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T ruletinm

In this study. credit card usape practces were examined in relationship o the
ameunt of consamer debt held by howseholds. In order 1o provide educators and
financial coumsellors wath insiehis ito reasons why some houscholds expenence
debt, it 15 important that research is focused on examining both socio-economs
and credit practices as thev relate to household debt . Credit card usige s anly
significani becwse of ils macro-economic effect on sapply and Gemand of masey
at the aggregate bevel, bul also because it affects the micTo-coomamic functoning
of households and families, Knowledge of who uses credit cards and why s
essential because depree of credit cand wsage affects total consumer debr,
Because credit is relatively abundant in our socicty, familics and individuals can
satis{y their consumer wanis and needs instantly by utilizing the different forms of
credit availuhle on the market, Inthe late 1970, cutstanding consumer instalment
credit increased sharply, after Fairly moderate growth for 200 years. From 1930 1o
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1952, ourstamding credht declimed amd grew less than 6%, Consumers wern:
discourzged from borrowing because of high finance rares, a limited supply of

credit, and uncertainty about employment and the coonomy due to the recessoms |

af 19808 and 1981-1982"

The amount of credil increased dramatically after 1982, growing at an average
of 1K% each year until 1987_* Several fuctors were associated with this expansion.
Ax finance mutes declined, consomer demand for goods grew, The average
maturities on consumer [oans lengthened; repayments were stretched oot which
lowered payments while incressing the level of credit u::uut5|;.'-lnu:“|ing.1 In addition.

the 2534 and 35—44 age proups increased in numbers: these two groups added to |
the increased amount of consumer credit because they are more hkely to bamow |

at this siage of the family life cycle.”

A stedyv om factors affecting growth in consumer credit conducted by the
National Business Council for Consumer Affairs identified the fullowing factors:
higher incomes, a general rise in the standurd of living, more consumer goods on
the market, wider soceptance of debt, and the markeimg of new forms of credit.”
A more recent study of Pearce® confirmed that the higher demand for credit has
stemmed from an economic upturn smee 159835, Emplovment and income ootlocks
were encouragmg during this Busness expansion; thercfore, houscholds were

muore likely 1o borrow because of this confidence.” Another report found that

consumer allitudes were changing, which tended to incresse spending and
borrowing. Some lusury goods were being thought of a5 necessities, ansd
consumers used instalment debt for more purposes.”

Credit cards were held by T1% of all UL 5. families in 1986, amd there had been
nao change in this proportion since 1984, Chutstanding credin card debt has
changed, however. In 1984, outstanding debt grew 26%, slowed o a 210
increase in 1983, and dropped signifwantly to only an §% growth i 1986,
However. credit card monthly charges were reported as 27% higher in 1986 than
in 1984, The rise in monthly credit card charges may reflect an increase in the
convenience use of credit cands."!

Even with this increase in household borrowing, some suggest that houscholds
are not senously overextended. Pearce'” contends that a rise i the conveniene
use of credit cands, a lengthening in the average matunty of consemer loans, and
an increase in the number of persons in the younger age groups who typically use
more credit have exaggerated the debi burden of houscholds. Whether conswmers
are overextended or not does not change the fact that credit s being vsed mosc
often; theretore, knowledge about factors pssociated with the use of eredit could
prove helpful io those working with comsumers.

Specific objectives of this study were: (i) 1o examine changes in credit card
usape praclices and amounts of debt over a d-vear period, {ii) to explore the
relutionships between credit card usage practices and socwo-ceonomic characternis-
tics of credit wsers, and (iii} to determine Factors affecting the amount of total
howsehoeld debi.
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Previous rescarch

The relutionships between (i) socio-ecoromic and demographic chamcteristics
and {ii) comsumer debt and credit card uwse have been examined h:r' severil
researchers. Inoome wias related F‘-im:ili".-'\ﬂ]-' tor consamer debt."" Househeolds
with higher incomes held more ensdit cards than houschaelds wath lower incomes'
ind wsed credit cards more frequently when making pun.'hum::.”' Wounger
households had more debt relative 1o ther meome and aacts: debi-lo-income
ratios increased wp to the age of 44 and then declined. ¥ Credit cards also wese
used more extensively by persons between 18 and 43 years of age™

Houscholds headed by college graduates were moge likely o have greater
consuiser debd than bouseholds headed by persons who had never artended high
school." Two-person houscholds had more consumer debt™ and held more credit
cards than single-person houscholds.”' Homeowners with an outstunding mort-
gage balance had a significantly higher probability of wsing consumer debt than
homeowners without a mertgags balance. ™

Owverall, houschelds using credit had some liguid assets wo cushion their wse of
credit.™ In g 1983 pational study in the U.S., about 70% of houscholds that
revolved their credit cand balances had sufficient liquid asset balamces te repay
thedr total credit card debt, Only 4% held no liguid assets.

