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Charwoman Malongy, Ranking Member Bigge't, and members of the committee:

| am EricaL. Williams, Policy and Advocacy Manager of CampusProgress Action. Campus
Progress Actionis part of the Center for American Progress Action Fund. Alongwith our sister
organization, CampusProgress, which is pat of the Center for American Progress, we work to
hdp youngpeople make ther voices heard onissues tha matter. Throughgrassrootsissue
campagns public events, an online magazine, ablog, and student pulications we act to
empower new progressive leaders nailonwide as they develop fresh ideas, communicate in new
ways, and build a strong progressive movement.

First, let me thank you for the oppottunity to testify on behdf of theyoungpeople on over 500
campuses and communities with whomwe work.

Theissueof credit card debt is onetha impacts many Americans and much already has been
presented to the committee abouttheimportant role tha Congress should and mug play in
mandaing fair credit card practices.

My testimony this afternoonwill notonly reinforce that point, butwill also seek to convince you
of two things First, that youngpeople, especialy students, are uniqudy impacted by credit card
debt and the abugve practices of credit card companies. Second tha this negative impact can
only be made better through an approach with legidative action at its center.

Two years ago, CampusProgress began engaging students aroundthe county in adiscussion
aboutdebt in highe eduationthroughour (Debt Hits HardOcampagn. The campagn focused
primarily onrising college cods and student loans

But as we began tha work, something else became increasingly evident. We realized that credit
card debt and the process throughwhich it isincurred is an equdly important part of
undestanding thefinandal lives and burdens of young people.

If thereis onecommon experience that college students share, it is theexperience of livingin
debt. Compared to previousgenerations today@ youngadults have not only been forced to
borrow for their education butaso for thar expenses whilein college

According to Nellie Mae, the average undegraduae has $2,200in credit card debt. Tha figure
jumpsto $5,800for graduae students. Since so many student credit cardshave high annud
percentagerates, often at highe rates than therest of the popubtion given ther thinne credit
files, the Iolngar these students wait to pay the cards off, the more money they@ pay in theform
of interest.

As organizationslike Center for American Progress, U.S. PIRG, and Demosbegan produang the
evidence of this growing and uniquestudent problem throughreports, statistics, and solid
research, CampusProgress Action continued to do wha we do best: talk withstudents and give

! Nellie Mae, QUndergraduate Students and Credit Cards in 2004: An Analysis of Usage Rates and Trends, 02005,
available at http://www .nelliemae.com/pdf/ccstudy_2005.pdf.
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them thetools to make ther voices heard abouttheissues tha affect them themog. And they
spokeout about predaory credit card practices and the overwhdming weight of tha debt loudly
and clearly.

Throughaseries of public forums aroundthe county, from Broward Community Collegein Fort
Laudedde, Floridato PurdueUniversity in Indiana, we brough togdaher students and expertsto
discuss the growing problem of credit card debt on college campuses. At each event we heard the
same: Banksand lende's are profiting off of youngpeople@ finanda inexperience, partnerships
and relationshipswith universities, and strategic and ddiberate targeting.

Asayoungprofessond myself, notyet 5 years out of college | can trace my relationship with
credit card debt back to my freshman year. | had been warned by my mother aboutcredit cards
and tried to stayed away fromthem at all cos. Mail solicitationsjammed my tiny dorm mailbox
and fliers on bulletin boads greeted me every day as| walked out of thebuilding. Because of my
lack of faith in theintegrity of the credit card indudry and afeeling of vulnerability, | had a fear
of credit cardstha fortunaely kept me away from accumulating an exorbitant amountof debt.
But there were indead nights when, after my meal plan was overextended, the burden of student
debt was so great and themoney from my work-study job so low, that | desperately wanted and
needed to use a credit card for meals and sodal activities.

For every story like mine, there are thousandsof stories like tha of Kali Dun, a student from the
University of Virginia. Now ayoungprofessiond with over $7,000in credit card debt, she
shared with CampusProgress her experience with credit cardsin college When asked aboutthe
presence of companies on campusshe said, OFhey were everywhereE like vultures. Outside of
my dom, at footbd| games, and in thequad. | todk ther teddy bears, free pizza, tote bags and
complicated, convoluted sign up forms.OBy her junior year, Kali had opened three credit cards,
all oncampus and had incurred nearly $3,000in debt. Alongwith thegiveaways and incentives,
shetook also too high fees, heavy interest rate burdens, and complex terms, three credit card
practices tha have been proven to haghten therisk of default. And default shedid. As a senior,
Kdi graduaed with over $5,000in credit card debt.

