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Introduction
Several years into the new century, signs abound that American families
are struggling to stay aﬂoat in an increasingly volatile economy. Today,
older trends ushered in by the new economy such as job instability,
downsizing and declining employee beneﬁts are being joined by new
trends like outsourcing and free trade agreements. The result is a more
fragile alliance between workers and employers—and families and the
economy—in what has been called the increasing volatility of American
life.1 At the same time that workers have become more vulnerable,
their economic safety net has steadily been eroded. Unemployment
insurance beneﬁts are less generous than before and harder to come
by. Health insurance is no longer a standard employee beneﬁt and
public subsidies haven’t grown to meet new demand. Pensions have
changed dramat ica lly from
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It is against this backdrop of
economic and policy change
that we can best understand
the explosive rise in consumer
debt that began in the 1980s
and intensified in the 1990s.
Credit card debt has almost
tripled since 1989, and rose 31
percent in the past five years,

“One individual in the family was injured. There’s only all of a sudden one income. And your other income
isn’t there. You start using credit cards to survive. It’s called survival. Not frivolous spending, you just
buy groceries with the credit card, you can get gas, you do what you have to do to survive basically.”
—California focus group participant

with Americans now owing close to $800 billion in credit card debt.2
And thanks to low interest rates and soaring home values, Americans
cashed out $333 billion in home equity between 2001 and 2003
in an attempt to free up much needed cash. Bankruptcies, caused
in large measure by employment or medical problems, 3 rose from
616,000 in 1989 to over 1.8 million in 2004. Commercials offering
debt consolidation are now ubiquitous. In one of these commercials,
an upper middle-class, white, suburban father proudly showcases his
material accomplishments: membership to the golf club, a beautiful,
big house and a nice car. How did he achieve this success? In the
spot, he proclaims, “I’m in debt up to my eyeballs. Somebody please
help me.”
Does this advertisement accurately describe how and why Americans
take on credit card debt? According to the ﬁ ndings from our national
household survey of indebted low- and middle-income households—
the ﬁ rst of its kind—the answer is a deﬁ nitive “NO.” In fact, among
the nearly half of all American households whose incomes fall between
50 percent and 120 percent of their local median income, credit card
debt is most aptly described as the new “safety net” for managing
essential expenses.
The rapid rise in debt among American households over the last
decade is well documented, but it is not well understood. Existing
data sources tracking debt, such as the Federal Reserve Board’s
triennial Survey of Consumer Finances, provide only a limited picture
of household indebtedness. Existing data sources don’t answer basic
questions about household credit card debt, including how long the
average household has been in debt and what types of purchases led
to outstanding balances. Prior to the survey ﬁ ndings presented in this
paper, there have been no data available to study how many American
households are using credit cards and how they are managing their
debt.
To answer these questions, Demos, along with the Center for
Responsible Lending, commissioned a national household survey
of households with credit card debt. The survey consisted of 1,150
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phone interviews with low- and middle-income households whose
incomes fell between 50 percent and 120 percent of local median
income—roughly half of all households in the country. In order to
participate, a household had to have credit card debt for three months
or longer at the time of the survey. The survey ﬁ ndings reported here
reﬂect 29 percent of low- and middle-income households, that is,
nearly one-third of low- and middle-income households contacted
had credit card debt for at least three months or longer. The ﬁ ndings
of this survey represent 41 million people in 15 million households.
The margin of error for the survey is plus or minus three percentage
points for total respondents. (See Appendix 1 for additional details
on the survey methodology, and Appendix 2 for more information on
the demographics of survey respondents.)

Survey Methodology
This telephone survey was conducted by ORC Macro between February and March 2005 with
1,150 low- and middle-income adults (18 years or older) who reported having credit card
debt for longer than the previous three months. “Low- to middle-income” was deﬁned as having
a total household income between 50 percent and 120 percent of the local median income. Credit
card indebted households were identiﬁed based on the question “Do you or your spouse have any
credit card debt; that is, money due on credit cards that you did not pay off in full at the end of last
month?” Because the survey was conducted shortly after the holiday season, we chose to exclude
from the survey any households who reported having credit card debt for less than three months.
The screening questions also ensured that the respondent was a head of the household and that s/he
was involved in making ﬁnancial decisions. The margin of error for the survey is plus or minus three
percentage points for total respondents. For results based on smaller subsets, the margin or error is
higher.
ORC Macro developed the survey instrument in close consultation with Demos, the Fannie
Mae Foundation and a technical advisory group convened for the project. The survey was given
in either English or Spanish, based on the respondent’s preference. Households were contacted by
phone using nationwide random-digit dialing. Twenty-six percent of the low- and middle-income
respondents reported having credit card debt for at least three months.
The development of the survey questionnaire was informed by six focus groups convened prior
to the telephone survey. Focus group participants were consumers with credit card debt in the
Washington, D.C. metropolitan area, Pasadena, California and Chicago, Illinois. The groups were
segmented by race/ethnicity, geographic location and language spoken. The group with Latinos/
Hispanics was further segmented between English-speaking and Spanish-speaking groups.
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Key Findings
The Basics: Average/Median
Debt, Length of Time in Debt

I.

According to our survey, the average credit card debt of a
low- and middle-income indebted household in America was $8,650;
the median was $5,000. One-third of households had credit card debt
over $10,000, while another third reported credit card debt lower
than $2,500. (See Chart 1.)

Chart 1. Percent of Households by Level of Credit Card Debt
/VER  

5NDER  



 
 

 
 



Low- and
middleincome
households
have on
average
$8,650 in
credit card
debt.



 
 

We examined the average and median amount of debt among
households by race/ethnicity, age and income level. Age differences
were less pronounced, except for Americans aged 65 and older, who
had lower debt than all other age groups. As expected, average credit
card debt was higher for households with higher incomes, though the
median amount of credit card debt does not vary as dramatically by
household income.
An examination of differences by race/ethnicity reveals that white
households have the highest amount of credit card debt as compared
with African Americans and Hispanics. However, credit card debt
has a much greater impact on the overall net worth of households
of color because, on average, African-American and Latino
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households have only one-tenth of the wealth of white households.4
The 2002 median net worth for white, African American, and Hipanic
households was $88,651, $5,988, and $7,932 respectively.