Artitudes toward credit usage haove been found o affect borrowing behpyvioor,
Comsumers who had a positive attitede toward credit, and believed that credin wus
agood idea, were more likely o use credit for purchases than were those who had
negative attitudes.™ ™ Possession of credit cards was related positively to use of
the card and expenditure levels.™ Swudies also have fourd that credit card stimuli
ol the site of payment increased the amoum spent and decreased decizion time
before spending, ™™

Mathews and Skocum™ found that most credin card holders believed it was
avceptable 1o purchase durable goods. some necessities, and services with credit.
Lower socio-economic classes Dmited credit use o durables and necessity goods,
whemeas wpper soic-cconomic classes purchased luxury goods with credi.

Heck, ™ using data from a 1977-1978 survey of consumer credit. discovered that
the percentage of credit card hobders who were aciual wsers varied among cand
types, The important characteristics of houscholds which affecied the wilization
of particular credit cards depended on the type of card involved. Ethridge™ found
that methed of payment of credin card purchases was related to selectod socio-
econcmic ond artitwdinal varables. Husband's ocecupation and income were tw
significant predictors of method of payment. Furthermore, those who made
irstalment payments on their credit card balance were more likely then
convenmnee asers 1o perceive difficulty in saving in advance for purchases of large
consumer durables,

Three molivations have been identified that ex plain why conswmers wse credit
cards rather than pay cash. ™ First, cash may be unavailable so credit is aeeded to
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purchase the goods or services. Second, credit cards offer the convenience of not
carrying cush, especially large amounts of cash. Third. the consumer realizes that
savings may result by buying the item now and paying later. Similar findings were
reported by DeMuth.™ He concluded that credit cards reduce the risks and
financial costs of carrying large amounts of cash, provide comvenicnce when
purchasing by telephone or mail, and provide case in maintaining records of
purchises,

Method

The data used for this study were based on personal intervicws coaducted with
mney managers in houscholds during 1982, and again in the autumn of 1986
Interviews were conducted by trained mterviewers under the supervisson of the
lowa State University Statistical Laboratory. The houscholds were randoemly
selected from a midwestern 1own in the U_S A with a population of 27,000, The
town offered o diversificd sample because of its vaned industrial and agricultural
K.

Dwring the first phase of the study, imerviews were conducted with money
manigers in 201 randomly selected households. The money manager, not
necessarily the head of the household, was determined by asking ‘who manages
mancy in the household?” If the money management respongi bilities were shared
with a spouse, both were interviewed, and the person answering mast of the
questions was identificd as the money manager, Due o missing information on a
large number of items i some questionnaires, the usable sample size was reduced
1o 194, Four years later, 164 housing units from the criginal sample were bocared
The sevond phase produced 132 interviews. OF these, 123 provided usable data,

Filly houscholds who participuted in the 19582 studv were not included in the
156 study because the money managers had moved 10 & nursing home {4), were
deceased (6), moved out of the area (27) or were onlocatable {13). Mineteen
househokls refused to participate in the sccond phase of the study.

Information for 123 households which were included in both intervicws was
paired for the purpose of analysis. All financial data for 1982 were adjusted for
inflaticn by using the average inflation rate over a 4-year period, The data used
for this paper are based on 123 households, in which the inlerviews were
eonducted with the same member of the household, Dhue to small sample size and
geographical location, peneralizability of the results will be limited.

