit fees); debt suspension fees; balance transfer fees;
and cash advance fees, amongothers. The 2015 Report showed that these fees, considered

collectively, have steadily declined in prevalence since 2008.9 Over-limit fees that were

common prior to the implementation of the CARD Act remained almost nonexistentin 2019 and
2020.11°

109 See 2015 Report, supra note 6, at 71-72.

10 Section 3.3.5 of the 2017 Report notes that manyissuers appear to have simply ceased assessing over-limit fees
altogether, rather than maintainan opt-inregime. See 2017 Report, supra note 6, at 96-97.
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4. Availability of credit

As in prior reports, this section examines measures relating to credit card availability. It
explores two broad areas: first, new account origination; second, credit limits and line changes
after origination.mTo do so, it tracks the credit card account life cycle. It starts with marketing
and consumer applications across a range of channels. Next, it addresses issuer approvals as
well as new account and line origination. Finally, this section ends with credit lines available to
consumers and issuer line management of existing accounts. The interaction between reduced
marketing efforts, fewer applications, and lower approval rates caused a dramaticdecrease in
originationsin 2020. While credit line decreases (CLD) increased for consumers with below-
prime credit scores, issuers did not substantially deviate from previous line management trends
during the pandemic.

4.1 New accounts

The analysis below examines patterns of credit card marketing and consumer credit shopping,
consumer applications, approval rates for new accounts, and the volume of new account and line
origination. Where possible, the analysis reviews how these measures vary by credit score tier as
well as by product and marketing channel.

m Jssuers assign a credit linelimitto each newaccount that determines how much a consumergenerallyis permitted
to borrowon the account, atleast initially. In subsequent periods issuers may adjust the creditline, as discussed in
more detail in Section 4.2.3.



4.1.1 Marketingand comparison shopping

Credit card issuers adjust their marketing and origination practices based on changes in
consumer behavior, industry competition, and the economy. Issuers primarily solicit consumer
demand for credit cards through broad-based advertising like television commercials, and
through targeted marketing. For years, issuers have increased credit card marketing across
digital platforms, and credit card advertising on social mediais becoming more prominent, as
consumers spend more time online.2Yetin 2020, issuers reduced marketing across the board

in accordance with the increased pandemic-related economic uncertainty. s

While credit card issuers have generally sent less mail to consumers since the Great Recession,
direct mail solicitations fell to new lows after the pandemic’s onset and persisted at this reduced
level for the remainder of 2020. On average, issuers sent 311 million direct mail solicitations per
month in 2019, up 12.2 percent from 2017 levels but still less than half of pre-2009 monthly
volumes. However, in May 2020, this metric dropped to 121 million then further plummeted 48
percent in June. Mail volume related to acquisitions reached a low of 61.6 million in July,
declining more than 80 percent fromits March 2020 level. As shown in Figure 1, direct mail
solicitations had yet to recover by the end of 2020 and remained below 100 million. 14

12 For more information on digital servicingand adoption of new technologies, see section 77.2. See also Michael J.
Wolf, How Covid-19 Has Transformed the Amount of Time We Spend Online, Wall St.J. (Aug. 7, 2020),

13 Jssuers note decreasing card acquisition efforts in Q2 2020. “The majority of the expensereduction was in brand
marketing and card acquisition costs as we align marketing spend with the impacts of the economic environment
and tightened credit criteria.” Discover Financial Services, Q2 2020 Results — Earnings Call Transcript, Seeking

card acquisitionand reinvested in value proposition enhancements, resultingin a 16% decline in marketing
expensesinthe second quarter.” American Express, Q2 2020 Results — Earnings Call Transcript, Seeking Alpha

14 Data made availableto the BureaubyMintel Comperemedia and Competiscan.
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Figure 1: MONTHLY MAIL VOLUME (COMPETISCAN, MINTEL COMPEREMEDIA)15
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Once a consumer is actively looking for a new credit card, third-party comparisonsites (TPC
sites) offer informationintended to make it easier for consumers to compare credit cards. 16
Some sites let consumers personalize the card offerings shown by using data provided by the
consumer or third-party information authorized by the consumer. While that information helps
personalize recommendations, some consumers may ultimately find their application does not

get approved for asite-listed card for which they apply.

4.1.2 Applications

U.S. consumers submitted over 140 million credit card applicationsin 2020, a significant
decline fromthe over 172 million applications submitted in 2019.wTo apply for a card,
consumers submit an application through one of several channels, such as going online, using a
mobile app, calling the issuer, or by walking into a bank branch or retail store to fill out a paper
or digital application in-person. The issuer then decides whether to issue a credit card based on

115 Data following October 2019 were supplied by Competiscan. Data prior to this date weresupplied by Mintel
Comperemedia.

16 For more on third-party comparisonsites, see 2017 Report, supranote 6, at page 265.

117 Bureau research on credit applications found that, by the spring of 2021, credit card applications wereback to pre-
pandemiclevels. See Nagypal, supra note 24, at 3.
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its internal underwriting process. 18 Issuers consider economic and market conditions when
determining whether to loosen or tighten underwriting standards for approving individual card

applicants.

Figure 2 shows that trends in application volume in 2019 differed by credit tier but that the
pandemic led to a dramaticand generalizable decrease in demand for general purpose cards. 9
Compared to 2017levels, application volume remained steady or increased for all tiers but near-
prime in 2019, as application volume for consumers with no score and with subprime or deep
subprime scores surpassed 2016 highs. =0 Application growth halted for general purpose cardsin
2020, as the total volume for mass market issuers was 59 million, falling in every score tier and
26 percent overall. Near-prime, subprime, and deep subprime credit score tiers saw the greatest
percent change year-over-year. The previously discussed, industry-wide reduction in marketing
expenditure could explain part of this decline. Additionally, decreased household spending and
increased government support could reduce the need for credit and partially explain the decline
in applications during the pandemic. 2

18 In addition to an issuer’s internal processes, issuers are required to consider an applicant’s ability to pay the
minimum monthly payment on an account prior to opening a credit card account under an open-end (not home-
secured) consumercredit plan or increasing a credit line on such an account. 12 CFR 1026.51(a)(1)(i) (2019).

19 “MMI” data are providedbya set of largerissuersthat make up the substantial majority of the credit card market.
Even so, these issuers maynot be representative of other issuers.

120 MMI data account for a smaller share of the overall market as theyreach deeper into the creditspectrum.
Accordingly, approvalrate datain the twolowest score tiers has been combined.

121 See Alison Felix & Samantha Shampine, Consumer Spending Declines, Shifts in Response to the Pandemic, Fed.

2020 and there was nomeaningfulincrease inunmet credit need. See also Jessica Lu & Wilbert van der Klaauw,
Consumer Credit Demand, Supply, and Unmet Need during the Pandemic, Fed. Rsrv. Bank of New York (May 20,
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Figure 2: APPLICATION VOLUME FOR MASS MARKET ISSUERS, GENERAL PURPOSE (MMI)
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The pandemic-related decline in retail application volume was smaller in magnitude than that of
general purpose cards and driven by consumers with near-prime or higher credit scores.=2In
2020, consumers submitted over 81 million applications for retail cards to mass market issuers,
down from 92 millionretail card applications the year prior. As shown in Figure 3, both2019
and 2020 application volume increased relative to 2018 levels for consumers with subprime and
deep subprime credit scores and consumers with no score. Both overall and in every credit score
tier, there were more applications for retail cards than general purpose cards in 2020, as has
been historically true.

122 Sections 4.1.2 and 4.1.3 divide the market into “general purpose” and “retail,” which is slightly differentfrom the
“general purpose” and “private label” categorization used elsewhere in the report. See Section 1.3 for more
information on thesedifferences.
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Figure 3: APPLICATION VOLUME FOR MASS MARKET ISSUERS, RETAIL (MMI)
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DIGITAL APPLICATIONS

Applications can be submitted via a number of channels, though importantly there is some
overlap (for example, a consumer may apply for a card digitally using a mobile device). In 2020,
88 percent of general purpose card applications were submitted digitally. In stark contrast, 55
percent of 2020 retail card applications were via digital channels. However, digital channel
volume grew 34 percent year-over-year for retail applications, as this was the first year less than
half of retail applications were submitted in person. This was largely affected by store closures
during the pandemic as retail sales plunged. 23

One subset of digital channel that has become increasingly prominent is mobile devices, as the
majority of applications for general purpose cards are now submitted via phone or tablet. The
mobile channel accounted for 52 percent of new applicationsin 2020, up from 43 percent in
2018. =24 As shown in Figure 4, the increasing percentage of applications from consumers with
higher scores drove growth, as the share for consumers with both prime and superprime credit
scores increased 7 percentage pointsin 2020. Despite this expansion, the share of superprime

123 See Section 5.5 for more information on the impact of COVID-19. See also Alina Selyukh, Pandemic Hits Spending
Hard; 79% Dive In Clothing Sales Leads A Record Plunge, Nat’l Pub. Radio (May 15, 2020),

124 Figures 4 through 11 relyon MMIdata. The Bureau’s MMIsurveygrouped mobile phones and tablets as “mobile
devices.”
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applications via mobile device remains about half that of consumers with subprime or deep
subprime scores. Meanwhile, the share of mobile applications for consumers with lower or no
scores may be plateauing, as two-thirds of subprime and deep subprime applications are now
submitted via mobile device. A decline in prescreened offers via mail and fewer applications
submitted in person due to bank branch closures could explain the growing share of mobile
applications. =5 Additionally, some new credit cards exclusively accepted applications through

the mobile channel at their initial launches. 26

Figure4:  SHARE OF CREDIT CARD APPLICATIONS SUBMITTED VIA MOBILE DEVICES, GENERAL
PURPOSE (MMI)
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For retail cards, overall levels of mobile penetration remain lower than for general purpose
cards, yet the trend toward mobile channels accelerated in 2020 after years of steady growth.
Most retail applications by consumers with subprime and deep subprime scores now come from
mobile devices. As shown in Figure 5, mobile penetration for applicants with higher scores
remained at or below 40 percent. However, these tiers saw an increased share of applications

125 See Orla McCaffrey, People Aren’t Visiting Branches. Banks Are Wondering How Many They Actually Need, Wall
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submitted via the mobile channel. The year-over-year growth from 2019 to 2020 may reflect the
diminished impact of point-of-sale applications due to pandemic-related store closures and an
increased adoption of mobile apps by retailers. =

Figure 5: SHARE OF CREDIT CARD APPLICATIONS SUBMITTED VIA MOBILE DEVICES, RETAIL (MMI)
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TPC SITE APPLICATIONS

For the first time in 2020, the share of general purpose applications via the TPC site channel
decreased. =8 Figure 6 reflects that, previously, consumers with lower scores were more likely to
apply via a TPCsite than those with higher scores. Now, both overall and for each credit score
tier, about one in five consumers apply via TPCsites. Typically, TPC sites assist consumers in
finding cards for which they are likely qualified when they seek credit. Additionally, some TPC
sites advised consumers it might be more difficult to get approved for a credit card during the

127 See Press Release, Synchrony, Synchrony Expands Arsenal of Digital Payment Technology Solutions for
Partners; Provides Touchless Shopping Options for Customers (Sep. 29, 2020),

128 Ap additional number of consumersreview TPCsites before applying directly with the issuer. Those applications
are notreflectedin the TPC data below.
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pandemic. = Warnings by TPCsites of lower issuer approval rates could partially explain the
decrease in applications by consumers with subprime or deep subprime scores beyond a general
decline in credit demand. In tandem, the increasing share of consumers with superprime scores
applying via TPC site may be partially attributed to the decrease in direct card offers via mail
typically aimed at this tier.

Figure6:  SHARE OF CREDIT CARD APPLICATIONS SUBMITTED VIA TPC SITES, GENERAL PURPOSE
(MMI)
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4.1.3 Approvals

Since 2015, approval rates on general purpose cards have declined. As shown in Figure 7, the
pandemic accelerated this trend. The overall approval rate decreased from 41 percentin 2019 to
36 percentin 2020. Consumers with prime and near-prime credit scores saw the greatest
reductionin approval rates of 11 and 10 percentage points respectively as institutions tightened
underwriting in response to the pandemic. The Federal Reserve Board’s quarterly Senior Loan
Officer Survey found that in the third quarter of 2020, 71.7 percent of senior loan officers at

129 See Kimberly Palmer, How to Increase Your Chances of Credit Card Approval, NerdWallet (July 30, 2020),
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domesticbanks reported tightening standards on credit card loans—the highest share in the
survey’s two-decade history. 0

Figure 7: APPROVAL RATE, GENERAL PURPOSE (MMI)
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Retail card approval rates were stablein 2019 and then dropped overall and in every credit tier
in 2020, similar to general purpose. Consumers with near-prime scores experienced the largest
decline, dropping from 58 percent in 2019 to 48 percentin 2020. For consumers with
superprime scores, the approval rate for retail card applications decreased by 2 percentage
points. Approval rates for subprime and deep subprime tiers and consumers dropped year-over-
year but were on par with 2018 levels. While issuers tightened underwriting overall, this
suggests that consumers with prime and near-prime scores were most affected by increased
rejectionrates as their applications may have been approved in prior years.

130 However, the deterioration in credit performance feared earlyin the pandemic did not materialize, and issuers
reported a netloosening of standards in 2021. Bd. Of Governors for the Fed. Rsrv. Sys., Senior Loan Officer Opinion
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Figure 8: APPROVAL RATE, RETAIL (MMI)
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Approval rates vary substantially by application channel. Pre-screened solicitations and mail
channels tend to have the highest approval rates. Rates for mobile and digital channels are
typically lower but vary by credit tier. TPC site approval rates remain higher than mobile
approval ratesboth overall and in every score tier for general purpose cards.

MOBILE APPROVALS

Slightly under one quarter of all consumers applying via mobile device are now approved for
both general purpose and retail cards. However, approval trends differ by card type and credit
scoretier. As shown in Figure 9, higher approval rates of near-prime and lower credit score tiers
drove an overall marginal increase in general purpose approvalsin 2019. Yet this trend reversed
in 2020 as all consumers except those with no score saw a substantial drop in approvals for
applications submitted via mobile device.

Figure 9: APPROVAL RATE FOR APPLICATIONS SUBMITTED VIA MOBILE DEVICES, GENERAL PURPOSE
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On theretail side, the overall rate has remained steady since 2015but its composition by credit
score tier has shifted. As shown in Figure 10, the share of superprime approvalsincreased in
2020 as the approval rate for every other credit score declined. For consumers with near-prime
scores and above, mobile approval rates remain higher for retail than for general purpose card
applications.

Figure 10: APPROVAL RATE FOR APPLICATIONS SUBMITTED VIA MOBILE DEVICES, RETAIL (MMI)
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TPC SITE APPROVALS

TPCsites directly facilitated an all-time high of over 7 million approvalsin 2019, but the number
of mass market approvals via TPC site decreased 49 percent in 2020. This decline can be almost
entirely attributed to the 48 percent reductionin applications via the TPCsite channel discussed
above. The approval rate via TPCssite channel approvals overall is 32 percent, which has been
consistent for the past four years. Approval rates declined for every credit tier in 2020 yet
consumers with lower scores still had a greater chance of approval via TPC site than overall.
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Figure 11: = SHARE OF CREDIT CARD APPROVALS FACILITATED BY TPC SITES, GENERAL PURPOSE
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4.1.4 Account origination

A significant drop in new applications by consumers and moderate declinesin the percentage of
approvals by issuers led to the origination of 21.5 percent fewer new credit cards in 2020 than
the year prior. In 2020, consumers opened 84.8 million new credit card accounts: 53.7 million
general purpose and 31.1 million private label.

General purpose origination account volume overall reached its lowest point since 2013, as
account origination for all credit tiers dropped in 2020. As shown in Figure 12, originations for
consumers with superprime scores decreased 25 percent and fell to their Great Recession-era
low. Yet, application volumes for consumers with subprime and deep subprime scores remained
above 2017levels. Roughly 24 million cards were issued to consumers with superprime credit
scores, 13 million to prime, seven million to near-prime, five million to subprime, and five

million to consumers with deep subprime scores.

131 The data source used in this subsection is the CCP, which offers a broaderview of the market but does not allow the
Bureau toidentifyall “retail” cards. As a result, this subsection uses “privatelabel”as it does in other sections that
referencethe CCP. See Section 1.3 for more on the data sourcesusedin thisreport.
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Figure 12:  ANNUAL NEW ACCOUNT VOLUME, GENERAL PURPOSE (CCP)
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Private label origination trends differ as origination volume continued to decrease from2016
highs in every tier. Figure 13 shows that the overall decrease in 2020 was driven by a dropin
superprime volume to twenty-first century lows. Originations to consumers with prime scores
fell to lows not seen since the Great Recession while those with near-prime or lower scores
remained closer to Great Recession highs.

Figure 13: = ANNUAL NEW ACCOUNT VOLUME, PRIVATE LABEL (CCP)
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The share of consumers opening cards declined in 2020, and for consumers with prime and
superprime scores, that share is now below Great Recession lows. In 2020, 20 percent of
consumersin the CCP opened a credit card, compared to roughly 25 percent in the three
preceding years. For the superprime tier, its 20 percent share is the lowest it has been since at
least 2006. The share was highest in 2020 for consumers with prime scores at 25 percent, but
even that remains the tier’slowest share in recent history. In contrast, a greater share of
consumers with near-prime and subprime scores opened cards than did consumers with
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superprime scoresin 2020. Despite the credit tightening indicated in surveys, consumers with
below-prime scores were more likely to opena new card in 2020 than they did prior to the
CARD Act in 20009.

4.1.5 New account creditline

In 2019, the total credit line on new accounts was almost $500 billion, slightly surpassing 2016
levels but still far belowits pre-Great Recession highs; this value dropped over 30 percent in
2020 to $331billion. The decline in overall new line is a result of a complex interaction between
consumer demand for credit during the pandemic and issuer willingness to supply it.
Superprime credit lines saw the largest decrease in total new line of $118 billion, a 33 percent
change. This accounted for over three-fourths of the total reduction in new account credit line.
This appears to be driven by a decrease in credit demand by consumers with superprime scores
as applications fell but approval rates remained fairly strong. In comparison, consumers with
deep subprime scores saw the second highest percent change as total new account credit line
decrease 33 percent or by slightly over one billion dollars, from 2019. However, this change at
the extensive margin may not fully explain the pandemic-related decline in credit line volume,
as some issuers limited risk by offering smaller credit lines to new applicantsin 2020.

In 2020, general purpose cards accounted for over three-fourths of newline volume but
represented 86 percent of the year-over-year decline in new line. After reachinga new post-
Great Recession high in 2019, total new general purpose line dropped by over 30 percent in
2020. Previously, line growth was driven by superprime accounts; subsequently, one can

attribute most of the line reductionto this tier.

The average new line for general purpose cards fell by 18 percentin 2020. Figure 14 shows that
the average new line for all consumersincreased every year from 2010 to 2018 and remained
steady in 2019. The average initial line for consumers with superprime scores still exceeded
Great Recessionlevels despite falling from $9,2081in 2019to $7,8421in 2020. For consumers
with deep subprime scores, pandemic-related tightening of credit lines was a continuation of a
five-year decline for general purpose accounts.
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Figure 14: AVERAGE CREDIT LINE ON NEW ACCOUNTS, GENERAL PURPOSE (CCP)
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While the interaction between consumer demand and issuer supply was ambiguous for general
purpose cards, the 22 percent drop in new private label credit lines can be explained primarily
by fewer superprime applications as approval rates and average credit line did not decrease to
the same degree. Total new private label credit lines decreased to $78 billion in 2020 from $100
billion the year prior. Over $15 billion of this decrease was a reductionin credit lines for new
superprime accounts. Superprime lines also saw the greatest percent change in 2020 witha 25
percent reduction, with deep subprime a close second with a 24 percent decline. New near-
prime and subprime lines declined from 2019 levels of $7.4 and $2.7billionto $6.4and $2.2
billionrespectively. However, this decrease accounts for a small percentage of the overall decline
in new private label credit lines.

Average new private label lines reached their highest nominal value since 20050f $2,553 in
2019.In 2020, they remained above 2018levels despite a two percent reduction overall. As
shown in Figure 15, average line by credit tier remained stable in 2020. This contrasts with a
decrease in average credit lines for all credit score tiers for general purpose cards. Since new
average line for private label cards did not dramatically change in 2020 while the total new line
fell by almost a quarter, the change in private label credit line is likely due to fewer new accounts
in 2020 as stores closed and discretionary spending dropped during the pandemic. 32

132 See Selyukh, supra note 123. For more on credit card purchase volumes, see Section 2.3.
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Figure 15: AVERAGE CREDIT LINE ON NEW ACCOUNTS, PRIVATE LABEL (CCP)
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4.2 Existingaccounts

Total credit line across all consumer credit cards exceeded $4.5trillionin 2019.In 2020, it
decreased slightly, as driven by a decline in private label lines, but still far exceeded 2018 levels.
The total credit line for general purpose was $3.9 trillionin both 2019 and 2020. Most of this is
accounted for by total unused line on accounts held by consumers with superprime scores
equaling $3.2 trillionin 2020.13In comparison, unused line on accounts held by consumers
with subprime and deep subprime scores equaled $24.4 billion, and total general purpose credit
line for each other credit tier except superprime decreased in 2020. Total credit line available
for private label cards fell in both 2019 and 2020. The present subsection examines this issue in
more detail by looking at a range of account-level and cardholder-level measures on existing
accounts for each score tier and card type.

4.2.1 Averagecreditline

Average general purpose credit line per account increased slightly in 2019 before finishing lower

in 2020 at about $8,000. These changes were mirrored across all credit score tiers. The average

133 Unused line on superprime accounts totaled more than $3.2 trillion in 2020. Almost all of that was on general
purpose cards.
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general purpose line per cardholderincreased in 2019 and then decreased in 2020 for all credit
scores, as the average value overall returned to 2018 levels. As Figure 16 shows, consumers with
mid-range and lower scores were most affected by issuers tightening of credit supply during the
COVID-19 national emergency. Average line for consumers with near-prime, subprime, and
deep subprime scores across all cards decreased over 10 percent. In comparison, average credit
line for superprime cardholders fell by 5 percent.