Kali@® story is butoneof many tha we continueto hear from students. It illusrates the key
chdlengestha college students face with regard to credit cards

1. Aggressive marketing and targeting by credit card companies.

With regard to marketing, companies use avariety of aggressive techniques, from buying lists
from schools and entering into exclugve marketing arrangements with schools to marketing
directly to students throughthemail, over the phore, on bulletin boads and throughaggressive
on-campusand near-campustablingN facilitated by so-called Gree gifts.G

2. Highfees, heavy interest rates, and complex terms.

Thecredit card debt tha students incur from these credit experiences tendsto carry subdantially

2 Tamara Draut and Javier Silva, GGeneration Broke: The Growth of Debt Among Y oung Americans,ODemos,
2004, p. 7.
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highe cods than other forms of credit dueto myriad feesin additionto highinterest rates. The
result is tha many students unwittingly side degper and degper into debt asthey fall prey to the
lack of trangparency in credit cards

But credit card companies are notoriousfor aggressive marketing and fine print. Why is this
situdion particularly damaging for students?

Here is a sngpshot of college-ageyoungpeople at 18-24 years of age

* Accordingto a2004study by Nellie Mage, 76 percent of undegradshave credit cards
and the average undegraduae has $2,200in credit card debt. Additiondly, they will
amass, on average, amos $20000in student debt.®

* Anothe study foundtha 18- to 24-year-oldsin 1989 devoted 13 percent of ther income
to debt payments. Today® 18- to 24-year-oldsdevote 22 percent of thar incometo
servicing ther debt.

e Onefourth of thestudents surveyed in US PIRG@ 2008 CampusCredit Card Trap report
said that they have pad a late fee, and 15 percent have pad an over thelimitOfee. Credit
card companies will often impose a (rendty rateOof 30 percent or more after just oneor
two late payments, and this interest rate will often last for six monthsor more.
Sometimes, cugomers are charged a pendty rate because they were late on a different
loan (thisis called Qisk-based re-pricingQor Quniversal defaultQ), and some banks
manipulate the duedates from onemonth to another to rack up late fees.’

Major borrowing from credit card companies s like visiting a Las Vegas casinoN it@ a gamble
and the oddsare againg you. But as college studants, theandogy goes a step further. Imagine
tha you entered the casino every time you walked out of class, or out of the cafeteria. Or if fliers
for thecasino were taped onthewalls of every bahroom and blackjack dedlers were caling
your dorm roomwith promises of free casino chipsN al during themost important timein your
finandal life. The casino wants college students, and needing the money, they don®realize that
thisgamble is onetha hasimplicationsfor thenext 5, 10, or 20 years.

To beclear, this accumulated credit card debt is nat always theresult of irresponsble spending
and late night pizzarundN it is also theresult of academic fees and textbooks U.S. PIRGG
research® has shown tha some students use the'r credit cardsto pay for their core tuition. Credit
cardsare increasingly beng used for academic fees and textbooks In exchangefor usng this
form of payment for academic needs students are rewarded with highinterest rates, high debt-to-
credit ratios low credit scores, and blemishesin the infancy of ther credit history tha will haunt
them for years. Y oungpeople who become ddinquent on credit cardsdueto thelack of
transparency can damagethar credit score and runtherisk of paying ahighe rate onthar car
loans home loans and other loansin thefuture.

Not only are college students and other youngpeople in perhgosthemogd vital and vulnerable
point of their finandal lives, ther future economic health often dependson decisonsmade

% Nellie Mae, ‘C‘U ndergraduate Students and Credit Cards in 2004: An Analysis of Usage Rates and Trends.O
*U.S. PIRG, GCampus Credit Card Trap,Oavailable at http://www.truthaboutcredit.org/campus-credit-card-trap.
5 .
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during this period. Students saddled with credit card debt upongraduaion can pay up to 25 cents
of every dollar they earn servicing ther debt: ther credit cards, student loans and other loans®
To add to this, today@ youngadults are joining thejob market during a time when incomes have
been stagnant and when cods for hedlth care and retirement benefits areinareasingly being
shifted from employers to employees. Recent graduaes also find tha thejob market is changing
rapidly, so much so tha the career pathstha ther eduction prepared them for may soon
disappear. This generationN which is the future middle class of workersN can ill afford to be
finandally compromised. These and other factors pant thefollowing harrowing picture of life
after college

* A 2006poll of 3 milliontwentysomethingsfrom US4 Today and Experian, the credit-
reporting agency, foundtha nearly hdf of twentysomethingshave stopped paying a debt,
forcing lendesto "charge off" thedebt and séll it to a collection agency, or had cars
repossessed or soughtbankruptcy protection.”

