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March 16, 2011

The Honorable Justin Amash
U.S. House of Representatives

114 Cannon House Office Building

Washington, D.C. 20515

Dear Congressman Amash,

One of the most important pieces of legislation we are currently advocating for is H.R. 1081, the Debit Interchange Fee Study Act.  This legislation sponsored by Representatives Shelly Moore Capito (R-WV) and Debbie Wasserman-Schultz (D-FL) as well as 26 of your colleagues, would seek to delay the proposed Federal Reserve rule implementing the debit interchange provision of the Dodd-Frank Act.  As you are already aware, delay of this rule is critically necessary because it will have an impact on credit unions and their members that runs contrary to the intention of Congress to exempt small debit card issuers.
Even though Congress exempted most credit unions from the cap on debit interchange fees in the Dodd-Frank Act, the proposed Federal Reserve rules will affect how credit unions serve their members, because the law and rules do not give the Fed the authority to enforce the exemption.  As a result, the new rules will directly and indirectly affect credit unions and drive up the cost of providing checking accounts and debit cards to credit union members.  The MCUL & Affiliates as well as our member credit unions have been in continued contact with you and the Federal Reserve arguing that it appears that the exemption is not likely to work as intended.  Federal Reserve Board Chairman Bernanke also testified before a Senate committee that he has serious concerns about its effectiveness as well.  The likely ineffectiveness of the exemption and the inability to enforce a two-tiered system are concerns voiced by more than 5,000 letters from credit unions in comments to the Federal Reserve Board.  Those that commented on the proposed rule also underscored the fatal flaw of not including all costs in determining the interchange rate.
While we have been communicating with members of Congress about these potential unintended consequences of the Federal Reserve’s current proposed rule on debit interchange, such as the potential end to free checking for credit union members, a range of consumer groups and civil rights organizations, including the Consumer Federation of America, the National Community Reinvestment Coalition and the NAACP, all have also raised fears about the impact on consumers.  One academic report, by David S. Evans, Robert E. Litan, and Richard Schmalensee, found that consumers and small businesses “would face higher retail banking fees and lose valuable services” as financial institutions seek to offset lost interchange revenue. The number of unbanked consumers would increase as lower-income households reduce the use of high-priced accounts, they added. And small businesses, most of which do not accept debit cards, would see higher banking fees with no offsetting benefits from lower interchange fees. Large retailers, on the other hand, “would receive a windfall.”

Again, with this much uncertainty and because of the potential unintended consequences, a delay of the implementation is the best approach.  Therefore, we strongly urge your consideration of co-sponsoring H.R. 1081 and support a delay that would provide adequate time to determine how best to address the concerns regarding the debit interchange provision while allowing small issuers to continue providing beneficial debit card programs and services without being harmed.
Sincerely,
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David Adams

Chief Executive Officer
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