Table 1: Mean and Median Credit Card Debt by
Age, Income Level, and Race/Ethnicity
Mean

Median

$8,650

$5,000

18-34

$8,182

$4,700

35-49

$8,938

$5,500

50-64

$9,124

$5,000

65 and older

$7,382

$4,000

Less than $35,000

$6,504

$4,000

Between $35,000 – $50,000

$8,319

$5,000

Greater than $50,000

$10,472

$5,100

Non-Hispanic Caucasian

$8,972

$5,000

Hispanic

$6,432

$4,100

African-American

$7,926

$5,000

All
By Age

By Income Level

By Race/Ethnicity

The average
length of time
in credit
card debt was
3½ years.

The majority of survey respondents (59 percent) had been in credit
debt for longer than one year, with the average length being 43
months, or just over three and a half years. (The median length of
time households reported being in debt was 30 months.) The duration
of credit card debt did not vary much across demographic groups,
though not surprisingly, households with higher levels of credit card
debt were more likely to have been in debt for longer than a year: 75
percent for those with credit card debt higher than $5,000 compared
to 39 percent for those with less than $2,500 in credit card debt.
Do these amounts of credit card debt represent a high-point or a lowpoint for these households? For 45 percent of households, the amount
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“I’ve been in this debt for the past two years. But if you count the credit cards and when I started owing,
it’s been about ten or twelve years.”
—California focus group participant

of credit card debt they had at the time of the survey was less than
it was three years ago, while 42 percent of households reported their
debt was more than it was three years ago. But regardless of whether
their current credit card debt was higher or lower than three years
before, nearly half of households (47 percent) reported having swings
in the level of credit card debt—that is, after periods of paying down
their debt, events happened that caused them to run up the debt
again. This ﬁ nding makes sense given the increased volatility in the
income of US middle-income households; the average annual income
swing of almost $13,500 has doubled since the 1970s.5 Among the
remaining households, 17 percent reported having “a high level of
credit card debt for a long time,” and 20 percent reported this being
“the ﬁ rst time their credit card debt was this high” at the time of the
survey. Another 13 percent said that they were carrying debt to build
up their credit score.

Nearly half of
all households
reported that
after periods
of paying
down their
debt events
happened
that caused
them to run
up their
debt again.

While we examined for differences in the amount of credit card
debt carried across demographic characteristics, such as age, race/
ethnicity and income level, the data suggest that there are not
dramatic differences. Rather, it appears the underlying reason behind
some households having higher levels of credit card debt than
other households was the occurrence of unforeseen events, such as
job loss, medical expenses or car breakdowns. Quite simply, what
distinguishes low- and middle-income households with relatively
high levels of credit card debt from those with lower levels of debt
is chance and misfortune.

The Reality Behind Credit
Card Debt: Bad Luck, Bad
Health and Hard Times

II.

Families with credit card debt are often thought to be shortsighted
or ill disciplined, guilty of “living beyond their means.” Of course,
societal pressures to consume—to acquire certain goods and to achieve
a certain lifestyle—have their place in a discussion of credit card debt.

But the survey ﬁ ndings reveal that much of the debt for low- and
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Seven out of
10 households
reported
using their
credit
cards as a
safety net—
relying on
credit cards
to pay for
car repairs,
basic living
expenses,
medical
expenses or
house repairs.

middle-income households is ‘safety net’ debt. That is, families are
going into credit card debt as a way to cope with drops in income or
unexpected expenses.
The survey asked a series of questions about what types of expenses
in the past year had contributed to the households’ current level of
credit card debt (see Table 2). Seven out of 10 low- and middle-income
households reported using their credit cards as a safety net—relying
on credit cards to pay for car repairs, basic living expenses, medical
expenses or house repairs. Only 12 percent of households did not
report any type of safety net usage, which may indicate a relatively low
percentage of credit card debtors who use credit to “live beyond their
means,” purchasing items that are not critical or necessary.

Table 2: In the past year, please tell me if the following
items have contributed to your current level of credit
card debt, or not.
Yes
%

No
%

Car repairs

48

52

Home repairs

38

63

A major household appliance purchase

34

66

Basic living expenses such as rent, groceries,
utilities

33

67

An illness or necessary medical expense

29

71

A layoff or the loss of a job

25

75

Tuition or expenses for college for a child, a spouse 21
or partner, or yourself

79

Money given to other family members, or used to
pay the debts of other family members

19

81

Tuition or other school-related expenses for a child
who is of high school age or younger

12

88

Percent Who Answered Yes

10

To none of these expenses:

12

To one or more

88

To two or more

71

To three or more

48

To four or more:

28

“The car needs work and you don’t have the money for the parts, so you charge it.”
—Illinois focus group participant

In addition to asking about speciﬁc types of expenses, the survey also
asked households whether they had used credit cards in the past year
to pay for basic living expenses, such as rent, mortgage payments,
groceries, utilities or insurance, because they did not have money
in their checking or savings account. One out of three households
reported using credit cards in this way—reporting that they relied
on credit cards to cover basic living expenses on average four
out of the last 12 months. Households that reported losing a job
sometime in the last three years and being unemployed for at least two
months, as well as households who had been without health insurance
in the last three years, were almost twice as likely to use credit cards
to pay for basic living expenses. Not surprisingly, households who
needed to use credit for their basic living expenses had lower levels of
savings and higher credit card balances than households who did not
use credit cards to pay for their basic expenses.

One out
of three
households
reported
using credit
cards to cover
basic living
expenses on
average four
months in
the last year.

We also investigated whether speciﬁc reasons for credit card debt were
more likely to lead to higher relative credit card debt – that is, the
ratio of a family’s outstanding credit card debt to their annual income.
This is an important measure because it describes the “debt-stress”
level of a household: for example, $5,000 in debt is much harder to
manage for a family earning $20,000 per year than for one earning
$50,000. For the 963 respondents in our survey who provided the
amount of both their credit card debt and annual income, this ratio
of credit card debt to annual income averaged 21 percent and ranged
from 0.2 to over 100 percent.6
Our ﬁ ndings illustrate that most debt-stressed low- and middle-income
consumers are trying to cover unavoidable expenses, not discretionary
purchases. (See Appendix 3 for details on the statistical analysis.)
■

The most signif icant predictor of “debt stress” level was
whether a household relied on credit cards to cover basic living
expenses such as rent, mortgage payments, groceries, utilities
or insurance.

