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The Effect of Consumer Interest Rate Deregulation on Credit Card
Volumes, Charge-Offs, and the Personal Bankruptcy Rate

The rising fevel of credit card debt is often cited as one of the factors in the rising U.S. personal
bankruptey rate. Nurmerous theories have been advanced fo explain the increases, including
aggressive marketing by credit card issuers and a lack of discipline on the part of consumers, This
paper argues that a 1978 Supreme Courf decision (*Marquette”) fundamentelly aifered the market for
credit card foans in a way that significantly expanded the availability of credit and increased the
average risk profile of borrowers. Marquette ushered in deregulation of usury ceflings on consumer
interest rates by aflowing lenders In a state with liberal usury ceilings to export those rates to
consumers residing in states with more restrictive usury ceilings. The result was a substantial
expansion in credit card availabilify, a reduction in average credit quality, and a secular increase in
personal bankruplcies. The Canadian experience with bankrupicies supports this argument. This
paper contends that a fightly regulated world, marked by restricted access fo consumer credit and a
low level of personal bankrupicies was exchanged for a deregulated world, marked by expanded
access fo consumer credit and a higher lever of personal bankruplcies. This argument implies that a

return to the bankruptey rates and charge-off levels that prevailed in the early 1 980s or before may be
uniikely. -

The Long-Term Rise in the Personal Bankruptey Rate Staried Shorly after Interest Rate
Deregulation
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