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I apprec ia te th is opportuni ty to appear before your Committee 

to present the views of the Board of Governors on S. 721. 

B r i e f l y , S. 721 would add to the Truth i n Lending Act 

provis ions r e q u i r i n g the Board to regu la te the issuance of u n s o l i c i t e d 

c r e d i t cards, and l i m i t i n g the l i a b i l i t y of consumers fo r the 

unauthorized use of c r e d i t cards. The b i l l would apply to c r e d i t 

cards of both bank and nonbank issuers . 

Regulat ion of Issuance of U n s o l i c i t e d Cred i t Cards 

Sect ion 2 of the b i l l would r e q u i r e the Board to prescr ibe 

r e g u l a t i o n s "governing the condit ions under which11 u n s o l i c i t e d c r e d i t 

cards might proper ly be issued. The Board's regu la t ions would ba 

requ i red to prescr ibe "minimum standards" fo r card issuers i n checking 

the " c r e d i t worthiness of prospect ive cardholders" i n order ( 1 ) to 

p ro tec t consumers against "overextending themselves" through the use 

of u n s o l i c i t e d c r e d i t cards, and ( 2 ) , when the issuer i s a F e d e r a l l y 

insured bank, to "safeguard the sa fe ty and soundness" of the bank. 

We, a t the Board, of course, are more f a m i l i a r w i th c r e d i t 

card arrangements of banks than w i th the c r e d i t card programs of 

nonbank issuers . Banks have found tha t the most e f f e c t i v e way to 

ob ta in customers for a new c r e d i t card plan i s to mai l a la rge number 

of u n s o l i c i t e d cards. This procedure resolves simultaneously the 
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problem of having enough merchants signed to p a r t i c i p a t e i n the bank's 

plan to make the card usefu l to i t s customers, and of having enough 

cardholders to make the plan a t t r a c t i v e to merchants. Although the 

u n s o l i c i t e d ma i l ing of c r e d i t cards by banks has involved some 

problems, there have been no developments to date t h a t , i n the Board*s 

judgment, would warrant prevent ing t h i s method of card d i s t r i b u t i o n . 

I f t h i s method of card issuance were prevented or r e s t r i c t e d to the 

ex tent tha t i t would no longer be p r a c t i c a b l e , banks would be 

se r ious ly hampered i n launching c r e d i t card p lans. This would g ive 

those banks a l ready i n the f i e l d a protected p o s i t i o n , discouraging 

compet i t ion . 

While S, 721 would not p r o h i b i t u n s o l i c i t e d m a i l i n g s , i t 

would provide fo r Federa l r e g u l a t i o n of such m a i l i n g s . I n determining 

whether such r e g u l a t o r y a u t h o r i t y is needed, you w i l l presumably want 

to consider whether r e c i p i e n t s of u n s o l i c i t e d cards need government 

p r o t e c t i o n from i n c u r r i n g too much debt through the use of the cards , 

and whether r e g u l a t i o n i s needed to guard the s a f e t y and soundness of 

the issuing banks. The evidence a v a i l a b l e to the Board suggests t h a t 

t h i s a u t h o r i t y i s not needed for e i t h e r purpose. The Board has 

ins t ruc ted i t s examiners to make sure tha t banks r e a l i z e the importance 

of developing and c a r e f u l l y screening ma i l ing l i s t s fo r c r e d i t cards 

from t h e i r own records and, i n so doing, checking the c red i t -wor th iness 

of intended c r e d i t card r e c i p i e n t s . The other Federa l banking agencies 

are f o l l o w i n g s i m i l a r pract ices w i th respect to the banks they examine. 
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Under the c r i t e r i a being fo l lowed by banks fo r issuing c r e d i t cards, 

bank c r e d i t card operat ions are genera l l y sound from the point of view 

of the consumer as w e l l as the bank. Banks are tak ing care to see 

t h a t the people to whom c r e d i t cards are sent are able to meet 

ob l iga t ions w i t h i n the es tab l ished l i m i t s . 