■

Households dealing with a layoff or major medical expenses
were more likely to have a higher relative debt-stress level. These
economically-vulnerable households were more likely to have
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Households
that
experienced
a layoff
or major
medical
expenses were
more likely to
carry higher
relative
credit card
debt.

higher relative credit card debt because they used their credit
cards to cover expenses associated with an illness or necessary
medical treatment, as well as basic living expenses. (We noted
also that over half the households reporting a layoff also indicated
they did not currently have health insurance.)
■

While cited as expenses by many survey respondents, car
repairs and the purchase of major appliances did not lead to
higher relative levels of credit card debt. In addition, home
repair expenses were a factor in higher relative credit card debt
only for families who had not experienced a layoff or major
medical expenses and thus generally were in a stronger ﬁ nancial
position.

Dealing with Debt:
Cutting Back, Paying
Up and Budgeting

III.

Most households reported feeling somewhat (46 percent) or greatly
(16 percent) burdened by their debt, yet at the same time, they also
were as likely to report that credit cards had improved their quality of
life, either somewhat or strongly. This ambivalence about credit card
debt was echoed in the focus groups conducted prior to the survey,
in which the sentiment that “credit card debt was a necessary evil”
was a dominant theme among credit card debtors. However, despite
the households’ acceptance of debt as part of their life, indebted
households were actively and conscientiously trying to reduce the
amount of their debt.
In terms of their immediate plans in the next three months, 48 percent
said they were trying to minimize their credit card use so that they
could pay down their debt; another 33 percent responded that they
would like to cut down on purchases but realized that they would
use their credit cards as needed. Only seven percent indicated that
their cards were maxed out and they could not use them further,
and 11 percent said they would use their cards as they had in the
past. In terms of their intended payment practices over the next three
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“We’d be in a house if it weren’t for our credit card debt. We’d probably also have new cars, because
our cars are getting to that dangerous point. And we would like to go on a really nice vacation together
before we have children. And we would like to do nicer things, instead of just work, work, work, work
to pay bills. So it really has stopped us from doing stuff that probably everybody does. But we’ve never
missed a payment. That’s our goal – we’ve never, ever missed one in our lives.”
—California focus group participant
months, 10 percent reported they would be paying the minimum; The majority
39 percent said they would pay the minimum plus a little extra; 41 of households
percent planned to pay two to three times the minimum; and nine
reported
percent thought they would pay off the entire balance.
In addition to asking whether or not they only paid the minimum
amount, we also asked people the monthly dollar amount of their last
payment on their credit card bills. The average amount paid was $700
in the previous month, with the median monthly payment reported as
$300. The reported payment amount works out to roughly 10 percent
of the average credit card debt reported by households, more than ﬁve
times the required monthly minimum payment, typically two percent
until recently.7 Indebted households are not only aware they need
to pay more than the minimum in order to get out of debt, they
actually are doing so.
Even as they pay more than the minimum to climb out of debt,
many households also report cutting back on certain expenses,
particularly discretionary expenses such as taking a vacation, buying
new appliances or going out for a special occasion. More than half
of indebted households said they had cut back their discretionary
expenses to a great extent (24 percent) or somewhat (28 percent) in
the last six months. Two-thirds reported being on a budget to control
their expenditures.
While some households expressed ambivalence about their credit card
debt, there were some negative outcomes reported by a number of
households. Forty-seven percent of households had been called by a
bill collector. Just under half had missed or were late with a payment
in the last year, with nearly a quarter of households reporting paying
a late fee at least one or two times in the past year. The high incidence
of late payments reported by survey respondents has important
implications for their long-term ability to pay down their debt. In
addition to charging late fees (that now range between $30 and $39),8
most issuers also penalize cardholders for late payments by increasing
the interest rate on the account two- or three-fold, often after only
one late payment.9 For example, a household with the average amount

paying more
than the
minimum
payment
required
each month.

Two-thirds
of households
reported
being on a
budget to
control their
expenditures.
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Forty-seven
percent of
households
had been
called by a
bill collector.
Just under
half had
missed or
were late with
a payment in
the last year,
with nearly
a quarter of
households
reporting
paying a late
fee at least
one or two
times in the
past year.

of credit card debt in our survey ($8,650) would incur over $1,100
in additional interest costs each year if their card’s interest rate was
increased from the typical 12 percent to the average 25 percent “default
rate” for one late payment.10
Credit card debt was also more of a problem for households who were
renters, including the 30 percent of these households who indicated
they were currently trying to buy a house. As expected, renters in our
survey tended to be younger and have lower income and savings than
homeowners. Even though on average they carried a lower amount of
credit card debt than homeowners ($6,880 vs. $10,296), a signiﬁcantly
higher proportion of renters reported using credit cards to cover basic
living expenses (45 percent vs. 28 percent) or expenses due to a layoff
(36 percent vs. 20 percent). Compared with homeowners, renter
households also had fewer other ﬁ nancial resources besides credit
cards, relying more on loans from family members (35 percent vs. 14
percent) and fringe lenders such as payday lenders, and pawnshops (12
percent vs. three percent) to cover unexpected expenses.
Renters also had more difﬁculty handling their credit card debt: over
half had missed at least one payment in the previous twelve months,
and 26 percent had missed three or more payments. And more than
half of all renter households believed their current level of debt would
hurt their ability to buy a home either to a great extent (27 percent)
or somewhat (25 percent).

Draining Wealth: Using
Home Equity to Pay
Down Credit Cards

IV.

Homeowners increasingly look to their home equity as a source of
funds to help deal with rising household debt. While the mortgage
lending industry promotes consolidation loans heavily in advertising
messages, few cautionary notes are sounded.11
Like over 30 million U.S. households, 40 percent of the homeowners
in our survey reﬁ nanced or got a second mortgage during the past
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“I worry about it, but I can still sleep at night. It’s something I know I have and I have to pay it. I make
sure that I don’t max out my card.”
—Illinois focus group participant

three years.12 Over half of these households used proceeds from a
mortgage reﬁ nance or home equity loan to pay down credit card debt.
The average amount of credit card debt paid down was $12,000,
which used up an average of 12 percent of their existing home equity.
The majority of these households were middle class, with an average
income under $48,000.
If reﬁ nancing and paying down credit card debt provides a means for
low- and middle- income homeowners to escape revolving debt, this
could perhaps be a beneﬁcial use of home equity: trading a shortterm, higher-cost liability for lower cost, longer-term debt. At the
same time, combining credit card debt with mortgage debt—thereby
stretching out repayment of short-term debt over twenty or thirty
years—runs a high risk of being a detrimental ﬁ nancial decision, even
at a low interest rate.13 The scenario is even worse if the homeowner
takes on a subprime mortgage at a higher interest rate.

