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What Should the Federal Reserve Board Take Into Account When Finalizing the Debit Interchange Rule?

· Congress directed the Board to consider costs to large debit card issuers but intended the income to small issuers be protected through the exemption if provided for debit card issuers with assets under $10 billion.  
· The Board should make the exemption for small issuers work by requiring the networks to report to the Board that they have developed a two-tiered system that will provide higher fee income for small issuers than the Board allows for large issuers.

· The Board should require ongoing reporting from the networks on fees to small issuers, to ensure the two-tiered system remains effective.

· The Board should in turn report that information to Congress on a periodic basis, preferably at least annually.

· This monitoring system, that in essence allows the Board to oversee the two-tiered system, will help ensure such a system is provided and maintained. It will also provide evidence that Congress would need to step in should the system not be functioning as well as it should in order to protect small issuers’ incomes. 

· As the Board has acknowledged, the fee ceiling may ultimately impact all issuers. In light of this, the Board should include all allowable costs in the fee ceiling for large issuers. 

· With additional flexibility under the interchange statute for merchants to determine how debit card transactions are routed, the ceiling must be as high as the statute will allow in order to lessen the difference between fees for large and small issuers. 

· This will help minimize incentives for merchants to want to direct transactions to large issuers and for networks to lower fees paid to small issuers. 

· The Board should exempt small issuers from the routing and exclusivity provisions that provide latitude to merchants on the routing of transactions and require issuers to belong to at least two networks. 

· If the Board determines it does not have legal authority to do that, it should delay these provisions for at least two years. 

· The fee ceiling provisions must take effect July 21, 2011 but there is no statutory effective date for the routing and exclusivity provisions.   
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What are the Policy Implications?
· There is no hiding the fact that the Federal government faces a significant budget crisis.  A Presidential Commission recently recommended eliminating all tax expenditures.

· The credit union tax status benefits all consumers – credit union members and those who are not credit union members.  While the credit union tax expenditure “costs” the federal government approximately $500 million annually, consumers benefit to the tune of $7 billion - $8 billion annually because credit unions are tax-exempt.
· Credit union competition helps keep bank and savings and loan prices lower. For example, credit unions offering credit cards now charge lower interest rates than most other lenders (on average by two or three percentage points). Imagine how expensive other lenders would make credit cards, or auto loans, if credit union competition did not exist!

· Further, the existence of credit unions in the marketplace provides consumers with access to consumer-friendly financial services.  If credit unions were taxed, product pricing would increase, and, as a result, there would be little incentive for a cooperative-financial institution to exist. This would leave low to moderate income consumers seeking financial services either at for-profit banks (more expensive products) or predatory lenders.  The motives of credit unions are different because they are not-for-profit.  Credit unions are in business for their members, not to make profits for anonymous shareholders.

What are the Implications for Credit Unions?

· Eliminating the credit union tax status eliminates credit unions.  It is that simple, and given what our economy has just been through, that would be a shame for consumers.
· Even though credit unions were affected by the financial crisis, none of the problems that precipitated the crisis were caused by credit unions.  This is because the motives of credit unions and the incentive structures are different from for-profit financial institutions.  If credit unions are taxed, there is no incentive for credit unions to remain not-for-profit; they will convert to banks; and our economy will lose the only sector of the financial industry that is not driven by profit, but rather driven by a dedication to serve its members.
· Credit unions are people helping people; unlike the banks, they are not people using people to generate profits for shareholders.
· Credit unions are the best choice for consumers to conduct their financial services.  Taxing credit unions takes this option away from consumers, and will drive up the cost of financial services for all.  
Credit Union Small Businesses Lending
What are the Policy Issues?

· America’s small businesses are the engine of growth of our nation’s economy.  The effects of the financial crisis of the past few years have spread to all types of lending, resulting in a reduction in the availability of business credit.  

· The cap on credit union member business lending (currently 12.25% of the total assets of the credit union) has no economic, safety and soundness or historical rationale.  

· Credit unions have been lending to their business-owning members for a century.  

· Credit union loan losses (net charge off rates) for business loans are much lower than those for business loans made by banks.  

· At a time when banks are withdrawing credit from America’s small businesses, credit unions have actually been expanding credit to small businesses, but with more credit unions approaching the cap, this growth is threatened.  It makes economic sense to restore credit unions’ full ability to lend to their business-owning members.  

What are the Implications for Small Businesses?

· Most credit union loans are what are generally considered small business loans.  In fact, the average credit union business loan is approximately $220,000.  Therefore, when a credit union lends to one of its business owning members, that money stays in the community the credit union serves and helps employ area residents.

· Banks have been reducing credit availability, and even after receiving $30 billion of taxpayer money, banks still are not meeting the demand for small business loans.  The banks’ failure to lend to small businesses perpetuates the economic crisis.  Letting credit unions do more lending will put money into local communities and may provide banks with incentive to do more lending themselves.



Did You Know?


Congress has provided the credit union federal tax-exemption because of the not-for-profit, cooperative structure of credit unions, and the special mission credit unions have to serve consumers.  


The credit union tax status is not based on the size of credit unions or the products and services that they offer; it is based on the credit union structure.  


This rationale for the tax-exempt status has been ratified several times by Congress.  





Our Ask:


Members of Congress should be outspoken in their support for the credit union tax status, and should not use the tax status as a mechanism to prevent improvements to the Federal Credit Union Act.															








Did You Know?


Despite tremendous grassroots efforts supporting delay legislation by the credit union industry (more than 400,000 contacts in U.S.), the Senate failed to pass the Tester/Corker amendment to S. 782 to “stop, study and start over” with regard to the Durbin interchange provision of the Dodd-Frank Act of 2010. 


With Congress failing to act on a legislative remedy, lobbying efforts have shifted to the Federal Reserve as they prepare a final rule. 


Originally, the Fed was directed to adopt final rules by April 21, 2011 on this issue, however Chairman Bernanke stated that because of the "extraordinary volume" of public comments (more than 11,000 comments have been submitted) coupled with the complexities raised, it was impossible for the central bank to finish the rules by the deadline set in the Dodd-Frank financial reform law. 





Our Ask:


The MCUL & Affiliates is asking their members of Congress for assistance with communicating key points to the Federal Reserve in the upcoming weeks as they develop and issue the final debit interchange fee rule in order to ensure the small issuer exemption is meaningful. 





Did You Know?


Credit unions have been making member-business loans (MBLs) since their inception in the early 1900s.  In the first 90 years of their existence, there was no MBL cap on credit unions.  The current cap is an arbitrary limit imposed by Congress in the Credit Union Membership Access Act of 1998 (CUMAA).  


In the next year, credit unions could lend small businesses an additional $10 billion, helping them to create over 100,000 new jobs if Congress increases the statutory cap on credit union business lending.  This can be done without costing the taxpayers a dime and without increasing the size of government.  Unlike banks, credit unions do not need taxpayer assistance to encourage them to do more business lending; credit unions only need authority from Congress.





Our Ask:


Congress should enact legislation (S. 509/H.R. 1418) which increases the credit union member business lending cap from 12.25% of assets to 27.5% for well-capitalized credit unions and adds significant safeguards to ensure that qualifying credit unions do this additional lending safely and soundly.  This approach has been endorsed by the Obama administration.  
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