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Jeanne M. Hogarth
Division of Consumer & Community Affairs

Federal Reserve Board

The analysis and conclusions set forth in this presentation represent the work of the 
authors and do not indicate concurrence of the Federal Reserve Board, the Federal 
Reserve Banks, or their staff. Mention or display of a trademark, proprietary product, or 
firm in the presentation by the authors does not constitute an endorsement or criticism 
by the Federal Reserve System and does not imply approval to the exclusion of other 
suitable products or firms.

Education is part of our consumer 
protection strategy

Raising awareness

Providing 
information

Building 
capacity

Developing effective 
disclosures

Restricting unfair and 
abusive products
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Raising awareness

Providing information
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Providing information

3000
13%

Building capacity
Train-the-trainers

Community development
Home buyer educators 
Housing counselors

Educate-the-educators
Teachers – primary, 
secondary
Professional updates
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Building capacity ‐‐ evaluation
Soldiers with financial 
education did more good 
things 

Save regularly, participate 
in retirement planning, 
pay off credit card bills, 
longer planning horizon

And fewer bad things
Pay overdraft fees, pay 
bills late

Developing effective disclosures
Consumer testing

Qualitative
Focus groups
1 on 1 interviews

Quantitative
Surveys

Usability, performance
Content, word choice
Layout, design



26‐May‐2009

5

Applications and solicitations
Disclose key costs and terms in a table with 
format similar to the Board’s model forms

Testing -- consumers do not notice other 
disclosures outside table

Disclose penalty rate and triggers, penalty 
fees

Testing -- simplified disclosures on variable 
rates, new terms for grace period

New 
disclosure 
box
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High‐fee credit cards
Fees that use most of the available 
credit (for example, $250 in fees on a 
card with a $300 limit)
Testing -- disclosure can improve 
understanding but cannot protect 
consumers who have no other choice
Final rule -- limits fees to 25% of the 
credit limit at account opening and 50% 
of the limit during the first six months

Example:  $300 limit; initial fee of $75; 
remaining $75 fee spread out over 5 
months ($15 per month)
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Monthly statements

Testing -- consumers do not 
understood “effective APR” 
(rate including fees), but do 
understand credit costs 
expressed in dollars.

Final rule – disclose total fees 
and interest for the cycle and 
year to date;  eliminates 
“effective APR”
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Restricting unfair practices
Payment allocation

Cards have different rates for purchases, cash advances, 
balance transfers

Issuers maximize interest by applying payments first to the 
balance with the lowest rate

Testing -- consumers cannot understand how payment 
allocation affects interest charges
Final rule -- issuers must apply payments to the highest 
rate balance first or pro rata among all balances

Restricting unfair practices
Increasing interest rates

Consumers rely on stated rate, only to have that rate 
increase
Disclosure not adequate -- reason for increase may be 
unavoidable by consumer (for example, delay in mail 
delivery)
Final rule -- prohibits rate increases on past transactions 
unless specifically disclosed in advance            (for 
example, “5% for six months, then 15%”).
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Restricting unfair practices
2-cycle billing

Some issuers reach back to prior billing cycles to calculate 
interest when consumers revolve (two-cycle billing)
Testing -- disclosure does not help consumers understand the 
effect of different calculation methods on interest charges
Final rule – prohibits two-cycle billing method

Restricting unfair practices
Reasonable time to pay

Some issuers do not mail statements in 
time for consumers to review and 
make payment
Disclosure cannot remedy this issue.
Final rule -- prohibits issuers from 
treating payments as late unless 
consumers have a reasonable amount 
of time to pay.

Safe harbor -- mailing or delivering 
statements 21 days before the due date
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Consumer protection for high 
priced mortgage loans
Ability to repay test
Verify income and assets
Require escrow for taxes and 
insurance
Ban prepayment penalties after 
2 years if the loan payment can 
change in the first 4 years
Additional protections for other 
mortgages

Reports on consumer testing
Credit cards

Design of effective Truth in Lending disclosures (May 23, 2007 
press release)
Design and testing of effective Truth in Lending disclosures: 
Findings from qualitative consumer research (December 18, 2008 
press release)
Design and testing of effective Truth in Lending disclosures: 
Findings from experimental study (December 18, 2008 press 
release)

Mortgages
Consumer testing of mortgage broker disclosures: Summary of 
findings (July 14, 2008 press release)

www.federalreserve.gov/newsevents/press/bcreg/2009bc
reg.htm -- change year to 2007 or 2008
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Education is part of our consumer 
protection strategy

Raising awareness

Providing 
information

Building 
capacity

Developing effective 
disclosures

Restricting unfair and 
abusive products

The Federal Reserve System has a long-standing 
commitment to promoting financial literacy, and we 
devote considerable resources to helping consumers 
educate themselves about their financial options. 
Consumers who know what questions to ask are 
considerably better able to find the financial products 
and services that are right for them.

Ben S. Bernanke
April 17, 2009
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