40 percent of
homeowners
had
reﬁnanced
during the
last three
years, with
over half
using the
proceeds to
pay off credit
card debt.

Table 3: Monthly Payments and Total Interest Paid Under Different Debt Scenarios
Amount

Annual
Interest Rate

Credit Card
Debt

$12,000

16%

Prime
Mortgage Debt

$12,000

Subprime
Mortgage Debt

$12,000

Monthly
Payment

Number of
Years to Repay

Total
Interest Paid

whichever is
greater

18

$9,287

6%

$60

30

$13,898

9%

$90

30

$22,752

3% or $20,

Regardless of the uncertain beneﬁts in trading home equity for
credit card debt, the results of our survey indicate that using
home equity does not in fact decrease credit card debt levels for
low- and middle-income households. The 20 percent of survey
homeowners who had paid off some credit card debt with a mortgage
reﬁ nance in the last three years had added $12,000 to their mortgage
debt and at the time of our survey still had average credit card debt
of over $14,000. As a result, they were carrying 18 percent more debt
than homeowners in our survey who had reﬁ nanced a mortgage but
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not paid down credit card debt—even though their incomes were
almost identical. Adding to secured debt and incurring more credit
card debt is a recipe for ﬁ nancial disaster—and one faced by millions
of Americans.14

Did not reﬁnance
mortgage in past 3
years

Reﬁnanced mortgage, did not pay
off credit card debt

Reﬁnanced mortgage and paid off
credit card debt

Average income

$40,877

$47,371

$47,668

Average credit
card debt paid
off by mortgage
reﬁnance

$0

$0

$12,067

Current average
credit card debt

$7,718

$8,810

$14,419

Average outstanding mortgage debt

$63, 162

$99,338

$111,460

$107,148

$125,879

Current mortgage
$74,030
and credit card
debt

Why did some low- and middle-income homeowners continue to carry
large credit card balances even after they have used equity in their
homes to pay off credit card debt? Was it over-consumption? No.
The reasons were the same ones discussed earlier: bad luck and lack
of other traditional safety nets such as savings and unemployment
beneﬁts. Homeowners who used proceeds from a mortgage reﬁ nance
to pay down credit card debt were more likely than other homeowners
to have incurred subsequent credit card debt because of home repairs
(65 percent vs. 43 percent), car repairs (56 percent vs. 44 percent),
basic living expenses (41 percent vs. 23 percent), or a layoff (30 percent
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“I never pay the minimum, I always pay more than that. I don’t want to be in debt too long. I want to pay
as much as possible.”
—Illinois focus group participant

vs. 14 percent). For low- and middle-income homeowners who used
credit cards and home equity as their primary safety net, the debt
cycle continues.
The strategy of using home equity to pay off higher-cost credit cards
is risky. While in theory it provides families with a short-term solution
of lower monthly payments, it often fails to address the long-term
economic realities confronting the family. Further, many reﬁ nancers
in the past few years have taken on adjustable rate mortgages (38
percent of prime mortgage loans and as much as 70 percent of subprime
mortgages), exposing them to even more risk as interest rates increase.
Another risk factor is predatory lending, where some mortgage lenders
exploit the burden of high credit card debt to seduce consumers into
abusive mortgage loans—these have even more lasting and devastating
consequences than a cumbersome non-secured debt burden.
The danger of missing a mortgage payment means many families are
risking their homes—a family’s most important asset—in order to
pay off unsecured credit cards. All of these factors lead to a crisis in
personal ﬁ nance: a blurred line between “productive credit,” which
helps to build wealth, and “destructive debt,”15 which only depletes
wealth and erodes families’ ﬁ nancial security.
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Where Do We Go
From Here? Policy
Recommendations
Debt is Not a Safe Net:
Reforms for the
“Demand Side”

I.

Despite the common perception that families use credit cards to
acquire luxury items and “live beyond their means,” our research has
demonstrated that a sizeable majority (71 percent) of low- and middleincome families depend on credit cards to pay for basic living expenses
or to deal with unexpected ﬁ nancial emergencies.
The exponential growth of credit card
debt has taken place in an economic
Then
Now
context that breeds uncertainty for
15 months 6 months
Unemployment beneﬁts
households. “Income volatility”—
(1975)
(2004)
-maximum duration
ﬂuctuation in family incomes—almost
40%
20%
doubled in the last two decades of the
% workers covered by pensions
(1980)
(2004)
twentieth century.16 At the same time,
$27B
$ 4.4B
wages have been stagnant. Overall,
Federal budget for job training
(1985)
(2004)
wages barely moved (f ive percent,
adjusted for inﬂ ation) for American
72%
60%
% workers with employer(1979)
(2004)
provided health insurance
households with incomes in the
*Source: Los Angeles Times, see endnote 1.
bottom 20 percent, and the next lowest
income quintiles only changed by 12 to 15 percent, respectively.17
Meanwhile, the share of family income devoted to “ﬁ xed costs” like
housing, child care, health insurance and taxes has climbed from 53
percent to 75 percent.18

An eroding safety net…
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“It’s horrible (living paycheck to paycheck), you pray to God that none of your children get sick or that
something like the refrigerator doesn’t break down because then that’s when you have to use the credit
card to buy a new one and that means getting into debt.”
—California focus group participant

Our survey shows that for a signiﬁcant minority of households, credit
cards serve as a “plastic safety net” by providing a short-term solution
for meeting immediate, pressing living expenses. However, rather
than being a constructive ﬁ nancial tool, credit card debt can result
in a downward ﬁ nancial spiral. Consequently, our nation cannot be
complacent about the costs and risks associated with credit card debt.
Credit cards are no substitute for adequate wages, affordable housing
and affordable health care and insurance.
Community leaders, advocates, and legislators must confront these
issues squarely. While larger economic issues are not addressed within
the scope of this study, the results highlight the need for reform on a
number of fronts. To help families build their own safety net without
incurring burdensome credit card debt, we offer the following policy
recommendations:

