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Discriminating Interest Payer Credit Card Holders from Convenience Users  
 

Mohammad  B. Naseri, Greg Elliott, Macquarie University 
 
 

Abstracts 
 

The likelihood of individuals’ assuming interest payments on credit card debt (in contrast to 
convenience use) and its determinants has not been thoroughly investigated.  In this paper, the 
impact of socio-demographic and behavioural variables on consumers’ actual credit card 
borrowing behaviour is examined.  The results demonstrate that variables such as age, 
employment, ethnical background and taking other interest-bearing products have a 
significant impact on assuming credit card debt.  The predictive power of the model was 
found to be moderate, however, and perhaps not adequate for managerial purposes.  
Theoretical explanations were offered for observed relationships and future research avenues 
were identified.  

 
 

Introduction 
 

This paper is concerned with the extent to which socio-demographic variables affect use of 
credit card as a borrowing medium.  Over the past three decades a substantial body of 
literature has focused on various aspects of credit cards including spending facilitating stimuli 
(Feinberg, 1986; Hirschman, 1979; Prelec and Simester, 2001; Shimp and Moody, 2000) 
credit card adoption (Kinsey, 1981; Qi and Yang, 2003), frequency of usage (Chen, 1997; 
Mathur and Moschis, 1994) and credit card outstanding balances (Chien and Deveny, 2001; 
Kara, Kaynak and Kucukemiroglu, 1996).  In contrast, studies on cardholders’ interest 
payment behaviour are sparse, except for works of Mathews and Slocum (1969) and Hamilton 
and Khan (2001) who examined the impact of social class and behavioural discriminators.  
Recently, Min and Kim (2003) analysed the effects of attitudinal and socio-demographic 
factors on the cardholder’s borrowing decision and amount of borrowing, using Tobit 
analysis.  Thus, our understandings of consumers’ credit card interest payment behaviour 
come from fairly limited empirical evidence, which is largely based on data from the US.  
Hence, an academically interesting and managerially relevant question is whether or not these 
findings can be generalized and replicated in other socio-cultural settings.  
 
 

Objective of the Study 
 
This paper examines the extent to which revolvers (i.e., interest payer cardholders) can be 
discriminated from transactors using cardholders’ demographic characteristics.  In research to 
date, demographics have frequently been dismissed for lacking predictive power.  For 
instance, after reviewing various variables, Wedel and Kamakura (2000) have concluded that 
the relationships between demographics and purchase behavior/marketing variables are often 
too weak to be of any practical value.  Thus, it is no surprise that usefulness of demographics 
in predicting cardholders’ interest payment behaviour has been overlooked.  The purpose of 
the current study is to investigate and highlight the utility of demographic variables in the 
context of credit card market.  Given that demographics are easy to measure and collect 
(Mitchell, 1996), the managerial implications of the findings would be of paramount 
significance for financial institutions. 

 



Literature Review 
 

Mathews and Slocum (1969) were among the first to conduct a study of the role played by 
social class, measured via income and education, in consumer credit card borrowing 
decisions.  They found that, while members of lower classes use credit cards for instalment 
financing, upper classes tend to use credit cards as convenient method of payment.  A 
possible explanation for this is difference in deferred gratification patterns among the 
members of various social classes (Wood, 1998).  It is argued that lower classes are more 
involved in impulse buying compared to the members of middle class who prefer to save and 
defer purchases (Meidan and Davos, 1994).  Likewise, Min and Kim (2003) found that 
younger females with a lower income level, less education and non-whites are more inclined 
to use credit cards for instalment purposes. 
 
In an attempt to conceptualise the effect of age, a number of authors suggested that at early 
stage of life which is characterized by lower income, consumers tend to borrow from “future 
income” to smooth their consumption (Chine and Devany, 2001; Soman and Cheema, 2002).  
Previous findings support this proposition indicating an inverse correlation between age and 
propensity to borrow by credit card (Hamilton and Khan, 2001; Min and Kim, 2003).  
Likewise, it was found that older consumers carry lesser amount of debt (Zhu and Meeks, 
1994); are less likely to have debt (Crook, 2001); and use credit card less frequently, though 
this latter finding appeared to be due to “changes in lifestyle and other circumstances 
associated with age” (Mathur and Moschis, 1994, p. 35).  
 