Virriihies

Emiﬁ_—n:nncrmju characteristics of the money manager and credit card usage
practices were treated as independent variables. Socio-economic characteristics
mchuded: age, mcome, housing enure, total assets excluding real estate, and
amaount of annual income saved, Housing temure was coded as renter (0) and
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homeowner (17, Total assels was operationalized as the value of all asets owned
by the household, including cheque account, savings or morey markel account,
certificates of deposit, cars or vehicles, [RA [individual retirement accounts, for
employecs VKEOGH  (individual retirement plans for the self~employved),
annuities. recreationi] eguipment and personal possessions. Real cstate was

“exchuded because this study focuses on consumer debt. Table 1 provides a

description of the variables,

Credit card practics varables were: number of credit cords wsed, wse of credit
curds when mones was not available au the tme of purchase, use of credit cards
for easy borrowing, frequency of paving finance charges on credil cards, and
armoit of credit card debt with which households were comfortable. Vamables
measuring reasons for wsing credit cords (nof encugh money, 2asy borfowing)
were coded as no () and ves (1), Responses for frequency of finance charge on
credit cards were measured on a scale from 04, where never = 0, seldom = 1,
sometimes = I, wsually = 3 and alwass = 4 (Tehle 1).

The amount of total consumer debt and monthly debt payment made by a
household were the dependent variables. Consumer debt was defined a5 financial
indebiedness curried by the housshold. excluding the mortgage. Total consumer
debd was calculated by adkbing the amounts currently owed on credit and charge
cards; home improvement snd furmishing loans; car or other vehicle loans;
educational koans; consolidation kouns; cutstanding hospital, medical, or dental
expenses; loans on kfe insurance; and other personal or nor-business loans.
Monthly pavments on these same debi iypes were added resulting in monthly debt
payment, morigage debr was excluded,

The preliminary stages of he analysis emploved frequency analyses, paired-
samples Htests, cros mabulaton and chisguare analyses, Peamson produst-
moment correlation analyses and regression analyses, Based on the resulis of
these analyses and evidence from previows studies, 10 variables were retained for
further analysis using regression. The five socis-economic variables refained were
age of the money mansger, net income, housing tesure, total household assets
exciudmg real estate, and the amownt of annual income saved. The five credit
card praciices selected were number of credii cards used, use of credit cards when
money was il available for the purchase, uwse of credit cards for easy borrowing,
frequency.of incurring fmunce charges on credit cards, smd amount of credit card
debt with which the household was comfortable,

The study tested the following empirical model;

h]
by, + £ hx
| jml

[ [ ]

Yyand ¥; = a8 +
i

where Y, = toial consumer debt and ¥y = monthly debt payment; where b, =
soio-coommmic characieristics (b, = age, by = income, by = howsing lenure, by
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= household assets, b, = amount saved); by, = credit card practices (b, = number
of credit cards, b, = uze of credit card when money not available, b, = uze of
cradit card for easy borrowing, by = freguency of finance chanpes, By, = amaunt
of credit card debt with which howsehold was comfortable),
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Results

The frequency analysis provided 5 descriptive profile of the houschelds. In both
1982 and 1986, the majority of money managers were female, married; emploved
full-time in clercal, sales or service work; and owned their oan homes, On
average the median age wae 41 vears in 1981 and 446 years im 1986, On average,
these houscholds earned 5 net income of $26,642 in 1982 and saved 52642 of
[ their incomes; in 1986, net income avernged 524,506, with $£3,282 of this saved
| All 19872 walues have been adjusted foar indlatesm zomd represent 1986 U5, dollars

Credit card practices from hoth time periods revealed that most money
MANAZErs did mot use credit for |.'I.I'_FE ENRENEES, such s for honsehald :pp’lin moas,
furniture or vacations. Forther, most m-n-'rllh]:..' payments wers mude ns scheduled,
The money munagers household had an sverage of two credit cards, and most did
ned ncur finandce churges on tha credit cards. The menn tofnl comnsumer dehd,
u!:l:lud'ini: rigll mrtate debt, woas £1. 287 m 198 and $£6 0400 in 1086 MMonthly debt
payments, E:I:{."Iulﬂ'lnﬂ mortgages, avn:mged 170 i 1082 and 5101 in JUEA. The
values represent 1986 constant LS. dellars.