Promote increased savings, not increased debt, to meet
unexpected ﬁnancial emergencies.
Over the last three decades, America’s savings rate has steadily declined,
and recently fell below zero.19 Individuals who can’t save often are
caught in situations where they must use their credit cards in place of
funds traditionally set aside for “rainy days.” This was demonstrated
in our survey, where we found that households were more likely to use
their savings to deal with unexpected expenses but used credit cards
as a secondary source if savings are not available.20 Additionally, over
half (57 percent) of households who reported using credit cards for
basic living expenses had less than $1,000 in non-retirement savings.
Notably, households with larger savings were likely to use their savings
to pay off their credit card debt—something households with lower
savings often could not do.21
Household savings serve two important functions: They help families
to weather temporary income losses or unexpected expenses, and
they help families plan for the future. Currently over a quarter of
households in the U.S. are asset-poor—lacking the net worth needed
to survive for three months at the poverty line. 22 While the federal
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government currently dedicates $335 billion each year to promote
individual asset-building, these benefits disproportionately help
those who already have assets—less than ﬁve percent of beneﬁts go
to the bottom 60 percent of taxpayers.23 We encourage policymakers
to increase asset- and savings-building support for working families
(for example, matched savings accounts and expanded Individual
Development Accounts).

Improve wages for working families.
In our survey, the largest percentage of households using credit cards
to pay essential living expenses were those with incomes of $20,000
to $50,000. In order to avoid excessive credit card debt, families must
earn wages that will cover basic everyday expenses such as housing,
food, and transportation. Unfortunately, in the past two decades,
the U.S. cost of living has climbed 88 percent while incomes for the
bottom 60 percent of households have risen only 5 to 15 percent. 24
Government policies should support efforts by families to meet the
cost of living, so they are not forced to take on debt to cover basic
living expenses.

Address the problem of the uninsured.
Our survey revealed that one-third of respondents who were without
health insurance in the past three years attributed illness or other
necessary medical expenses to their current level of credit card debt,
and almost half of these households were using credit cards to pay for
basic living expenses. Forty-ﬁve million people lack health insurance
in the United States—the majority of them employed in full-time
jobs. 25 While families struggle to cope with medical emergencies
or chronic conditions, the increasing costs of health care create an
additional burden on their ﬁ nancial livelihood. Improved access to
affordable health care would help families signiﬁcantly improve their
ﬁ nancial position.
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“I’ve been in this debt for the past two years. But if you count the credit cards and when I started
owing, it’s been about ten or twelve years.”
—California focus group participant

Strengthen the unemployment insurance safety net.
Our survey found that households who had experienced a layoff in
the past three years were more likely to have higher relative credit
card debt. Other studies have shown that unemployment problems
are at the heart of nearly two-thirds of bankruptcy ﬁ lings. 26 The
unemployment insurance system was designed to help workers get
through a temporary job loss by replacing their lost earnings. Today,
however, many workers are ineligible for beneﬁts (especially low-wage
workers and “nonstandard” workers such as temporary or part-time
employees), and the beneﬁt levels replace only about one-third of
an average worker’s earnings. 27 States should consider policies to
cover more low-wage workers, those most vulnerable to temporary
income losses and most likely to lack savings or wealth to draw on
during unemployment. A stronger social safety net would help families
withstand the ﬁ nancial pressures related to job loss.

Restoring Responsible
Credit Practices: Reforms
for the “Supply Side”

II.

Deregulation of the credit card industry has created an environment
where credit card companies can construct the terms, rules, and
practices of the credit card agreement without meaningful regulation.
These new and complicated revenue-generating practices often fall
harshly on the backs of those consumers who can least afford them.
While more consumers have access to credit than ever before, this has
come at a great cost for many households, especially low- and middleincome households who rely on credit cards to help make ends meet.
Too often, the pricing strategies of credit card companies make it more
likely that a family will endure persistent and burdensome debt, with
little chance of paying or keeping down their debt.
While regulating credit was once the province of the states, deregulation
and federal pre-emption have left states with little authority to
regulate credit card practices—making federal policymakers bear the
responsibility for reforming credit card practices. The states can still
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play a role in encouraging Congress to act, by passing resolutions and
helping to mobilize constituents. We encourage Congress to adopt
the following policy recommendations to restore fair and responsible
lending practices:

Reform the “penalty pricing” trap.
In our survey, nearly a quarter of households reported paying a charge
for a late payment at least one or two times in the past year. And
they are not alone—credit card issuers expect to collect $16 billion
in penalty fees in 2005. 28 Until 1996, a late payment on a credit
card account typically resulted in a fee of $10 to $15, but now such
late fees more commonly range from $29 to $39.29 Of even greater
consequence to consumers is the cascade of costs that late payments
now trigger: after just one late payment, most major issuers will raise
the interest rate on the account to a high “penalty rate” or “default
rate” that currently averages over 25 percent.30 This higher penalty
rate also may be triggered by a cardholder exceeding the credit limit
on the account.
These late payment penalties—high fees and interest rate hikes—may
affect millions of cardholders of all credit risk levels, because grace
periods have shrunk, giving customers less turnaround time.31 The
new, higher default rates may be triggered under the contract without
advance notice to the consumer. To create an even greater “sticker
shock,” they are applied retroactively to the entire outstanding balance,
rather than only to future charges.
Another increasingly common, if controversial, practice among card
issuers is to extend their right to trigger the penalty rate for reasons
unrelated to their own experience with the cardholder on the account.
Known in the industry as “universal default” clauses, these revenuegenerating policies amount to levying a ﬁ ne before there’s an offense.
Card issuers now routinely check their cardholders’ credit reports and
may raise the interest rate on the card if there has been a change
in the consumer’s score, or if there is a late payment reported to a
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“I pay the minimum; I don’t have enough to send more.”
—California focus group participant

different creditor. Interest rate increases also can be triggered when a
cardholder inquires about a car loan or mortgage, gets a new credit
card, or bounces a check.32
Specific reforms to address penalty pricing problems include the
following:
■

Eliminate universal default terms by requiring any penalty rate
or fee increase to be linked to a material default directly related
to a speciﬁc account with that lender.

■

Limit penalty rate increases to no more than 50 percent above
the account’s original rate. (For example, a 12 percent interest
rate would be increased to an 18 percent penalty rate.) This
policy would still provide the issuer with signiﬁcant additional
protection against payment risk. Recent changes in bankruptcy
laws have provided additional protection for credit card issuers in
the event of borrower default, further reducing the justiﬁcation
for higher penalty rates.