Chien and Devaney (2001) studied both instalment debt and credit card debt.  They primarily 
focused on the net effect of the general and specific attitudes towards debt.  They found that 
consumers’ attitudes are significantly related to both instalment debt and credit card debt, 
even after accounting for the impact of demographic and socio-economic variables.  It was, 
nevertheless, stressed that the purported causality between attitude and debt is not certain and 
that, in some circumstances, behaviour may affect attitudes.  Apart from attitudinal factors, 
their findings also show that households headed by married persons with professional or 
managerial occupations, higher education and larger family size are more likely to have credit 
card debt.  Consistent with other studies they observed a significantly negative correlation 
between credit card debt and household income.  
 
Finally, using data from the Survey of Consumer Finance (SCF) conducted in 1998, Soman 
and Cheema (2002) examined the effect of the credit limit on the propensity to use credit 
cards as a financing medium.  They hypothesized that consumers use their credit limit as an 
indication of their future earning potential.  Thus, access to higher credit limit may be 
translated as having higher future income and hence higher propensity to use credit.  More 
importantly, they found that older consumers with higher level of education avoid using credit 
card.  They postulated that these experienced consumers undermine the credibility of credit 
limit as an indication of future income.  
 
 

The Current Study 
 

Data utilized in this study are drawn from the Household Expenditure Survey 1998-99 (ABS, 
2000).  The original sample contained data on 6892 heads of households of whom 2268 
reported having no credit card. This group was excluded from the analysis.  As a 
consequence, only 4624 heads of households were considered for further analysis.  The 

 



dependent variable was operationalised as an ordinal variable with three categories: 
households were coded 0 if they did not incur interest on their credit card(s) during the last 3 
months (n=2072).  This group of credit card holders is also known as convenience users. 
Households were given code 1 if they incurred interest only on purchase of goods and 
services by credit card (n=1884) and code 2 if they used a credit card for purchase of goods 
and services as well as receiving cash advances and incurred interest (n=668).  Households in 
the later two categories, also known as revolvers, are assumed to have moderate to high 
propensity to pay interest on credit card debts, respectively.  
 
 

Data Analysis and Findings 
 

Profile of Credit Cardholders 
 
Table 1 depicts selected characteristics of the households that reported having one or more 
credit cards within the household.  Analysis of the data shows that revolvers incurred on 
average A$380 interest per year.  As might be expected, among revolvers those who used 
credit card for purchase as well as obtaining cash advances have incurred substantially higher 
interest (A$523) than those who used it only for purchase of good and services (A$329).  
Compared to convenience users, revolvers were found to hold more credit cards, have more 
loans and carry higher levels of debt (excluding credit card debt but including loans to buy or 
build property, motor vehicle and/or holiday).  This finding suggests that revolvers are 
vulnerable to other types of interest-bearing loan products as well. 
 
Ordinal Logistic Analysis 
 
Ordinal logistic regression was employed to analyse the impact of 11 socio-demographic and 
behavioral predictors on the probability of using a credit card as a borrowing medium.  Three 
models were developed and results are shown in Table 2.  Model 1 incorporates only nine 
socio-demographic variables in the equation.  Model 2 is essentially the reduced form of  

 
Table 1 

Characteristics of Credit Card Holders 
 

Revolvers  
 
 
Characteristics 

Convenience 
Credit Card Users 

(no interest 
incurred) 

Incurred 
interest on 

purchase 

Incurred interest on  
purchase and cash 

advances 
Interest incurred per year (estimate A$) 0 329 523 
Number of credit card per household 1.58 1.92 2.02 
Number of loans (other than credit card)per household .51 .95 1.13 
Mean age of the head of household 49.6 44.6 41.4 
Average principal outstanding (excluding credit card) 26,353 39,378 41,861 
Average number of dependents under 25 years   .61 .84 .90 
Average households annual taxable income A$  51,058 52,973 49,209 
Percentage of households with male head 65 62 65 
Percentage of head of household with degree or higher 22 18 23 
Percentage of employed / self-employed heads  of household 69 82 84 
Percentage owning home outright 53 30 17 
Percentage able to save money most of the weeks 48 30 20 
Ethnicity    
       Caucasian 89.0 91.4 89.5 
       Asian 5.5 2.9 3.6 
       Other 5.5 5.7 6.9 
Number of Households (%) 2072(46%) 1884(40%) 668(14%) 

 



Model 1 (non-significant variables omitted).  Model 3 consists of five significant variables 
from model1 plus two new behavioural variables included in the equation to enhance the 
model’s predictive utility.  
 
The models’ chi-squares are all statistically significant suggesting adequate fit to the data.  In 
Model 1 nine socio-demographic variables were able to explain 14.8% of the variance in the 
dependent variable.  As expected omitting four non-significant variables did not substantially 
affect the model’s performance.  When two new behavioral variables (i.e., number of credit 
card and number of loan in household) were added to the model, the R-square increased to 
20.6% which is respectable, given the fact that the sample consists of only cardholder 
respondents with relatively homogenous characteristics. 
 
