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Brussels, July 1976

CONSUMER CREDIT

The Commission has worked out new draft proposals concerning consumer credit. The
jndividual consumer is in many respects in need of information, presented in a
comprehensible form, about the various iypes of credit that are aveilable to him.
His remedies at law are not always tHe most suitable that could be constructed.

for his use. The new draft sesks to regulate consumer credit comprehensive}y,.1.e.
to regulate all the forms of credit that are available to consumers. The aim is to
improve corsumer protection and to contribute towards increased freedom of movement
of goods and services by harmonising as far as practicable the law relating to pon-
sumer credit. It is hoped that the proposals will be ready to be adopted by the
Commission at the beginning of next year.

Cost of credit facilities

The non-regulation of many types of credit has been responsible for.a great @eal

of misunderstanding, on the part of consumers, of ihe law and practice relating to
them. T4 is often the case thzt the consumer is not properly made aware of the pre-
cise cost of the credit facilities offered to him. For example, the interest on a
loan may be stated as being 4. per month, on its face a relatively cheap rate. The
uninformed consumer, however, will not bear in mind that there are a pu@ber of
addition2l charges not included in this figure, These may include’admlplstra?1on
charges, a fee for opening the file, and a range of other obligations including

for example a duty to insure goods purchased on credit during the period of repay-
ment of the loan, or to maintain the goods properly during that period. In addition,
the rate of 2% per month grosses up to almost 27% interest per year. The firal cost
of this credit may in the end work out at 2 or 3 times the stated rate.

A rapid expansion of credit

At the present time, the types of credit offered to the consumer and the total sums
involved are increasing at an unparalleled rate. The number of credit cards in cir-
culation in Belgium rose in six months from 857,000 to 987,561 at the end of 1973.
In the U.K., more than 1,500 million pounds of credit was advanced in the first
eight months of 1974.

The *ntroduction of piecemeal legislation in different Member States has, moTeover,
altemred the position, further confusing the ccnsumer, and leading to a relative
fall ing of£ in the volume of regulated forms of credit in comparison to tho: Aas
yet not covered by law. For example, the volume of instalment sales (a regulated
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caﬁegury)'in Belgium fell from 13,340 million FB to less tham 12,000 million FB
jmr the second half of 1973, while the level of personal loans (comparatively un—
regnlated) increased by 100% from 7,600 million FB to 15,000 million FB over the

same period.

17 types of credit to be harmonised

T sre is therefore a general consensus of agreement that the time is ripe for a
comy’ete overhaul (indeed, a modernisation) of the law in this sector, and that
the opportunity to harmonise should be seized(1). Moreover, there is also sub~
stamtiz! agreement that the proposed new regulations should cover the entire
breadth the subject, and in particular that it would be unsatisfactory to
attempt 1. “armonise the law relating only to certain types of Consumer Credit
(such as ing ailment credit gales, leasing agreements with option to purchase,
credit cards or instalment repayment loans) if only because of the phenomenon of
transfer from regulated to umregulated forms of credit already"mentioned.,This»is
a major step forward.

The Commission's draft proposals
The Commission's draft proposals have a two-fold purposes

1, to improve consumer protection

2, to contribute towards increased freedom of movement of goods and services, by
harmonising as far as practicable the law relating to Consumer Credit.

As regards the first of these purposes, useful progress has been made, There is

general agreement, for instance, that consumers should be informed of (inter’alia)

the effective rate of charge that they pay for credit, and thai maximum and minimum
1imits both as ‘o amount and duration should be fixed beyond which: the pravisions

of the proposals would not apply.

Ic is further suggested that agreements under which credit is granted at ne charge,
or at low charge, should be exempted. The Commission proposes to examine this suggestion
carefully.

The bringing together of the rules on consumer credit can fulfil an important role
in opening the market to the freer movement of goods and services. Ignorance of the
terms on which credit is offered in other countries is clearly a factor which dis—
suades consumers from buying goods on credit in countries other than their own. Of
course, other faectors such as exchange control and variations in the exchamge rates
of the several Community currencies operate as a further blockage to trade which
the proposed directive cannot itself remove. The liberation of the Community market
will not be complete until agreement has been reached on a common Community approach
in all of these related fields. ‘

Nonetheless, the consumer credit proposals are an important addition to the process
of interrelationship and a further step forward in the opening up of a single Com-
mmity market. The greater availability of credit will moreower operate in itself
as a stimulus to production, which together with the cpenming of the market, will
give the consumer more effective access ta a wider range of goods znd services. So
the Commission is encouraged by the support being given to this proposal, and looks
forward to a development of general support for it during the fotlowing months.

(1) The Commission wishes to draw attention to the forthcoming OECD report on
Consumer Credit, the result of two years' work, which should repay careful
study by all those interested in the subject.