■

Provide at least 30-days’ advance notice that the card issuer is
invoking the penalty pricing clause.

■

Prohibit the retroactive application of pricing changes so that
rate changes are applied only to purchases made after the issuer
gives notice of the rate change.

■

Ensure that grace periods and payment posting rules and
practices are not designed to trigger late charges and penalty
rates.

Honor basic principles of contract law.
Shopping for reasonable terms or comparison shopping for credit cards
is almost an exercise in futility, since all credit card issuers now reserve
the right to unilaterally change the terms at any time.33 This excerpt
from a BankOne solicitation is a good example: “We reserve the right
to change the terms (including APRs) at any time for any reason, in
addition to APR increases which may occur for failure to comply with
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the terms of your account.” This right to raise the rate at any time for
any reason is in addition to their right to trigger a penalty rate under
the initial contract terms. In other words, at the time you get the
card, the base rate may be nine percent and the penalty rate may be 19
percent. But with unilateral power, the issuer has the right to change
the base rate to 12 percent and the penalty rate to 25 percent.
Changes in the rates and fees on the account should be reasonable and
related to the original contract. Any change made to the terms of the
cardholder agreement regarding increases in the annual percentage
rate (or decreases if that may be the case) should be limited to future
activity on the card and should apply only after a minimum of 30 day’s
advance notice, while cardholders should retain the right to pay off
prior balances at the terms in place when those charges were made.

Disclose the cost of minimum payments.
Industry practices on minimum payments have attracted a great deal
of attention from the press and regulators, and 90 percent of the
respondents in our survey were aware of the need to make more than
the minimum payment on their credit cards. Nonetheless, very small
minimum payment requirements (typically two percent of the balance)
have played a role in creating higher balances for borrowers.34 Under
new guidelines from federal regulators, the industry may be moving
toward higher minimum payments.35 The guidelines recommend that
the minimum payments be sufﬁcient to pay off accrued interest and
fees, and make a reasonable reduction in principal. This effort should
continue to avoid payment requirements that result only in deepening
debt. However, any new policy should be implemented with care to
assure that consumers have enough time to adjust their budgets for
any resulting payment shock.
The 2005 changes in the bankruptcy law included mandates for new
disclosures on the impact of confining monthly payments to the
minimum charge. However, these mandated disclosures, scheduled
to begin by late 2006, are unlikely to be effective. 36 Consumers
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“I’ve had credit card debt for 13 years. I’ve had it since I was 20 years old, now I’m 33. I ruined my
credit when I was 20 years old. I had about 30 credit cards. I spent it all on furniture and stupid things.
I’m still paying them. It’s been 13 years and I still owe about $15,500 on my cards. I haven’t charged
anything since then, it’s all interest that I’m paying.”
—California focus group participant
should receive meaningful disclosures on the true long-term costs of
paying minimum charges, and the 2005 amendments do not meet
that standard.37

Ban binding mandatory arbitration clauses.
As the credit card industry has been deregulated in areas meaningful
to consumers, such as rate and fee limitations and change-in-terms
notices, courts have provided the only redress for overreaching
through application of general laws such as those prohibiting unfair
and deceptive acts and practices. As a consequence, the industry has
tried to restrict consumers’ access to courts by including boilerplate
“mandatory arbitration” clauses in the cardholder agreements. These
clauses bar consumers from bringing claims to court and require them
to go through a private legal system that favors defendants. Typically,
mandatory arbitration clauses entail substantial and uncertain fees,38
limit the right of consumers to obtain information possessed by the
card issuer that may help prove allegations, and may limit damages,
even if the consumer can mount the other obstacles.39 Arbitration
clauses also typically prohibit the use of class action enforcement,
which may make it uneconomical for consumers to enforce their
remedies. Perhaps more importantly, arbitration typically is done in a
“black box” of conﬁdentiality, which means that the public does not
learn when a company may be engaging in overreaching practices.40
Ultimately, the result is a decline in accountability. This result is not
only damaging to consumers, but also to honest competitors and the
integrity of the marketplace. Companies should not be permitted to
contractually prevent consumers from pursuing their grievances in a
court of law.

Require meaningful underwriting standards.
Many observers have expressed concern about a decline in underwriting
standards as the industry strives to achieve continued growth.41 (Credit
card issuers sent over ﬁve billion direct mail solicitations during 2004,
up 22 percent from 2003.42) Pushing new cards and increased credit
limits without evaluating whether the customer has a reasonable
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ability to pay violates basic principles of sound lending. For example,
some respondents in our survey had credit card balances equal to or
greater than their annual incomes.
Real and meaningful underwriting standards should be established
to ensure that the customer has a reasonably forseeable ability to
repay. While individuals have a responsibility to manage their ﬁ nances
wisely, lenders who offer credit without meaningful underwriting
also bear responsibility for the resulting defaults. For instance, credit
card solicitations to college students without employment income
pose significant risk to young people inexperienced with credit.
We encourage policymakers to require that credit cards issued to
individuals under age 21 have a co-signer unless the cardholder has
veriﬁed independent income or other means of support.
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Conclusion
The rise of credit card debt, particularly among low- and middle-income
families, is a troubling indicator of the current and future well-being
of average, hard-working Americans. Families are using credit cards
to cope with rising costs, stagnant incomes and the lack of alternative
safety nets. The ﬁ ndings of this survey indicate that for many low- and
middle-income households, credit cards are the primary safety net
available to weather job losses and deal with unexpected expenses. In
borrowing to make ends meet, these households are further draining
their resources as they struggle to pay down their credit card debt,
often inundated with high interest rates, excessive penalty fees and
capricious contracts terms.
As this is one of the ﬁ rst national surveys aimed at understanding
credit card debt and its impact on family economic well-being, we
strongly encourage more research on debt, which is becoming a nearly
universal means of coping with the new and volatile economic reality
in America. In particular, the Federal Reserve should expand its
Survey of Consumer Finances to capture more complete information
on household indebtedness, especially among low-and middle-income
households.
In the meantime, millions of households are living with high-cost
debt exacerbated by declining or stagnant incomes, rising costs, and
a fractured safety net. Reforms are needed to ensure these households
are given a fair chance to pay down their debt and get back on the
path to economic security. In addition, we encourage policymakers
to address the larger economic issues facing today’s working families,
so these families can end their reliance on credit cards as a plastic
safety net.
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Appendix 1
Methodology
Initially, ORC Macro conducted six focus groups to prepare for the
quantitative survey by exploring in-depth the issues to be addressed
and the language for framing questions. All of the focus group
participants had current credit card debt that was not paid in-full at
the time they were screened for participation. Groups were segmented
by race/ethnicity, geographic location, and language spoken. Racial/
ethnic segmentation was used to see if there were notable differences
among African American, Latino, and Caucasian participants. In
addition, the Latino groups were divided into Spanish-speaking and
English-speaking segments to see if there were differences between
those populations. Finally, geographic segmentation was used to
obtain representation from across the country. The three locations
for focus groups were: the Washington, D.C. metropolitan area;
Pasadena, California; and Chicago, Illinois. All groups contained a
mix of male and female participants.
The perception about credit card debt and how people acquire credit
card debt varied among focus group participants. Some of the same
general trends emerged in all focus groups while other areas of
the discussions varied by geographic region or participants’ ethnic
backgrounds. Speciﬁc ﬁ ndings included:
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■

