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If you think your credit report is 
accurate, there is a good chance you 
are wrong. According to the Federal 
Trade Commission (FTC), one in five 
Americans has a potentially material 
error in their credit file, and one of 
the biggest contributors is medical 
bills—with half of all medical bills 
containing an error.

In fact, mistakes on credit reports have become 
so pervasive that around a third of all complaints 
filed annually to the Consumer Financial 
Protection Bureau (CFPB) resulted from 
problems with consumer credit reports. 

Credit report errors are a serious threat to the 
financial well-being of American families. As 
Senator Elizabeth Warren has noted, “credit 
reports regularly contain errors that can make 
it harder for families to access credit, find jobs, 
and get housing.” And as many consumers know 
all too well, it's very difficult to get those errors 
corrected.”1

Under the Fair Credit Reporting Act, the 
company that furnished the information to the 
credit bureau must conduct an investigation to 
verify the information and correct a mistake, if 
they find one. Unfortunately, consumers who 
want to try to fix mistakes on their credit report 
face three daunting obstacles.
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First, the system put into place by the credit 
reporting agencies heavily favors creditors 
and other data furnishers. Credit bureaus 
almost exclusively depend on lenders (such as 
banks, credit unions, credit card providers, and 
mortgage underwriters). 

Consumers contacted the credit reporting 
agencies approximately eight million times 
in 2011 to initiate a credit dispute. But only a 
small fraction of those disputes was resolved 
internally by credit bureau staff. According to 
the CFPB, 85 percent of credit report disputes 
are passed on to data furnishers (the lenders) to 
investigate and resolve.2 Unfortunately, in most 
cases the disputes are then shelved unless the 
consumer perseveres.

Second, the credit report agencies earn their 
profits by providing services such as credit 
checks to the very entities that provide the 
data used to create the credit reports – banks, 
mortgage lenders, credit card companies, 
retailers, and other businesses that provide 
credit. This creates a serious conflict of interest.

Third, despite several notable efforts to try to 
empower consumers, trying to correct errors on 
your credit report is still tedious, confusing, and 
time consuming.

CREDIT REPAIR ORGANIZATIONS AND COMPANIES
Because the system is rigged against them, 
many consumers turn to credit counseling 
agencies or credit repair companies. The dispute 
system designed to help consumers fix the 
problem favors the position of the debt collector 
over the consumer. Specifically, the credit bureau 
is only legally required to check with the creditor 
or debt collector and ask them whether they 
stand by their claim. As long as the creditor says 
you owe money, the dispute is resolved in their 

favor. As the National Consumer Law Center 
concludes: "Credit bureaus have little economic 
incentive to conduct proper disputes or improve 
their investigations."3

Credit counseling agencies are typically a free 
resource from nonprofit financial education 
organizations that review your finances, debt 
and credit reports with the goal of teaching you 
to improve and manage your financial situation. 

A credit repair company is a firm that offers 
to improve your credit in exchange for a 
fee. Unfortunately, the quality of these firms 
varies greatly. Some credit repair firms are 
highly reputable and follow best practices. 
Unfortunately, a significant cohort of credit 
repair firms are not good actors and, in some 
cases, have committed outright fraud. In 2016 
the Consumer Financial Protection Bureau 
(CFPB) stated that “more than half of people 
who submitted complaints with the CFPB about 
credit repair chose the issue ‘fraud or scam’ to 
describe their complaints.” 

There are some telltale signs for consumers 
trying to separate the bad actors from legitimate 
credit repair firms. Companies should be avoided 
that:

•	 Demand an upfront payment. 

•	 Don't provide a written agreement that 
includes cancellation rights for consumers.

•	 Guarantee they'll raise your credit score or fix 
an error. 

•	 Have multiple complaints against them with 
the Consumer Financial Protection Bureau 
or the attorney general’s office in the state 
where they operate.

•	 Suggest they can remove legitimate negative 
information. 
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•	 Offer to create a new credit profile based on 
a new employer identification number, rather 
than your Social Security number.

•	 In contrast, responsible credit repair 
companies not only follow federal and state 
law but also:

•	 Offer a free consultation

•	 Have a track record and consistently solid 
reviews from past clients.

•	 Have an attorney on staff. 

•	 Are licensed, bonded and insured.

WHAT NEEDS TO CHANGE?
To protect consumers, some policymakers have 
suggested new regulations to further police the 
credit repair industry. They note that credit repair 
firms don’t do anything someone with a bad 
credit report couldn’t do on their own. Anyone 
can dispute credit errors on their own behalf. But 
the Do-It-Yourself approach can be dauntingly 
complicated and time-consuming for harried 
families. 