A review of repor ts of examination fo r 74 Sta te member 

banks w i t h c r e d i t card p lans i^ ind ica tes tha t they have exercised 

prudence i n c r e d i t card management. 

While u n s o l i c i t e d mai l ings were found to have been the 

p r i n c i p a l means of d i s t r i b u t i n g cards, no s i g n i f i c a n t problems were 

uncovered - -ce r ta in ly none of the magnitude of the d i f f i c u l t i e s 

surrounding the Chicago episode of l a t e 1966 and e a r l y 1967. Ten 

of the 74 banks mailed cards on an u n s o l i c i t e d basis wi thout ob ta in ing 

adequate c r e d i t in format ion on p o t e n t i a l customers. 

Other u n s a t i s f a c t o r y fea tures drawing comments of examiners 

are as f o l l o w s : 

Problem Number of banks 

Lack of c o n t r o l over unissued cards 1 
Inadequate c o l l e c t i o n p o l i c i e s and prac t ices 5 
Inadequate procedures fo r rec la iming c r e d i t 

cards when accounts became del inquent 2 
No prepr in ted e x p i r a t i o n dates—' 2 
Lack of c o n t r o l on customers exceeding l i m i t s 4 
Customers not informed of c r e d i t card l i m i t s 1 
Slow processing of items 4 

1 / As of June 30 , 1963, there were 64 Sta te member banks w i th c r e d i t 
card p lans , On l a s t December 30, the number was 65 , and i t was 93 on 
June 30 , 1969. Since Sta te member banks are examined once each y e a r , 
the repor ts on 74 banks provide almost complete coverage since the 
gu ide l ines were recommended i n the l a t e summer of 1968. 
2 / Plans became e f f e c t i v e i n the 1950 ! s , and no problems have been 
encountered. 
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I n each of these instances , the unsa t i s fac to ry fea tures 

noted by Federa l Reserve bank examiners were corrected by management 

where problems e x i s t e d . S p e c i f i c a l l y , i n the ten cases invo lv ing 

lack of adequate c r e d i t in fo rmat ion , p rac t ices were changed promptly, 

and such in format ion is now obtained before cards are granted. 

A d d i t i o n a l evidence as to bank c r e d i t card d i s t r i b u t i o n 

prac t ices is provided by a survey undertaken by the Federal Reserve 

Banks i n August t h i s year . The survey covered the prac t ices fo l lowed 

by Federa l Reserve member banks which began bank c r e d i t card plans 

between June 30 , 1963, and the end of August 1969. The r e s u l t s are 

summarized i n the f o l l o w i n g t a b l e . 

Bank Pract ices i n the D i s t r i b u t i o n 
of C r e d i t Cards, by Federa l 

Reserve D i s t r i c t 

Fed* 
D: 

1 . 

B 
s ra l Reserve Pla 
L s t r i c t I ' 

Boston 

Number of 
anks Star t i t 
ns , J u l y , IS 
August, 1965 

6 

ig Use of 
>68- U n s o l i c i t e d 
) M a i l i n g 

A l l 

Use of 
Outside 

L i s t s 

None 

Use of 
Pre-mai lers 

A l l 

2. New York V i r t u a l l y a l l None Most 

3 . Ph i lade lph ia 0 — — 

Cleveland 26 Most Few Most 

5 . Richmond 52 V i r t u a l l y a l l Few Most 

6 . A t l a n t a 75 Most Few N.A. 

7 . Chicago 5 A l l None N.A. 

