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PROCEEDINGS
INTRODUCTION AND WELCOMING REMARKS

MR. KANE: Good morning, folks. My name is Tom
Kane. 1°m an attorney in the FTC"s Division of
Financial Practices, and | want to welcome you to the
FTC"s two-day workshop on debt collection issues, which
we"re calling "Collecting Consumer Debts: The
Challenges of Change.”™ And in addition to those of you
here in the conference rooms, 1°d like to welcome
everyone who"s viewing the workshop over the internet.

And before 1 iIntroduce our Chairman to welcome
you officially, 1°d like to go over a few administrative
matters. First, we have a very full agenda, and we will
all do our best to stay on schedule, and we ask you to
help us with that by returning to your seats on time
after breaks and lunches. |If you do come back after a
session has started if, by some slim chance you do, then
please enter through the first door over there or the
last door. Please don"t enter through the middle door,
because it could distract the panelists. The door right
there, please avoid that in the middle of a session.

For each of our sessions, if time permits, we
hope to give members of the audience a chance to pose

questions to the panelists. In your folders, you"ll
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find a few note cards. So, please write any questions
you have on the cards as neatly as possible and hold
them up so they can be collected and forwarded to the
panel moderator. |If we don"t have a chance to ask a
question during the session, we will keep the card and
consider the question as we draft our workshop report.
IT you need extra cards, you can find them at the

sign-in table up front. Those of you viewing the

webcast online can submit questions for our panelists at

debtcollectionworkshop@ftc.gov.

Now, please turn off the ringers on your cell
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Chairman. In February of this year, Chairman Majoras
addressed the Consumer Federation of America, and there
she announced the FTC"s consumer protection agenda and
stated that debt collections would be a top enforcement
priority this year. Chairman Majoras also noted that
the FTC would host a fall workshop to examine and take
stock of the debt collection industry. Well, as we at
the FTC continue to vigorously pursue our debt
collection enforcement mission, autumn has arrived. It
doesn®t really feel like it outside, but actually, it"s
autumn. We have reached the first day of that debt
collection workshop. So, here to introduce this
important event is Chairman Deborah Platt Majoras.

Chairman?

CHAIRMAN MAJORAS: Well, thank you. Good
morning, everyone. It"s really my pleasure to welcome
you to this workshop, and I1"m really very gratified to
see so many of you here to address this important topic.
We have a lot of great experts here from academia, from
consumer groups, from industry, government. WeT"re
especially pleased that the North American Collection
Agency Regulatory Association scheduled i1ts annual
meeting to coincide with our workshop today so that we
could have so many state enforcers with us. So, thank

you for being here.
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Consumer credit certainly has had its share of
critics over time. In Hamlet, Lord Polonius advised his
son to "neither a borrower nor a lender be.” Henry
David Thoreau, retreating to the north woods to seek the
simple life, started Walden by saying, "1 have no doubt
that some of you who read this book...are trying to get
out of debt, a very ancient swamp.”™ Or, as a pithy 19th
Century phrase put it, "He who goes a-borrowing goes a
sorrowing."

Well, notwithstanding its critics, consumer
credit is a significant tool in our modern economy. In
the 20th Century, consumer credit grew rapidly as it
became a common means through which consumers of limited
resources were able to purchase automobiles. By 1926,
two out of every three cars sold in the United States
was purchased on credit. 1 wonder what the number 1is
today. It"s got to be higher than that. Consumer
credit again grew rapidly in the 1950s and "60s with the
introduction and expansion of the use of credit cards.
Indeed, by the mid-1960s, poet Randall Jarrell found a
very apt metaphor for the pervasiveness of consumer
credit, believe it or not, in the Sistine Chapel~s
ceiling, saying, "If anyone wishes to paint the genesis
of things in our society, he will paint a picture of God

holding out to Adam a check-book or credit card or
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Charge-A-Plate.™

Paying over time allows consumers to make
purchases that they could not otherwise have afforded.
It permits us to get the benefit of goods and services
while we"re paying for them rather than postponing those
benefits until we*ve saved up the entire purchase price.
Some forms of consumer credit provide consumers with
greater convenience, like using a credit card for a
large purchase rather than worrying about having the
cash. The lyrics from the musical Miss Saigon, though,
may sum up best the view of consumer credit in our
contemporary culture in the United States, but I am not
going to sing it. "What"s that smell in the air? The
American dream. All yours for ten percent down. The
American dream.”™ The purchases that consumers make in
pursuit of their dreams do collectively provide, all
kidding aside, a powerful engine for economic growth and
for enhancing the welfare of our consumers.