Figure 16: AVERAGE CREDIT LINE PER CARDHOLDER, GENERAL PURPOSE (CCP)
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The private label picture is very different, as cardholdersin all tiers reached new high average
credit lines in 2019 and remain high in 2020. In 2020 average private label credit line per card
was almost $2,700, marking a new high. The average private label card has about one-third
more line now than in 2012. Accounts held by consumers in lower credit tiers show slower
growth over the same period, but no tier remains belowits pre-recession high. At the cardholder
level, after reaching new highs in 2019, in 2020 average line declined to 4 percent belowwhere
they were on average in 2018. Coupled with higher average lines at the card level, it is likely this
represents an increase in account closures. 134

134 For more informationregarding account closures, see Section 4.2.3.
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4.2.2 Utilization

Revolving credit for general purpose cards in 2020 amounted to less than one-fifth of total line
available for the first time since before the Great Recession. Despite overall increases in the total
dollar value of line available over the past decade, utilization has been remarkably stable as
unused line rose in tandem. Therefore, the overall decrease in the utilizationrate to 18.5 percent
in 2020 from 21.4 percent the two prior yearsis a significant deviation from the mean. As shown
in Figure 17, general purpose utilization decreased in every credit tier. In 2020, credit limits for
general purpose cards stayed relatively constant while total debt fell; this lead to a decrease in
the utilizationrate.s As utilization rate is used of credit scoring, it will be interestingto see how
the distribution of credit scores shift if credit card debt continues to contract.

Figure 17: AVERAGE UTILIZATION RATE BY CREDIT SCORE TIER, GENERAL PURPOSE (CCP)
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In additionto an overall decline in total utilization, the share of consumers with below-prime
scores who have used 90 percent or more of their general purpose credit line reached record
lows in 2020. Since 2015, slightly above three-fifths of consumers with below-prime scores met
or exceeded this threshold of limited available credit as shown in Figure 18. This measure
droppedto 56.8 percent in the second quarter of 2020. During this time the CARES Act
Economic Impact Payments, Pandemic Unemployment Assistance Program, mortgage

135 See sections 2.2.1, 2.4, and 4.2.3

79 BUREAU OF CONSUMER FINANCIAL PROTECTION — CONSUMER CREDIT CARD MARKET REPORT



forbearance, student loan payment suspension and other programs provided consumers with
additional cash orlower payments. In addition, consumer spending dropped sharply.

Figure 18: QUARTERLY SHARE OF BELOW-PRIME CARDHOLDERS WITH AT LEAST 90 PERCENT
UTILIZATION ACROSS ALL CARDS, GENERAL PURPOSE (CCP)
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4.2.3 Creditline management

Credit lines on existing accounts are not static. Issuers can increase or decrease them without
consumer consent. Credit line increases (CLI) are somewhat restricted by the CARD Act’s
ability-to-pay requirements, but issuers confront arange of more substantial regulatory
restrictions onrepricing existing balances. 3 Previous research published by the Bureau studied
whether issuers may use line management to respond to risk revealed post-origination or

changes in nationwide economic conditions. s

CREDIT LINE INCREASE
As shown in Figures 19 and 20, annual CLI incidence in 2020 was around 3 percent for both

general purpose and private label cards. Prior to the pandemic, 4 percent of accounts received a

136 The ability-to-payrules require thatissuers consider an applicant’s abilityto pay the minimum monthly payment
on an account prior to opening a credit card account underan open-end (not home-secured) consumercredit plan
orincreasing a credit line on such an account. 12 CFR 1026.51(a)(1)(i). See also 15 U.S.C. § 1665e (2012). Repricing
of existing balance is onlyallowed under a set of relativelynarrow circumstances. See 12 CFR 1026.55(b).

137 See 2017 Report, supra note 6, at 158-162.
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CLI each year. While this decline may indicate some hesitancy on the part of issuers to initiate
new CLIs during the pandemic, yearly incidence remained at or close to post-Great Recession

norms for all credit tiers.

The median general purpose CLI in 2020 was $1500 compared to $2000 in2019. This was the
first overall decrease in median value in a decade, as issuers offered every credit tier smaller line
increases on par with 2012 levels. Yet this trend masks tier differentials as the median increase
for consumers with superprime scores s still ten times that of consumers with deep subprime
scores. However, consumers with prime scores saw the greatest change as their median CLI
dropped from $1550 to $1000in2020.

Figure 19:  ANNUAL CREDIT LINE INCREASE INCIDENCE, GENERAL PURPOSE (CCP)
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For private label cards, the median line increase was $700 in both 2019 and 2020. Consumers
with superprime, near-prime, and deep subprime scores saw no change in their median line
increases over the past four years while each lower credit score tier was offered alower median
line in 2020 than a year prior.
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Figure 20:  ANNUAL CREDIT LINE INCREASE INCIDENCE, PRIVATE LABEL (CCP)
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CREDIT LINE DECREASE

General purpose card issuers did not meaningfully change their line management of existing
accounts in response to economic uncertainty during the pandemic, despite media reportsto the
contrary. In the second quarter of 2020, 0.9 percent of general purpose accounts saw a decrease
in available credit line fromissuers. This did not change year over year and remained far below
its highest quarterly value of 3.7 percent of general purpose accounts experiencing CLDs at the
height of the Great Recession. As has been the norm, a higher percentage of consumers with
below-prime scores experienced CLDs while cardholders with superprime and prime scores
were less likely to experience a change in their credit lines. All tiers followed a similar trend of a
moderate increase in CLDs as shown in Figure 20. Yet, both overall and for all credit tiers, a
higher percentage of consumers still saw their general purpose credit lines increased than
decreased in 2020. One explanation may be that card issuers resisted reducing credit lines to

avoid angering their customers. 38

138 See, e.g., Kevin Wack, Credit card lenders clamp down to mitigate coronavirus risk, American Banker (May 29,
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Figure 21:  ANNUAL CREDIT LINE DECREASE INCIDENCE, GENERAL PURPOSE (CCP)
5% 1
4%
3%

2%

1%

00/0 T T T T T T T 1
2006 2008 2010 2012 2014 2016 2018 2020
Superprime e Prime Near-prime

Subprime Deep subprime = = Qverall

Evidence suggests that private label card issuers may be reacting to heightened risk of below-
prime borrowersin their portfolios by using CLDs to limit their exposure. For private label
cards, CLDsincreased froma quarterly value of 2.1 percent in 2019 to 4.3 percent in the third
quarter of 2020 before returning to 2.2. percent in the fourth quarter but were still far belowthe
2008 peak of 13.4 percent. As shown in Figure 22, consumers with subprime and deep subprime
scores have been much more likely to see private label CLDs since the Great Recessionthan
thosein higher credit tiers. However, this differential expanded in 2020 as CLD incidence for
consumers with deep subprime scores increased by two percentage pointsto 10 percent
annually and exceeded its 2008 peak while that of superprime only saw half a percentage point
increase. Continuing previously reported trends, the annual rate of CLDs was only higher than

that of CLIs for private label accounts with subprime or lower credit scores.

Figure 22: = ANNUAL CREDIT LINE DECREASE INCIDENCE, PRIVATE LABEL (CCP)
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While the incidence of CLDs marginally increased during the pandemic, the magnitude of these
line decreases was on par with or lower than in previous years. Like the median CLI valuein
2020, the dollar value of CLDs per account decreased for both card types. The median CLD for
general purpose cards is now slightly above $2500 as driven by an increase in CLDs on prime
consumers. For private label cards, this value decreased 13 percentin 2020 and is now about
$1000.

There s little evidence to support an unprecedented, industry-wide slashing of existing credit
limits as widely reported during the COVID-19 national emergency. s Research onthe early
effects of the pandemic on consumer credit found borrowers with superprime and prime scores
experienced relatively more reductions on existing account limits. 4o This is likely driven
primarily by reductions in line for consumers with significant unused credit, such as cardholders
with superprime and prime scores. However, for consumers who did experience a CLD during
the pandemic, this reductionin credit availability was surprising and often acutely felt, as
evidenced by a 65 percent increase in complaintsrelated to CLDs in 2020.4:CLDs may also
have long-term effects on credit scores. FICO estimated that a severe CLD could resultina 9
point reduction of a cardholder’s credit score. 42 The Bureau intends to further study the effects
of CLD and its impact on credit utilization and credit scores, in particular for those consumers

with non-prime credit scores.

ACCOUNT CLOSURE
About 2 percent of both general purpose and private label accounts are closed each year. This

has been true for the past decade, and it remained truein 2020. Accounts can be closed by the

139 See, e.g., Kristopher Brooks, 70 million people just had their credit card limits cut or accounts closed, CBS News

140 See Sandler & Ricks, supranote 24, at 22.

141 See Cons. Fin. Prot. Bur., Consumer Response Annual Report, at 118 (Mar. 2021),

142 g points was the average declinein FICO score for an up to 50 percent decreasein available credit limit based on
simulations using datafrom prior downturns. See FICO, North America What FICO Score Dynamics from Prior
Downturns and Natural Disasters Can Tell Us About the Road Ahead (Oct. 2020),
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consumer, closed by the creditor, or closed for inactivity. For all card types, the annual account
closure incidence for consumers with deep subprime credit scores are two to three times more
likely than those in higher credit tiers as shown in Figures 23 and 24. Yet other research
suggests that the slight increase in account closures from March to June 2020 primarily affected
superprime and prime borrowers. 43 In those months, there were higher account closures by
creditors and closures for inactivity.

Figure 23:  ANNUAL ACCOUNT CLOSURE INCIDENCE, GENERAL PURPOSE (CCP)
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Figure 24: ANNUAL ACCOUNT CLOSURE INCIDENCE, PRIVATE LABEL (CCP)
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143 See Sandler & Ricks, supranote 24, at 22.
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5. Practices of credit card
ISssuers

In the CARD Act, Congress directs the Bureau to review “the terms of credit card agreements
and the practices of credit card issuers” and “the effectiveness of disclosure of terms, fees, and
other expenses of credit card plans.” 44 Therefore, this section describes trends and
developmentsin issuer practices related to four common credit card features: credit card
rewards, deferred interest promotions, balance transfers, and cash advances. For each feature, it
discusses its prevalence in the market, costs associated with utilizing the feature, and any
changes issuers or third parties have made in supporting consumerswho choose to use them.
The section then describes changes in issuer practices made in response to COVID-19, such as
the promulgation of consumer relief programs, and adjustments made to operations considering
safety concerns. Finally, this section reviews changes to credit card agreements observed over

time.

In particular, for the four account features discussed below, the impact of the pandemic on
credit card issuers s large and clear. Consequently, the direct issuer response to COVID-19 had

a similarly large impact on consumers, primarily through widely available payment deferral.

144 15 U.S.C. § 1616(a)(1)-(2).
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51 Rewards

Credit cards offering rewards remain popular with cardholders, despite pandemic-related
declines in travel that temporarily reduced the utility of some forms of rewards. 45 This section

reviews recent rewards trends.

5.1.1 Prevalence

The share of credit card spending accounted for by rewards cards has continued to increase
since 2018. That is true both overall and for each credit score tier, with growth particularly
notable for consumers with lower credit scores. By the end of 2020, even consumers with deep
subprime scores put more than 60 percent of their credit card purchase volume on rewards
cards, and consumers with near-prime scores put nearly three-fourths of their spending on
rewards cards. ¢ Trends in reward-card purchase volume as a share of total spending are shown

in Figure 1.

Figure 1: SHARE OF PURCHASE VOLUME ON A REWARDS CARD, GENERAL PURPOSE (Y-14+)

100% -

80% -
60% -
40% -
20% -
0% - . . . . . .

Superprime Prime Near-prime Subprime  Deep subprime Overall

22017 =2018 =2019 2020

145 For a detailed discussion of what aspects are generallyshared bythose credit card account features commonly
denoted as “rewards,” see 2015 Report, supranote 6, at 209-212.

146 J.D. Power reported in 2020 that consumers who self-report as “fullyunderstanding how to earn and redeem

points” have an average spend thatis $307 more thanthe average spend of consumerswho self-report as not fully
understanding theirrewards programs. See J.D. Power Satisfaction Study, supra note 2.
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Rewards cards remain popular, driven by the higher end of the credit spectrum. Shifting
preferences towards rewards cards reflect survey findings that show rewards as the predominant
factorin choosing a card.4” While cardholders with subprime and deep subprime scores are less
likely than consumers with superprime scoresto originate rewards cards, these cardholders still
put more than one-half of their credit card spending on rewards cards, as shown in Figure 2.48

Cardholders continue to embrace rewards cards, and increasingly prefer cash rewards to

miles. 49 In 2020, cash rewards card spending increased the most of any group, accounting for
one third of general purpose card spending. Spending on miles rewards cards fell to 18 percent
in 2020, which coincided with a sharp decline in travel spending as a result of pandemic-related
travel restrictions. o Cards that earn other types of rewards, such as points, special offers, or

discounts, remain the most common by purchase volume at 39 percent.

147 Similarly, J.D. Power’s 2018 survey found that 47 percent of credit card customers who switched to a new card
within the past 12 months did so for a better rewardsprogram. See J.D. Power, Credit Card Rewards Battle

Customer Monitor Survey showing rewards werethe number one reason to apply for a selected card at that time as
well. 2013 Report, supra note 6, at 82 n.g94.

148 For information on the share of new accounts with rewards by credit tier, see 2015 report, supranote 6, at 100.

149 Tssuers’ new card offerings post-pandemic recessionreflect this shift. See, e.g., Jennifer Surane, Credit Cards
Revive Rewards battle with New Cash-Back Offerings, Bloomberg (July 19, 2021),

150 Visa reported travel spending fell about 80 percent in March of 2020, with restaurantand entertainment segments
down atleast 50 percent. Emily Bary, Visa sees ‘significant deterioration’ in spending but some areas are showing
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Figure 2: SHARE OF PURCHASE VOLUME BY REWARD TYPE, GENERAL PURPOSE (Y-14+)
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5.1.2 Developments

Card issuers altered rewards programs in response to changes in consumer spending and
reward redemption behavior during the pandemic, especially those rewards cards that focused
on travel, entertainment, and restaurants, and that carry an annual fee. During the pandemic,
several issuers made changes to bonus earning by increasing rewards for spending in areas such
as grocery and home delivery and by offering statement credits or redemption options for items
people were more likely to use while staying home such as video streaming services and
cellphone bills.s: Some issuers also extended the time allowed to meet spend requirements to
earn sign-up bonuses. 52 These programmatic changes were likely aimed at keeping customers
from moving spending away from their card, downgrading to lower-fee products, or canceling
their card altogether. However, at the time of this writing, most restrictions have been lifted, and

151 See AnnaMaria Andriotis, Travel Bans Take Shine Off Banks’ Premium Rewards Cards, Wall St. J.(June 28,
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issuers are shifting the focus of rewards programs back towards travel and entertainment,

suggesting issuers anticipate a return to previous spending behavior. 3

Rewards remain important to cardholders, but consumer reward preferences have changed
significantly since the Bureau’s previous report; it remains unclear how much of that change is
temporary due to pandemic restrictions. s+ Among cardholders who opened a new card, the
three most-cited reasons for doing so were attractive rewards, benefits, and sign-up offers. 55
Cardholders also tend to use rewards cards more — the share of cardholders reporting a non-
rewards card as their most frequently used card declined from 23 percent in 2019 to 17 percent
in 2020.156 Consumers continue to favor cash rewardsin 2020 — 55 percent of consumers
preferred to redeemrewards for charges or a check, compared to 44 percentin 2019 and 26
percentin 2016.157 However, at least one issuer has also observed increases in reward points
levels, indicating many consumers may be accumulating points to use once they resume

travel.s8

New forms of rewards announced since the Bureau’s prior report, such as cryptocurrency and
student loan repayment, may prove attractive to some consumers. In late 2020 and early 2021,
Gemini, BlockFi, and SoFi announced credit cards that offer cash back in the form of

153 See Kevin Wack, Cardissuers reliant on miles, hotel rewards await travel rebound, American Banker (Mar. 22,

rich sign on bonuses and flexibility with rewards will spark newinterest with consumers.” Competiscan, Travel
Consumer Cards (Q1 2021), at 3.

154 See AnnaMaria Andriotis & Alison Sider, Airline Cards Lose Luster as Coronavirus Persists, Wall St. J. (Dec. 3,

155 Auriemma Research, Impact of Credit Line Changes and Loan Forbearance, Attitudes toward Low or No-APR
Cards, and ‘Refer a Friend Programs, Cardbeat US (Apr. 2021), at 53.

156 Auriemma Research, 2020 Trend Database, Cardbeat US (Mar. 2021), at 6.
157 Auriemma Research, 2020 Trend Database, The Payments Report (Mar. 2021), at 16.

158 See Wack, supra note 153.
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cryptocurrency stored in an affiliated investment account. 9 One survey found that nearly four-
in-ten cardholders report they would be likely to redeem points for cryptocurrency. o These
preferences are inversely correlated with age, as younger consumers expressed greater
likelihood to redeem points for cryptocurrency.©:In addition to its crypto option, SoFi also gives
users the optionto put cash toward student loan balances. 2 As a reward for card repayment,
SoFi states they will lower the APR of the card by one percentage point after 12 timely
payments. 63 Laurel Road also introduced a card for students that provides greater cashback
redemptionif used to pay down student loans. 4 Similar to affinity cards that generate rewards
with spending but pass the fundsto social causes or affiliated organizations, Aspiration
introduced a card that rewards users by planting trees to offset the user’s carbon footprint. s

5.2 Deferredinterest

Deferred interest (“DI”) promotions are a large feature of the retail consumer credit card
market. Almost always associated with private label and retail co-brand cards, deferred interest

159 BlockFi Blog, Join the Waitlist for the World’s First-Ever Bitcoin Rewards Credit Card (Dec. 1, 2020),

160 This statisticis from interviews with 803 credit card users conducted in 2020. See Auriemma Research, Impact of
Credit Line Changes and Loan Forbearance, Attitudes toward Low or No-APR Cards, and ‘Refer a Friend’
Programs, Cardbeat US (Apr. 2021), at 52.

161 I,

162 See SoFi supra note 159.

163 Competiscan, Consumer Credit Cards Overview (Q4 2020), at7.
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promotions are generally presented to consumers as an option to finance larger purchases.
Consumers are given a fixed period of at least six months during which all interest charges are
“deferred”—the issuer calculates howmuch interest the consumer would owe at the account’s
retail APR, but does not immediately charge it to the consumer. ¢ If the consumer pays down
the full promotional balance during the promotional period, the deferred interest is never
charged, and the consumer has gained the benefit of low-cost financing—almost always zero
percent. 7 Conversely, a consumer who does not payin full duringthe promotional period will
generally have all the deferred interest capitalized into their balance at the promotion’s
conclusion. As noted above, in the case of private label cards, the average retail APR is roughly
24 percent. 168

This section builds on prior work to identify new and emerging trendsin the prevalence and cost
of deferred interest programs. The Bureau’s 2015 Report analyzed the legal background and
current status of deferred interest promotions. It also reported findings from promotional-level
data covering the full portfolios of several large DIissuers over a period of several years. The
Bureau’s 2017 Reportlooked at promotional spending, payoff rates, and amount of deferred
interest assessed by merchant category, promotion duration, and credit score. For 2021, the
Bureau again solicited information to analyze spending, payoff rates, and deferred interest
assessed.

The Bureau also solicited information regarding issuers’ response to COVID-19 with respect to

deferred interest programs and found that issuers generally made few-to-no changes to their

166 Deferred interest promotions of less than six months are effectively prohibited by the CARD Act and RegulationZ.
15 U.S.C. § 1666i-2(b); 12 CFR § 1026.55(b)(1); Comment 55(b)(1)-3.

167 Generally, minimum payments alone are insufficient to repaythe balance withinthe promotional period. In some
cases, promotional balances are subject to an interest rate greater than zero percent during the promotional period,
butbyfar the most common promotional interest rateis zero percent. In some cases issuersmayalso assess an up-
front fee for enrollment in deferred interest programs.

168 One industrytrade group pointed to deferred interest promotions as providingvalue to consumers. See ABA
Comment Letter, at 16. Consumer advocates, by contrast, have called for deferred interest to be banned or, barring
that, substantiallyrestructured. See NCLC Comment Letter, at 12-14. One study by Wallethub found that 74 percent
of people think “deferred interest”is unfair, 61 percent think it should beillegal, and 52 percent of people don’t
knowhowit works. Alina Comoreanu, Deferred Interest Study: Which Retailers Use It?, Wallethub (Nov. 17,
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deferred interest-specific marketing, underwriting, and product structure. This does not account
forissuers who made broader changes to how they marketed, underwrote, or otherwise offered
retail credit cards; such changes may have had indirect effects on the marketing and availability
of deferred interest products. Most issuers reported providing DI-specific relief to consumers
impacted by COVID-19, generally on a by-request basis. Such relief generally took the form of
extensions of promotional periods, in some cases alongside broader forbearance measures and
in some cases as independently offered relief. Extensions were generally two-to-three monthsin
length.

5.2.1 Prevalence

Deferred interest promotions remain generally popular with consumers, with purchase volumes
relatively high despite pandemic-era disruptionsin retail sales. Total purchase volume, as
shown in Figure 3, was over $60 billionin 2020, flat since 2019 but an increase of 16 percent
from 2017. Growth since 2017 was driven by consumers with superprime scores, which saw
aggregate purchase amounts increase 20 percent from2017to 2020. Consistent with the
findings of previous Bureau reports, consumers with higher credit scores comprise the bulk of
deferred interest purchase activity. In 2020, the number of deferred interest purchases
increased more than 50 percent overall from 2018levels. In 2020, the number of transactions
for promotions with a duration of less than a year was twice that of two years prior while the
number of purchases with longer term length promotions remained close to previouslevels.

Figure 3: TOTAL PURCHASE VOLUME ON DEFERRED INTEREST PROMOTIONS (DI)
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Deferred interest promotions are generally used to finance larger purchases. As a result, they
tend to be used most at merchants that specialize in offeringlarger-ticket goods or services. In
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2017 the Bureaureported that four-fifths of all deferred interest dollars were spent at merchants
that specialize in five specific product or service categories, with the remainder spent either at
merchants that specialize in other types of goods or services, or at merchants without a clear
specialization. %9 In 2020 that figure has risen to six-sevenths. The largest driver of deferred
interest consumer use is spending on home improvement; that sector, in contrast to travel and
entertainment spending, saw an increase in spending driven by COVID-19, 7o which may help
explain the relative persistence of deferred interest promotion volume in 2020 even as overall
credit card purchase volume and indebtedness declined.

Figure4:  TOTAL PURCHASE VOLUME ON DEFERRED INTEREST PROMOTIONS BY MERCHANT
CATEGORY (DI)
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The mix of spending across merchants varies substantially by credit score tier as well as over
time. Figure 4 displays the deferred interest promotional spending consumers made at each type
of merchant. Figure 5 breaks down that spending by credit score tierin 2020. The Bureau’s 2017
report noted that consumers with superprime scorestend to concentrate their deferred interest

169See 2017 Report, supra note 6, at 103. “Other” includesdepartmentstores and shopping channels, where many of
the actual products offered and sold mayfall under one or more of the fiveenumerated categories. The actual share
of spending on those types of goods and services, therefore, maybe even higher thanthe merchantshare mayimply.