10. Kansas C i t y 13 Most One N.A. 

11. Da l las 16 Most None Most 

12. San Francisco 21 Some None Some 

If I n fo rmat ion on new bank c r e d i t card plans s t a r t e d i n the S t . Louis ( 8 ) 
and Minneapolis ( 9 ) D i s t r i c t s was incomplete and could not be used i n 
t h i s t a b u l a t i o n . 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



Several conclusions can be drawn from t h i s survey; 

U n s o l i c i t e d ma i l ing of cards i s g e n e r a l l y used i n s t a r t i n g new 

plans; but i n some Federa l Reserve D i s t r i c t s , an a p p l i c a t i o n - t y p e 

system is also used f r e q u e n t l y . I n most cases, m a i l i n g l i s t s are 

compiled from present customers of the banks, and these are screened 

before cards are ma i led , al though a few banks were repor ted to have 

used outs ide sources (such as d i r e c t o r y s e r v i c e s , c r e d i t bureaus or 

c r e d i t r a t i n g f i r m s ) i n adding to ma i l ing l i s t s tha t were composed 

p r i m a r i l y of t h e i r own customers, and one bank was repor ted to have 

used a l i s t of names obtained outs ide the bank wi thout screening i t . 

Where in format ion was a v a i l a b l e from the Federa l Reserve 

Bank survey, i t i nd ica ted tha t p re -mai le rs were g e n e r a l l y used, as 

recommended i n the Federa l Reserve g u i d e l i n e s . These pre -mai le rs 

advise the customer tha t a card i s being sent unless the customer 

ind ica tes to the bank t h a t he wishes h is name removed from the l i s t . 

I n t h i s way the customer i s able to re fuse a card before i t i s sent . 

The p re -ma i le r a lso helps reduce the prospect of f raud by a l e r t i n g 

the customer to expect the card and also informs the bank of changes 

in addresses, During a s ing le week t h i s summer, f o r example, more 

than 2 m i l l i o n bank c r e d i t cards were mai led i n New York when a new 

plan was adopted by a group of three major banks. The f a c t tha t 

these cards had been preceded by pre -ma i le rs undoubtedly cont r ibuted 

to hold ing repor ted losses or t h e f t s of cards during t h i s ma i l ing 

to 250 cases. On the other hand, the p re -ma i le r s t i l l puts the 
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burden on the p o t e n t i a l card r e c i p i e n t to take a p o s i t i v e step to 

stop the card f s a r r i v a l i f he does not want i t . 

A handful of banks have sent cards v i a r e g i s t e r e d m a i l , a 

p r a c t i c e t h a t places an unreasonable burden on consumers. Since 

r e g i s t e r e d ma i l must be accepted by a responsib le person a t the 

address i n d i c a t e d , i n many cases t h i s means tha t the p o t e n t i a l ca rd -

holder must make a spec ia l e f f o r t to pick up the l e t t e r a t h i s post 

o f f i c e . Not i n f r e q u e n t l y t h i s means tak ing time o f f from work (many 

times wi thout pay) i n c u r r i n g t r a n s p o r t a t i o n costs and other inconve-

n iences. The main o b j e c t i v e of employing the r e g i s t e r e d ma i l technique 

i s to minimize the exposure of the issuer to f i n a n c i a l losses 

associated w i t h the d i s t r i b u t i o n of i t s own card through u n s o l i c i t e d 

m a i l i n g s . The consumer should not be asked to spend h i s time or 

money (or both) on a t r i p to the post o f f i c e to provide t h i s 

p r o t e c t i o n fo r card i ssuers . 

As you know, b i l l s have been introduced i n the Congress 

t h a t would make u n s o l i c i t e d c r e d i t cards "nonmailable matter1 1 unless 

( a ) they are sent by the issuer by r e g i s t e r e d m a i l , r e s t r i c t e d to 

d e l i v e r y to the addressee only (b ) the envelope i s marked " u n s o l i c i t e d 

c r e d i t card—addressee may refuse 1 1 , and ( c ) the issuer guarantees 

payment of r e t u r n postage. 

I n r e p o r t i n g on these b i l l s the Board suggested amendments 

to e l i m i n a t e the requirement for r e g i s t e r e d mai l and r e q u i r e issuers 

to use unmarked envelopes enclosing an unmarked r e t u r n envelope 
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w i t h the card i n i t , and a not ice tha t tae card may be refused by 

deposi t ing the unopened r e t u r n envelope i n the nearest post o f f i c e 

or l e t t e r box. This suggestion, by e l i m i n a t i n g the requirement fo r 

r e g i s t e r e d m a i l , would seem to overcome a r e a l source of g rea t 

annoyance of intended card r e c i p i e n t s . Furthermore, the use of 

unmarked envelopes would seem c l e a r l y to reduce s e c u r i t y problems 

i n the d i s t r i b u t i o n of c r e d i t cards. 

