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Debit Card Trap
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A study by the Center for Responsible Lending, a nonpartisan research and policy group,
describes what it calls the “overdraft domino effect.” One college student whose bank
records were analyzed by the center made seven small purchases including coffee and
school supplies that totaled $16.55 and was hit with overdraft fees that totaled $245.

Some bankers claim the system benefits debit card users, allowing them to keep spending

when they are out of money. But interest rate calculations tell a different story. Credit
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card companies, for example, were rightly criticized when some drove up interest rates to
30 percent or more. According to a 2008 study by the F.D.I.C., overdraft fees for debit
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cards can carry an annualized interest rate that exceeds 3,500 percent.

The banks, which have grown addicted to overdraft fees, will almost certainly resist new
regulation in this area. But there are several things that federal regulators must do to
protect the public.

First, banks must be barred from automatically enrolling customers in overdraft
programs. This must be a service that customers opt in to — and only after they are
provided full information about the fees and the penalties they will incur. These
disclosure statements must meet the same rules laid out in truth-in-lending laws, since
overdraft charges are essentially short-term loans.

Banks must also be required to warn customers in real time when a debit card charge will
overdraw their accounts — and what fees they will incur if they still decide to proceed
with the purchase.

This will require new technology. But there is almost no chance that the banks will invest
in it unless they are legally required to do so. Until that happens, buyers beware. That cup
of coffee may be even more expensive than you realize.
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