170 See, e.g., Kermit Baker, Despite Devastating Effects on the Broader Economy, Pandemic has been a Boon for US
Home Improvement, Joint Center for Housing Studies of Harvard Univestity (Mar. 25, 2021),
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spending at home improvement merchants. 7» That remains the case, but consumers with
subprime and deep subprime scores now also concentrate more of their deferred interest
purchases on home improvement, rather than healthcare which was a significant categoryin
2017. In fact, the share of deferred interest promotional spending on home improvement had
risen from 38 percent in 2018 to nearly half of all deferred interest spendingin 2020, reflecting
pandemic-era changes in spending behavior. By contrast, the share of promotional spending on
electronics fellin 2020 for consumersin all tiers and now ranks belowhealthcare.

Figure 5: SHARE OF PROMOTIONAL SPENDING BY MERCHANT CATEGORY, 2020 (DI)
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Over the past several years, the Bureau has observed a shift toward shorter promotions, as seen
in Figure 6. While purchase volume on promotions of 12 to 17 months and promotions
exceeding 18 months have remained consistent at about $15 billionand $19 billion per year
respectively, purchase volume on promotions of 6 to 11 months has grown from $20 billionin
2017to nearly $28 billionin 2020. In 2020, these shorter duration promotional purchases
increased while medium and longer-term duration purchases decreased, possibly due to
concerns surrounding the longer-term impact of the pandemic on consumer finances.

171 See 2017 Report, supra note 6, at 104.
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Figure 6: TOTAL PURCHASE VOLUME ON DEFERRED INTEREST PROMOTIONS BY DURATION (DI)
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Consumers in lower credit score tiers increasingly utilize shorter promotions on average than
consumers with higher credit scores. In 2020, 65 percent of promotional purchase volume made
by consumers with deep subprime scores had a promotion duration of less than 12 months,
compared to 45 percent for superprime. That share has increased from 50 percentin 2017. One
explanation may be that promotionlength usually increases with the size of the purchase. For
example, a $500 appliance might be six or 12 months, while a $3,000 furniture purchase could
offer apromotional period of several years. The average promotional purchase amount for a
consumer with a superprime score is roughly twice that of a cardholder with a deep subprime
score. Another reason may be that promotional offers are becoming more common for smaller
purchase amounts. The average promotional purchase amount declined from $899to $637
between 2018 and 2020, asshown in Figure 7.

Figure 7: AVERAGE PURCHASE AMOUNT ON DEFERRED INTEREST PROMOTIONS (DI)
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5.2.2 Repayment

Rates of promotion repayment within the promotional period have generally increased since the
Bureau last reported thisrate.72The Bureau’s 2015 Report found that overall promotion-level
and balance-level payoff rates from 2009 to 2013 lay between 76 and 82 percent.7sThe Bureau’s
2017 Report found that promotion payoff rates on six to 17 month promotions originated in
2015 were 72 percent, and balance payoff rates were 74 percent. This report finds promotion
payoffrates of 81 percent and balance payoffrates of 82 percentin 2020, amarked increase

frompreviousyears. 174

Cardholders of all credit score tiers increased payoff ratesin 2020, but the effect was most
notable for consumers with below-prime scores. The Bureau’s 2013, 2015, and 2017 Reports
found deferred interest payoff rates to be strongly correlated with credit score. 75 The correlation
between payoff rates and credit score generally persists into the current observation period, as
shown in Figure 8.76 On one end of the spectrum, 89 percent of superprime balances were paid
offin 2020, the same percentage as in 2019. In contrast, 62 percent of subprime and deep
subprime balances were paid off during the promotion period in 2020, up from 54 and 51
percent respectivelyin 2019. In terms of the number of promotions, in 2020 cardholdersinall

172 The methodologythe Bureau uses has evolved. Payoff rates on deferred interest products can be expressed in
several ways, including: (1) the number of total deferred interest promotions inwhich thefullbalanceis repaid prior
to the end of the deferred interestperiod divided by the total number of deferred interest productsoriginated; and
(2) the dollar volume of promotional balances paid in full during the promotional period divided bythe total dollar
volume of deferred interest balances originated. The 2013 Report generally used the second measure, referred to
here asthe “balance payoff rate.” The 2015 Report used both the first measure, referred to here as the “promotion
payoffrate,” and the second measure. This report again uses both measures. The rates reported inthis report,
however, are not directlycomparable to those in prior reports for two reasons. First, the issuersamples are
different, with the 2017 Report covering a widerrange of DIissuers. Second, the 2017 Report generallysplit the
lowest credit tierfrom the 2015 Reportinto two separate tiers, with deep subprime now beginning below 580 rather
than below 620.

173 2015 Report, supra note 6, at 164.
174 2017 Report, supra note 6, at 108.
175 2017 Report, supra note 6, at 107-108; 2015 Report, supra note 6, at 167-169; 2013 Report, supra note 6, at 80.

176 Consumers with no creditscore demonstrated payoff rates in line with the overall averages. They are therefore not
shown here.
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credit score tiersreached their highest payoff rates since at least 2015, with cardholders with
below-prime scores repaying two thirds of their deferred interest promotions within the
promotional period, consistent with increased payment rates on credit cards generally as noted

in Section 2.4.2.

Figure 8: BALANCE PAYOFF RATE ON DEFERRED INTEREST PROMOTIONS (DI)
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5.2.3 Cost

Consumers who pay off the deferred interest promotion prior to expiration do not pay deferred

interest. However, consumers who do not repay, generally incur the full amount of the deferred
interest, oftenincurring significant costs. Those costs have generally beenrising over the period
for which the Bureau has data: the aggregate amount of deferred interest assessed to consumers
increased by 45 percentfrom2015to 2020, to just over $2.5 billionin total. w7

177 Bureau data do not currently allow for a determination of how much of this growth is drivenbyvolume growth,
and howmuch, if any, is driven by deterioration in payoff rates.
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Figure 9: TOTAL DEFERRED INTEREST ASSESSED (DlI)
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Consumers who fail to pay the balance prior to the end of the promotion are assessed deferred
interest at roughly the same effective interest rates regardless of credit score, as shown in Figure
10. Deferred interest promotions are typically conducted on private label cards, which carry
APRs that do not vary much between credit score tiers. Naturally, longer promotions carry
higher deferred interest amounts at expiration, but on an annualized basis the costs are the
same for those that fail to repay during the promotional period.

Figure 10: DEFERRED INTEREST ASSESSED AS A SHARE OF PROMOTIONAL PURCHASE AMOUNT FOR
PROMOTIONS THAT INCURRED DEFERRED INTEREST (DlI)
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Consumers in lower score tiers pay relatively more to finance purchases with deferred interest
than do cardholders with superprime scores because they are lesslikely to repay within the
promotional period. However, effective costs are declining for cardholders with below-prime
scores as their repayment rates increase. Figure 11 shows the amount of deferred interest
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assessed in a year as a share of the total deferred interest purchase volume for all promotionsin
that year by consumer credit score tier. This metricserves as a proxy for expected cost at the
time the purchase was made for consumersin each credit score tier. Figure 11 shows cardholders
with below-prime scoresin 2020 have an expected cost of about 8 percent of the purchase price,
while cardholders with superprime scores may expect to pay about 3 percent of the deferred
interest purchase amount on average. Rising repayment rates among cardholders with below-
prime scores increases the probability that these consumers will repay within the promotional
window. Concurrently, private label interest rates have remained steady. Together, these trends
resultin a lower expected cost for consumers in below-prime credit tiers.

Figure 11: DEFERRED INTEREST ASSESSED AS A SHARE OF ANNUAL PURCHASE VOLUME FOR ALL
DEFERRED INTEREST PROMOTIONS (DlI)
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Deferred interest promotions continue to provide consumers with complex challenges when
they decide how to finance a purchase, as well as in making payments on their balances. The

Bureau continues to monitor this area for risks to consumers.

5.3 Balancetransfers

Balance transfer offers enable the consumer to potentially reduce the cost of carrying their
debts. Some credit cards offer promotional balance transfers rates to incentivize consumers to
apply for orincrease their use of a credit card account. Generally, balance transfers shift existing
balances from other cards onto the new one; consumers are typically offered alower interest
rate on the transferred balance (often zero percent) but generally are also required to pay an
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upfront fee assessed as a share of the transferred balance. In addition to transfers of debt from
another credit card, most balance transfer offers allow consumers to pay off debt related to other
loans and bills. 78 By the conclusion of the promotional period, if the consumer does not execute
another balance transfer or has not repaid the balance, the remainder of the balance becomes
subject to a non-promotional interest rate, which is almost always higher than the balance
transfer promotional rate.

5.3.1 Prevalence

Balance transfers became significantly less common during the pandemic, though evidence
suggests those offers may be returning as the economic outlook stabilizes. Following four years
of growth, balance transfer volume fell 36 percent year-over-yearto $35billionin 2020, and
quarterly balance transfer incidence fell from 0.9 percentin 2019 to 0.4 percent at year’send in
2020, asissuers looked to limit exposure to potential future losses given the uncertain economic
outlook. 7 In 2019, over half of total acquisition mail volume included promotional balance
transfer offers.so In 2020, the minority of direct mail offersincluded promotional rates, in
tandem with a rapid decline in mail volume overall.:$: By year-end 2020, balance transfer
incidence began to tick back up and appears to be returning to pre-pandemiclevels as the

economy recovers. 12

178 Many transactions effectuated usinga “convenience check” mayalso be treated as balance transfers by issuers.
However, not all such transactionsare so treated; dependingon howitis used, some maybe treated similarly to
cash advances. The Bureau therefore excludes convenience check transactions fromthis analysis (and from its
analysis of cash advances in Section 5.4), acknowledging thatthis likely excludes at least some volumethat maybe
identical or near-identical from the consumer perspective.

179 See AnnaMaria Andriotis & Veronica Dagher, Credit-Card Balance Transfers Are Harder to Come By, Wall St. J.

180 Data provided by Competiscan.
181 Id, See Section 4.1 for further information on direct mail volumein 2020.

182 See Sara Rathner, Why Balance Transfer Credit Cards Are Starting to Blossom Again, Nerdwallet (June 4, 2021),
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As shown in Figure 12, balance transfers are primarily utilized by consumers with prime and
superprime credit scores. This remained the case even as balance transfer incidence declined
sharply across all credit score tiersin 2020— as a percentage of total balance transfer volume in
2020, cardholders with prime scores made up 78 percent and 20 percent respectively.

Figure 122 QUARTERLY BALANCE TRANSFER INCIDENCE, GENERAL PURPOSE (Y-14+)
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The average size of balance transfers has not changed significantly since the Bureau’s last report.
Balance transfers for cardholders with superprime scores averaged roughly $5,600 inthe fourth
quarters of both 2019 and 2020. Balance transfers by cardholders with prime scores averaged
about $4,300 inthe fourth quarter of 2020, down slightly fromjust under $4,500 in the same

quarter a year prior.

5.3.2 Cost

Measured as a percentage of the amount that cardholders transfer, the average fee for balance
transfers has increased since 2018. Balance transfers generally charge an initial fee, followed by
alow interest rate on the transferred balance for a set period of time or until the balance is
repaid.®3From 2015 to 2018, the average balance transfer fee declined from 3.2 to 2.8 percent.
In 2019 and 2020, the average balance transfer fee was 3.0 percent. Consumers use balance
transfers to take advantage of low promotional interest rates. In both 2019 and 2020, the vast

183 Some issuers offer introductoryno fee balance transfersfor new cards, butthis does not appeartobe a common
practice in the industry.
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majority of credit card solicitations sent to new prospects included an introductory o percent
balance transfer rate. 8+ Depending on the duration of the promotion and the degree of interest
rate reduction, as well as the consumer’s repayment behavior, this cost savings can be
significantly higher than the upfront cost of the initial balance transfer fee.

Besides the initial fee and interest, consumers may also incur costs associated with the loss of a
grace period on their purchase balances when making a balance transfer, which can resultin an
increase in interest charges on other purchases. Cardholders who were using the card to transact
prior to the balance transfer stand to lose their grace period on new purchases, even if they
continue to repay the full amount of new purchases each month. For example, a “transacting”
consumer that routinely spends around $500 ontheir credit card each month and pays that
balance in full, that then transfers a balance to that card and does not pay that balance in full,
may begin incurring interest charges on their monthly $500 spending at the card’s retail APR
rate, even if the transferred balance is subject to a zero percent interest rate. 8s While transacting
accounts represent only a minority of all accounts that effect balance transfers, as notedin a
prior report, most of these formerly-transacting cardholders went on to make purchasesbefore
the balance transfer was paid, incurring interest charges on those new purchases and increasing
the effective cost of the transfer. 86

184 Data provided by Competiscan.

185 Some issuers permit consumers to enjoy a grace period on new purchases whilerevolving a transferred balance
during the promotional period, but the prevailing practice appears to be that revolving balance transfersdoes
eliminate thegrace period on regular purchases. Issuersare required to provide certain disclosures to consumers
which includeinformation regarding the potential loss of a grace period when balancesare not paid infull. 12 C.F.R.
§1026.6(b)(2)(v). Issuer disclosures on balance transfers show that some issuershaverevised theirapplicable grace
period policies. These disclosures show that some issuers now allow consumers to retain their grace period while
revolving a transferred balance solong as theypaythe balance generated bynew purchasesin full each month.
Although issuerslose some interest revenue from this type of change, consumers stand to benefit from balance
transfer costs being clearer. In addition, issuers mayrealize some benefits. The decreased cost of new purchases
may cause increased use of the card for such purchases. In addition, the issuer mayavoid any customer service costs
associated with the prevailinggrace period policy on balance transfers. See 2017 Report, supra note 6, at 193.

186 See 2015 Report, supra note 6, at 126; see also 2017 Report, supra note 6, at 191-193.
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54 Cash advances

The cash advance feature, offered on many general purpose credit cards, allows consumers to
obtain cash or cash equivalents using a portion of their card’s credit line (20 percent of theline
is common), sometimes called the “cash line.” 87 Unlike balance transfers, cash advances are
available to any cardholder with sufficient available cash credit line on a card that has the
feature. Consumers can access cash advances through a variety of means; ATM withdrawals may
be the most well-known form of cash advance, but they are not the only one. Issuers may treat
certain credit card purchases as cash advances; this can include such uses as the purchase of
chips at a casino, gold at a bank, foreign currency, traveler’s checks, gift cards, prepaid cards,
convenience checks, and virtual currencies;'® The funding of peer-to-peer transfers may also be
treated by some issuers as a cash advance. 9 In some cases, when a consumer links a credit card
to a deposit account in order to cover overdrafts on the latter, the credit card issuer will treat
that overdraft as a cash advance.

5.4.1 Prevalence

Cash advance volumes were mostly flat leading up to the pandemic but fell sharply during the
pandemic and remain well below previouslevels. Prior to the pandemic, cash advance volume
averaged roughly $ 3 billion per quarter with some seasonal fluctuations, typically showing
slightly higher volumesin the third quarter of each year. As shownin Figure 13 below, the
second quarter of 2020 saw cash advance volume decline to less than $2 billion before rising to
roughly $2.5billion for the remainder of 2020. One explanation for the decline in cash advance

187 To the Bureau’s knowledge, some privatelabel cards provide a cash advance feature at the point of sale, but the
practice is not common and does not fall within the scope of this section.

188 Many transactions effectuated usinga “convenience check” mayalso be treated as cash advances byissuers.
However, not all such transactionsare so treated; dependingon howitis used, some maybe treated similarly to
balance transfers. The Bureau therefore excludes convenience check transactions from thisanalysis (and from its
analysis of balance transfers in Section 5.2), acknowledgingthat this likely excludes at least some volume that may
be identical or near-identical from the consumer perspective.

189 See Ann Carrns, Beware the Fees That Come With Some Money Transfers on Apps, N.Y. Times (Apr. 24, 2020),
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volume may be that measures aimed at mitigating the economic impact of COVID-19, such as
economic stimulus payments and enhanced unemployment benefits, met some of the need
consumers may otherwise have had for cash during the pandemic. Thisis generally a positive
sign for consumers, as cash advances can be a relatively costly form of credit, as discussed in
Section 5.4.2.

Figure 13: QUARTERLY CASH ADVANCE VOLUME, GENERAL PURPOSE (Y-14+)
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Cash advance usage has continued its decline for consumersin all credit score tiers, even
omitting the singular decline in the second quarter of 2020. Cash advance volumes may have
beensteady prior to the pandemic, but as the number of credit cards has increased, the
incidence of cash advance feature usage has declined. Cash advance incidence is relatively
uniform across credit score tiers, except for consumers with superprime scores who use cash
advances markedly less than all other cardholders. Cash advance incidence has continued to
decline over the last few years, particularly in the below-prime market segment, as shownin
Figure 14.
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Figure 14: QUARTERLY CASH ADVANCE INCIDENCE, GENERAL PURPOSE (Y-14+)
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Average cash advance line is greater for consumers with higher scores, with superprime
cardholders averaging $3,000 per card, while below-prime score tiers average $1,000 or less.
Most credit cards restrict access to the cash advance feature by stipulating a separate smaller
cash advance line that is also part of the cardholder’s overall line. Cardholders may utilize the
cash advance feature in an amount that is the smaller of either the remaining available line or
the maximum cash advance line onthe card. Given the utilization rate for cards held by
consumersin below-prime tierstendsto be high, cash advances are likely more limited by the
remaining card balance than the cash advance line amount. With minimum per-use fees, this
might mean a cash advance may be more expensive as a share of the amount consumersreceive,
as discussed in Section 5.4.2.

Figure 15: AVERAGE CASH ADVANCE LINE, GENERAL PURPOSE (Y-14)
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54.2 Cost

The cash advance cost structure can be complex, and costs depend on the amount advanced,
upfront fees, interest rates, and the timing of repayment. 9o Fee structures can be relatively
complex, with some card agreements stipulating different cash advance fee percentages and
minimum fee amounts for different cash advance transactions, such as lower feesfor ATM
transactions and higher fees for cash equivalents like casino chips.: Cash advance APRs are
typically higher than purchase APRs, and these transactions are not usually subject to any kind
of grace period, meaning they begin accruing interest at that higher APR at the point that the
cash advance is taken, evenif the cardholder pays their balance in full every month. o2

Cash advance fees overall fellin 2020 as a result of decreased usage, while remaining steady as a
share of cash advance volume. Fee volumes had been stable prior to the pandemic, totalingjust
under $750 million per year forissuers in the Y-14+ data.»3In 2020, due to declines in usage,
cash advance fee volume fell to roughly $550 million, a decline of nearly 27 percent. As a share
of volume, cash advance fees averaged 5.0 percentin 2019 and 2020, slightly lower than the 5.2-
5.3 percent seen from 2016 to 2018. Cash advance fee ratios are noticeably higher for
cardholdersin lower score tiers, as shown in Figure 16. Minimum fixed fee amounts for cash
advances in a two-way pricing structure, such as “$10 or 5%,” can translate to high cash advance
feeratios for cardholders who take a small dollar amount cash advance. This is more oftenthe
case for cardholders with little remaining available credit on their cards.

190 While the vastmajority of creditcards charge an upfront fee for cash advances, the Bureau is aware of at least one
card that does not.

191 See, e.g., U.S. Bank, Cardmember Agreement for U.S. Bank National Association Visa® and Mastercard®
Classic, Gold and Platinum Accounts,

pdf.
192 Indirect costs to cardholderssuch as interest on balances from purchases that would otherwisebetreated as
interest free dueto a grace period are not included in calculationsof cash advance fee costs, but remain an

important consideration.

193 Due to a technical error, the aggregate cash advance fee volume figure was misreportedin the 2019 Report and has
therefore beenrestated correctlyhere.
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Figure 16: QUARTERLY CASH ADVANCE FEES RELATIVE TO CASH ADVANCE VOLUME, GENERAL
PURPOSE (Y-14+)
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5.5 COVID-19response

The onset of COVID-19 across the United States in the second half of the first quarter of 2020
triggered a sharp response from consumers, businesses, and government entities. The sum
effect of those responses was to abruptly render many ordinary activities prohibited or
impracticable, which severely impacted the financial security of many consumers. As described
below, individuals were advised to avoid unnecessary travel outside the home, many businesses
closed temporarily or permanently, and many workers were laid off or furloughed.

That economiccrisis had two significant impacts for credit card issuers. First, as described in
more detail below, credit card issuers’ operational models suddenly became untenable,
necessitatinga drasticand rapid shift to new ways of doing business. Second, the widespread
cessation of a great deal of in-person activity sparked the swiftest deteriorationin economic
conditions in modern history, imperiling the ability of millions of consumersto make adequate,
timely payments of their debts.

This report generally focuses on the state of the consumer credit card market, and in particular
the impact of COVID-19 on consumer cardholders. The pandemic also had a significant effect on
the companies that issue credit cards to consumers; how those issuers responded to the crisis
was a major factor in the ultimate effects of the pandemic on consumer cardholders. This
section therefore summarizes the impact of COVID-19 on the largest credit card issuers, as well

as the responses by those issuers to the pandemic. First, this section examines the operational
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response of issuers to COVID-19, including actions relating to staffing, risk management, and

account servicing. Second, it focuses onissuers’ relief efforts.14

With regard to issuers’ operational posture, issuers moved quickly to adjust operationsin
response to the new conditions precipitated by COVID-19; while issuers generally responded
similarly in some ways (e.g., shifting employees to remote work wherever possible), their
mitigation attempts varied more in others (e.g., existing credit line management). Issuers
struggled to maintain existing levels of account servicing, especially at the onset of the
pandemic. Issuers’ relief efforts likely resulted in consumers preserving billions of dollarsin
liquidity following, and especially immediately following, the onset of the pandemic.