Debt collection plays a vitally important role
in this system of consumer credit. Collecting on a
debt, of course, benefits individual creditors who are
repaid money they“"re owed, but it also has much broader
economic benefits, of course. |If consumers don"t repay
their debts, then sellers will seek to increase the

prices of the goods and services to those of us who are
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paying to cover the cost, and if consumers don"t repay
their debts, creditors will be less willing in the end
to lend money to consumers, and that will decrease our
future purchases. So, obviously debt collection plays a
key role in keeping prices low and ensuring that
consumer credit remains widely available across sectors
of our economy.

But notwithstanding its benefits, activities iIn
the industry have been the source of harm to consumers.
In 1977, Congress took a hard look at debt collection
practices and found that debt collection abuse by
third-party debt collectors was a "'widespread and
serious national problem.”™ Congress concluded that
abusive debt collection practices were contributing to
personal bankruptcies, marital instability, job loss,
and invasions of individual privacy. This abuse took
many forms, including -- and 1"m quoting from the Senate
report -- "obscene or profane language, threats of
violence, telephone calls at unreasonable hours,
misrepresentation of a consumer®s legal rights,
disclosing a consumer®s personal affairs to friends,
neighbors, or their employer, obtaining information
about a consumer through false pretense, iImpersonating
public officials and attorneys, and simulating legal

process.” To curtail these practices, Congress passed
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the Fair Debt Collection Practices Act, establishing
specific standards of conduct for the industry and
directing the FTC to enforce its prohibitions.

Now, over the next two days, we are going to
consider whether consumer protection laws have kept pace
with the changes that have occurred since this Act was
passed 30 years ago. It goes without saying that our
role is very different from where we were in 1977.
Consumer debt levels have risen dramatically over the
past 30 years. Innovation in the financial services
marketplace has given consumers many more choices,
including an array of options for paying for goods and
services, and these innovations, of course, have an
impact on the willingness and ability of consumers to
borrow money.

Well, the debt collection industry has changed
significantly as well. With the increase in the amount
of consumer debt has become a corresponding increase in
the number of companies seeking to collect on the debts.
The types of businesses holding and collecting on debts
has also evolved. Many creditors certainly continue to
collect their own debts, and if in-house collection
efforts are unsuccessful, they then retain third parties
to collect. For many creditors today, they are also

choosing to sell their uncollected accounts to
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collectors known as "debt buyers,'™ who then attempt to
collect the debts themselves or hire agencies or law
firms to do it.

Technological change also has had an impact on
the industry. Debt collectors, in fact, have a long
history of adapting innovations to become more efficient
in collections. Starting in 1788, Samuel Barrett, a
Boston justice of the peace, began using forms to notify
consumers that he would sue them unless they paid up,
and the forms had these blanks for the names of the
creditor, the consumer, the place of residence, type and
amount of the debt, and the length of time remaining
before suit would be filed. Now, that doesn"t seem like
such a big deal to us today, but I mean, come on, this
was 1788. And the efficiency of these printed forms,
combined with the specter of what we then had, debtors-
prison, caused many consumers to decide that their
better course was to pick up and move to the American
frontier. |Indeed, this happened so frequently in the
late 18th Century that ""gone to Kentucky' became a
euphemism for migrating west to avoid your debt
collectors.

Now, later in our history, technological
developments made it, of course, more affordable for

collectors to make long-distance calls to consumers, and
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now collection calls are far more efficient because of
the introduction of automatic and predictive dialers.
In addition, advances in hardware and software have
enabled collectors to create and use information in
extensive databases for better profiling and tracking.
And, of course, the emergence of the internet over the
past decade has opened up new possibilities for
communication and has facilitated instantaneous
processing of payment of debts.