The paired-samples r-tesd was used 1o compare varmbles seros dependent
zamples, of samples |.'!n':rtg thi same subjects; hence, the difference between the
o tire perods could be esaluated. The results of the paired-samples (-test
revealed that there was 3 significant difference bettveen 1982 and 1986 for thres
variables: age of the mosey manager, total ammety exchacd ng real extate, and ozl
dehi excluding real estate (Table 2). The difference in the mean Bge of tha maney
manager was expected because the same managers were surveyed in 198Y mnd
again in 1936, The mean vake of 1otal assets waes $53 43200 1982 and increased o
$80.162 in 1986 (1985 comtant U5, dellars). The mean totsl debt held by
householde increased by about $6,000 over the 4 years, from 53,287 o $9, 430,
adjusted to 1986 dollars. The significant difference between the two time period
wis expecied because of the reported increase i consumer debt in the hterature.

There was no significant difference between the number of credit cards held or
the reaons for using credit cards over time. Even with a higher mean totul debd,
most households did not incur finance charges more frequently or increase ther
total monthly debl payment to a significant extent between the 4 years, Financs
charges were measured on credit cards only and did not reflact a wotal view of the
households situation.

Correlations between socio-ecaonomic characteristics and credit card practices
are reporied m Tables 3 and 4. In both 1982 and 1986, the use of credit cards far
easy bormowing and o purchase items when funds were not available decreaszed
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Tabbe 2. Paircd-samphs i-1e50 (o so0o-soonoms
characteristics. cradit card usage practices and atal
conuomer debit

sevalue
Agre ol momey manager 1265
ML inomrs: - 1:21
|‘|.'ll.l"il15'. [Enuee -1
Savings 142
Tt aespas 3. Hprew
Mumiber of chedit cands =i
i money for purchases -1-13
Essy bhaomawing, 1=
Frege=ny ol finance charge o L]
Confore with credin card delha 1-54
Mamihdy debr payiment 21
Taotal detu 1-H)"

*Significant at the (-0 level.
“e=Significant o the 0000 lewel

‘Tubde 5. Correlalion of soco-ceondomic characiensics of credil users with crzdil cand usage
practices in 1962

Howsdng Tatal e

Ape Herari S imcome Sawings
M b of crexlin 0-0&1 — {1 2 - (<% :Ha= 4- 0%
camh
P noey i 03327 LIRIA] —I- 26"~ —0-1 —0-361""*"
puanch ises
Esy bommowing —[- 2T 218" -0-12 10 L] {14138
Fregueency of finamse —0-3437** — 111k -0 273" —-a2 ===
-\."I'll.fjl': d
Comfert with credit —0-111 —{1-0d 0143 '] L
card deha

“Sagmilieant gl B D405 vl
**Signilicami at the 40 level.
** Sigmificant at the -001 level.
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Table 4, Correlation: belwecn soco-(oomHmic characteristics of credit users with eredin card
s F{;cﬁne:p an 1486

Housing Talal M1
Age Tenre ] imCnme Savings

Mumber of credil - —0-Z41"" LI e 0-122
cank
Mo mprey for L L T R R LY i |2 U1k 260"

irchases
I:E.t:u borrowing —ik25H"* [ " =[] JLH™ 4= —[IHS
Fl'ﬂl:lllﬂrh:!.' of inance  —(-413%*" == 21" —Q333°"" -1} =(h X3
charge
Comfon with credic  —04050 - 127 0147 L1 | i LR R
cund deba
*Significant at the 0445 level

**Sigmificant at the 001 level.
*edtienificamt an the 0-00 lewel.

with age. Similarly, payment of finance charges on credit card balances decreased
with age (Tables 1 and 4).

Homeowners were more likely than renters o use more credit cards in both
time periods. In 1982 and 1986, renters were more likely to use credit cards s an
casy way 12 borrow money. Renters ako were more likely than homeowners in
1986 10 pay higher finance charges on eredit cards (Tables 3 and 4).

In both time periods, total assets was correlated with frequency of incurring
finance charges and wsing credit ¢ards for purchases whem money was nol
available. Use of credit cards for purchases when funds were not available and
payments of finance charges on credit card balances decressed as the amount of
total household assets increzsed. [n 1986, credit cards also were more likely to be
used for casy borrowing by houscholds with less sssets (Tables 3 and 4).

Both in 1982 and 1986, the number of credit cards held increased with greater
income. Similarly, the amount of credit card debt with which respondents were
comfortable increased as household net ineome increased. A positive relationship
betweem higher incomes and using credit cards for easy borrowing wis found in
both 1932 and 1986 (Tables 3 and 4).