Overall, consumers expressed heightened dissatisfaction with their credit cards following the
onset of the pandemic; complaints to the Bureau relating to credit cards rose significantly
beginning in the first quarter of 2020, and remain at levels elevated relative to the recent pre-

pandemic years, as shown belowin Figure 17.195

194 Except where noted, datasupportingthis section come from the Bureau’s MMIsurvey. Therefore, and as noted
elsewherein this report, it only represents the experiences of the largest credit card issuers, with the attendant

caveats also noted elsewherein this report. While out of scope, the Bureau notes significant evidence for operational

impacts and relief efforts madebysmallerbanks and creditunions. See, e.g., Laura Alix, Small-dollar loans

195 See supra note 2.
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Figure 17:  MONTHLY CREDIT CARD COMPLAINTS
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However, overall complaints to the Bureau rose significantly; the total volume of complaints
received by the Bureau in 2020 exceeded 2019 volumes by over 50 percent, and certainsectors
saw much largerincreasesin complaint volume, either in raw totals, relative to previous

volumes, or both. ¢

5.5.1 Operationalimpacts and response

COVID-19 necessitated a sharp adjustment in the operational posture of major credit card
issuers. Credit card issuers were faced with a series of challenges in how to address demand for
credit, the need for relief, and the servicing of existing accounts. Issuers were forced to contend
with all of these challenges simultaneously, ina compressed timeframe, with a high degree of
uncertainty regarding the short and long-term impact of the pandemic on the economy. Actions
takenby issuers to address these challenges varied significantly, making a comprehensive
picture of issuers’ response to COVID-19 difficult to assemble, especially in those areas where

issuers’responses proved more varied. 97

196 See Consumer Response Annual Report, supra note 1, at 9.

197 Note that, while drawingon a different source of data representing a different group of issuers, the Bureau’s
Winter 2021 Supervisory Highlights draws many similar conclusions about issuers’operational challenges and
responses in the wake of COVID-19, as well as relating to issuer relief efforts. See Supervisory Highlights, supra
note 13, at 13-14.
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UNDERWRITING AND CREDIT MANAGEMENT

All surveyed issuers reduced new credit availability in response to the onset of the pandemic.
Among the most common measures were raising underwriting standards on new accounts and
pausing or raising underwriting standards on credit line increases (both proactive and
reactive).98 Many issuers also reported limiting or raising underwriting standards on certain
secondary features on accounts, such as balance transfers, cash advances, or over limit
transactions.

Issuers’ approach to the lines of credit already available to their cardholders varied. Some
issuersreported decreasing credit lines and closing inactive or high-risk accounts at a higher
frequency. v However, other issuers reported at least temporarily pausing credit line decreases,
certain types of account closures, and certain types of pricing increase activity as well as

providing other forms of targeted credit expansion.

ACCOUNT SERVICING

COVID-19 led to a large and sudden increase in consumer servicing needs. This spike was driven
by requests for relief (discussed in the following subsection) and by a wave of disputed
transactions. While MMI data on disputes are limited and varied, they nonetheless point to a
sharp uptick in the volume of consumer disputes around the onset of the pandemic compared to
the prior year, with an even sharper increase in dollars at stake in those disputes. These disputes
were disproportionately driven, by higher-score consumers disputing transactions on general
purpose cards; transactions directly related to travel expenditures experienced an evenlarger
relative spike in transactions and dollar disputed compared to other categories.

198 See supra note 193.

199 For more on creditline management, see Section 4.2.3. Some issuers also discussed these actions inearnings calls
earlyin the pandemic. See, e.g., Synchrony Financial, Q1 2020 Results — Earnings Call Transcript, Seeking Alpha

dynamicallyreevaluatethe customers' creditworthiness to manage credit exposure, as well as leveragingthe latest
technologyto passivelyauthenticate customers and more selectivelytarget high risk behavior.”); American Express,
Q2 2020 Results — Earnings Call Transcript, Seeking Alpha (July 24, 2020),

those cards.”).
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At the same time consumer servicing needs were increasing, the pandemic also severely
impacted the ability of credit card issuers to process consumer servicing requests. This impact
was most sharply felt at call centersboth domestic and abroad, which issuersreported were
largely closed or extremely restricted in their operations for an extended period following the
onset of the pandemic due to safety concerns and public health-driven closure orders. However,
similar impacts also reverberated through other aspects of relevant “back office” operations—
issuersreported difficulties and delays in processing both inbound and outbound mail,
difficulties maintaining digital servicing portals, and inadequate levels of total or appropriately-
trained staff to handle certain types of disputes or aspects of the dispute process.

Issuers responded to these servicing constraints by implementing measures to bolster capacity
and reduce customer wait times. Some measures included allowing staff to work from home
where feasible, adding training to allow more staff to handle disputes, hiring new staff,
increasing allowances for staff to work overtime, increasing dollar-amount thresholds for certain
forms of expedited dispute resolution, and making adjustments to customer communications
across various channels. In many cases issuers reported deploying these measures rapidly,
within weeks or evenin some cases days of the March 13, 2020 federal emergency declaration.2eo

Consumers who requested to speak with a customer service representative nevertheless
experienced much longer wait times around the onset of the pandemic. On average, consumers
experienced wait times in the second quarter of 2020 that were many multiples of both the first
quarter of 2020 and the second quarter of 2019, and in some cases an order of magnitude
longer. These wait times generally fell substantially over the course of the year; by the fourth
quarter of 2020, while most issuers reported higher wait times than the comparable quarter of
2019, those wait times were nevertheless much closer to levels observed in 2019 in most cases.

200 See 85 FR 15337. Notably, issuers almostwholly abstained from availing themselves from the flexibility offered by
the Bureau’s May 3, 2020 “Statement on Supervisoryand Enforcement Practices Regarding Regulation Z Billing
Error Resolution Timeframes in Light of the COVID-19 Pandemic,” which “inform[ed] creditors of the Bureau’s
flexiblesupervisoryand enforcement approach during this pandemic regarding the timeframe within which
creditors complete their investigations of consumers’ billing error notices.” See Bureau of Consumer Fin. Prot.,
Statement on Supervisory and Enforcement Practices Regarding Regulation Z Billing Error Resolution
Timeframes in Light of the COVID-19 Pandemic (May 3, 2020),

05.pdf.
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There was not, however, an apparent spike in the total volume of consumer calls to surveyed
issuers following the onset of the pandemic. Most issuers reported a decline in total call volumes
in the second quarter of 2020 from the prior quarter, with none reporting more thana slight
uptick. This contrasts with 2019, when quarter-over-quarter volumes were much more stable in
the first half of the year. This decline persisted into the remainder of the year, with surveyed
issuersreporting (in aggregate) receiving only about five-sixths of the total incoming call volume
in the second half of 2020 asthey did in 2019. This decline was also observable for the subset of
calls in which a consumer requested to speak with a customer service representative. Such calls
also represented arelatively constant share of all calls over 2019 and 2020. These findings
suggest that wait time spikes were largely driven by decreased capacity by issuersto field calls,
ratherthan an increase in such calls, though Bureau data cannot rule out the possibility that the
composition of calls made to issuersincreased in complexity or difficulty. 201

In some ways, the consumer impact of the acute destabilizationin issuer customer service might
have been worse if issuers had not established digital servicing channels prior to the pandemic.
As described in more detail in Section 7.2.1 below, increasing numbers of consumer credit card
accounts are enrolled in digital servicing portals. While Bureau survey data do not directly allow
for measuring this, other information indicates that consumers expanded their use of digital
servicing channels for their financial accounts. 202 If consumers increasingly substituted such
channels for servicing activity they may have previously done via phone or at a branch location,
this could explain why issuers did not report alarge spike in consumer calls.

ADDITIONAL OPERATIONAL IMPACTS

Issuers reported a variety of other operational changes in response to COVID-19 and its effects.
For example, many issuers made significant changes to their overall marketing and solicitation
posture, reducing, or eliminating solicitations and messaging with themes that may have been

seen as dissonant with the moment (e.g., exhortations to spend on travel). Issuers refocused

201 For example, the Bureau’sdebt collection-specific data indicates that issuers saw a large influx of calls relating
specificallyto consumer relief, which mayhave been more complex or time-consumingto resolvethan many
common pre-pandemic call subjects. See Section 6.5 infra.

202 See e.g., Ellen Sheng, Coronavirus crisis mobile banking surge is a shift that’s likely to stick, CNBC (May 27,
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efforts on more consonant themes and on messaging specificto relief. Several issuers reported
accelerating existing efforts to transition their portfolios to contactless cards. 203 Several issuers
also made significant changes to their rewards programs;for example, several issuers extended
the timeframes for earning sign-up bonuses or avoiding rewards expiration, or allowed

accumulated rewards to be redeemed in ways perceived as better suited to the moment.

5.5.2 Consumerrelief

Datashow that a large and likely-unprecedented number of consumers received some form of
relief on their credit card debts following the onset of COVID-19, all of which was provided
voluntarily by issuers. Unlike servicers of federally-backed mortgages, which were mandated by
the CARES Act to provide certain types of forbearance to mortgagors, card issuers were not
subject to any federal mandate to provide relief on consumers debts. This section discusses first
the form of consumer relief offered by major credit card issuers and second the impact of that
relief.204 This section describes only relief provided to consumers by issuers that directly
impacted their credit card accounts; other forms of relief which may have been offered and
which could have indirectly impacted consumers’ ability to manage their credit card debts are
not considered here. While this section relies solely on MMI data, other sources of information

supplement and generally support reported findings. 205

203 Usage of contactless payment methods increased significantly after the onset of COVID-19 (both in the U.S. and in
other jurisdictions), likelydueto public perceptions that such methods entailed a lower risk of transmission of
COVID-19. For more information regarding contactless payment adoption, see Section 7.2.2.

204 Tssuers represented by these data represent a large portion of the market but are not necessarily representative of
the portion of the market not covered by the data the Bureaureceives. Additionally, issuerpractices regardingthe
measurement and trackingof the scope and impact of their relief efforts varied considerably, limitingthe Bureau’s
abilityto draw precise conclusions from the dataprovided. The COVID-19 crisis was unprecedented inseverityand
swiftness as well asin itsimpact on issuers’ operations, but the Bureau expects this experience willinform the
ongoing efforts of credit card issuers and other consumerfinance companies to design strategies to both directly
address future crisesas well as more-robustly track theimpacts of those strategies to betterallow for their
evaluation and improvement.

205 See, e.g., Auriemma Research, Impact of Credit Line Changes and Loan Forbearance, Attitudes toward Low or
No-APR Cards, and ‘Refer a Friend’ Programs, at 34-42(Apr. 2021). N.b. that manycredit card issuers are also
publicly-traded, and manysuch issuers provided information regarding the structure, take-up, and impact of their
relief efforts inmandatoryfilings as well as associated materials.
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FORM OF RELIEF

Issuers generally reported offering relief programs to consumers affected by natural disasters or
other hardships prior to COVID-19. These programs vary widely across a number of key criteria,
including eligibility, form of relief and benefit, length, other conditions of receiving the benefits,
and terms of exit, with different programs serving different purposes or functions in managing
consumer accounts. While some commonalities were prevalent across issuers’ programs, no two
issuers offered exactly the same suite of relief programs.

Many surveyed issuers offered short-and long-term payment plans, which generally allowed
consumers to address outstanding debts by reducing interest rates and payment amounts due
for the duration of the program; these programs were structured to allow distressed consumers
to escape delinquency and reduce their indebtedness, but also generally restricted a consumer’s

use of the card during enrollment.

Some issuers also reported offering a variety of short-termrelief programs for consumers
affected by natural disasters. The most common such type of program generally allowed
consumersin areas affected by natural disastersto reduce or skip a required payment, to
temporarily suppress certain fees, and/or to forestall certain other activities and events
associated with their account (for example, blocking credit line decreases that may have
otherwise occurred). Other issuers offered programs with similar benefits, but not explicitly

targeted or limited to consumers affected by natural disasters.

All surveyed issuers reported offering relief specificto COVID-19. Issuers reported developing
and deploying new relief programs, and/or modifying existing relief programs within weeks of
the March 13,2020 federal emergency declaration. All issuers offered a program which allowed
consumers to skip payments, with some issuers also offering COVID-19-specific programs
allowing for relief on a longer timescale. No issuer reported freezing access to, discarding, or
otherwise substituting COVID-19 relief for existing programs. Issuers generally reported
engaging in significant marketing campaigns around their relief programs, especially following
the onset of the pandemic, using a variety of channels to inform consumers about the existence

of these programs and key details, such as eligibility and impact on account status.

Uponrequest, all issuer “skip-a-pay” programs allowed consumers to forgo making monthly
minimum payments, including any finance charges, without any impact onan account’s
delinquency status. Issuers generally allowed for broad eligibility, though some issuers

restricted access to skip-a-pay programs to accounts that were not already severely delinquent

115 BUREAU OF CONSUMER FINANCIAL PROTECTION — CONSUMER CREDIT CARD MARKET REPORT



and/orin certain other statuses (for example, bankruptcy). 206 Issuers generally reported
requiring applicants to attest to COVID-19-induced hardship, but did not require consumers to
provide documentation or other evidence of such hardship in order to obtain relief.

While issuers generally waived any late or insufficient funds (NSF) fees associated with the
account in that cycle, issuers varied more in how they handled interest charges. Some issuers
waived finance charges as part of their skip-a-pay programs, while others did not (while still
allowing payment of those chargesto be deferred while consumers were enrolled); still other
issuers handled different types of interest charges differently (for example, waiving monthly
finance charges generally while assessing-and-deferring certain promotional interest charges ).
Most issuers waived payments for a single cycle upon request, though some waived more, and

all issuers allowed consumers to re-enroll in skip-a-pay programs for several consecutive cycles.

Some issuers reported modifying or withdrawing certain aspects of their COVID-19 relief
approach over the course of 2020. For example, some issuers who initially waived finance
charges for skip-a-pay consumers later reinstated them on a deferred basis; some issuers

reduced the number of cycles for which a consumer qualified after a single enrollment, or

capped the total number of consecutive cycles for which a consumer could be enrolled.

Among the Bureau’s statutory objectivesis to ensure “outdated, unnecessary, or unduly
burdensome regulations are regularly identified and addressed in order to reduce unwarranted
regulatory burdens.”207 As part of its MMI survey, the Bureau asked issuers whether any
provision of any federal consumer financial law (as defined in 12 U.S.C. § 5481(14)) inhibited,
impeded, or prevented them from offering any relief program they considered, or impacted the
scope or terms of any relief program they offered. Allissuers responded in the negative. The

Bureau continues to monitor consumer financial markets for indications that provisions of

206 While Bureau datadoes not allow for determiningwhether consumers who had been struggling previously with
theirindebtedness had accessto reliefprogramsin practice, otherdata suggest a significantshare of such
consumers were able to access issuerrelief —per Auriemma, “As of Q3-20, 55% of cardholders who had missed a
paymentin the past 12 months were offered a forbearance option from a credit card issuer. 75% of those individuals
took their credit card issuer up on the offer, likely contributing to the lower proportion who missed a payment by
Q4-20.” See Auriemma Research, 2020 Trend Database, Cardbeat, at?y.

207 12 U.S.C. § 5511(b)(3).
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federal consumer financial law or their implementing regulations may cause undue burden or

otherwise entail unintended adverse consequences for consumers. 208

IMPACT OF RELIEF

Large numbers of consumers benefitted fromissuers’relief programsin 2020. Bureau data
indicate that approximately 25 million consumer credit card accounts entered relief programsin
2020, representing approximately $68 billion in consumer debt subject to voluntary issuer
relief. Entry into relief was concentrated around the onset of the pandemic; the second quarter
alone saw over two-fifths of the year’s entry into relief by number of accounts (and over half by
amount of consumer debt); by the fourth quarter, entryinto relief had declined to levels closer
to pre-COVID-19 levels, though it was still elevated.

Payment-deferral programs were the major driver of the robust increase in relief, though fee
reversals and waivers or interest rate reductions were also more commonin 2020.209 Over 13
million accounts received some form of payment deferral (interest-accruing or non-interest
accruing) representing over $50 billionin consumer indebtedness. 20 These figures were well
over an order of magnitude higher than the comparable figures for 2019. The bulk of the
remaining relief consisted of fee reversals or waivers, which were also elevated compared to

2019, with accounts and debts receiving such reliefin 2020 representing an approximate 20

208 See e.g. Bureau of Consumer Fin. Prot., Statement on Supervisory and Enforcement Practices Regarding
Electronic Credit Card Disclosures in Light of the COVID-19 Pandemic (June 3, 2020),

209 While paymentdeferrals were by far thelargestoverall component of overall reliefefforts, that doesnot mean that
other relief efforts were not impactful for consumers. See, e.g., Auriemma, “Among these who were offered and took
atemporaryinterest rate reduction, 19% of them were ableto increase thenumber [or] amount of creditcard
payments they could make.” See supra note 205, at 8).

210 The structure of the MMI survey entailed some potential double-counting (or triple-counting, etc.) of accounts if
such accounts received morethan one type of reliefduringa quarter. However, in practice this appears to have been
limited, withthe sum total of allindividual relief types reported representing approximately 29 million accounts
and $78 billionin consumer debt, numbers not much greater thanthe total reported receiving anyrelief (a figure
which counts each account onlyonce). Therefore, itappears that most accounts onlyreceived one type of relief
during a quarter, with most of the double-counting likely coming from accounts that received both payment
deferrals and fee reversals or waivers.

117  BUREAU OF CONSUMER FINANCIAL PROTECTION — CONSUMER CREDIT CARD MARKET REPORT


https://files.consumerfinance.gov/f/documents/cfpb_e-sign-credit-card_statement_2020-06.pdf
https://files.consumerfinance.gov/f/documents/cfpb_faqs_open-end-rules-covid-19_2020-05.pdf

percent and 50 percent increase over 2019, respectively. Accounts and debt enrolled in interest
rate reductionrelief or other forms of relief were mostly in line with 2019 levels. General
purpose accounts represented roughly six-in-ten accounts granted a payment deferralin 2020,
with retail accounts representing the balance, but general-purpose accounts represented nearly
four-fifths of the consumer debt subject to a payment deferralin2020.2n

Based on those findings and subject to certain assumptions, the Bureau estimates that surveyed
issuers’ cardholders were able to forgo principal payments of anywhere from $0.5billion to $1.5
billion against their credit card debts in 2020 due to these relief programs. While making
similar inferences regarding the interest payments consumers were permitted to forgo is more
challenging, it is plausible that the figure may be comparable to the above estimate for principal
payments. 22213 Especially when incorporating information about the relief utilized by
cardholders of otherissuers not within the MMI surveys, it is likely that all consumer cardholders
were able to forgo several billion dollars in otherwise-mandatory payments to credit card
companies over the course of 2020. This relief came at a time when many consumers found
themselves suddenly facing joblessness or reduced incomes while simultaneously at risk from
COVID-19. The scale of this relief and the speed with which it was deployed therefore likely
represented substantial benefits to the consumers who received it, allowing them to redeploy
their limited and, likely in many cases, interrupted or diminished flow of income and other
incoming funds towards other urgent needs.

Entriesinto payment deferral relief were spread fairly evenly across credit score tiers. In 2020,
nearly four million prime accounts held by surveyed issuers received payment deferrals,
compared to nearly three million superprime and near-prime accounts and closer to two million

21 Consumers carry higher balances on average on general purpose accounts. See Section 2.2.1.

212The Bureau’s MMIsurveydid not indicate how many consumers were presently revolving at the time theyentered
relief, whichmeansBureau data cannot determine what share of consumers who were permitted to skip a
mandatory payment were skipping payments whichincluded a finance charge as well as a principal payment.

213 In most cases the interest nonetheless accrued, meaning the benefit to consumers was primarily one of preserved
liquidityat a moment of crisis, not a discount on their costs of indebtedness. However, a not-insignificant share of
payment deferrals were accompanied byinterest waivers, meaning that inthose cases issuers permanently forewent
thatincome to the benefit of consumers.
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subprime and deep subprime accounts. 24 However, accounts held by consumers with lower
scores received payment deferrals at the highest rates of any credit score tier — nearly one-in-six
subprime and deep subprime accounts received a payment deferral, compared to roughly one-
in-ten among near-prime, one-in-twenty among prime, and just one-in-one-hundred among
superprime accounts. As a share of balances, lower-score consumers showed an even greater
relative impact from deferral programs. Rates of overall payment deferral peaked in the second
quarter of 2020, with about 3 percent of consumer accounts (and nearly 7 percent of consumer
credit card debt) receiving such a deferral in that period.

Available data suggest broad-based access to issuers’relief programs generally, but it remains
unclear how many consumers were unaware of or unable to take advantage of issuer relief
programs. While the Bureau’s data provide limited further visibility into whether more-
vulnerable consumers were able to fully and equally benefit fromrelief efforts, other evidence
suggests that large numbers of such consumers were indeed able to access relief from their
credit card issuers. Data fromthe August 2020 Survey of Consumer Financial Expectations
found that 11 percent of those surveyed reported receiving some assistance from their credit
card company. 25 Nonwhite cardholders were much more likely to receive credit card debt relief
than white cardholders at 19.7 percent and 9.7 percent respectively. =26 Additionally, a greater
share of consumers with incomes less than $60 thousand per year received relief than those
with higher incomes. Cardholders who faced an income drop in 2020 were also more likely to

receive relief.2

214 Unsurprisingly given thehigheraveragebalances held by consumerswith higher credit scores (see Section 2.2
above), this distribution was more skewed towardshigher-score accounts when examined through thelens of
consumer debt, with prime accounts representing nearly two-fifths of all debt receiving payment deferrals, nearly
twice as much as deep subprime and subprime accounts combined.

215 Beyond payment forbearance, this also includesfee and interest ratereductions and credit card limit increases. See
Rajashri Chakrabarti, Jessica Lu, Joelle Scally, and Wilbert van der Klaauw, Who Received Forbearance Relief?,

216 Jd.

217 Id.
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Unlike the Great Recession, cardholders have largely avoided delinquency and charge off, as of
the time of this report writing. As noted above in Section 2, overall rates of delinquency and
charge-off declined significantly following the onset of COVID-19.28 Several factors likely played
arolein this development, such as extensive public aid to consumers (including Economic
Impact Payments, increased unemployment insurance payments and expanded unemployment
insurance coverage, and the Paycheck Protection Program), government-mandated forbearance
on certain types of loans (including some mortgages and student loans), an increase in
charitable giving,2v state and federal moratoria and other limitations on tenant eviction, and
other forbearance and relief voluntarily offered by financial institutions, as well as the recovery
in employment and income over the latter half of 2020. However, much of that aid may not have
made its way to struggling consumers with credit card debts until weeks or months after those
consumers experienced a sudden and unexpected loss in income. 220 As noted earlier, surveyed
issuers made payment deferral widely and rapidly available after the onset of the pandemic. This
may have served to tide many consumers over until they could access those supports and
programs outlined above.

218 Gee Sections 2.5 and 2.6.

2021).

220 To take one such aid program as an example, the IRSreported distributing nearly 9o million Economic Impact
Payments totaling over $160 billion between the passage of the CARES Act on March 27, 2020 and April 17, 2020.
See IRS, Treasury, IRS deliver 89.5 million Economic Impact Payments in first three weeks, release state-by-state

and $267 billionbyJune 3, 2020, with distribution continuing after that point as well. See IRS, Treasury, IRS
release latest state-by-state Economic Impact Payment figures (May 8, 2020),

see also IRS, 159 million Economic Impact Payments processed; Low-income people and others who aren’t
required to file tax returns can quickly register for payment with IRS Non-Filers tool (Jun, 3,2020),

earlierin this subsection, the economic deterioration brought on by COVID-19 was extremely swift, with 20 million
jobsvanishing bythe end of April 2020. It is therefore plausiblethat atleast some consumers with credit card debt
who experienced a sudden loss of job or other incomein late March or early April of 2020 maynot have received
their Economic Impact Payments until several months later, highlighting the potential impact to those consumers of
being able to defer theircredit card paymentsduringthat intervening period.
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5.6 Cardagreements

Pursuant to the CARD Act and the Bureau’simplementing regulations, the Bureau has collected
agreements for open-end consumer credit card plans on a quarterly basis since 2011.221Recent
technological investments in text analysis software allowthe Bureau to present some initial
findings from more than 10,000 cardholder agreements submitted by credit card issuers
pursuant to those CARD Act requirements over the past five years. These documents from the
CFPB’s Credit Card Agreement Database (“Database”) represent most agreements and their
associated pricing addenda for general purpose cards based on submissions at year’s end from
2016 through 2020.222 Previous Bureau reports utilized only a sample of documents fromthe
Database to examine agreement length, readability, and late fee terms. 223 This sectionis broader
in scope than those prior efforts and examines agreement length and grade level alongside
Spanish-language presence and arbitration-clause incidence, while also showing how credit card

agreements change over time.