Le t me turn now to the question whether i n d i v i d u a l consumers 

might get deeply in to debt because of s o - c a l l e d "easy c r e d i t " extended 

through bank c r e d i t card plans. I t is d i f f i c u l t to measure t h i s r i s k . 

Under most of the plans tue customer is given an i n i t i a l c r e d i t l i m i t 

of $300, a l taough the l i m i t may be higher fo r customers wi th the best 

c r e d i t r a t i n g s . The average amount outstanding per a c t i v e bank c r e d i t 

card account was about $130 on June 30 , 1969. These f igures suggest 

t h a t the u n s o l i c i t e d bank c r e d i t card is not o f t e n a cause i n i t s e l f , 

of a customer i n c u r r i n g extensive indebtedness. 

I n a d d i t i o n , the c r e d i t standards are aimed a t middle income 

consumers who, by and l a r g e , can a f f o r d to cont rac t debt w i t h i n the 

a p p l i c a b l e l i m i t s . This is ind ica ted also by the Board's recent 

Survey of Consumer Awareness of Cred i t Costs, which was conducted i n 

May and June of t h i s year i n connection w i th our r e s p o n s i b i l i t i e s under 

the Truth i n Lending A c t . Tabulat ions from t h i s survey, which sampled 

more than 5 ,000 represen ta t i ve households, are now becoming a v a i l a b l e ; 

in format ion on ownership of bank c r e d i t cards has been obtained i n some 

d e t a i l . On an o v e r a l l b a s i s , 1 ,324 households—or s l i g h t l y more than 

25 per cent of the t o t a l number sampled—repl ied "yes11 when asked "Do 

you have a c r e d i t card issued to you by a bank?". 
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Responses to the ownership quest ion , when analyzed by 

education and income l e v e l s , showed r e s u l t s tha t one might have 

expected. Ownership of a t l e a s t one bank c r e d i t card tended to r i s e 

s i g n i f i c a n t l y as the educat ional l e v e l of the head of the household 

increased. Only 13.7 per cent of those w i t h a grade school education 

or less he ld bank c r e d i t cards, wh i le near ly 40 per cent of the co l lege 

graduates sampled owned cards. S i m i l a r l y , less than 10 per cent of the 

households w i t h a t o t a l f a m i l y income under $3,000 i n 1968 repor ted 

ownership of cards, but more than 40 per cent of f a m i l i e s w i t h annual 

income above $15,000 held cards, These f igures tend to substant ia te 

our b e l i e f tha t the prac t ices c u r r e n t l y used to issue bank c r e d i t 

cards have not placed an unduly large number of cards i n the hands 

of "unsophist icated" p o t e n t i a l users. 

To conclude, then, Mr. Chairman, w i th respect to sect ion 2 of 

the b i l l , the Board recommends against i t s enactment as introduced* I f 

your committee determines tha t r e s t r i c t i o n s should be placed on u n s o l i c i t e d 

m a i l i n g s , we urge tha t you fo l low the course you adopted as to S. 823 , the 

F a i r C r e d i t Report ing A c t . As you r e c a l l , the introduced vers ion of 

S. 823 would have requi red the Board of Governors to prescr ibe regu la t ions 

governing the operat ions of c r e d i t r e p o r t i n g agencies. Before r e p o r t i n g 

the b i l l to the Senate, your committee e l im ina ted t h i s r e g u l a t o r y 

a u t h o r i t y , and instead spe l led out in the b i l l , i t s e l f , ru les and 

procedures r e l a t i n g to consumer r e p o r t s . I t should be possible to do 

the same th ing for u n s o l i c i t e d mai l ings of c r e d i t cards , by s p e l l i n g 

out i n the s t a t u t e whatever r e s t r i c t i o n s you way conclude are needed. 