Now, given the changes that have occurred since
the FDCPA was passed, this is an opportune time for us
to assess whether changes are needed in order to improve
our consumer protection efforts. Significantly, the FTC
continues to receive more complaints about third-party
debt collectors than about any other single industry.
The number of these complaints has been iIncreasing
steadily for a number of years, reaching nearly 70,000
in 2006, and as we look at our complaints that are
coming in so far for 2007, it looks like they"re coming
in now at an even greater rate. Complaints about this
industry have also increased as a percentage of the
number of complaints that the FTC receives as well.
Now, consumer complaints are not all representative of
violations of the law, but still, this large absolute

number of complaints and this trend over time warrants a
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hard look at the current state of debt collection. 1
anticipate that the robust and informed debate over the
next two days will help us to identify current problems
as well as possible solutions that would enhance
consumer protection without unduly burdening legitimate
debt collection.

In the meantime, as we explore new issues, the
FTC continues to use our law enforcement tools, our
consumer education, and the promotion of industry
self-regulation to fulfill our mission. Our recent
cases, | hope, demonstrate that we"re going to use all
weapons in our law enforcement arsenal to combat
unlawful debt collection practices. We will pursue
tough remedies, and that includes disgorgement of
ill-gotten gains, consumer redress, and civil penalties
in appropriate circumstances. We will seek, in the case
of egregious violations, we will seek immediate
injunctive relief and, iIf appropriate, asset freezes.

For example, earlier this year, the Commission
alleged FTC Act and FDCPA violations against a Florida
debt collection agency, Rawlins & Rivera. Our complaint
charges that Rawlins routinely misrepresented to
consumers that they faced immediate legal action and
wage garnishment and that they could spend time in jail

iT they failed to pay the defendants promptly. 1If I can
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recall correctly, they did so in quite colorful
language. The Commission quickly secured a preliminary
injunction that, among other things, bars the company
from making these false and misleading representations,
from engaging in abusive or harassing conduct when
contacting consumers to collect the debt, and that
litigation is ongoing.

We recently secured our largest restitution
award ever in a debt collection case. This case dates
back to 2003 when we filed a complaint against National
Check Control and Check Investors, Inc., alleging they
had violated Section 5 of FTC Act and, again, the FDCPA.
These defendants falsely threatened consumers with
arrest and criminal and civil prosecution to extract
payment from them for bad checks plus exorbitant and
illegal fees. 1In 2005, the federal district court
granted our motion for summary judgment and ordered the
defendants to pay $10.2 million in restitution. And
last month, the United States Court of Appeals for the
Third Circuit affirmed the lower court"s decision,
including the $10.2 million judgment. This restitution
amount should demonstrate that those who engage in
unlawful debt collection may have to pay a steep price.

Now, in addition to our law enforcement efforts,

we reach out and encourage industry to undertake
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self-regulatory initiatives to address consumers-
concerns. Self-regulation can encourage voluntary
compliance with the law through adoption of industry
standards that meet or exceed legal requirements and
through educating industry members as to what needs to
be done to comply with these standards, and this is
especially important in an industry that®s undergoing
rapid growth.

Now, in this regard, | want to recognize the ACA
International Board of Directors for recently revising
its Code of Ethics to enhance the protections that its
members afford consumers. This iIs a promising
development. And 1 would note that this week, the
Commission issued an advisory opinion supporting one new
requirement in ACA"s Code of Ethics. The Code would
require debt collectors who are ACA members to notify
consumers who disputed a debt in writing iIf they have
ceased their collection efforts, and we were asked if
they send that letter, would that violate the FDCPA, and
what our advisory opinion concludes is that debt
collectors providing such a notice that they ceased
their collection efforts would not be in violation of
the FDCPA.

The final prong of our strategy is effective

consumer education. We recognize that for the FDCPA to
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be fully effective, consumers have to be aware of their
rights, and often, in this area, they really are not.
Through a variety of consumer education initiatives, the
FTC provides consumers with materials that summarize the
FDCPA®"s provisions so that consumers know what their
rights are and can exercise them. We are also doing
personal outreach, community0606n@&orithsbboolsh gou
military bases, to disseminate information about the
rights of debtors. We know that well-informed
individuals can better protect themselves from
unscrupulous debt collectors and may contribute also
valuable information to our database as we continue to
do our job on the enforcement side.