Relying on text analysis software rather than manual review poses new difficulties. If none of an
issuer’s agreements for a given quarter could be successfully scanned by optical character
recognition (OCR), then the institutionis excluded from analysis. Some 11.8 percent of
submissions were not possible to transform using OCR. On average each quarter, 21.8 percent of
issuers had atleast one agreement that did not scan, and 10.6 percent of institutions had zero
agreements that successfully scanned. Due to the submission practice of several issuers where
an agreement includes pricing information for multiple distinct credit card products, the Bureau
cannot currently determine the share of products or consumers impacted by specific agreement
provisions. Card issuers are also not required to submit any agreements to the Bureau if that

issuer has fewer than 10,000 open card accounts as of the last business day of the calendar

221 Prior to July 21, 2011, this responsibilitybelonged to the Board. The Bureaususpended thiscollection for a one-
year period in order to pursue certain process improvements. 80 FR 21153 (Apr. 17, 2015); 12 C.F.R. § 1026.58(g).

222 The fourth quarter of 2020 mayinclude omissions due to regulatory flexibility due to the Bureau’s COVID-19
regulatory flexibility statement. See supra note 32.

223 The 2013 report reviewed a sample of cardholder agreements for large issuersto examine potential CARD Act
impacts on agreement lengthand form, and the 2015 report expanded thisanalysis byrelying on a biggersample
from different classes of issuer. In the 2019 report, the Bureau examined the late fee termsof credit card
agreements from banks included inthe Y-14+ panel.
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quarter. = Takentogether, while these challenges may limit the representativeness of the
results, the Bureau believes the volume of agreements analyzed is sufficient to reliably draw

certain conclusions fromthese data, presented herein.

5.6.1 Readability

The decisions issuers make when drafting cardholder agreements determine which consumers
can be expected to be able to read and understand their credit card’s terms and conditions.
Three barriersto comprehension of cardholder agreements explored in this section include
length, complexity, and English proficiency.

Largerissuers tend to offer longer agreements, as measured by the number of sentencesin each
document. Figure 18 depicts the length of agreements for different issuer groups over time. The
bars illustrate the median number of sentences per document for each credit card issuer group.
Theblack vertical lines for each bar show the 25™ and 75% percentiles. While the median
agreement length for smaller banks has increased slightly since 2016, its variance has as well. In
contrast, credit unions outside the top 20 issuers by outstandings tend to have shorter
cardholder agreements than any other group — the 75th percentile sentence length for credit
unions is below the median value of all other institutions over the past five years.

224 12 CFR § 1026.58(¢c)(5).
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Figure 18:  MEDIAN SENTENCE COUNT OF GENERAL PURPOSE CARDHOLDER AGREEMENTS
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While the top issuers’ agreements may be longer on average, they are also easier to read. Figure
19 shows the median Flesch-Kincaid grade level by issuer class. This metricapproximates
complexity and calculates expected reading level by considering the average number of words
per sentence and syllables per wordin a document. The median Flesch-Kincaid grade level of
12.41in the 2020 dataindicates fewer than half of all agreements should be readable by a high-
school graduate. This has steadily increased froma value of 12.0in 2016. However, agreements
in the top quartile for smaller banks and credit unions now equal or exceed the expected reading
level of cardholders who have completed two years of post-secondary education. Previous
research found that about half of adults could not read a book at an eighth-grade level; this
analysis suggests that most Americans would find the median agreement above their reading
level. 225

225 These estimates correspond with findings from previousreports, see generally supra note 6. See also Institute of
Education Sciences National Center for Educational Statistics, The Health Literacy of America’s Adults, U.S.
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Figure 19:  MEDIAN FLESCH-KINCAID GRADE LEVEL OF GENERAL PURPOSE CARDHOLDER
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As over one-fifth of the U.S. population over the age of five speaks a language other than English
at home, and more than 26 million people have limited English proficiency (“LEP”), a wide
swath of consumers may face difficulties understanding credit card terms and conditions if
agreements are only available in English.22¢ Since Spanish speakers constitute the largest share
of the LEP population, the analysis focused specifically on the availability of agreements in
Spanish.

While not required by regulation, about a dozen issuers submitted Spanish-language
agreements to the database in 2020. Half of these are bankslocated in Puerto Rico, two are
smaller institutions located in California and New York, and the remainder are major issuers. To
explore the larger question of the prevalence of Spanish-translated agreements, the Bureau also
examined agreements published on the top 20 issuers’ public websites and found that less than
one-third provided easily-accessible Spanish translations of cardholder agreements. This limited
analysis does not consider other methods through which institutions may service the LEP
population such as interpretation services or Spanish-speaking customer service lines.
Additionally, the rise of digital servicing and mobile banking has led to greater access to credit

226Chinese, Vietnamese, Korean, and Tagalog speakers sequentially represent the largest LEP populationsin the
United States after Spanish. See 82 FR 53482.
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card services for the LEP population over the past decade as issuers increasingly include
functionality that allows consumers to change their language preferences. 2>

5.6.2 Arbitration clauses

The use of arbitration clauses in general purpose agreements offered by credit card issuers
appears to have increased over the past five years, as measured by the percentage of institutions
who included at least one reference to arbitration in their submissions to the database at year’s
end. As shown in Figure 20, large issuers are more likely than smaller banks and credit unions
toinclude arbitration clauses in cardholder agreements, but credit unions are increasingly
adopting this practice. A previous manual review of 423 credit card contracts submitted to the
Database in 2013 found that 15.8 percent of issuersincluded arbitration clausesin their credit
card contracts. 228 As of 2013, 75 percent of the 20 largest bank issuers used arbitration clauses
while only 3.3 percent of credit unions did so.2» These values are nearly identical to 2016 levels
in a sample of agreements from 535 issuers. Since then, the percentage of the top 20 largest
issuers that include arbitration clausesin at least one of their contracts has remained largely
static while the percentage of credit unions with at least one arbitration clause at year’s end has

227 See Payments Dive, Us Bank adds functionality to mobile app, including Spanish language and account insights

229 Id.
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tripled. zsc While some institutions allow consumers to opt-out of arbitration provisions within a
stated period after signing an agreement, the processto do so may be burdensome. 3

Figure 20:  ARBITRATION CLAUSE INCIDENCE IN GENERAL PURPOSE CARDHOLDER AGREEMENTS
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230 The change in the percentage of top 20 issuersusing arbitration clauses in 2020 is due to the practices of one
issuer. See Emily Flitter, JPMorgan Chase Seeks to Prohibit Card Customers From Suing, N.Y. Times (June 4,

231 The communication expressing thisintent toreject an arbitration clause often mustbe printed and physically
mailed to the company, although there arereports of at least one issuerallowing consumers to opt-out via text
message. See Barbar Krasnoff, You should opt out of the Apple Card’s arbitration clause—here’s how, The Verge
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6. Credit card debt collection

As part of its review of the practices of credit card issuers, the Bureau surveyed several large
issuersto better understand practices and trends in credit card debt collection. These same large
credit card issuers were also surveyed for the Bureau’sreports published in 2015, 2017, and
2019. Findings from the Bureau’s current survey (the MMI dataset) are reported in this section.

First, this section provides background information on the overall market for consumer debt
collection. Second, this section reviews issuer policies and practices with respect to resolving
delinquent debt prior to charge-off, including communication practices, use of first-party and
third-party collectors, and loss mitigation programs. Third, this sectionreports on the recovery
of debt following charge-off, including measures of recovery of charged-off debt through various
channels, such as third-party agency collections, debt sale, and litigation. Finally, this section
highlights COVID-19-pandemic-related developments in credit card debt collections practices.

6.1 Debtcollection markets

After several years of growth, consumer debt surpassed its 2008 peak in 2017, rising to a new
high of $14.3 trillionin the first quarter of 2020, according to the NewYork Federal Reserve. 232
Non-housing debt, which comprises most of the debt in third-party collections, rose to a new
high of $4.2 trillionin the first quarter of 2020. During the pandemic, non-housing debt saw a
record decline of $86 billion in the second quarter of 2020, followed by $15billionand $37

232 These consumer debt figures are innominal dollarsand areunadjusted for inflation and population growth, which
have both increased overtime. See Fed. Rsrv. Bank of New York, Quarterly Report on Household Debt and Credit
2020: Q4 (Nov. 2020),
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billionincreases in the third and fourth quarters of 2020 and an $18 billion decline in the first
quarter of 2021, respectively. 233 This change was primarily driven by a record $76 billion decline

in credit card debt during the second quarter.234

DEBT COLLECTION INDUSTRY SIZE

Most large credit card issuers use their own employees and resources to collect some portion of
their delinquent debts. Many creditors also engage third parties to collect debts on their behalf
or sell uncollected debts to debt buyers who then collect the debts themselves or through a third
party. Third-party debt collection industry revenue has declined in recent years, decreasing from
an estimated $14.1billion in 2013 to $12.7billionin 2019.235 After years of decline, employment
in the third-party debt collection industry has leveled off since 2017to roughly 141,000 US
workers as of 2019.23¢ The industry continues to consolidate, with the number of debt collection
enterprises declining by 30 percent and the number of debt collection establishments declining

by 28 percent from 2011-2019, as can be seenin Figure 1.237

233 See Section 2.2 for further discussion of repayment trends.

234 Autoloan debt, studentloandebt, and other types of non-housingdebt have seen relatively modest changes during
2020.

235 See Gabriel Schulman, Debt Collection Agencies in the US, IBISWorld (Dec. 2020).
236 Id.

237 Id.
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Figure 1: DEBT COLLECTION INDUSTRY SHRINKAGE BY ENTERPRISES AND ESTABLISHMENTS, 2010-
2020 (IBISWORLD)%#
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TYPES OF CONSUMER DEBT

Debt collection affects millions of Americans. About 26 percent of consumers have a third-party
collection tradeline furnished to their credit report, according to the Bureau’s Consumer Credit
Panel (CCP). A Bureau survey on consumers’ experiences with debt collection found that about
one-in-three consumers with a credit file — over 70 million consumers — indicated that they
had been contacted by at least one creditor or collector trying to collect one or more debts
during the year prior to the survey. 239 Debt collection efforts include phone calls, letters, emails,

filing lawsuits, and other methodsto collect alleged debts from consumers.

Most consumers with collection tradelines on their credit files have medical,
telecommunications, retail, or banking and financial services debt.24° In 2018, healthcare debt
made up 58 percent of third-party collections tradelines in the Bureau’s CCP. 24 However,

238 “Enterprises” refers to the number of debt collection businesses in operation. Each enterprise mayhave multiple
locations;thus, “establishments” isa larger figure.

239 Bureau of Consumer Fin. Prot., Consumer Experiences with Debt Collections: Findings from the CFPB’s Survey of

241 Id.
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several debt types may be underreported because they are furnished by the creditor and hence
do not appear as collections tradelines. In particular, credit card debt likely accounts for a much
larger share of accounts in third-party collections than the belowfigure suggests.

Figure 2: DISTRIBUTION OF ORIGINAL CREDITOR TYPE AMONG THIRD-PARTY COLLECTIONS
TRADELINES IN Q22018 (CCP)?*2
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A large majority of the industry’s revenue is generated by firms contracting with creditors and
debtbuyersto collect their debts on a contingency fee basis. In contingency fee collections, the
creditor and the collector each receive a share of the amount collected. A small share of

collectors employs fixed fee collections.

The three largest debt buyers’share of total revenue increased by 27 percent from2015to
2019.243 A significant source of industry revenue comes from debt buyers, who purchase
accounts (usually contained in portfolios) fromthe original creditor or other debt buyers and
then generally seek to collect onthe debt, either by themselves or through third-party debt
collectors. Whereas third-party contingency collectors receive only a percentage share of
recoveries, debt buyers purchase the debt at a fraction of the account balance, and their revenue
consists of the total amount recovered. If debt buyers use third-party debt collectors to recover
for them, the debt buyers typically pay a share of the amount collected to the third-party debt
collectors. According to the CCP, debt buyers furnished 12.5 percent of third-party collections

242 Id.

243 See Schulman, supra note 235.
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tradelines. The Bureau has found that portfolios of charged-off debt may also be available to
purchase through online debt marketplaces. 244 During much of 2020, participantsin the debt
collectionindustry reported an increase in consumer contacts and payments. Some states
instituted pandemic measures that impacted the debt collection industry and consumers, such
as include prohibitions on new wage garnishments or bank attachments, and requirements that
consumers be offered the option to defer scheduled payments. 245

6.2 Collections priorto charge-off

This section reviews surveyed issuers’ policies, procedures, and practices with respect to
resolving delinquent debt prior to accounts reaching 180 days of delinquency. In response to the
Bureau’s survey, issuers provided information regarding restrictions on contacting consumers,
use of electroniccommunications (e.g., email or SMS), technology and software used as part of
their collection strategies, use of first-and third-party collectors, and loss mitigation practices
for collection activities prior to charge-off. 246

All respondents reported conducting some pre-charge-off collection activities in-house. An
issuer’s in-house collection efforts may include such methods as calling, texts, emails, letters,
web chat, and social media. Most of the issuers also supplemented the activities of their in-
house agents with first-party collectors: outside collectors who work under the name and the
direction of the creditor when collecting on delinquent debt. An issuer may also turn to a third-
party agency to collect in the agency’s ownname and notin the name of the original creditor.
More than half of the surveyed issuers worked with third-party collectors prior to charge-off.

244 Bureau of Consumer Fin. Prot., Market Snapshot: Online Debt Sales (Jan.2017),

246 Most issuers use proprietary case management software for their internal collections. Issuers rely on a small
number of vendors for their dialer software and hardware, mainly Avaya and Aspect dialers.
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6.2.1 Pre-charge-off communications

Issuers reported having policiesin place that specify the frequency with which their collectors
can call, leave voicemails, email, text, and otherwise contact a consumer regarding a delinquent
account. Table 1 belowprovides the ranges of issuers’ policy limits on consumer contact via
various media and actual average attempts for each of those media. Issuers reported that their
call intensity strategies depended on an account’s stage of delinquency and risk level, among
other factors.

TABLE 1: RANGES OF CONSUMER CONTACT POLICY LIMITS AND ACTUAL AVERAGE ATTEMPTS IN

2020 (MMI)
Policy limit or ACLLE] Phon(? RS Voicemails per Postal letters
attempts per after right party
actual attempts day per month
day contact
No additional
Policy limit 3to 11 calls on contact 1to 2 1to 4
date
Actual average Zero per account
1.25t0 2.99 0.04to 0.90 0.23to0 1.64

247

attempts on contact date

Issuers reported far fewer contact attempts on average per account than allowed by policies. All
surveyed issuers reported that their policies included daily caps per account on phone calls.
Daily contact attempt policy limits ranged from three calls to 11 calls per account. Noticeably,
the ends of this range increased from their previous values of two and nine, respectively, as
discussed in the Bureau’s 2019 Report.248 A minority of respondents also set a weekly cap on
telephone call attempts at 21 to 77 calls per week per account, and a minority set customer-level
caps, which ranged from six to nine attempts per day. While most issuers surveyed allowed no

more than one voicemail per account per day, a small minority reported allowing two voicemails

247 Average attemptsvia the telephoneand voicemail channels were defined as the number of callsmade or voicemails
leftto all accounts that were called divided by the number of unique delinquentaccounts that werecalledin a given
period of time. For postal letters sent, average attempts byletter was defined as the number of letters sentto
delinquent accounts divided by the number of unique delinquent accounts. The time frames were daily, weekly, or
monthly, depending on common practices in thatchannel.

248 See 2019 Report, supra note 6, at 314.

132 BUREAU OF CONSUMER FINANCIAL PROTECTION — CONSUMER CREDIT CARD MARKET REPORT



per account per day. This differs fromthe findings in the Bureau’s 2019 Report, at which time all
respondents reported a policy limit of one voicemail per account per day.249 The actual average
number of voicemails per account per day ranged from 0.04to 0.90 in 2020. Issuers averaged
between 1.3 and 3.0 contact attempts via telephone per day. Even though policy maximums
increased since the 2019 report, actual average attempts decreased from the range in the 2019
report of 1.4 to 3.5. However, no issuer allowed calls to continue within a given day once “right
party contact” has been made. Right party contact occurs when the issuer or collector can reach
and speak with the consumer whom the issuer believesis responsible for the debt via telephone.
The majority of respondents reported that they did not track in-house and first-party contact
attempts separately for pre-charge-off collections. Quarterly right party contact ratesin 2020
averaged between 0.6 percent and 8.1 percent forin-house and first-party collections and
betweeno.5 percent and 7.0 percent for third-party collections. 25° Issuers who placed pre-
charge-off accounts with third-party collection agencies stated that they often assign “high risk,”
late-stage delinquent accounts to third-party collectors, reducing right-party contact rates.

All the issuers surveyed also reported using email as part of their credit card collection strategy,
but the degree to which they used it varied widely. The reported percentage of email-eligible
accounts (defined as accounts for which the consumer provided a valid email address and
agreed to be contacted at that address) ranged from 71.5 to 92.6 percent. The monthly average
percent of email-eligible accounts increased from 68.3 percent in 2018to 84.1 percentin 2020.
Roughly two-thirds of accounts with eligible email identification received an email related to
debt collection. 25 Therefore, the percent of all pre-charge off delinquent accounts that received
an email increased from 45.8 percentin 2018to 52.8 percent, implying greater adoption of the
email channel by card issuers. However, survey respondents reported that on average, only 31.9
percent of accounts that received email clicked open their emails. 252 This low click-openrate

249 Id.

250 The surveydefined “right party contact rate” as the number of times live contact with the primary or joint account
holder or power of attorney of the debt was made during the quarter divided bythe total number of outbound dialer
attempts made to delinquent accounts in the quarter.

251 This figureis similar to the figure in the 2019 Report, supranote 6.

252 The click-open ratewas not tracked in the prior report.
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could be attributed to consumer concerns about email spam. An average of less than one percent
of emails bounced back, potentially indicating that issuers generally have valid emails on their
files. Many issuers reported using email proactively for account servicing (e.g., sending
reminders about a pending withdrawal from a consumer’s bank account for a recurring
payment) as part of their pre-charge-off communication strategy. Fewer issuers stated that they
used email only reactively, such as when a consumer initiated a conversation online or requested
that documents be sent by email. Issuers who reported using email typically restricted the
number of emails that could be sentto 2 or 3 emails per week.

TABLE 2: EMAIL, TEXT, AND WEB CHAT ELIGIBILITY AND ENGAGEMENT RATES, MONTHLY AVERAGES

2020 (MMI)
Email Text Web chat

Percent of accounts
eligible for the 84.1% 60.3% Not applicable
channel?®
P t of eligibl

ercentofeligble ' ¢, g9, 36.6% 1.40%
accounts engaged
Click-open rate®® 31.9% Not applicable Not applicable
Bounce-back rate®® 0.9% Not applicable Not applicable

The share of issuers using text messages as part of their credit card collection strategy has
continued to increase since the Bureau began tracking this figure in its 2017 Report. While in the
2019 Report, less than two-thirds of those surveyed said they sent mobile text messages to

253 Defined as the total number of unique delinquent accounts with a consented email address or text-consented
cellphonenumberin a month divided bythe total numberof unique delinquent accounts in that same month.

254 Defined as the number of unique delinquent accounts thatwere emailed in a month divided by the total number of
unique delinquent accounts with a consented email address in that same month.

255 Defined as the number of emails sent to delinquent accounts thatwere clicked open ina month divided by the total
number of emails sentto delinquent accounts in that same month.

256 Defined as the number of emails sent to delinquent accounts returned undeliverable in a month divided by total
number of emails sentto delinquent accounts in that same month.
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communicate with delinquent consumers, almost all respondents said they used text messages
during the latest survey period. Two-thirds of issuers surveyed also reported engaging with
delinquent consumers via “web chat,” where a consumer can click a chat button onthe issuer’s
webpage to communicate about their debt with a collections agent, which remained stable from
the last report. In addition to account management, most issuers allowed consumers to handle
settlement negotiations and payment arrangements via web chat. Some issuersrestricted the
use of web chat services to pre-charge off collections only. Surprisingly, the percent of eligible
accounts engaged via web chat declined since the 2019 report from 2.5 percent to 1.4 percent,
contrary to industry-wide trends towards greater adoption of digital channels. Most issuers did
not track data on the use of electronic channels (email, text, and web chat) by their third-party
collectors. All respondents reported not utilizing social media communication as a collection
tool for obtaining information about or communicating with consumers.

COLLECTING FROM LIMITED ENGLISH PROFICIENCY (LEP) CUSTOMERS

All surveyed credit card issuers had the capacity, within their collections function, to
accommodate consumers with Limited English Proficiency or consumers that express the desire
to communicate in a language other than English. A minority of respondentsindicated
providing web chat services in Spanish. Most issuers had a unit of bilingual collectorsto
communicate with consumerswith a Spanish-language preference. For communicating with
consumers with preferencesfor other foreignlanguages, all issuersleveraged translation
services. In cases where the third-party collectors cannot provide such services, they are
required to return the accounts back to the card issuer. For the two-thirds of surveyed issuers
that tracked consumer language preferences, the share of pre-charge-off delinquent balances
owed by consumers that expressed a preference for alanguage other than English averaged 3.7
percentin 2020, while it varied froma lowof 2.2 percent to a high of 7.6 percent among issuers.