In both time penods, the vse of credit cards because of lack of money o
parchase an item and frequency of paying finance charges decreascd with
increase in amount of savings. In 1982 a positive relationship was found between
the suvings and amount respondents fell comiorable owimg on credil cards a1 one
time (Tables 3 and 4}.

Table 5 shows the results of regressing monthly debt payment on the spCiwo-
coonomic amd credit cand we variables. When using the averages between 1982
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Tubde 5. Regressbon of Weal consumer deht paymesl on socio-economic
charsrienstio: and credit card wsage proctice

Average Dfference

[ 19— 1982)
Warisblc Bita f Beta i
A peof o€y manager =117 =10y = 2 -1-62
Mgl ipome 070 BTt 103 HeS
Heaugmg terure -4 -} -1 | -4
Total gasels 107 L= (145 5 gTe=
Year-coid savings = [b-[}5 —i-66 =18 —2.59"
Wumber of credit cards {15 [[Xn 144 {1:5%
B modicy far perchoses (={H 1-17 —13 -
Easy buarrowing =1 007 M7 104
Freguency of finance charpe  — 11040 — {1} — K] — {015
Comfiort with card deht 073 T 5 —i1% —1-76
Reaguare = 073, R-squaze = 0-71;
F = 19.78; F=i6-5;
P = ML P= = {i-n

*Ligiaficant i che 605 level.
*sipnificami at the 0-01 bevel.
== *Sipnificant al the 0-00] kevel

and 1986, the variables explained 73% of the variance in average monthly debr
payment. The overall F-value of 1978 was significant bevond the (<0001 level.
Three of the Independent variables contributed in a statistically significant way to
eaplaining the variation in the average monthly debt payment. Households with a
higher level of nel income and managers who felt comfortable owing a larger
amount on ali credit vards at one time had [arger monthly debt pavments. Size of
monthly debt payments decreased with age. Findings support those of Pearce™
who repored thal younger househobds held more debt.

Monthly delt payments increased slightly between 1982 and 1986 on average
{see Table 1). Seventy per cent of the difference in monthly debt payments in the
two lime periods wiis cxplained by the variables. as shown in the regression
anilysis (Table 5). An Fvalue of 16-5 was significant beyvond the 00001 level.
Income, year-end savings and tomal assels were significant predictors of the
difference in monthly debt payments between 1982 and 1986. Size of monthly
debt payments increased with increase in houschold's net income and level of
total assets, Monthly debt payments &lso increased with decrease in the level of
year-ond savings,

The regression resulis of total consumer debt on socio-cconomic characteristics
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of the money manager and credit card use practives arc I:_pnnr,n in Tzhle Ij. A.n

R-square value of 051 indicated that 51% of the variztion in average m_m deb is
explained by & combinavion of socic-economic characteristics and credit G‘IIIJ-Uﬁ
practices. The F-value of T-43 wis significamnt hE'_ml.m:I Fhu LRLLI !nr.-.:.l. Agpe an :
total assels were the two variables statistacally significant. The :-Lf'_'l.! gr Iulu]
household debt increased with ncrease in the level of total dssets c:u.l.udmpi :-:hu

gstate. Age of the money manager wis :Eg.?t;lwly related to total debi: the

sumer debt decreased with ape.

am']?::lrE:rf:t::; i:‘u.lm of the difference between 1582 und. !'Jﬂﬁ of 1ol -.lr."!:l'[ a2
the selected variables showed an overall F-value of ‘i-n!,_ significint 'rx'_n.-_-:un.l the
0-0001 level (Table §). The sacio-ecomomic chariclenscs and ureiu. cand usz
practices cxplained H% of the vanaton in total debi hcm'u-.:.n Rk and 1965,
indicated by an R-square value of (-4, Two S0CO0-cCONOMIC "«'H.nf!..bl-l:!h -.u.w.-.:_:
satistically significant in explaining the difference in total debt. The size of total
consumer debt decreased with increasc in level of ].-ca.r-;nd savings. Om the other
hand, the ameount of 1otal consumer debt increased with increase in level of assels.
These findings support those of Sullivan™ who found thit houscholds using
comsumer credit posscssed considerable asset balances.