Credit card debt was perceived to be an inescapable fact of life
by most participants.

■

Most participants said that they got into debt as a result of either
unplanned emergency expenditures (such as medical or dental
bills, car repairs) or college expenses for their children.

■

While a few people said they had a plan to get out of debt within
one to two years, most indicated that they would probably be in
debt continuously because of recurring unexpected expenses.

“If I have extra, I’ll pay it, but if not, I just send the minimum.”
—Maryland focus group participant

■

Despite their dependence upon credit cards and unending debt,
most participants said that credit card debt did not have any real
impact on their lives.

Based on the focus group ﬁ ndings, a draft survey instrument was
created. This instrument was evaluated by a review panel that
included representatives from ORC Macro and Demos as well as
Jared Bernstein of the Economic Policy Institute, Robert Manning
of Rochester Institute of Technology, Ellen Schloemer of Self-Help,
Jeanne Hogarth of the Federal Reserve Bank, Steve Brobeck of the
Consumer Federation of America, and Sharon Hermanson of AARP.
A revised questionnaire was created and pre-tested before a final
instrument was approved.
Before conducting the quantitative survey, an incidence test of
1,000 screening interviews was conducted, using the same screening
questions that would be incorporated in the quantitative survey. An
RDD (random digit dial) sample was drawn from the GENESYS
database of active telephone exchanges. The incidence test determined
the percentage of people who would qualify for the full quantitative
survey. Short screening interviews were conducted with one of each
household’s ﬁ nancial decision-makers. This test yielded a 15.5 percent
incidence of households between 50 percent and 120 percent of the
local area median income, in which someone in the household either
had outstanding credit card debt on an active credit card for four
months or longer, or currently had no credit cards but was still paying
off cards they had previously.
For the quantitative survey itself, individuals were contacted by phone
through a nationwide RDD sample:
■

Of the more than 10,000 people reached, 49 percent responded
positively when asked if their total family income fell in the
relevant income range for their area. This group constitutes lowand middle-income households.
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■

Of this group, 79 percent currently had credit cards, while 12
percent of those without credit cards were paying off debt from
credit cards that were no longer active.

■

Twenty-nine percent of low- and middle-income households (and
14 percent of all households) either had credit card debt for at
least three months or were paying off debt from inactive cards.
This represents 41 million people in 15 million households.

■

Finally, 80 percent (1,150 cases) of respondents who met our
criteria completed the 25-minute survey.

In our initial screening questions, we made sure that the respondent
was one of the heads of the household and that s/he was involved
in making ﬁ nancial decisions. Two-thirds of the respondents were
either married with a spouse or living with a partner. Of this group,
92 percent said they made joint ﬁ nancial decisions, and 91 percent
said they knew “a lot” about their spouse’s debts. By and large, credit
card usage was limited to the main householders, with only 10 percent
saying that family members other than a spouse or partner used their
cards; in 24 percent of the cases where other family members used the
card, the usage was greater than 25 percent of the purchases.
The answers to the questions were very consistent, and in most cases,
there were only a handful of respondents who refused to answer a
speciﬁc question.43 As expected, the demographic characteristics of
the respondents varied widely and were reasonably comparable to the
characteristics of low- and middle-income people as reported in recent
national Census surveys. The main exception was that there was a
much smaller share of respondents who completed 12 or fewer years of
schooling (those who did not complete high school). However, when
comparing the answers to the questions on levels of debt and attitudes
to debt, those who did not complete high school did not answer them
much differently than other respondents.
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Appendix 2
Characteristics Of Survey
Respondents
Table 5 presents information on the demographic characteristics of
the survey population:
■

Forty percent were over 50 years-old.

■

Seventy-eight percent were non-Hispanic Caucasian.

■

Nearly 70 percent had some post-secondary education.

■

Twenty-three percent were in households with over $50,000, and
39 percent in households with incomes below $35,000.

■

Nearly 57 percent were married; this share did not change with
all but one demographic characteristic: only 28 percent of African
Americans were married.

■

Fifty-four percent had at least one child present in the household;
however this ﬁgure varied considerably with age as nearly 80
percent of householders who were over 50 years-old had no
children present.

■

Only 25 percent lived in rural areas with the plurality of
respondents (44 percent) living in suburbs.
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Age
18-34

26.5

35-49

34.4

50-64

30.2

65+
Race/Ethnicity
Non-Hispanic Caucasians

7.6
%
78.2

Hispanics

7.7

African Americans

9.9

Asian and Other

4.3

Educational Attainment
No High School Diploma

%
4.3

HS Diploma and GED

26.4

Some Postsecondary without BA

34.5

BA or Graduate Degree

34.9

Total Family Income

%

Less than $35,000

38.6

Between $35,000-$50,000

38.1

Greater than $50,000

23.2

Marriage Status

%

Married/living with signiﬁcant other

64.3

Never Married

12.5

Divorced/separated/widowed

23.2

Children Present

%

None

46.1

One

25.0

Two or more

28.9

Home Location
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%

%

Urban

31.2

Suburban

43.7

Rural

25.1

Appendix 3
DETAILS OF SURVEY STATISTICAL
ANALYSES
Our analysis focused on whether any speciﬁc reasons for credit card
debt were more likely to lead to higher relative credit card debt –
that is, the ratio of a family’s outstanding credit card debt to their
annual income. This describes a “debt-stress” level for a household:
for example, $5,000 in debt is much harder to manage for a family
earning $20,000 per year than for one earning $50,000. There were
963 respondents in our survey who provided both the amount of their
credit card debt and annual income. The mean of credit card to debt
ratios was 0.21, with a standard deviation of 0.285.
To test the relationship between this ratio and reasons cited by survey
respondents for adding credit card debt during the past year, we
estimated a linear regression model. The dependent variable was the
natural logarithm of the credit card debt to income ratio. This was a
continuous variable and normally distributed.