Well, the agenda for the sessions to be held
today and tomorrow is ambitious, and It promises to spur
vigorous debate and constructive dialogue, which is why
we"re doing it. 1It"s what we want. So, we"re very
eager to engage in this, and in an effort to ensure that
our record of this workshop is as complete as possible,
we are going to accept additional comments, written
comments, through November 9th. We look forward to
working with you to identify solutions that adequately
protect consumers without unduly burdening legitimate
debt collectors in performing their important role in

the economy. So, 1 thankurOmOOOOO Olor thebe with you
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this morning, and without further adieu, I will
introduce Tom Pahl, an Assistant Director iIn our
Division of Financial Practices, who will moderate your
first session. Thank you very much.

(Applause.)
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OVERVIEW OF CHANGES IN
AND AFFECTING THE INDUSTRY

MR. PAHL: Thank you, Chairman Majoras.

Our first panel will provide an overview of
changes i1n debt collection and how they affect
consumers. We will discuss the types of debts that are
going into collection, the demographics of debtors, and
the methods that are being used to collect on debts.
We="l1 discuss changes in debt collection since the FDCPA
was enacted 30 years ago with a particular emphasis on
changes that we"ve seen in the last five to ten years.
We"ll1 ask the experts on our panel to give us their view
as to what the future of debt collection may look like,
particularly the near future of debt collection.

Our discussions are intended to provide a solid
foundation for more iIn-depth assessments and discussions
during the rest of the workshop as to the implications
for consumer protection policy of developments in debt
collection.

Before introducing our presenters and panelists,
I want to emphasize that although everything that will
be said during the workshop is important, these
discussions are only part of the information the FTC
will consider in connection with this proceeding. We"ve

received a large number of public comments, empirical
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research, and similar types of data. This information
will be critical to us as we move forward in forming
views on debt collection issues, and we want to thank
those who have taken the time and the effort to prepare
these materials for our consideration.

As the Chairman noted In her opening remarks, we
will be leaving the public comment period open until
November 9th for submission of additional materials.

So, 1T someone during the panel presentations over the
next two days expresses an idea that you would like to
respond to or something that you would like to elaborate
on or you"d like to emphasize, definitely submit an
additional comment to us or a new comment if you have
not submitted one iIn the past.

We will listen to everything that is said during
the workshop, of course, we will read everything that is
submitted, and then we are going to form our views as to
what we think should be done in the future with regard
to debt collection and consumer protection.

Let"s move on to our panel. First, we will have
two presentations. The first presentation will be by
Bill Hampel, the chief economist at the Credit Union
National Association, and he will provide us with an
overview of household debt exposure. Following that

presentation, Robert Hunt, a senior economist with the
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Federal Reserve Bank of Philadelphia, will follow with
an overview of the collections industry. We are
thrilled to have two such eminent researchers making
presentations to us today.

We have three panelists who will be offering
their views on the presentations and who will respond to
questions from the moderator and, time permitting, from
the audience. Rozanne Andersen is the Vice President
and General Counsel of ACA International, a trade
association composed of credit and collection companies
which provide a wide variety of accounts receivable
management services.

Jean Ann Fox is the Director of Consumer
Protection at the Consumer Federation of America, a
consumer advocacy, research, and education organization
with broad experience on consumer finance iIssues.

Gary Wood is the President of Collins Financial
Services, Inc., a debt buyer, as well as the President
of DBA International, a trade association of
professionals dedicated to building a reliable and
credible market for delinquent receivables.

We are pleased to welcome our esteemed panelists
to help build a foundation for discussions during the
rest of our workshop.

So, we will begin first with Bill Hampel®s
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presentation.

MR. HAMPEL: Thank you, Tom.

Well, 1 have the easiest job here, because 1™m
first while you®re all fresh. Usually they put me on
right after lunch for some reason, but this is way early
in the morning, so I am going to take advantage of that
by being as brief as possible.