One p o s s i b i l i t y , as I have mentioned, would be to r e q u i r e issuers to 

provide r e c i p i e n t s of u n s o l i c i t e d cards w i th a simple means of 

r e t u r n i n g them. 
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I f , however, you should decide tha t r e s t r i c t i o n s are needed 

but cannot be s p e c i f i e d i n the s t a t u t e , and the re fo re must be imposed 

by a d m i n i s t r a t i v e r e g u l a t i o n , we s t rong ly urge tha t t h i s r e s p o n s i b i l i t y 

be vested i n some agency other than the Board, As Governor Robertson 

t e s t i f i e d a t your hearings on S. 823, assignment to the Board of wide-

ranging dut ies i n the genera l area of consumer p ro tec t ion would be 

incons is tent w i t h e f f e c t i v e performance of our primary dut ies i n the 

f i e l d of monetary p o l i c y . I n view of the increas ing i n t e r e s t Congress 

i s showing in enact ing l e g i s l a t i o n to p ro tec t consumers, we b e l i e v e 

r e s p o n s i b i l i t y for implementing i t should be vested i n an agency more 

f a m i l i a r w i t h consumer problems and more expert i n coping w i th them. 

Consumer L i a b i l i t y fo r Fraud Losses 

Sect ion 3 of S. 721 would place a maximum l i m i t of $50 on the 

l i a b i l i t y of any person to whom a c r e d i t card had been issued f o r any 

unauthorized use of the card . This l i a b i l i t y could a t t a c h only i f ( a ) 

the cardholder had accepted the card by reques t ing , s ign ing , or using 

the card; (b) the card issuer had n o t i f i e d the holder of h i s p o t e n t i a l 

l i a b i l i t y under the card; ( c ) the issuer had provided a means of 

i d e n t i f y i n g the user of the card as a person author ized to use i t ; (d) 

the unauthorized use occurred before the holder had n o t i f i e d the issuer 

of the loss or t h e f t of the card; and ( e ) the i s s u e r , upon r e c e i p t of 

such n o t i c e , had taken steps to guard against the unauthorized use of 

the card . 

The Board would be requ i red by the b i l l to prescr ibe regu la t ions 

concerning the n o t i c e to be given to a customer as to h is p o t e n t i a l 

l i a b i l i t y under a card . Furthermore, sect ion 105 of the Truth i n Lending 

Act would apply to a l l of the provis ions tha t would be added to the Act 

by S. 721, and sect ion 105 requi res the Board to prescr ibe r e g u l a t i o n s 

to ca r ry out the provis ions of the Ac t . Digitized for FRASER 
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Of course, the c r i t i c a l question of customer l i a b i l i t y 

fo r f raud losses where he f a i l s to rece ive a card mai led to him 

is not e n t i r e l y a problem of u n s o l i c i t e d m a i l i n g . The same problem 

obviously could a r i s e concerning requested cards and even renewals 

of e x i s t i n g cards. Furthermore, cards can b e , and sometimes a r e , 

f r a u d u l e n t l y used a f t e r t h e i r acceptance or use by the customer. 

Most banks do not attempt to c o l l e c t from the intended 

r e c i p i e n t of a card fo r the unauthorized use of the card t h a t i s 

l o s t or s t o l e n before i t i s rece ived or otherwise accepted by the 

intended r e c i p i e n t . I f there are any banks tha t attempt to make 

c o l l e c t i o n s in such cases, we are not aware of them. Moreover, i t 

seems evident tha t from a l e g a l s tandpoin t , e f f o r t s to c o l l e c t i n 

such cases would probably not be successfu l , even i n States tha t 

have no s t a t u t o r y p r o t e c t i o n f o r consumers i n such s i t u a t i o n s . 