* A poll of twentysomethingsby USA TODAY andthe Nationd Endowment for Finandal
Eduction foundtha 60 percent feel they're facing toughe finandal pressures than
youngpeople did in previousgenerations And 30 percent say they worry frequently
aboutthar dept®

* TheBoomerang Effect, youngadults returning to live with ther parents, is quickly
growing. The 2000Censusfoundtha more than 25 percent of 18- to 34-year-oldshad
moved back in with family at thetime the Censuswas taken. In 2006 Experience Inc,
which provides career servicesto link college grads with jobs foundthat 58 percent of
the twentysomethingsit surveyed had moved back home after college Of thos, 32
percent stayed for more than ayear, according to its survey of 320°

* Debt hasforced some youngpeople to changether career plans Of thos surveyed in the
2006 USA Today/NEFE poll, 22 percent say they've taken ajob they otherwise wouldn't
have because they needed more money to pay off sudent-loan debt. Twenty-nine percent
say they've put off or chosen notto pursue more eduction because they have so much
debt already. And 26 percent have put off buying a home for the same reason.™®

* Averagecredit card debt amongindébted youngadultsincreased by 55 percent between
1992and 2001, to $4,088

* Theaveragecredit card indébted youngadult household now spendsnearly 24 percent of
itsincome on debt payments, four percentage points more, on average, than youngadults
did in 1992%

*  Amongyoungadult housholdswith incomes bdow $50000 (two-thirds of young
households), nearly onein five with credit card debt isin debt hardshipN spending over
40 percent of ther income servicing debt, induding mortgages and student loans™

® Tamara Draut, Strapped: Why America’s 20- and 30-Somethings Can’t Get Ahead (New Y ork: Doubleday, 2006).
" Mindy Fetterman and Barbara Hansen, O oung people struggle to deal with kiss of debt,OMindy, US4 TODAY,
November 19, 2006, available at http://www.usatoday.com/money/perfi/credit/2006-11-19-young-and-in-debt-
cover_x.htm
® bid.
° 1bid.
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i Draut and Silva, GGeneration Broke: The Growth of Debt Among Y oung Americans.O

Ibid.
3 Draut and Silva, GGeneration Broke: The Growth of Debt Among Y oung Americans.O
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* YoungAmericansnow have the second highest rate of bankruptcy, jus after those aged
35t0 44. Therate anong 25to 34-year-oldsincreased between 1991and 2001, indicating
tha this generationis more likely to file bankruptcy as youngadults than were young
Boomers at the same age™

Asaresult of over-the-top credit card marketing on campuses, terrible credit card terms and
conditions and an econony tha nolonge provides as many well-paying jobswith goodbenefits
asit once did, youngadults, pog-college are facing overwhdming oddsto achieve finanaal
hedlth, in large pat as aresult of thecredit card debt fromthar undegradude years. We are, as
AnyaKamenetz® book of the same name labeled us, Generation Debt. Significant,
unmanageable credit debt and a cycle of pog-graduaion payments, default, and patential
bankruptcy, impacts our families (dueto limited optionsfor living arrangaments and dd ayed
marriagerages) and our communities (dueto job decisonsmade strictly with debt paymentsin
mind).

So we now know the scopeof the problem. College students are in trouble, and credit card
companies are patly to blame. But wha aboutthe solution?

First, students will continuethar campagnson the state and campuslevel to nat allow credit
card marketing on campus to keep colleges and universities from sharing students and alumni
lists to credit card marketers, and to improvefinancial literacy amongyoungadults.

But Congress also hasitsrole to play. We submit two policy idess. First, we urge Congress to
take the extra step and, with youngpeople in mind, mandate a higher level of fairness in credit
card terms and conditions by banning several of the most abusive credit card practices.
Currently, youngpeople who want to use credit cardsresponsbly have a difficult time
determining their terms and conditions and have difficulty cos-shopping amongdifferent credit
cards And further, thoee who endeavor to read ther voluminouscardholder agreements often
find a clause to the effect of: Qe reserve therightto changetheterms at any time for any
reason.OCongress should mandae that card issuers give cardholders at least 45 days notice of
any interest rate inareases and therightto cancel their card and pay off the existing bdance
before theinarease takes place.

Second, the Federal Reserve@® proposd changes to Regulation Z would go alongway to
improvethe effectiveness of the marketing disclosures, accountopening statements, and billing
statements tha youngadults receive. This would ensure that informationis provided in atimely
mannea andin aform tha isreadily undestandable. Congress could go a step further by enacting
more creative ways of disclogng themog important information. This can bedoneby requiring
discloaure of thelength of time it will take to pay off an accountif only the minimum payment is
made Inthisway, students could better gaugethelongterm cods of putting debt onther credit
cards

14| bid.
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Legidative actionto protect againg abuses by credit card companiesis afundamental issue of
fairness and protection of America@ future Byourg AmericansBwhen they are arguably in the
mog vulnerable and impaortant phase of ther financia lives.