I actually don®"t know much about debt
collection. That"s not my job. What my job to do this
morning Is to give you an overview of the extent to
which American households are exposed to debt and also
some recent indicators of potential problems in that
debt which would lead to debt collection activity. So,
mine is sort of the macro view of the overall market
that drives debt collection activities, and then the
really interesting speakers and panelists will come
after me telling me what it Is you want to know.

(Technical difficulty.)

MR. HAMPEL: Actually, if there®s one slide you
want to concentrate on, this would be it. You could
probably snooze for ten minutes after this. And let me
tell you, as an economist, typically what 1 do is | get
to play against the histrionics and the hype that
typically show up in the financial press by some groups

who would like to tell us every day that the world is
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about to end, having something to do with the fact that
we have too many newspapers to sell and too many cable
TV channels, and, therefore, we need to get lots of
coverage.

Therefore, typically what we economists will say
is, well, no, the world is not ending, things aren™t
quite as bad as we expect them to be, and whereas I
don®t think the world is ending, this chart is somewhat
disconcerting. What this tells us is the total
household -- the U.S. household®s exposure to mortgage
and consumer debt and what"s happened to this over the
last 25 to 35 years.

What we see here, starting on the left, this is
in 1960, the total ratio of household debt, the stock of
debt outstanding -- this is not monthly payments. This
is the stock of outstanding debt to annual disposable
income, annual after-tax income, was just under 50
percent, which meant that the average for all U.S.
households was about six months of after-tax income
would account for paying off all debt.

Over the next 25 years or so, iIf we look ahead
to the mid-1980s, this had increased very slightly to 56

percent, to about seven months worth of after-tax
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Skip forward to the next 20 years, the number
had risen to 85 percent, mostly because of an increase
in mortgage debt. Mortgage debt was up to 64 percent of
annual disposable income, and consumer debt was up to 22
percent, but the really remarkable thing is look over
the -- just so far iIn this decade, in this century, this
decade, this number has gone from about 85 percent to
125 percent.

In the short space of less than ten years, the
household sector now has gone from about ten months of
disposable income in order to pay off debt to about 15
months. This is an incredible increase, iIn
proportionate terms, and this is not just a pure number.
This is the ratio. This is the stock of outstanding
debt divided by annual after-tax income.

Incomes have been rising. We have had a strong
economy, growing economy. Incomes have been rising.
Employment®s up, but the rate -- the increase in debt
has been so much greater than the increase in income
that we have this huge increase in the ratio of debt to
income. Therefore, a couple things to conclude from
this.

First of all, Polonius may have told us not to
borrow, but apparently, people in America, at least,

don®t listen to him, because we have had this huge
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increase iIn borrowing. 1 would also point out that
shortly after Polonius said that to his son going off to
college, he was hiding behind a curtain and got killed
for trying to eavesdrop on someone else"s conversation.
So, there are a couple messages to be taken from that.
But the main message here is that the household

sector -- and you can draw your own -- the household
sector has exposed itself to a great deal more debt in
the last ten years or so, and this raises the question
of how is the household sector going to be able to
handle this.

The next question -- so, that®"s sort of the
worst way to state the picture. Let"s back off from
that a little bit and see what else we can say about it.

This next chart is the ratio of debt service to
monthly disposable income. This is monthly payments on
outstanding debt divided by annual after-tax income.

And you can look at this chart -- this starts in the
early 1980s. This is from the Federal Reserve. This
data series doesn"t go back as far. This starts from
the 1980s, and for all U.S. households back then, it was
around 11 percent. Eleven percent of monthly income was
required to pay the then existing stock of consumer and
mortgage debt, and by now it"s up to 14 and a half

percent.
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car loan was 48 months, and now a typical car loan is 60
months or even 72 months. So, we have had extension of
terms. So, consumers are now more able to handle this

larger debt burden because the payments are not as high,

which helps, but there still is this significant amount

o O A W N P

of debt that needs to be paid off, and it sort of is

8 ifd 1this because ofoan extension o termein to ths
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service obligations, just homeowners, this is people who
own a home, and, therefore, most of them have a
mortgage, we see that the -- over the last -- from 1980,
the ratio has gone from 14 percent -- 14 percent, this
iIs an average across all households, of monthly income
was required to pay debt, and now it"s up to 18 percent.
That is a significant iIncrease.