I n the case of misuse of cards s to len or l o s t a f t e r being 

accepted by the cardholder , i t i s g e n e r a l l y t rue t h a t the customer 

has no l i a b i l i t y fo r f raud losses a f t e r the bank has been informed 

tha t the card i s l o s t or s t o l e n . As fo r the l i a b i l i t y of the card-

holder p r i o r to informing the bank, there is much more v a r i a t i o n i n 

banks1 p o l i c i e s . Some banks seek to c o l l e c t i n these cases from the 

customer fo r a l l losses occurr ing before the bank was n o t i f i e d . 

Others do not attempt to c o l l e c t even where the customer does not 

r e p o r t the loss or t h e f t of the card . S t i l l other banks (and some 

Sta te s t a t u t e s ) spec i fy an upper l i m i t on the d o l l a r l i a b i l i t y of 

the customer. 
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As we understand the s i t u a t i o n , the m a j o r i t y of banks 

f o l l o w the p r a c t i c e of absorbing losses, but do not r e v e a l the 

p o l i c y to t h e i r customers fo r fear they might be unduly care less 

i n t h e i r handl ing of the card. This i s o f t e n t rue even where the 

banks inform the customer tha t his l i a b i l i t y i s l i m i t e d t o , say, 

$50 or $100. These announced l i m i t s are p r i m a r i l y designed to make 

the customer take care i n the handl ing of the card and to s t imu la te 

prompt r e p o r t i n g of l o s t or s to len cards. Actua l p o l i c y , t h e r e f o r e , 

i s o f t e n more l e n i e n t than announced p o l i c y . 

We would l i k e to see a l l banks inform t h e i r c r e d i t card 

customers of t h e i r p o t e n t i a l l i a b i l i t y . This and the r e l a t e d aspects 

of customer l i a b i l i t y are too important to leave to uncer ta in ty on 

the par t of the customer. F a i l u r e to d isc lose the terms of l i a b i l i t y 

are not t o l e r a b l e standards of business conduct for card i ssuers . 

The Board, accord ing ly , favors enactment of l e g i s l a t i o n 

along the l i n e s of sect ion 3 of S. 721 l i m i t i n g the l i a b i l i t y of 

issuees of c r e d i t cards for any unauthorized use of t h e i r cards. 

A few s ta tes have enacted l e g i s l a t i o n in t h i s a r e a , but t h e i r 

approach has not been uniform. While i t i s not s e l f - e v i d e n t tha t 

a Federa l law is needed, the s i t u a t i o n suggests tha t Federa l 

l e g i s l a t i o n might be p r e f e r a b l e i n v iew, p a r t i c u l a r l y , of the reg iona l 

and n a t i o n a l scope of some c r e d i t card opera t ions . The Board 

b e l i e v e s , however, tha t such l e g i s l a t i o n should be d ra f ted so as not 

to r e q u i r e implementation by r e g u l a t i o n s . I n e f f e c t , such l e g i s l a t i o n 
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would c o n s t i t u t e a defense fo r the person to whom a c r e d i t card 

has been issued i n any a c t i o n by the issuer to enforce l i a b i l i t y 

under the card* This seems to be the case w i t h respect to the 

Massachusetts s t a t u t e which, Mr. Chairman, I b e l i e v e you ind ica ted 

was a p a t t e r n f o r t h i s par t of S. 721c I n the Board's judgment, 

the subject i s one tha t lends i t s e l f to l e g i s l a t i v e s p e c i f i c a t i o n . 

Accord ing ly , implementing regu la t ions would not be needed• 

I f appropr ia te l e g i s l a t i o n w i th respect to consumer 

l i a b i l i t y were enacted, the Board be l ieves tha t the major problem 

associated w i t h u n s o l i c i t e d mai l ings of c r e d i t cards would be 

solved. Obviously , to be e f f e c t i v e and acceptab le , such l e g i s l a t i o n 

should apply to a l l c r e d i t cards, inc lud ing t r a v e l and enterta inment 

cards, gasol ine cards, and so on, as w e l l as bank c r e d i t cards. The 

scope of S. 7 21 fo l lows t h i s p r i n c i p l e . 
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