PRE-DELINQUENT COLLECTIONS

While only some issuers reported having pre-delinquent collections strategies in the 2019
survey, almost all issuers reported having such strategies in place in the current survey. The pre-
delinquent collections strategies involved pursuing collections on accounts that were current
and past the payment due date (i.e., had not become delinquent yet). These issuers focused on
subsets of these accounts that were tagged as high-risk, based on factors such as risk score, high
balance, over-limit condition, and past delinquency. While most issuers pursue softer contact
strategies on such accounts, such as email and text reminders, a fewrespondents did not
differentiate these accounts from other pre-charge off delinquent accountsin collections.
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6.2.2 First-party collections

Pre-charge off, two-thirds of issuers used first-party collectors to support in-house collection
activities. Those issuers typically reported allocating work randomly between in-house and first-
party collectors based on collector availability, requiring that first-party collectors place
outbound calls, handle inbound calls, and document their work using issuers’ own case
management system and dialer technology. Issuers reported that they generally do not track
pre-charge-off account placements separately between in-house and first-party collections. Most
issuersthat used first-party collectors noted that they do not place any specific sub-segments of
accounts with first-party agencies. However, a minority of respondents allocated higher-risk
accounts to first-party collectors.

First-party collection companies were typically paid ona full-time employee (“FTE”) basis,
unlike the contingency fee model used to compensate third-party collectors. On average, issuers
reported keeping 96 percent of pre-charge-off debt balances to be worked in-house and by first-
party collectors, with the remaining 4 percent placed with third-party collectors.257 The number
of unique first-party agencies used acrossissuers remained relatively stable year-over-year
between 2019 and 2020, with 18 unique agencies in 2019 and 17 in 2020. These figures marked
a significant increase fromthe 11 unique agencies reported for 2018. Banks that used first-party
agencies reported employing four unique first-party agencies on average in 2020, with a low of
oneto a high of six. The services of one particular agency were used by half of the respondents.

6.2.3 Third-party contingency collections

More than half of the surveyed issuers worked with third-party contingency collectors prior to
charge-off, which remained the same compared to the Bureau’s 2019 Report. 258 All surveyed
issuersreported usinga combined total of 62 unique third-party agenciesin 2019 and 55 in
2020. Forissuersthat used third-party collection agencies prior to charge-off, the average share
of pre-charge-off debt placed with third-party collectors remained flat at 4 percent between

257 These figures represent the percentage of pre-charge off balances that eachissuer retained for in-house and first-
partycollections and placed with third-party collectors, averaged across all issuers.

258 See 2019 Report, supra note 6.
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2019 and 2020. The share of pre-charge off third-party placements declined significantly from
the 11 percent reported in 2018. A minority of respondents placed specialized account types with
third-party collectors, such as debt consolidation, deceased, and pending bankruptcy accounts.
Issuers that used third-party agencies reported employing 12 unique third-party agencies on
averagein 2020, with a low of five to a high of 20. The services of five particular agencies were
used by half of the respondentsin 2020.

AGENCY COMPENSATION

Mostissuers that contracted with third-party agencies for pre-charge-off collections paid a
contingency fee that was a percentage of the amount collected. These feesranged from 9.5
percent to 23.0 percent, which is likely attributable to differences in the risk profile of the
accounts being placed with third-party collectors. The average third-party pre-charge off
contingency fee was 15.7 percent in 2020, which compares to 15.3 percent in 2018. Generally,
highly collectible accounts command lower contingency fees compared to those perceived as
being more difficult to collect. For instance, some respondents placed specialized account types
with third-party collectors, such as debt consolidation, deceased, and pending bankruptcy
accounts, thereby impacting the contingency fees offered. Most issuers also provided additional
incentives to third-party collectors based on their performance relative to a set financial target

or to the performance of other collection agencies.

6.2.4 Performance

Prior to charge-off, issuers generally kept debts that were in an early stage of delinquency or
were assessed as having a relatively high likelihood of recovery for in-house collections. Issuers
generally placed accounts in the later stages of delinquency, closed accounts, and accounts
where no contact had been made with the primary account owner for an extended period of
time. Accounts placed with third-party collectors had an average balance 12 percent higher and
a FICO score 12 percent lower than accounts kept in-house. Respondents also noted that they
may assign accounts with special circumstances to third-party collection agencies with
specialized collections expertise in the relevant area, such as those where the consumer was
engaged with debt settlement companies, the accountholder was deceased, or bankruptcy
applications were pending. As a result, in-house collections generally had higher liquidation and

cure rates but lower charge-off-rates, relative to third-party collections, as seenin Figure 3
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below. 259 These performance indicators have all remained relatively stable year-over-year since
2017.

Figure3:  AVERAGE QUARTERLY PERFORMANCE FOR INTERNAL AND THIRD-PARTY COLLECTIONS,
2020 (MMI)
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6.2.5 Loss mitigation and re-aging practices

Credit card issuers used re-aging and various loss mitigation practices, including short-and
long-term forbearance programs, debt management plans offered by consumer credit
counseling agencies, and debt settlement. Issuersreported that they generally structured their
loss mitigation practices conforming to guidance issued by the Federal Financial Institutions

259 The quarterlyliquidationrate is defined as total pre-charge-offdelinquent dollars collected in a given quarter as a
percent of total pre-charge off delinquent dollars in that same quarter. Curerate is defined as the percent of pre-
charge off delinquent dollars ina given quarter that were repaid to current status by the end of the same quarter.
Charge-off rate is defined as the percent of pre-charge off delinquent dollars that charged off (representing
contractual charge-offs as well as accountscharged off for bankruptcy, notice of decease, etc.) as of the end of the
same quarter. These quarterlyrates are averaged across all issuers and weighted byissuer’s share of total pre-
charge-off delinquent dollars. Finally, the 2018 quarterly average was calculated across all four quarters.
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Examination Council (“FFIEC”) and the federal banking agencies on the use of these collections

tools. 200

RE-AGING

Re-aging returns a delinquent, open-end credit card account to current status without collecting
the total amount of principal, interest, and fees that are contractually due. Issuers’ policies allow
re-aging of open-end accounts when a borrower makes at least three consecutive minimum
monthly payments or an equivalent amount in a lump-sum payment. The number of re-ages on
an account is limited to one in 12 months and two in five years. An account that is enrolledin a
long-terminternal forbearance or debt management program may be eligible for a third re-age
within the five-year period. All surveyed issuers’ re-aging policies aligned with the guidance
offered by the FFIEC and federal banking agencies. 261

According to the current survey, re-aged balances as a percentage of total delinquent dollars
have continued to remain below two percent for each quarter since 2017,202with the average at
1.6 percent in 2020. However, there was considerable variation among the card issuersin terms
of the share of pre-charge-off balances that were re-aged: the 2020 quarterly average ranged
fromas low as 0.4 percent to a maximum of 5.9 percent. This wide range may reflect variationin
each issuer’s underlying portfolio composition.

FORBEARANCE PROGRAMS

Forbearance programs are designed to assist borrowers experiencing financial hardship. These
programs can be “temporary” or “short-term,” aimed at assisting borrowers experiencing
hardships expected to last 12 or fewer months, or “long-term,” intended to aid borrowers
experiencing continued hardshipslasting longer than 12 months. Issuersreported that their

260 See generally FFIEC, Uniform Retail Credit Classification and Account Management Policy: Policy
Implementation, 65 FR 36903 (June 12, 2000); Office of the Comptroller of the Currency, Board of Governors of
the Federal Reserve System, Federal Deposit insurance Corporation, Office of Thrift Supervision, Credit Card
Lending: Account Management and Loss Allowance Guidance, OCC Bulletin 2003-1 (Jan. 8,2003),

261 [,

262 See 2017 Report, supra note 6, at 318.
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long-term programs generally require borrowers to repay their credit card debt within 60
months. In order to meet this amortization timeframe, creditors may need to substantially
reduce interest rates, eliminate fees, and lower monthly required payment amount. All issuers
surveyed generally reported assessing borrower’s willingness and ability to pay as per the terms
of the forbearance program including documenting the reason, severity, and duration of the
cardholder’s financial difficulty. All surveyed issuers’forbearance policies aligned with the
guidance offered by the FFIEC and federal banking agencies. 263

More than half of the survey respondents did not offer short-term forbearance programs over
the last several years. Instead, these issuers generally offered long-term programs as an
alternative regardlessif borrower's hardship is short term or long termin nature. However, all
issuers reported accommodating COVID-19 related hardship assistance requests by offering
various temporary short-term assistances such as skip-a-pay. Most issuers also reported that
that they do not allow their third-party collection agencies to offer and enroll borrowers in
hardship programs, due to the complexity of managing these programs.

CREDIT COUNSELING AGENCIES

Issuers work with consumer credit counseling agencies (“CCAs”) to help borrowers resolve their
financial hardships, as an additional component of their loss mitigation efforts. CCAs work with
borrowersto develop abudget and a debt management plan (“DMP”) for all the consumer’s
enrolled debts, which may be owed to multiple creditors. These plans generally involve paying
creditors a fixed payment amount at a reduced interest rate.

Most respondents reported funding CCAs through a “fair share” payment, which is a payment
based on a percentage of the amount the consumer has paid back to the issuer. However, a few
of the respondents fund their CCAs through grant funding. Several issuers reported working
with CCAs on debt relief pilot programs such as “less-than-full-balance programs” and DMPs
with extended amortization that extend beyond the traditional DMP.

263 Id.
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Figure 4: QUARTERLY FORBEARANCE NEW ENROLLMENT AND ACTIVE INVENTORY AS A SHARE OF
DELINQUENT BALANCES (MMI)2%
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All issuers reported offering one or more types of forbearance or debt management programs
with varying interest rates, monthly fixed payment amounts, and amortization periods. The total
new enrollment rate, measured as a percent of pre-charge-off delinquent dollars newly enrolled
in various forbearance programs and DMPs, increased by 76 percent from 2019 to 2020. Most of
this increase came from the significant increase in short-term program enrollment in the second
quarter of 2020 as many issuers responded to COVID-19. Newenrollment in short-term
programsjumped by 240 percentin 2020 compared to 2019: 1.7 percentin 2019 and 5.8
percentin 2020. In contrast, the long-term internal program enrollment rate registered only a
modest 14 percent increase during the same period. Interestingly, the enrollment ratein DMPs
declined by 20 percentin 2020. The average quarterly new enrollment rate among individual
issuersranged widely from a low of 0.5 percent to a high of 14.2 percent in 2020.

While the total forbearance inventory increased moderatelyin 2018 and 2019, it increased by
almost 50 percent in 2020 compared to 2019 mostly due to the significant increase in short-
termprogram enrollment in 2020 in response to the pandemic.

DEBT SETTLEMENT
Debt settlements occur when an issuer agrees to accept less than the full balance owed by the

borrower as full satisfaction of the balance owed. Such settlements can occur either pre- or -

264 “Inventory” refers to total balances for all accounts that arein active status in a forbearance program as of the end
of the quarter.

141  BUREAU OF CONSUMER FINANCIAL PROTECTION — CONSUMER CREDIT CARD MARKET REPORT



post-charge off. Most issuers have policies in place to proactively offer settlements directly to
consumers who meet the standardized risk criteria set by the creditor. These offers are extended
via in-house operations or through third parties. The settlement enrollment rate, the percent of
balances enrolled in settlement, increased from 2019 to 2020 by 21 percent and 9 percent for
pre- and post-charge off, respectively, with most of the increases occurring in the second and
third quarters of 2020. These increases align with reported gains in consumer liquidity from
various economic stimulus payments and related debt pay-down by consumers during the
pandemic. The settlement enrollment rate was higher for post-charge off balances (1.8 percent
in 2020) than pre-charge off balances (0.8 percentin 2020). Among surveyed issuers, the
quarterly pre-charge-off settlement enrollment rate ranged from 0.1 percent to 1.6 percent, and
quarterly post-charge off settlement enrollment rate ranged from 0.5 percent to 3.4 percent.
Pre-charge off settlement enrollment occurs when an account seriously past due —i.e.,130 days
past due, on average, while post-charge off settlement occurs at 443 days past the charge-off
date, on average.

Figure 5: PERCENT OF BALANCES ENROLLED IN SETTLEMENT (MMI)
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Pre-charge-off balances are settled with a single lump-sum payment or multiple installments.
Installment settlements typically consist of three payments, but pursuant to guidance fromthe
Office of the Comptroller of the Currency for national banks and federal savings associations the
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total duration of the payments should not exceed three months. 265 However, post-charge-off
settlements can be structured over any length of time. Average account settlement rate —the
amount paid as a percent of the of the balance owed by the borrower for accounts that were
settled—remained steady between 2019 and 2020 at about 51 percent pre-charge-off and 50
percent post-charge-offin 2020, though there was some variationin the rates among individual
respondents.

DEBT SETTLEMENT COMPANIES

Borrowers sometimes work with debt settlement companies (“DSCs”), which are typically for-
profit entities with the primary objective of enrolling qualified borrowersin a debt settlement
program. 2% These firms do not receive any compensation fromissuers. Instead, they typically
assess the borrower a fee based on the original debt balance and contingent upon completing a
settlement with the creditor. Since enrolled consumers stop making paymentsto creditors,
borrowers who work with the DSCs typically find that their accounts continue to growin
delinquency and are reported to the credit reporting agencies. 267 Issuers may also pursue legal
collections on these accounts. DSCs often advise consumers to send a cease and desist
communication letter to creditors as part of the program. Those issuers who sell debt often sell
charged-off debt with a cease and desist communication order to debt buyers because such
orders generally make it more difficult to recover debt.

All the surveyed issuers have established policies and procedures on how to manage accounts
enrolled with DSCs. Most issuers maintain a policy of not working directly with DSCs. Some
issuers have policies that allow the accounts placement with special third-party agencies for

265 See Office of the Comptrollerof the Currency, Comptroller’s Handbook: Credit Card Lending, Version 1.2 (Jan.

266 See Greg J. Regan, Options for Consumers in Crisis: An Updated Economic Analysis of The Debt Settlement
Industry (Data as of Mar. 31,2017), American Fair Credit Council (Feb. 5,2018),

267 One RFI commenter wrote that consumers have “limited niche choices indebt relief assistance,” while also lacking
data necessaryto make informed choices about debt reliefproducts and services. The commenter advocated greater
disclosure of performance data for non-profit and for-profitdebt relief providers, including “success rate, the
impact to future retirement savings, credit report/scoreimpact, protection from legal action, and cost of the
solution.” See Steve Rhode Comment Letter, at 2.
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potential litigation. Most issuers that work with DSCsreported that they offer DSCs the same
settlement policies available to consumers who call the creditor directly to request settlements.
The share of balances enrolled in settlement by DSCs to the total was 54 percent and 44 percent,
respectively, for pre-and post-charge-off balancesin 2020. This relative share of balances
enrolled in DSCs settlement varied significantly among the issuers. For instance, in 2020, this
share ranged froma low of 9 percent to a high of 60 percent for pre-charge-off debt and from 23
percent to 62 percent in post-charge-off debt. 268

6.3 Recoveryfollowing charge-off

Once an account charges off, itis placed into one of a variety of channels to facilitate further
recovery of the balance owed, such as internal collections, third-party agency placement,
litigation, and debt sale. Issuers may also warehouse certain accounts where balances are
considered unlikely to be repaid.2%9In 2020, issuers in the sample charged off $38billionin
debt, a 10 percent decline from 2019. In general, the current survey found that:

e Allissuers warehoused a significant portion of their overall post-charge-off inventory;

e Allissuers used third-party agencies throughout the entire review period to collect at
least a portion of their charged-off debt;

e Mostissuers engaged in internal collections, though for a relatively small portion of their
charged-off debt;

e Mostissuers engaged in post-charge-offlitigation to collect debt from consumers;

268 Tf the forgiven debt exceeds $600, issuers mayfile a 1099-C for “Cancellation of Debt”with the Internal Revenue
Service. Most issuers disclose to the consumer, at the time of settlement offer, the potential tax implications of the
settlement, either as part of a telephone script or vialetter.

269 Warehoused balances are generally those that issuers do not actively seek to collect and generallyinclude accounts
issuers considered to be uncollectible or unlikelyto be repaid, including older accounts that maybe past thestatute
of limitations. Some issuers also reported that theymayplace accounts in warehouse status when transitioning
these accounts between placements.
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e Mostissuers reported holding a sizeable amount of debt past the statute of limitation in

their inventory; and

¢ A minorityofissuers, the same ones as reported in Bureau’s 2019 Report, sold debtin
the current survey period as well.

Surveyed issuers reported holding an average of 28 percent of their overall post-charge-off

balance inventory in warehouse status, as shown in Figure 6.27°

Issuers reported placing nearly 18 percent of their post-charge-off inventory with third-party
agencies in any given quarter between 2019 and 2020. While there was significant variationin
third-party placements betweenissuers, the percentage of debt that each issuer placed with
third-party agencies remained stable during the survey period. Amongissuers, third-party
placement share ranged from one percent to 50 percent of an issuer’s total post-charge-off
inventoryin 2019 and 2020. This range has narrowed compared to the range of eight percent to
73 percent reported in 2017 and 2018. The range of placement into internal recovery was

similarly varied among issuers.

Most issuers sued some consumers to recover unpaid balances after charge-off. On average,
issuers litigated almost 12 percent of their post-charge-off balance inventory. Issuers reported
holding 13 percent of their inventory in time-barred status. Finally, as noted in the Bureau’s
2015,2017,and 2019 Reports, fewissuers reported leveraging debt sales as part of their post-
charge-off recovery strategy. Those issuers who sold debt reported selling an average of five

percent of their post-charge-off balance inventory.

270 The warehouse categoryincludes accounts that are considered uncollectible for various reasons (e.g., accounts
lacking current contact information for the accountholder despite many attempts to locate them).
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Figure 6: SHARE OF CHARGE-OFF BALANCE INVENTORY BY RECOVERY CHANNEL IN 2019 AND 2020
(MM|)271
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6.3.1 Internalrecovery

Internal recovery is not a significant piece of most issuers’ overall recovery strategy for post-
charge-off debt. A minority of the issuers used internal recovery as a significant piece of their
overall recovery strategy, while the majority generally retained only those accounts that were
ineligible for third-party placement or that were awaiting placement in another channel. On
average about eight percent of an issuer’s post-charge-off inventory was pursued through
internal recoveryin 2019 and 2020; however, one issuer chose to retain and internally recover
29 percent of its post-charge-off inventory during the survey period.

6.3.2 Third-party recovery

All issuers employed third-party agencies to recover post-charge-off debt, all on a contingency-
fee basis. Most surveyed issuers placed between one percent and 50 percent of their charged-off

271 Green bars represent the average share of post charge-offbalances inventory. The issuers provided the status of
post-charge-off balance inventoryas of the end of each quarterin 2019 and 2020. The distributions for 2019 and

2020 were averagedbyissuer, and then averaged across issuers. Black lines running through each barrepresent the
range of the share of post charge-off balancesonly for issuers thatused that channel. In other words, the ranges do
notinclude zero values, since some issuers did not use that channel. “Other” categoryincludes accounts in Probate
and Bankruptcystatuses.
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balances with third-party collectors during the current survey period. Issuers described a
number of reasons for placing charged-off debt with third-party agencies, including improved
recovery, internal resource constraints, and the need for specialized expertise inrecovering
certain “special segments” of debt (e.g., debt owed by deceased consumers, accounts in
bankruptcy status and accounts with cease communication requests fromthe debtor). If an
agency cannot recover money or establish contact on an account in the specified period, the
creditor will generally recall the account and place with another agency.

PERFORMANCE

Recovery performance is measured by the “cumulative recovery rate,” which is the share of the
charged-off balance that has beenrecovered over an extended period. Recovery on charged-off
debt can occur over several months or years. As the debt ages and the account moves fromone
placement to another, the incremental share of the charged-off balances that the issuer expects
torecover fromthat account generally decreases.

For debt that charged off in the first quarter of 2017, issuersrecovered an average of 17 percent
ofthe charged-off balance within a four-year period. Nearly two-thirds of this recovery occurred
within the first two-years following charge-off. Quarterly vintages show stable performance over
the review period, although the latest vintage (Q3 2020) appeared to be lagging other vintages.
As debt ages, incremental gains in recovery decline. Figure 7 belowshows the average
cumulative recovery rates for balances that charged off each quarter between the first quarter of
2017and the fourth quarter of 2020.272While issuers recovered 8.3 percent in the first-year
post-charge-off for the Q12017 vintage, they recovered an additional 4.3 percent, during the
second year and recovered only 4.1 percent during the next two years combined.

272 These rates reflect the cuamulative recoveryon the debtacross all potential placement channels, includinginternal
placement, third-partyagency placement, litigation, and any proceeds from debt sales. Longerrecovery periods
mean that the issuers havehad more timeto collect on the debt, so the cumulative recoveryrate rises overtime.
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Figure 7:
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Issuers who used third-party agencies to collect on post-charge-off debt typically paid a

contingency fee that was a percentage of the amount of debt collected. Contingency fees are

based on the level of placement (e.g., primary, secondary, tertiary, and quaternary), with later

placements typically receiving higher contingency fees as the debt ages and recovery becomes

more difficult. In 2020, contingency fees ranged from 18 to 25 percent for primary placement,

from 22 to 37 percent for secondary placement, from 28 to 45 percent for tertiary placement,

and from 23 to 47 percent for quaternary placement. Some issuers reported higher contingency

fees for some earlier placement than for later placement. These respondents noted that they

engaged third party collectors who leverage digital-only approaches to collections for some older

placements which incurred overall lower collection costs and hence lower contingency fees.

273 Here, each “quarterlyvintage” representsbalances for all accountswhich charged off at any time duringthe given

quarter. Cumulative recoveryincludes all proceeds collected post-charge-off, including through third-party

collections, litigation, and debt sales.
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VENDOR MANAGEMENT

Issuers manage their third-party vendors’ compliance with the issuers’ policies, procedures,
applicable regulatory requirements, and financial performance targets using a variety of
methods. These included:

e Monitoring of randomly sampled collection calls on a periodicbasis;
e Periodicaudits, including on-site visits; and

e Complaintintake, tracking, investigation, resolution, and trend analysis. All issuers have
limits on consumer contact attempts that they extend to their third-party contingency
agencies and monitor through quality assurance testing, routine audits, and call

sampling.

Most issuers either prohibit or strictly limit their third-party collectors from using email and
text to initiate contact with borrowers in post-charge-off collections, although information may
be sent via these channels if a borrower specifically requestsit. Only a minority of the surveyed
issuersreported that they sent an agency placement notification letter to alert the borrower that
their debt had been placed with a third-party agency. These lettersinformed borrowers that
their debt had been transferred and provided the name and contact information of the third-
party agency. All surveyed issuers monitored their third-party agencies’ collections
performance, both relative to the issuer’s stated targets and to the performance of other agencies
in the network.