Natural Log of Credit Card Debt to Income Ratio
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The independent variables in our model included reasons cited by
respondents for added credit card debt in the past year, using the
following formula:
Debt-stress = β0 + β1 (illness or medical expense) + β2 (car repairs) + β3 (home
repairs) + β4 (basic living expenses) + β5 (household appliance purchase)
+ β6 (college tuition) + β6 (family layoff)

The results of this model are presented in Table 6, and demonstrate that
some often cited reasons for adding credit card debt do not necessarily
lead to higher relative levels of debt. Rather, it is consumers who take
on credit card debt to cover basic living expenses, medical expenses,
or home repairs, or to cover expenses after a layoff in their family, who
are most likely to have higher levels of “debt stress.”

Table 6: Factors for Higher Relative Credit Card Debt
% Respondents Citing as
Reason for Adding Credit
Card Debt in Past Year

Beta

Car repairs

48

0.118

Home repairs

38

0.079

A major household
appliance purchase

34

0.149

Basic living expenses such
as rent, groceries, utilities

33

0.401

***

An illness or necessary
medical expense

29

0.292

***

A layoff or the loss of a job

25

0.243

***

Tuition or expenses for
college for a child, a spouse
or partner, or yourself

21

0.046

Signiﬁcance
(p < .01)

***

Intercept = -2.665, R 2 = .091

Using a similar model, we also examined whether households who
had experienced potentially major economic “shocks” in the past three
years (layoff, major medical expenses, or lack of health insurance) were
more likely to take on higher relative credit card debt, and for what
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reasons. The results of this regression showed distinct differences
between these households and those in stronger ﬁ nancial condition,
although using credit cards to cover basic living expenses was most
signiﬁcant for both.

Table 7: Factors for Higher Relative Credit Card Debt for
Families with and without Economic Shocks
Reason for added credit
card debt in past year

Families with
Economic Shocks
Beta

Signiﬁcance
(p < .01)

Families without
Economic Shocks
Beta

Signiﬁcance
(p < .01)

Car repairs

0.124

0.139

.

Home repairs

0.129

0.344

***

A major household
appliance purchase

0.196

0.071

Basic living expenses such
as rent, groceries, utilities

0.382

***

0.470

An illness or necessary
medical expense

0.347

***

0.155

Tuition or expenses for
college for a child, a spouse
or partner, or yourself

0.093

.

0.000

***

Intercept = -2.546, R 2 = .091 for families with economic shocks
Intercept = -2.667, R 2 = .071 for families without economic shocks
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Predatory lending strips billions in wealth from low-income consumers
and communities in the U.S. each year. Borrowers lose more than
$25 billion annually due to predatory mortgages, payday loans, and
other lending abuses like overdraft loans, excessive credit card
debt, and tax refund loans.
The Center for Responsible Lending is ﬁghting to stop these ﬁnancial
abuses through legislative and policy advocacy, coalition-building,
litigation and industry research. Visit our website for up-to-date
information, including:
Research

Legislative updates

Policy papers

Issue briefs

Congressional testimony

Consumer information

www.responsiblelending.org
Contact the Center for Responsible Lending
North Carolina
302 West Main Street
Durham, NC 27701
Ph (919) 313-8500
Fax (919) 313-8595

Washington DC
910 17th Street NW, Suite 500
Washington, DC 20006
Ph (202) 349-1850
Fax (202) 289-9009
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Related
Resources
from Demos
Borrowing to Make
Ends Meet: The Growth
of Credit Card Debt in
the ‘90s
BY TAMAR A DR AUT AND
JAVIER SILVA

Using new data, this report
illustrates how families are increasingly using
credit cards to meet their basic needs. Also
examines the factors driving this record-setting
debt and the impact of ﬁ nancial services
industry deregulation on the cost, availability
and marketing of credit cards.

Costly Credit: African
Americans and Latinos
in Debt
BY JAVIER SILVA

This report looks at the
dramatic rise in debt among
African Americans and
Latinos in the 1990s.

House of Cards:
Reﬁnancing the
American Dream
BY JAVIER SILVA

This report looks at the new
ﬁ nancial insecurities facing
homeowners as Americans cash
out billions of dollars of home equity to cover
rising living expenses and credit card debt.

Retiring in the Red:
The Growth of Debt
Among Older Americans
BY T A M A R A DR AU T A N D
HEATHER MCGHEE

This brieﬁ ng paper documents
the rise of credit card and
mortgage debt of older Americans since
1992 and also delves into what is driving this
disturbing trend.

Generation Broke: The
Growth of Debt Among
Younger Americans
BY TAMAR A DR AUT AND JAVIER
SILVA

This brieﬁ ng paper documents
the rise in credit card and
student loan debt between 1992 and 2001 and
examines the factors contributing to young
adults’ increased reliance on credit cards.

Home Insecurity: How
Widespread Appraisal
Fraud Puts Homeowners
At Risk
BY DAVID CALLAHAN

This paper explores the impact
of appraisal fraud on equitydepleted homeowners in a fragile economy.

Visit www.demos.org to access individualized
survey statistics from the Plastic Safety Net
resource page, sign up for our monthly Around
the Kitchen Table e-news-journal and download
research reports, analysis and commentary from
the Economic Opportunity Program .
Contact: Tamara Draut, Director,
Economic Opportunity Program
Email: tdraut@demos.org
Phone: 212.633.1405
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220 Fifth Avenue, 5th Floor
New York, NY 10001
Phone: 212.633.1405
Fax: 212.633.2015
www.demos.org
info@demos.org

302 West Main Street
Durham, NC 27701
Phone: 919.313.8500
Fax: 919.313.8595
www.responsiblelending.org