In essense, paying for credit repair assistance 
is really no different than paying an accountant 
or purchasing software to do your taxes 
– something 90 percent of Americans do 
according to the Internal Revenue Service.  

It is important to note that there is already 
existing legislation to regulate the credit repair 
system. The Credit Repair Organizations Act 
(CROA) was signed into law in 1996 to protect 
consumers from the unscrupulous practices 
commonly used by several credit scammers.

Because of CROA, credit repair organizations 
are not permitted to misrepresent the services 

they provide, including guaranteeing the 
removal of negative credit listings. Credit repair 
organizations are also not permitted to attempt 
to create a "new" credit file or advise you to lie 
about your credit history. The Act also bars 
companies offering credit repair services from 
demanding advance payment, gives consumers 
certain contract cancellation rights as well as 
the right to sue a credit repair organization that 
violates CROA.4

CROA is a sensible law, and despite criticisms 
that it does not go far enough in regulating 
the credit repair industry, the law does provide 
consumers with protections against bad actors 
in the credit repair sector without eliminating 
legitimate credit repair firms. CROA needs 
strengthening, not in the form of new regulations 
but rather more effective enforcement.

Under CROA, the Federal Trade Commission 
(FTC) is the primary enforcement body at the 
federal level. The problem is the FTC is severely 
underfunded and understaffed. In a Senate 
hearing last year Commissioner Rebecca 
Slaughter said the FTC’s staff level is 50 percent 
below its level at the beginning of the Reagan 
administration in 1981. Senators Jerry Moran 
(R-Kan.) and Catherine Cortez Masto (D-Nev.) 
agreed the FTC needs more resources and is 
“understaffed.”5

As Table 1 confirms, FTC staffing levels dropped 
dramatically during the 1980s and have never 
really recovered. Yet, over the same time, the 
responsibilities of the agency have dramatically 
changed and expanded. Today the FTC has to 
address some 2.7 million complaints a year in 
areas from debt collection, to identify theft, to 
imposter scams.6
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Better enforcement of CROA would obviate 
the need to pile on new rules. Unfortunately, in 
fact, Congress has added to the FTC’s workload 
even as its workforce has shrunk. The simplest 
solution is to provide the FTC with additional 
resources dedicated to enforcing CROA and 
protecting consumers from those credit repair 
companies that have acted fraudulently or in 
bad faith. 

To pay for this increase in supervisors, a 
small annual fee could be placed on the credit 
reporting agencies (Equifax, TransUnion, and 
Experian). To create an incentive for these 
agencies to be more responsive to consumer 
complaints about credit reporting agencies, the 
fee could be lowered or raised in synchronization 
with the number of consumer complaints about 
their credit reports.

OTHER REMEDIES
Another approach to fixing the current system 
is to go to the source of the problem, eliminating 
some of the causes for the extraordinary 
amount of errors made by the credit reporting 
industry. As Aaron Klein of the Brookings 
Institution has noted, there are three major 
reasons why credit scores are so inaccurate: 
“size, speed, and economic incentives of the 
system.” 

One way to change the incentive structure 
would be to create some consequences for 
credit rating companies that frequently give 
lenders inaccurate data about borrowers. 
Lawmakers could consider legislation that 
would penalize credit reporting agency error 
rates above a certain level. Klein’s approach 
would use a random sample method (5 to 10 
percent of complaints) to review credit rating 
firms’ performance.  Another approach would 
be to grade the credit bureaus on their error 
and response rates.

FIGURE 1: FEDERAL TRADE COMMISSION STAFFING LEVELS
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CONCLUSION
While it is tempting to lump all credit repair firms 
into the same basket, many of these firms act 
in good faith and follow CROA to the letter of 
the law. Yet there is no doubt that a significant 
number of these companies are misleading 
consumers and sometimes acting fraudulently. 
If lawmakers really want to crack down on 
these bad actors, however, the first step should 
be strengthening enforcement of existing law. 

Otherwise, spawning new laws and regulations 
would likely enmesh all credit repair firms in new 
layers of regulatory complexity and compliance 
burdens, making it even harder for consumers to 
detect and correct errors on their credit reports. 
In CROA we have the consumer protection law 
we need, now it’s time to focus on oversight and 
enforcement. 
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The Progressive Policy Institute is a catalyst for policy innovation 
and political reform based in Washington, D.C. Its mission is to create 
radically pragmatic ideas for moving America beyond ideological and 
partisan deadlock.

Founded in 1989, PPI started as the intellectual home of the New 
Democrats and earned a reputation as President Bill Clinton’s “idea 
mill.” Many of its mold-breaking ideas have been translated into public 
policy and law and have influenced international efforts to modernize 
progressive politics.
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overly bureaucratic and centralized public sector; and defending liberal 
democracy in a dangerous world.
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