6.3.3 Debt sales

As part of their post-charge-off recovery strategy, some credit card issuers may sell credit card
debtat a discounted rate to pre-selected debt buyers, receiving a fraction of the outstanding
account balances sold. Typically, these sales are structured as “forward-flow” contracts, where a
pool of accounts that meet pre-determined criteria (e.g., at charge-off or post-primary
placement) are sold to the debt buyer on an ongoing (e.g., monthly) basis. Issuers may also
occasionally identify additional segments of accounts and sell them on an ad-hoc basis
depending upon market conditions. Finally, issuers may employ specific debt sale strategies for
special segments like accounts where the issuer has received a notice of bankruptcy, where
specialized expertise may be required to recover the amount owed. Generally, after the sale,
creditors update the accountsto credit reporting agencies as “Sold/Transferred” witha $0

balance.
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MARKET STRUCTURE

The debt-buying market for credit card debt remains highly concentrated amonga fewbuyers
that purchase debt from many of the same issuers. Most of the surveyed issuers that sold debt
reported selling to an average of 10 buyers year-over-year. However, there is a general trend of
consolidation among surveyed issuers’ debt buyer networks: the Bureau’s 2017 Report found
that in 2016, 20 unique debt buyers bought debt from the surveyed issuersthat sold debt, while
the current survey found that there were 17 unique buyers in 2020.274 Nine buyers purchased
debt from two or more issuers, while six buyers bought debt from all the issuers that sold debt.

DEBT SALE VOLUME

Fewer than half of issuers surveyed sold debt in 2019 and 2020, and these issuers were the same
ones that reported selling debt in the Bureau’s 2017and 2019 Reports. Issuers that reported that
they did not sell debtin 2019 and 2020 also indicated that they have no plans to do so in 2021. A
majority of issuers that sold debt during 2020 reported that they planned to sell roughly the
same amount as in prior years while a minority of the issuers reported planning for a lower
percentage of debt to be sold in 2021 compared to 2020. In general, issuers that planned to
reduce their debt sale in 2021 are expectinglower delinquencies and losses. The survey
respondents that sold debt in 2020 indicated that they planned to sell between 38 percent and
50 percent of their freshly-charged-off debtin 2021 at an expected average price ranging from
$0.10to $0.12 perdollar of debt.

Issuers that sold debtin 2019 and 2020 reported that in that period, roughly 5 percent of total
post-charge-off inventory was sold to debt buyers. Figure 4 compares the distribution of total
post-charge-off inventory by recovery channel for issuers that did and did not sell debtin 2019
and 2020. Issuers that did not sell debt kept a greater portion of their post charge-off balances
in the internal recovery channel. All issuers held a significant share of debt in the warehouse
category though sellers kept relatively higher percentages at any given time, perhaps, awaiting
ad hoc sales decisions. It appearsthat those issuers who sell debt do so well before accounts
reach time-barred status as the share of post charge-off inventory in time-barred status is much

lower (2 percent) compared to the share (31 percent) for those who do not sell.

274 See 2017 Report, supra note 6, at 327.
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Figure8:  SHARE OF CHARGED-OFF BALANCE INVENTORY BY CHANNEL FOR ISSUERS THAT DID AND
DID NOT SELL DEBT (MMI)27
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DEBT PRICE

The overall average price of debt decreased from 12 percent to 11 percent of face value between
2019 and 2020. Figure 9 shows the average price of debt by type. Charged-off debt generally
sells for a fraction of the account balance owed or “face value,” at a price largely dependent upon
the age of the debt. Additionally, certain special segments of debt, such as accounts for which
the issuer has received notice of bankruptcy, may command higher prices. The price of
bankruptcy accounts may be above the overall average price of debt sold because the buyer may
be able to recover alarger portion of the debt by filing proofs of claim as part of the bankruptcy
process. However, the price of freshly-charged-off debt increased from 12 percent to 13 percent
of face value over the same period. The price of freshly-charged-offdebtisnow three percentage
points lower than its previous high of 16 percent reportedin2016.276

275 Bars represent the average share of total charged-offbalanceinventoryin each of the fiverecoverychannels. The
issuers provided the share of balances placedin each channel by quarteras of the end of the quarter for 2019 and
2020. The distributions for 2019 and 2020 were averaged byissuer, and then averaged across issuers that sold debt
and issuers that did not sell debt. “Other” categoryincludes accountsin Probate and Bankruptcy statuses.

276 See 2017 Report, supra note 6, at 329.
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Figure9:  AVERAGE PRICE OF DEBT SOLD AS A PERCENTAGE OF ACCOUNT BALANCE BY TYPE OF
DEBT SOLD (MMI)
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Debt sold after one or more placements fetched lower prices (11 percent for post-primary and 7
percent for postsecondary and beyond). Accounts where the collector received a request to cease
and desist communications were priced at 13 percent in 2020 while accounts with power of
attorney onfile sold at much higher price (22 percentin 2020). Accountsin for which there was
a chapter 13 bankruptcy notice sold for a significantly higher price of 23 percentin 2020
compared to a 14 percent price received in 2018, suggesting higher expected recoveries from
such accounts.

DEBT SALE CONTRACTS

All survey respondents that sold debt reported that they provide buyers with key documents and
account information at the time of sale, including the account’s last 12 statements, amount and
date of the last account payment, etc. After the debt is sold, issuers reported that they may
provide additional documentation at the buyer’s request, including cardholder agreements,
written applications, affidavits, and earlier account statements. While most issuers who sold
debtreported that debt buyers do not pay a fee to access these documents, a minority reported
charging a fee to provide additional documentation.

All surveyed issuers that sold debt also stated that they send out “goodbye” lettersto the
cardholder. These lettersinform borrowers of the sale and provide the name and contact
information of the buyer.
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Contractual restrictions imposed on buyers by all surveyed issuers that sold debt are generally
consistent with OCC Bulletin 2014-37, and include:277

e Restrictionsonresale of the debt, which is limited to special circumstances (e.g., the
buyer exiting the market);

e Restrictionsonbuyers’ability to litigate purchased accounts; and
e Prohibitionsonlitigation by buyers on debt that is past the statute of limitations.

Debt sale contracts generally do not restrict debt buyers fromreporting to credit reporting
agencies. Instead, the contractsrequire that the buyer adhere to all Fair Credit Reporting Act

requirements.

6.4 Litigation

As of 2020, all surveyed issuers reported usinglitigation strategies for both pre- and post-
charge-off accounts, although only a minority of issuers reported initiating litigation
proceedings prior to charge-off. According to the Bureau’s current survey, issuers may select
accounts for litigation based on factors such as account balance and estimated likelihood of
payment (indicated by the presence of assets and employment income). All issuersin the survey
that litigated credit card debt reported that they used an external network of attorneys. A
minority of issuers also reported that theyleverage an internal attorney network to execute their
litigation strategies. As observed in the Bureau’s 2017and 2019 Reports, a few issuers noted that
they may litigate accounts upon notification that a consumer is working with a debt settlement

company.

All issuers that litigated debt reported that the volume of new balances placed in the litigation
channel declined significantly during the survey period, with year-over-year decline ranging
fromnearly 5 to 49 percent across issuers. These declines came mainly in the second and third

quarters of 2020 in response to pandemic-related developments including court closures. Since

277 See Office of the Comptrollerof the Currency, Consumer Debt Sales - Risk Management Guidance, OCC Bulletin
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then, issuers have increased litigation volume, though not up to pre-pandemiclevels. For issuers
that used the litigation channel, litigated balances as a percentage of total post-charge-off
inventory ranged froma low of five percent to a high of 24 percent. Survey respondents
generally selected higher-balance accounts from their portfolios for litigation, with average
litigated account balances ranging from $2,700 to $12,300 acrossissuers during the current
survey period, compared to average pre-charge-off balances ranging from $940 to $5,800.

DEFAULT JUDGMENTS

A defaultjudgment is a ruling in favor of the plaintiff collector when the defendant consumer
has failed to respond to a summons or to appear in court. More than half of the issuers that use
litigation as a strategy did not report default judgments separately. However, respondents who
do track default judgments separately reported that more than 69 percent of all judgments
entered were default judgments. This ratio was consistent with the Bureau’s previous reports
and remained relatively flat between 2017and 2020 among issuers who reported default
judgments separately. 278

LITIGATION RECOVERY

After a creditor has won a judgment on a litigated account, recovery may occur over a prolonged
period. To recover the debt, the issuer may exercise a wage garnishment against the debtor or
ask the debtor to enrollin a payment plan. Thus, litigation generally produces a steady stream of
recoveries from accounts with judgments against them, spread over a longer time period that
may span several years. Figure 10 shows the cumulative recovery rate by months since judgment
for vintages of accounts where a judgment was obtained between 2017and 2020. Issuers
recovered an average of 34 percent of all judgment balance at 48 months since the judgment was
received, the longest performance window captured in the survey). The average four-year
cumulative recovery rate for accounts with judgments was twice the overall four-year camulative
recovery rate for all charged-off accounts (compare with Figure X). Accounts with judgments
may have higher cumulative recovery rates because issuers disproportionately litigate more
accounts with a higher ability to repay, which depends on borrowers’ assets, employment, and
other income. Cumulative recoveries from judgment accounts increased steadily over time as

278 See 2017 Report, supra note 6, at 326.
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each vintage aged and a consistent flow of payments were applied to the account. Accounts with
defaultjudgments generally had lower cumulative recovery rates than those with non-default
judgments (29 percent compared to 45 percent at 48 months since judgment).

Figure 10:  CUMULATIVE RECOVERY RATES BY MONTHS SINCE JUDGMENT WAS RECEIVED (MMI)
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6.5 Creditcard debt collectionduring
COVID-19

COVID-19 brought significant disruption to credit card issuers. 279 Issuers responded to these
disruptions and related pressures in varying ways, entailing both operational changes as well as
(at least temporary) changes to debt collection policies, procedures, and practices.

In response to various state and federal restrictions including stay-at-home orders and other
business restrictions, all card issuers reported migrating from on-site to work-from-home
arrangements for their collections operations. Some issuers reported temporarily closing several
brick-and-mortar collections operations sites due to state and local restrictions. All issuers
adopted remote monitoring of these work-from-home agents, while implementing added

information security measures, such as restrictions on printing documents at home from

279 For a broader discussion of the impact of COVID-19 on credit card issuers and their response to the pandemic, see
Section 5.5.
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employer-provided computers. While issuers allowed remote work as a temporary response to
the pandemic, many issuersindicated that they would continue to provide work-from-home
optionsto at least some employees ona permanent basis. The Bureau’s supervisory prioritized
assessments also identified similar responses by debt collectors.

Issuers noted an uptick in inbound call volumes, especially in the second quarter 2020, from
impacted consumers seeking relief.28¢ Issuers deployed several tactics to meet this increased
demand, including increasing hiring, reducing outbound calls, further leveraging digital
channels, encouraging consumers to use self-servicing options on their interactive voice-
response (IVR) platforms, and online enrollment into consumer relief programs. At least some
issuersreported that some of these measures may be made permanent.

Pursuant to COVID-19, many issuers suspended placing accounts with third partiesin states
where there were various state-mandated debt collections restrictions, including making
outbound calls. Many issuers also paused legal collection efforts, such as lawsuits, judgments,
garnishments, and bank levies, in response to various state restrictions and court-closures.
While many issuers reported resuming filing new lawsuits starting in the second half of 2020,
some still have not restarted newwage garnishments as of December 2020 and bank levies due

to the difficulties in identifying the source of stimulus funds in consumer’s bank account.

In addition to offering the existing suite of short-term and long-term hardship programs, all
issuers reported offering some version of a skip-a-pay program with varying lengths. 28t Some
issuers reported expanding proactive settlement offer campaigns, along with lowering the
settlement threshold by five to 10 percent, in order to accommodate pandemic-impacted
consumers. All issuers reported modifying their agency-placement recall strategy to
accommodate non-payment due to enrollment in pandemic related hardship programs. All
issuersreported adhering to CARES Act credit reporting requirements by ensuring that
accounts that meet the terms of various accommodation programs did not advance from their
current level of delinquency while enrolled in those programs.

280 For more on call volumesand wait times, see Section 5.5.

281 See section 5.5 for more information on issuerrelief programs.
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Those issuers who used debt sales as part of their recovery strategy reported adjustments to the
timing and volume of sales in response to the pandemic. A minority of issuers who sold debt
reported temporarily suspending sales in states with various restrictions on debt collections.
Theseissuers also reported receiving generally lower prices for sold debt duringinitial period of
the pandemic. Issuers who sold debt generally report that both sales volume and prices
recovered fully to pre-pandemiclevels by the end of 2020.
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/. Innovation

The Bureau’s Congressional mandate to review the credit card marketplace specifically instructs
the agency to “assess card product innovation.”282 Asnoted in the 2019 Report, consumer and
provider access to digital technology continues to affect the design and offering of consumer
credit products and change the ways in which consumers obtain and use credit cards.

This section covers some recent developments in more detail. Section 7.1 reviews new products
and developmentsin the credit card market since the 2019 Report, including the growth of
certain point-of-sale lending products. Section 7.2 discusses consumer adoption of innovative
technologies, particularly those that have seenrapid growth as a result of COVID-19.

7.1 Productinnovation

The Bureau’s statutory mission includes facilitating innovation in markets for consumer
financial products and services. 283 Since issuing the 2019 Report, the Bureau has observed, and
in some cases directly facilitated, the development and expansion of new products and features

in the credit card market. Some of these innovations implicate a broad array of regulatory

28215 U.S.C. § 1616(a)(4)(D) (2012). Congress established the Bureau's statutory purpose as ensuring thatall
consumers have access to marketsfor consumerfinancial products and services and thatmarkets for consumer
financial products and services are fair, transparent, and competitive. See 12 U.S.C. 5511(a) (2012). The Bureau’s
objective includes exercisingits authorities for the purpose of ensuring that markets for consumer financial
products and services operate transparently and efficiently to facilitate access and innovation. See 12 U.S.C.
5511(b)(5) (2012).

283 See 12 U.S.C. § 5511(b)(5).
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provisions that card issuers working in this space must navigate carefully. In general, recent

innovationsfall in and into three categories:

e Creditaccess and availability, particularly for less creditworthy borrowers;
¢ Fixed-payment features and non-card ‘buy-now-pay-later’ point-of-sale credit products,
and

e Other innovations, including virtual cards and new forms of rewards redemption.

7.1.1 Credit access and availability

Recent innovations have opened new options for thin-file or credit invisible borrowers to
acquire credit cards and build or repair their credit history. =84 These new offerings leverage a
number of innovative approaches, including the use of new types of data to facilitate
underwriting as well as new types of product structures and features. In some cases, these new
offerings make use of consumer authorized access to account data held at other institutions. 285
Consumer authorized access to account data supportsthe collection of cash flowinformation

used in underwriting by some creditors. 286

284 Kenneth P. Brevoort et al., Data Point: Credit Invisibles, Bureau of Consumer Fin. Prot. (May 2015),

U.S. adultslack sufficient datato generate a typical credit bureau score, either because they do not possess any
reported credithistoryor becausetheir credit historyis limited or stale.

285 The Bureau is considering a rulemakingto implement section 1033 of the Dodd-Frank Act to address the
availability of consumer financial accountdata in electronic form. In November 2020, the Bureau released an
Advance Notice of Proposed Rulemaking (ANPRM) concerning consumer dataaccess toimplement section 1033,
accepting comments until early February 2021. The Bureau is reviewing comments received in response to the
ANPRM and considering those comments in assessing potential next steps. Bureau of Consumer Fin. Prot., Spring

286 Consumer authorized access to account data also supportsseveral other provideruse cases such as identity
verification, authentication, and facilitation of payments and disbursements.
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Some providers are offering newtypes of secured credit cards to consumers lacking credit scores
or credit files. 287 For example, issuer Varo Bank introduced a credit card which reservesthe
amount spent froma linked bank account to ensure users never miss a payment. According to
Varo, the card is aimed at consumers seeking to establish or improve their credit score. 288
Similarly, fintech provider Chime offers a secured credit card that features a variable spending
limit based onthe amount the consumer places in its secured account, without requiringa credit
check.289 Another example is fintech provider Self, which offers a secured credit card to
borrowers ofits credit builder installment loan who allocate a portion of their secured loan
funds to the secured credit card account without requiring a credit check or additional

deposit. 290

As noted above, some recent credit card innovation has occurred at least in part due to Bureau
engagement. One such example relatesto a proposed design for a secured credit card offered by
issuer Synchrony Financial. Pursuant to an application by Synchrony, in 2020 the Bureau issued
a compliance assistance sandbox (CAS) approval order to Synchrony Financial regarding their
proposal to develop a “dual-feature credit card” (DFCC) designed for consumers with limited or
damaged credit history.29:Synchrony’s application describes a process whereby a card would be
provided to consumers as a secured card with a required security deposit but may become
eligible to be converted to an unsecured card following 12 months of satisfactory repayment
activity. Unlike a typical secured card, the terms of both secured use and unsecured use would

287 The 2017 Report discusses secured credit cards in more detail, including the potential for secured credit cards to
facilitate thin- or no-file consumers’efforts to build or rebuild their credit profiles. See 2017 Report, supra note 6,
Section 6.

288 Varo Bank, Varo Bank Introduces Varo Believe, a New and Better Way for Millions of Americans to Build Credit
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be disclosed at the opening of the “dual-feature credit card” account. The terms would then be
redisclosed with the opportunity to ‘optin’ to unsecured use. Synchrony applied for a CAS
approval order because the product structure of the DFCCraised questions about the
applicability of existing law both to Synchrony’s disclosure of the two modes of use and to the
substance of the envisioned graduation mechanism. The Bureau is monitoring the consumer
impact of this product through data Synchrony provides on a quarterly basis.

Other providers have introduced novel structures or features into their credit card offerings for
borrowers with limited credit history. For example, in 2020 fintech TomoCredit introduced a
credit card that does not require applicants to have a credit score. The card has a mandatory
seven-day automatic payment mechanism designed to allowusers to build credit without
carrying a balance.292 Further, Acima, a subsidiary of rent-to-own retailer Rent-A-Center,
announced a “lease-to-own” payments card for credit constrained customers that can be used to

complete lease transactions at participating Acima merchants for certain purchases. 293

Additionally, Apple announced a feature called “Apple Card Family” that would allow partners
and families to build a shared credit history. 24 Apple states that the card can be shared or
merged by eligible spouses or partners over age 18 as co-owners. Eligible co-owners must have
an Apple device with the latest version of iOS that supports Apple Card and meet all other
eligibility requirements for Apple Card. Parents can also share their card with children over 13
years of age with optional spendinglimits and controls (like ‘authorized users’), but co-owners
are responsible for repayment. Payment history is furnished to the credit bureaus for co-owners
as well as other users who ‘opt in’ to credit reporting. Existing Apple Card users can also merge
their accounts, creating a credit line with a higher shared limit while keeping the lower APR of

the two accounts.
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About 10 of the largest U.S. banks will collaborate to share data on customers’ deposit accounts
as part of an initiative to extend credit to thin-file or credit invisible borrowers. 295 The banks will
use bank account data from other financial institutions to help underwrite credit card
applications from borrowers who may have insufficient credit history. The collaboration began
through a project launched by the OCC in 2020 called Project REACh, or the Roundtable for
Economic Access and Change and is designed to help bankslend to individuals who do not have
credit scores but are financially responsible.

Credit access expansion can be positive but should be done responsibly and in a way that is
understandable to consumers. In its 2019 Report, the Bureau discussed the potential of new
technology in underwriting, such as machine learning and alternative data, to expand credit
access. 296 The Bureau’s market monitoring indicates use of these technologies has continued to
grow since 2019, including in the offering of consumer credit cards. 27 However, published

295 See Peter Rudegeairet al., JPMorgan, Others Plan to Issue Credit Cards to People With No Credit Scores, Wall St.

296 See 2019 Report, supra note 6, at 182. The Bureau also issued a joint statement with four other federal financial
regulatoryagencies on the use of alternative data inunderwriting. Bureau of Consumer Fin. Prot., Federal
Regulators Issue Joint Statement on the Use of Alternative Data in Credit Underwriting (Dec. 2019),

297 For example, a fintech startup called Deservelaunched a digital-only credit card which uses machinelearning and
alternativedata inits underwriting. Another credit card company called Petal uses alternative datain its
underwriting. Petal recently spun off underwriting unitin an effort to market itsalternative data underwriting
services to other lenders. Zachary Miller, Financial providers need actionable insights, not raw data’: Credit card

cases, data to support such alternative data-powered underwriting is procured via consumer-permissioned data
access, a subject of the Bureau’s recent Advance Notice of Proposed Rulemaking on “Consumer Access to Financial
Records.” 85 FR 71003 (Nov. 6, 2020).
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findings froma New York Department of Financial Services investigation describe common

consumer confusionrelated to the use of these technologies. 208

7.1.2 Buy now, pay laterloans

In recent years, the market and reach of certain point-of-sale lending products — widely referred
to as “buynow, pay later” (“BNPL”) loans — have grown significantly and now may compete
with credit cards at both the online and the physical point of sale.299 BNPL lenders such as
Affirm, Klarna, and Afterpay offer consumers the opportunity to “split” a purchase into a
number of installments at the point-of-sale of merchant partners. Consumers generally repay
BNPLloans through debit and credit cards, typically by automatic repayment. In the 2019
Report, the Bureau noted that “[sJome of these products have shown rapid growth—and
attracted calls for more regulatory attention—in foreign markets.” 300 Since that time, the
popularity of BNPLhas continued to grow, both abroad and in the United States. One market
observer estimates that U.S. BNPLlending jumped from $ 3 billionin 2019 to $39 billionin

298 The NY DFS noted these findings inits investigation of allegations of discrimination againstwomen in the
underwritingof the Apple Card, issued by Goldman Sachs. That investigation noted consumer misconceptions
regarding credit underwriting for people with shared finances and a lack of transparencyin the explanations of
credit decisions presented to consumers. Theinvestigation also noted a six-month waiting period on responses to
credit decision appeals. New York State Dept. of Fin. Serv., Report on Apple Card Investigation (Mar. 2021),
https://www.dfs.ny.gov/reports and publications/202103 report apple card investigation.Currently, federal
lawmandates thatlenders explain only credit denials to applicants, not the reasons for the amount and terms of
credit granted. In response to the perceived lack of transparency, Goldmanintroduced new consumereducation
tools explaining what factors areused in setting credit terms and providing step-by-step instructions that
consumers can complete to become eligible for the Apple Card. See Apple Inc., Designed to support your financial

299 Estimates for the size of the entire BNPL marketvary. However, some of the largest BNPL lenders saw significant
growth in 2020. For example, Afterpay financed over $9.8Bin loans in North Americaduringthe second half of
2020, up 106 percent year-over-year. Bythe end of 2020, Afterpayhad 8.1M active North American users, up 127
percent Year-over-year. Similarly, Klarnareached 14M U.S. consumers bythe end of 2020, up 115 percent Year-

300 2019 Report, supra note 6, at177.
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2020, and will exceed $100 billion annually within three years.s: BNPLlending has also
continued to attract regulatory attention (as well as calls for further regulatory attention)
domestically and internationally. s BNPLproviders are among the growing number of non-
banks that utilize consumer-authorized access to account data to deliver their service. Access to
information from consumer accounts at financial institutions is used by BNPL providers for
several purposes, including to verify consumer information and to facilitate payments.