Now, remember, this is the average. Quite a few
homeowners and quite a few households In the U.S. have
zero credit outstanding, no borrowing, and so when the
average i1s now 18 percent, that means that a lot of
households have zero, a lot of other households have 30,
35, 40, and 45 percent. The fact that the ratio went
from 14 to 18 percent is, again, a sign that we have a
bigger drain on consumers® financial statements and
budgets because of the requirements to pay past debt.

What do consumers think about this? Well, once
a year for the last seven years there, Credit Union
National Association, CUNA, who I work for, and the
Consumer Federation of America have jointly done a

survey. We do this just around Thanksgiving time. We

ask households what their holid m-EFending puldrgi9 Now, remember
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One i1s, 1T you"re going to be spending a credit
card for holiday spending this year, how concerned are
you about being able to pay that off? And then the next
we ask is, just in general, how concerned are you about
your ability to pay your debt?

Notice here from 2000 through 2004, there was a
steady decline in households®™ express concern of their
ability to handle their holiday spending credit card
debt from -- combined, if we add up the somewhat
concerned and the very concerned, it was 35 percent in
2000, which was just before the last recession, which
was in 2001, to a low of 22 percent, and it was 25

percent in 2004 and 2005. In 2006, it"s back up, and
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economist, so we will call that a quarter, that the
bottom 60 percent of income distribution earns about a
quarter of all income. The next quintile gets 20
percent of all income, so we"re up to 42 percent,
pushing 45. The top quintile has 57 percent of all
household income. The top one-fifth of income
distribution has 57 percent of it, and, in fact, most of
that, 43 percent of that, iIs concentrated in the top 10
percent. The other 15 of that 57 is in the 80th to the
90th percentile group of income distribution. So,
that"s how income lies.

What we"re going to do now is, keeping those on
each chart, show how debt is distributed. The first one
iIs credit card debt. Most credit card debt is held by
upper income households. Twenty-nine percent of it is
held by the top quintile, which is more than 20 percent,
so that"s disproportionate. Twenty-six percent of it is
held by the fourth quintile, but notice that, relatively
speaking, lower income households have a greater share
of credit card debt than they have of income, about two
to one.

The first quintile has 6 and a half percent of
credit card debt, 3 percent of income; the second
quintille, 14 versus 7; similarly, the third quintile, 24

versus 12 percent. So, we get the fact that in terms of
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credit card debt, lower income households tend to have a
higher proportion of credit card debt relative to their
proportion of household income. Therefore, credit card
debt is, of course, a bigger burden on lower income
households.

Installment loans, this is non-credit card,
non-mortgage debt, basically car loans, okay? There are
a few other things in there, but the vast preponderance
of this is car loans. We will get a very similar result
here, that lower income households tend to have about a
two to one ratio of their share of installment debt to
income.

Mortgage on primary residence, we get a very
different result here, that the proportion of mortgage
debt owed by household income group is -- for the lower
income groups is fairly close to their proportion of
income. 2.7 percent of mortgage debt is owed by the
lowest quintile, and they have 3.1 percent of the
income; just under or just over 7 percent for the second
quintile; and the middle and the upper income quintiles
have, of course, a slightly greater share of mortgage
debt.

So, mortgage debt, which has been most of the
increase iIn household indebtedness for the last ten

years, tends to be concentrated more in the middle and
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the upper income group compared to installment debt and
consumer credit, and, therefore, much -- you know, of
course, all the stories in the paper the last few months
have been about the subprime market, but most of the
growth of debt in the last ten years has been iIn
mortgage debt. Most of that debt is owed by people iIn
the upper portion of the income distribution with a
great wherewithal to be able to pay it.

As you may see from now, in a lot of these
measures, the glass is half full or the glass is half
empty. This one suggests that the glass is not quite as
empty as some people suggest it is. And this is if we
add all household debt together. Since mortgage debt is
the preponderance of total household debt, these numbers
look pretty close to the household debt.

Just some recent behavior of commercial bank
charge-off data, sometimes to show where problems have
been rising and what we might expect to happen. This is
from 1985 through 2006, so this is about 20 years.
There®s a long upward trend here iIn charge-offs at
banks. The first time is in 1991, which is during the
recession of 1991. 1 have no clue as to why it went up
in 1997. That wasn®"t a recession, but something was
going on with the credit card market then. It backed

off a bit and then rose again in 2001 because of the
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last recession and has been backing off some since then,
but it is still higher relatively speaking than it was
20 years ago.