Tabled. Repression of iotal consumer debt on sovio-oeonimic charciemstes aned
credil cand usage MECchccs

ATcrage Driflcrems

[ 19%h— 1982}
Varuable Bem r Ba i
Age ol money managér =033 — T -2 —1:21
et incoime 014 152 “-'.5'5 054
Housing termure 0-12 1-34 =1 [} —LIJEI'.I""
Tustal assets 030 U A-6E £ 24

5 o g
Tear-cnd savings 0B 1-71 —1-21 = T7
Bumbsr of eredi cards -0l a6 0-0d -1
B momisy Tor purchases L] 1-13 =[-14 — 14k
Easy bormswing -2 —1-10 =ikl -1
Fregaency of lmance tharge - M —1: 75 -0 -4t
ComEor with card debs o-14 142 -0 145
R-mpaare = k51, F-suarg = 0-44;
Patdl o F=542.
Fe= = (-000]. P = 000]
*Sagnifieana 2t the 0-05 bevel.
=*Gignificunt al the 1-01 kv,
=+ ESipnificunt al the 0001 bevel.
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Conclusions and implications

This study used data from two time perieds 1o test the relationship of the amount
of consumer debt held by a household over time with socio-economic characteris-
tics and credit card use practices. The results of the study provided evidence thar
socio-geonomic charscteristics of credit card wsers tended 1o be more significant
pl‘tdiﬂﬁ:& af mﬂlrllhl'\_-.' debt payment amd total debt than credit card p[,.-;l_i.;.;-.,
Sfmﬁu"a“_',:'. age of 1he MaHEY Minger, o, aned fofal assets and amyoant of
credit card debw wath sdiuch MmOMey MUnngers were comforiable werns SITONg
pri.‘:l.iclnrﬁ of consumer debt over time. The results further indicated that
INeTCEses 1IN I'l'ii:lr'|1|'lu|}' delu paymaents and total debt from 1952 to 1986 could be
l::":]:'ll.iiﬂ-:d 'I'_._..l -:'hull.gq:ﬁ in IECoTE, SUVImgs and total assets. The reasons for use of
credit cards and the nomber of eredet cards hield did not influence corsumer dehbs
in this study. Generalizing the resulls of this study showld be done cautinusly
because of the limited geographical area of the study and the relatively small size
of the sample, Further, the results of the study on conswmer debt are relevant
only 1o credit card holders

The findings of the study can be useful 1o eduecalors amd Gnancial counsellors in
their efferts to help families ard individuals with credit wse practices and debt
management. Yowrger bhowebolds continue 10 wie credit more than older
houschobds because of their siage m the hife cycle and ther bower financial
reserves. This information can help educators on both the bigh school and college
levels we prepare young people to wse aedit more cffectively. Special emphasis
should be placed on caching skills in using credit cards cifedively. Young
married couples, who are more likely fo cxperience stress from combining
financial management siyles, arc also an approprate target population. Because
young marned couples have substantial need fur credit, targetmg them with
educational efforts in financial and credit management can be especially
worthwhile: prudent finascial management scems W be a lactor i achieving a
healthy lifeaiyle.

The reswlis of this stedy isdeeated thar credit card usape practices, such as the
number of credit cards carnied, were oot in themselves problematic. These usage
practices were nol assoctabed with greater consumer debt levels or monthly
payments. Rather, the overall economic circumstance of the household was
significant m explaining the consumer debt burden. Total houschold debt should
be viewed in relationship to the household's stage of the life cyde. The stage of
the life cyche influences not only the need for borrowing but aleo the level of
income and level of assets. Size of total debt in itself is not important; rather, the
size of total debt should be wswessed m relationship to howsehold income and
assels available 1o support the debt.

Younger moncy manageers borrowed more and vsed credit cards 1o purchose
itema tor which they did not have money, They also paid finance charges more
frequently. These results emphasize the importance of educating vounger adults

i
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on concepts such as debl-to-income ratio, debt-to-asset ratio, cost COMPEISHNS
and alternative methods of bormowing, Consumer credin is an essential aspect of
houscholds” finances, and credit card wse & a popular and convenicnt method wf
porrowing, Educators and counsellors need to focus on helping people: 10 learn
how (o nse credit cards cffectively given the individual’s financial situation.

Future studics should compare the debt level of credit card holders with those
who do not have or use credit cards. Additionally, research could include the
influence of home equity loans on consumer debt, as these have become more
popular and are used to finance consemer debt.
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