The increased pace of adoption of BNPL has been partially attributed to COVID-19, during
which many consumers shifted spending online. 303 This shift presented an opportunity for
retailers partnering with financial companies to offer BNPLat digital point of sale—the primary
channel by which the productis offered.

301 Brian Riley, Buy Now, Pay Later: Gaining Scale and the Disrupting Status Quo in Lending, Mercator Advisory

302 For example, The U.K. announced that BNPL credit agreements would be regulated by the Financial Conduct
Authority, the country’s financial regulator. In Sweden, new rules were passed which would discourage online
shoppers from paying with credit—including BNPL products. In California, BNPLlenders have come under scrutiny
from state regulators for making loans without state lending licenses. Press Release, CADep’t of Fin. Prot. and
Innovation, Point-of-Sale Lender QuadPay Agrees to Cease Illegal Loans, Pay Refunds in Settlement with the
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The extent to which BNPLcompetes directly with credit cards — either as a means of payment
for consumers’ purchases or as a means of purchase financing — is unclear. s>+ While BNPLloans
are offered at the point-of-sale to facilitate quick extensions of credit and likely capture some
volume from other payment methodslike credit cards, it is possible that a portion of BNPL
volume comes from de novo sales originating from the availability of BNPL itself.

Certain key differences between BNPLIloans and credit cards may present risks to consumers.
Unlike credit card providers, BNPLlenders are not required to consider ability to repay before
extending credit.s0s Additionally, BNPL loans may not provide the same disclosures as other
types of consumer credit. 3¢ BNPLlate fees are not associated with specific regulationslike
credit card late fees, and BNPL users do not have the same billing error resolution procedures
that are available to credit card users.

Traditional credit card issuers are investing in more ways to offer their own “fixed-payment”
features, possibly inresponse to BNPL'’s explosive growth. In the 2019 Report, the Bureau
discussed fixed-payment features offered on some credit cards which utilize a card’s existingline

304 A recent consumer surveyappeared toindicate that consumers view BNPL as a potential alternative to credit
cards. In that survey, 62 percent of respondents said that BNPL could replace their credit cards, but only 27 percent
would like for that to happen. See Maurie Backman, Study: Buy Now, Pay Later Services Continue Explosive

Furthermore, not all card issuers support BNPL transactions. Capital One blocked its customers from using its
credit cards to pay off BNPLloans, citing risks associated with BNPL transactions. See Byron Kaye, Capital One
stops risky' buy-now-pay-later credit card transactions, Reuters (Dec. 07, 2020),
https://www.reuters.com/article /us-capital-one-fin-payments-idCAKBN28 HOOR.

305 BNPL loans that are structured as zero-interestloans of four payments or less typicallyare not reported to credit
bureaus. As aresult, users can potentially “stack” BNPL loans across different providers, leading to potential
situations in which consumers mayface difficultyrepaying one or manyloans. Thereis some evidencethat BNPL
loans pose a risk of overextension. In Australia, a country where the market for BNPL loans is mature and the
productis well-established in the consumer financial ecosystem, the country’s financial regulator found that BNPL
users with creditcards were much more likelyto be revolvers than othercredit card users. Additionally, surveydata
showed that 20% of BNPL users cut back on essentials and 15% took out additional creditto make BNPL payments.
Austrl. Sec. & Inv. Comm’n, REP 672 Buy now pay later: An industry update (Nov. 16, 2020),

306 For BNPL loans that are structured as zero-interest loans of four payments or less, some providersstate that they
donot meet the TILA definition of “creditor” and therefore do not have to provide TILA disclosures. Some BNPL
loans are structured as longer-term installmentloans;theseloans are subject to TILA and other requirements.

165 BUREAU OF CONSUMER FINANCIAL PROTECTION — CONSUMER CREDIT CARD MARKET REPORT


https://www.fool.com/the-ascent/research/buy-now-pay-later-statistics/
https://www.reuters.com/article/us-capital-one-fin-payments-idCAKBN28H0OR
https://asic.gov.au/regulatory-resources/find-a-document/reports/rep-672-buy-now-pay-later-an-industry-update/
https://asic.gov.au/regulatory-resources/find-a-document/reports/rep-672-buy-now-pay-later-an-industry-update/

for a repayment plan that is separate from payments made towards the revolving feature in the
account.37 American Express’s “Plan It” feature was recently added to the point of sale of
American Express’s travel website. 308 Alliance Data Systems acquired a BNPL provider and
partnered with financial services provider Fiservto enable point-of-sale lending products for
merchants using Fiserv’s merchant acquiring services. 300 Synchrony Financial announced plans
to offer a short-terminstallment loan product to its retail partnersin late 2021.s° Barclays also
announced a partnership with a BNPL provider to offer “white-label” point-of-sale financing

options to merchants. 3t

Two card networks are developing capabilities to facilitate point-of-sale lending options. Visa is
piloting ‘Visa Installments,’ a four-payment installment solution that will allow issuers to
streamline merchant integration at the merchant’s digital POS.s=Visa Installments turns
already-approved credit lines into installment payment options for Visa cardholders. The pilot
programinvolves TSYS, the first issuer technology partner to offer Visa’s new solution enabling
participating financial institutions to offer installment plans to their cardholders. Similarly,
Mastercard announced it would develop installment capabilities with TSYS to deliver
installment capabilities to issuers, who could then offer installment solutions to Mastercard

307 See 2019 Report, supra note 6, at 177-179.
308 Previously, “Plan It” was only available retroactively for card purchases that were already made.

309 PR Newswire-Alliance Data, Alliance Data's Bread To Enable Point-of-Sale Lending for Fiserv Merchant Clients

312 See PYMNTS, Visa Launches Visa Installments Pilots in the US (July 14, 2020), https://www.pymnts.com/digital-
payments/2020/visa-launches-visa-installments-pilots-in-the-us/.
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cardholders.s3 In 2019, Mastercard acquired Vyze, a POS platform that connects merchants
with multiple lenders. 34 Through Vyze, merchants can connect with lenders and consumers can

access those credit options both in-store and online.

The Bureau continues to monitor the developing market for new forms of point-of-sale
financing, both those offered independently from and in conjunction with credit card products,
in order to ensure consumers are adequately informed about financial offerings, that consumers
are protected fromrisky practices, and that markets continue to provide consumer-friendly

innovation and competition.

7.1.3 Otherinnovations

Card issuers and other financial services companies continue to innovate in ways that aim to
attract or serve consumers. For example, several card issuers now offer instant issuance of credit
cards upon approval.ss Some card issuers also offer virtual credit card features which allow
usersto transact on their main credit card account through a separate, unique credit card
number. Generally, users can limit a virtual card number to a specificmerchant, transaction, or
dollar amount. According to card issuers, virtual cards can help reduce fraud and give users
more control over their online spending. 3 In 2019, Mastercard announced its “True Name”

313 See Mastercard, Mastercard Expands Installment Offerings Through Global Partnerships, Empowers More
Consumers to Choose When to Pay with Pre-Sale, Point of Sale, and Post-Sale Payment Options (Sept. 2, 2020),
https://investor.mastercard.com/investor-news/investor-news-details/2020/Mastercard-Expands-Installment-
Offerings-Through-Global-Partnerships-Empowers-More-Consumers-to-Choose-When-to-Pay-with-Pre-Sale-
Point-of-Sale-and-Post-Sale-Payment-Options/default.aspx.

314 See PYMNTS, Mastercard buys POS Financing Provider Vyze (Apr. 15, 2019),
https://www.pymnts.com/mastercard/2019/acquisition-vyze-pos-financing/.

315 After approval, Users can add a new credit card to theirdigital wallets, access their card number througha bank’s
website or mobile app, or—in some cases, for privatelabel cards—receive a scannable barcodeto use at the retailer
associated with the card. Barclays, Barclays US Consumer Bank Expands Point-of-Sale Financing Suite to Include
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initiative, which permits cardholders to use their preferred name instead of their legal name on
credit and debit cards, a common issue for transgender and gender non-binary individuals
whose preferred names may differ fromtheir legal ones.s7 Two major card-issuing banks
announced they have implemented this feature. 38 Lastly, Venmo, a digital payments platform
with a social media component owned by PayPal, introduced a credit card imprinted with a QR
code which users can scan to activate their card or allow othersto scan to send or request funds

through Venmo. 39

The Bureau continues to note ongoing innovation in rewards programs, which are central to
how many credit card products are marketed to consumers. These innovationsinclude
delivering rewards value in new forms. For example, at least three providers—SoFi, BlockFi, and
Gemini—have announced plans to offer credit card rewards redeemable for virtual currencies. s
Another provider allows users to pay rent through their card without additional fees and redeem
rewards for a down payment ona home.s= Additionally, SoFi allows credit card rewardsto be

23, 2021).

318 Citigroup, Citi Launches “True Name” Feature With Mastercard Across the U.S. (Oct. 19, 2020),

virtual currencies such as Bitcoin. See supra note 159.

321 The provider, Bilt TechnologiesInc., says it will maillandlordspaper checkson behalfof the tenant (and card user)
and then charge therenter’s credit card account with no additional fee. Will Parker, Renters Could Collect Home
Down-Payment Points With Credit Card, Wall St.J. (Updated June 25, 2021),
https://www.wsj.com/articles/renters-could-collect-home-d own-payment-points-with-credit-card-11624356000.
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redeemed for repayment of other non-card debt held by SoFi, including SoFi Student Loan
Refinance and SoFi Personal Loans. 522

7.2 Consumeradoptionofinnovative
technologies

Consumer adoption of innovative technologies related to credit card payments and account
servicing continued to growover 2019 and 2020 and was likely accelerated by COVID-19.
Pandemic-driven concerns around the use of cash or touching a payment terminal appeared to
further the digital evolution at the point of sale, driving enablement and adoption of contactless
payment methods such as “tap and pay” and digital wallets. 323

7.2.1 Digital servicing tools

Consumer enrollment in digital account servicing grew at least partially in response to some of
the disruptions caused by the pandemic. For example, bank branch closures, shortened hours,
postal service delays, or social distancing may have further incentivized consumers to use online
or mobile toolsto check balances or cash a check more frequently thanin pre-pandemicperiods.
Difficulty reaching customer service representatives by phone due to call center adjustments
may have led consumers to try virtual assistants to meet their needs. 3 Data show that despite
the pandemic, some cardholders continue to interact with banks via traditional non-digital
channels, but the trend toward adoption of digital servicing overall indicates these cardholders

322 SoFi, Once my SoFi Points are redeemed into a SoFi Personal Loan payment, when and how can I expect the

(last visited Aug. 17, 2021).

323 Telis Demos and Dan Gallagher, Is This the Year You Finally Stop Swiping Your Credit Card? The pandemic has
accelerated usage of ‘contactless’ payments in U.S. stores. The ultimate winners from this transition remain far

324 For more informationregarding call center volume, see Section 5.5.
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increasingly represent a minority. This section uses MMI data to examine how consumers use

digital account servicing platforms—online account servicing portals (online portals) and mobile

apps.

ONLINE BANKING AND MOBILE APPS

Basic account servicing features are found in almost all online banking portals and mobile apps.
Cardholders can reviewtransactions (and dispute fraudulent ones), make payments, transfer
balances, request cash advance PINs, activate new cards, request replacement cards, download
full account statements, receive information about other card benefits, add or remove an
authorized user from their accounts, inform their issuer of upcoming travel, report a card lost or
stolen, change their account’s due date, or send and read messages to and from account

servicing professionals or chat with them in real-time. 325

In recent years, the Bureau has noted additional functionality related to mobile apps, including
card freezing, management of recurring card payments, additional card usage controls, and
interactive digital interfaces for card balance payments. 320 Many of these service features likely
proved particularly useful to some during the pandemic, as many banks closed branches or
limited operating hours, and customers experienced longer call wait times. To assist with longer
wait times, card companies have introduced Al-powered chatbots to navigate and execute digital
account management functions and make transactions. 37 User engagement with these chatbots
rose significantly through the pandemic. 328 Chatbots provide an alternative method of accessing
the apps’ featuresin addition to providing higher-order functionality, such as responding to
questions about spending patterns. Cardholders can use voice or text to direct a chatbot to
search for certain transactions, display basic account information, add an authorized user,

325 See 2019 Report, supra note 6, at173.
326 See 2019 Report, supra note 6, at 172.

327 Dawn Allcot, Artificial Intelligence is Changing Credit Cards and Banking, Bankrate.com (Feb. 4, 2019),

328 One such chatbot, Bank of America’s virtual assistant‘Erica,’ saw engagement jump 67 percent year-over-year to
17.2 million users in the fourth quarter of 2020. Rachel Green, Bank of America ends 2020 with rising digital
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summarize and plot monthly spending, or send alerts for upcoming bills, among other options.
Many chatbots are responsive to both voice and text, with voice recognition requiring an
additional layer of technology.

Digital engagement is growing consistently across all age groups and nearly every platformtype.
The share of people electing to receive statements digitally (e-statements) rather than by mail is
continuing to increase, though the pace of adoption growth tapered in 2020. E-statement
adoption has been surpassed by mobile app adoption as a method to engage with banks.

Figure 1 shows the share of active mass market credit card accounts enrolled in issuers’ online
portals and/or mobile apps. 32 As of 2020, 80 percent of active accounts are enrolled in online
portals for general purpose cards, with increases across all age groups. That share is significantly
higher than the 55 percent the Bureau reported as of 2014. 3

Figure 1: SHARE OF ACTIVE ACCOUNTS ENROLLED IN ONLINE PORTAL, MOBILE APPS, AND
RECEIVING ONLY E-STATEMENTS, GENERAL PURPOSE (MMI)
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Also noteworthyis the risein the share of accounts enrolled in mobile apps, which has more
than doubled in only five years, from 30 percent in 2015 to 64 percentin 2020. Mobile app

adoptionis more common among younger consumers but increases in adoption can be seen

329 A consumer maybe enrolledin an online portal and mayalso havethe mobile app. In fact, some issuers require
online enrollment before mobileapp use can be engaged.

330 2015 Report, supra note 6, at 133.
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across all age groups. In 2020, 93 percent of active accounts held by consumers under age 25
were enrolled in the issuer’s mobile app. For consumers between the ages of 25 and 64, and over
65, mobile enrollment share was 771 percent and 36 percent, respectively. Overall, the Bureau
expects the trend toward increasing mobile app adoption to continue.

Figure2:  SHARE OF ACTIVE ACCOUNTS ENROLLED IN MOBILE APPS BY AGE, GENERAL PURPOSE
(MMI)
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ELECTRONIC STATEMENTS

As the Bureau noted in 2019, the share of people electing to receive statements digitally (e-
statements) rather than by mail is continuing to increase significantly. The number of mass
market accounts that receive only e-statements fromtheir issuer has risen over the last five
years and in 2020 was 56 percent. While electronic statements can be a convenient way to
access account information, it is important consumers review electronic statements as

thoroughly as they would paper statements.

As discussed in Section 2.4.3, a sizeable but declining portion of consumersstill rely on paperto
manage their accounts. Americans above age 65 tend to rely more on paper, with 21 percent
choosingto make a paper payment in the last cycle of 2020, compared to 4 percent for ages 25-
64. These findings generally align with the lower adoptionrate of digital servicing tools among
older Americans discussed earlier. As one commenter noted, paper statements remain an

important mechanism to prompt payment for many consumers, particularly lower-income
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families, and those without access to broadband internet, which includes 55 percent of
Americans 65 yearsor older.sst

7.2.2 Physical point-of-sale

In the 2019 Report, the Bureau identified three significant developments at the point-of-sale
which provided greater speed, security, or convenience for consumers and merchants:
elimination of signature requirements for EMV “chip” card transactions; near-field
communication (NFC) acceptance at the physical POS, which supportsthe mobile wallet
technologies and applications incorporated into most smartphones used by American
consumers; and contactless card issuance and adoption. Since 2019, the popularity of
contactless payments (both through contactless cards and NFC mobile wallets) has continued to
grow, aided by health concerns about physical contact during COVID-19.

The increasing availability of contactless cards and terminals, coupled with pandemic-driven
anxiety around high-touch surfaces, drove consumer adoption of contactless payments during
the pandemic.ss2Visa and Mastercard reported approximately 40 percent year-over-year global
growthin tap-to-pay or contactless transactions in the first quarter of 2020.333 By the third
quarter of 2020, contactless transactions accounted for over 40 percent of in-person

331 “[W]e again urge the CFPB to protect the rightand ability of consumers who want to keep receiving paper
disclosures and billing statements by mail. Credit card issuers and other banks have aggressively pushed consumers
to receive theseimportant documents viaelectronic deliverybut, as documented in our report Paper Statements:
An Important Consumer Protection, these efforts can be harmful to consumers.” See NCLC Comment Letter, at 21.
See also Chi Chi Wu and Lauren Saunders, Paper Statements: An Important Consumer Protection (Mar. 2016),

332 A study conducted by Forrester and the National Retail Federation and released in mid-2020 found that 58
percent of surveyed retailers accept contactless card payments, up from 40 percent the prioryear. The same survey
found that 67 percent of retailers surveyed now accept some form of no-touch payment. See National Retail
Federation, Coronavirus leads to more use of contactless credit cards and mobile payments despite cost and
security concerns (Aug. 6, 2020), https://nrf.com/media-center/press-releases/coronavirus-leads-more-use-
contactless-credit-cards-and-mobile-payments.

333 See Telis Demos & John Gallagher, Is This the Year You Finally Stop Swiping Your Credit Card?, Wall St.J. (Aug.

11597397428 2P0stID=18397976.
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transactions globally for both Visa and Mastercard. s+ In a survey conducted in the third quarter
of 2020, nearly half of respondents said the pandemic prompted them to use contactless
payments more often or for the first time. 33 In the last several years, the number of retail
locations supporting NFC mobile wallets and contactless cards has grown significantly — over 70
percent of face-to-face transactionsin the U.S. now occur at a contactless-enabled merchant
location. 33 Card issuers are also accelerating plans for contactless distribution. 337

In late 2020 and early 2021, both Visa and Mastercard announced services which would allow
businesses of any size to turn any Android smartphone or tablet into a contactless payment
acceptance device without any additional hardware. 338 The features could allow merchants to
more easily accelerate the transition to contactless payments by providinga method for

334 Chris Reid, Mastercard: “In 2020Q3, contactless transactionsrepresented 41% of in-person purchases globally (up
30% year-over-year)” at Card Forum 2021, Mar. 16, 2021. Visa 2020 10-K, at 8; U.S. Sec. & Exch. Comm’n, Annual
Report Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934 (Nov. 19, 2020),

336 For example, inearly 2017, several years afterits launch, Apple Paywas accepted at 36 percent of retail locations.
As of early2019, Apple reported that Apple Payis accepted at 65 percent of retail locations. Retailers that support
Apple Payalso support other mobile wallets such as Google Pay. See Press Release, Apple, Apple Pay coming to
Target, Taco Bell and more top US retail locations (Jan. 22, 2019),

2020 Annual Report, Visa reported that more than 70 percentof face-to-face transactions at checkout in the U.S.
occur ata merchant that hasthe abilityto accept contactless payment, and more than 80 of the top 100 merchants
by transactions areenabled for tap to pay. (2020 Visa 10-K, at 8)

337 See Payments Journal, Card networks have stepped up their contactless distribution (Jan. 6, 2021),

Section 5.5.

338 See Press Release, Mastercard, Mastercard Pioneers Cloud Tap on Phone, its First Pilot of Cloud Point of Sale
(POS) Acceptance Technology (Jan. 11, 2021),
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contactless payment acceptance without requiring a terminal. Mastercard’s service is in pilot;
Visa’s service is expected to roll outin the U.S.in 2021.

Challengesto further adoption of contactless payments remain. There are several competing
digital wallet networks and some retailers do not accept some major wallets. For a contactless
transaction through a digital wallet to work, the retailer needs to accept both the digital wallet
and the card stored in the digital wallet. s Additionally, many mobile phones utilize facial
recognition for authentication, which is hampered by masks, often mandated in store
locations. 34 Furthermore, some retailers have not upgraded their POS systems to accept
contactless EMV transactions. s+ Finally, some consumers are reluctant to adopt contactless
payments. One survey showed that, when asked, only one-third of respondents who reported
they have a contactless card said they use tap-and-pay frequently to make purchases. 342

For consumers who adopt mobile wallets, certain potential risks remain. For example, one

commenter suggested that consumers who initiate card-on-file transactions through a mobile

339 AnnaMaria Andriotis, Apple Pay Offers Germ-Free Shopping—If Only We Could Figure Out How it Works, Wall

340 An Apple software update (i0S 14.5 beta) providesa potential workaround for theissue of facial recognition with a
mask for users who also use an Appl Watch. When a userraises theirphoneto theirface tounlock it and the useris
wearing an Apple Watch, the watch will communicate with the phoneto unlockit. Lauren Goode, The iPhone's Face

341 A study conducted by Forrester and the National Retail Federation (cited earlier in this report) found that 58% of
surveyed retailers acceptcontactless card payments, indicating some runway for furtheradoptionby merchants. In
addition, a surveyindicated that a third of gas stations were likely to miss their extended deadline of April 2021 to
upgrade EMV-enabled POS systems. See supra note 332, and Ted Rossman, Deadline approaches for gas stations

businessesin particular could reduce theincentive and resources such businesseshave toimprove their point-of-
sale systems.

342 The authors of the paper whichdescribesthe survey’s results cite a number of potential reasons for thishesitancy:
1) consumers who have the tool arenot adoptingit, 2) The conversion of cash maynotbe as high ashoped, and 3)
consumers need a pushtobreak their payment habits. See Tom Akana and Wei Ke, Contactless Payment Cards:
Trends and Barriers to Consumer Adoption in the U.S., Fed. Rsrv. Bank of Philadelphia (May 2020),
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wallet may not be aware of the way their data are being collected and used. In this example, a
consumer initially “registers” their payment credentials with a merchant. When the consumer
uses a mobile wallet instead of a credit card to initiate a card-on-file transaction, the wallet can
create a token with the merchant, which is then used to facilitate future transactions. Once
established, the token directs all future transactions with that merchant through the mobile
wallet—even though the wallet may not appear prominently (or at all) in the transaction flow.
Consumers may not realize that the wallets will continue to collect data. 343

343 See letter from Akermanto Wei Zhang (Markets) re: CFPB CARD Act Study of Credit Card Market (June 10,
2021).
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APPENDIX A: SUPPORTING FIGURES

Figure1: FEDERAL FUNDS RATE COMPARED TO WSJ PRIME RATE (WSJ, FEDERAL RESERVE)344
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344 Fed. Rsrv. Bank of Fed. Reserve Bank of St. Louis, Effective Federal Funds Rate,
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