This is credit card debt. Most of the
volatility in bank charge-offs come from credit card
debt, rose from about 2 percent in the early 1980s to a
peak of 6 percent just after the last recession, has
been backing off and is now down around 4 percent.
Non-credit card debt, commercial bank charge-offs are
much more well behaved, much less of the volatility
here, a low of a half a percent, a high of 1 and a half
percent, and back down to about 1 percent there.

Of course, now, if you have been watching in all
of these, there is a spike about a year and a half ago.
That was, of course, just after the passage, just before
the implementation, of the change in the bankruptcy law,
when everybody rushed to file bankruptcy. Here we see
it, the Chapter 7 spike in the third and fourth quarter
of 2005, dropped off dramatically in the first quarter
of 2006, but has begun to rise since then. Here we see
just Chapter 7, the big drop-off in and the increase,
and here we see Chapter 13. 1 don"t think the law was
supposed to do this, but this Is just in terms of
consumers”®™ understanding of how things happened, less of

a drop-off, and there has been a slight increase of
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Chapter 13 relative to Chapter 7, but in my view, It"s
way too early to see what the effect of the change iIn
the bankruptcy law is likely to be from all of this.

So, summarizing, what my data suggests is the
household sector is much more exposed to consumer credit
than it has been for a long time; in fact, than it ever
has been. We are at a record level now of the ratio of
total debt outstanding to household income. There are
some reasons to be concerned about this. Number one,
the number is so high, if nothing else, it is going to
be a drag on the economy. It also suggests that the raw
material for debt collection issues is as great as it"s
ever been. The ground is as fertile as it"s ever been,
because there i1s just so much debt outstanding.

On the other hand, with lower interest rates and
longer terms, the monthly payments have not gone up
quite as much, and this suggests that this is perhaps
not as severe an issue as it may otherwise be.

And secondly, for the most part -- and this is
mostly because the vast majority of lenders who lend
money would like to get it paid back without having to
get into collection, because it"s cheaper that way, and,
therefore, they ask a few questions typically before
they make the loan. Because of that, the vast majority

of the increase in debt, especially the mortgage debt,
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is held by households in the upper half of the income
distribution who have more wherewithal, ability, to
handle it.

So, It is going to be an interesting period, of
course, as we"re approaching what I"m also expecting, as
an economist, is that the economy, at best, going to
slow down considerably over the next year or so, if not
fall into a recession, which will, of course, create
additional issues for us to have to deal with.

MR. PAHL: Thank you, Bill.

(Applause.)

MR. PAHL: Before moving on to our next panel,
1*d like to give the other panelists -- excuse me, our
next presenter, | would like to give the other panelists
a very, very brief opportunity to comment or to offer
any thoughts or observations about Bill"s presentation.

Gary?

MR. WOOD: 1 think if you"ll read further in
Shakespeare, you®ll find that upon the death of his
father, Polonius®™ son got a guaranteed student loan, and
that was subsequently securitized and sold into the open
market, thereby providing an investor the opportunity to
earn and the son the opportunity to get his education.

MR. PAHL: Jean Ann?

MS. FOX: Yes. Another family economic point to
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put on the table with Bill"s presentation is the fact
that only 40 percent of American families have separate
emergency savings, because it"s the ability to reach
into your savings and meet an unexpected expense or a
sudden drop in income that helps people cope with a

level of debt that they have, and we knowl9klith a
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Second of all, while I understand the purpose of
Mr. Hampel®s setting the stage, we absolutely -- 1 would
accept his statistics but would like to offer that while
he described the American public®s exposure to consumer
debt, this audience is hopefully here today to discuss
what happens after that exposure occurs and to address
the responsibility that each party to a credit
transaction has, beginning with the creditor in terms of
the origination of the exposure, if you will; and their
lending practices, the debt collection and debt buying
community in terms of their responsibilities when
collecting debt, the exposure, if you will; consumers,
in making the decision to 