The results of Model 1 indicate that being young significantly increase the chance of incurring 
interest on credit card (beta=-.006, p=.004).  The average age of revolvers is estimated to be 
about 43.8 years which is 5.8 less than average age (49.6 years) of convenience users.  
 
Contrary to our expectation, the households’ income was found to have no significant impact 
on the likelihood of incurring interest on the credit card debts (beta=-.000, p=.492).  Indeed, 
the yearly income of the revolvers who used credit card for purchase of goods and services 
was 3.8% or A$1915 higher than convenience users.  Although the other revolvers had, in line 
with expectation, lower income than the convenience users, due to the smaller numbers of 
cardholders in this group, the overall impact was inconclusive.  A possible explanation could 
be a shift away from the so-called “buy now pay later” attitude among less affluent 
cardholders.  It would appear that contemporary consumers are more rational than their 
predecessors and do not use credit cards if they can not afford to pay off their debt.  

 
Table 2 

Results of Ordinal Logistic Regression 
 

           Model 1:        Model 2:     Model 3: 
    Socio-demographic  Reduced Model  All Variables 
     -------------------------  ---------------------- ----------------------- 
Independents    Beta      Sig.   Beta     Sig.   Beta      Sig.  
Socio-demographics 
Age    -.006 .004  -.006 .002  -.009 .000 
Dependents under 25   .022 .241             -             - 
Income     .000 .492             -             - 
Sex      .083 .055             -               - 
Education    -.101 .053             -             - 
Employment     .321 .000   .314 .000   .105 .110 
Home ownership    -.607 .000  -.609 .000  -.687 .000 
Money saving    -.643 .000  -.658 .000  -.473 .000 
Ethnicity (Caucasians omitted)           

Asian   -.408 .000  -.426 .000  -.381 .001 
Other   -.060 .486  -.064 .453  -.088 .321 

 
Behavioural variables 
Number of credit card in H/hold          -              -    .295 .000 
Total number of loans in H/hold          -              -      .206 .000 
 
Threshold 1     .758 .000                .685 .000              1.230 .000 
Threshold 2                 2.477 .000              2.402 .000              3.006 .000 
Model Chi-square                       633.138 .000                624.753 .000          909.965 .000 
Nagelkerke  R2   .148                 .146    .206 

 



Further analysis revealed employed and self-employed cardholders exhibit a higher tendency 
to be interest payers than unemployed individuals (beta=-.321, p=.000).  This rather surprising 
observation reflects the same rationale as income: less affluent consumers (i.e., unemployed) 
now seem to be more cautious using credit cards than before.  Another plausible explanation 
is that unemployed and retired cardholders are typically older than employed cardholders.  
Having accumulated substantial wealth in the form of liquid assets (i.e., cash) or some other 
form of less liquid assets (i.e., share or property) they would be less dependent on credit card 
for financing unexpected expenditures.  (Alternatively, of course, they may have less access 
to consumer credit, partly because of a poor borrowing record or poor credit risk.) 
 
Also, we found that owning home, being able to save money, having less credit card and other 
loans reduce the chance of borrowing from credit card and subsequent interest payment.  With 
respect to impact of ethnical background, Asians appear to be more credit card averse then 
Caucasians.  No significant relationship was found between sex, education, number of 
dependents and likelihood of borrowing from credit card. 
 
 

Discussion 
 

Findings of this study highlight the utility of socio-demographic variables as salient 
determinants of cardholders’ interest payment behaviour.  However, it should be noted that 
not all of our results are in line with previous findings.  We did not find income, sex, 
education and number of dependents in household to be significant.  Moreover, the predictive 
power of the models, though respectable, are moderate indicating that future studies should 
search for conceptual frameworks with better explanatory power.  The current models have 
limited managerial/practical application. 
 
More generally, study in the area of credit card usage behaviour generally lack conceptual 
frameworks.  Most of the previous studies are exploratory and do not attempt to rationalise or 
conceptualise the relationships.  However, one might use some of the available theoretical 
formworks for this purpose.  One such theory is the Life-Cycle Hypothesis (Modigliani, 
1986).  In essence, the LCH postulates that consumers maximize utility by maintaining a 
steady consumption pattern over their life span.  The assumption of constant consumption 
inevitably predisposes consumers to use credit in the event of a budget deficit; when 
expenditures exceed income.  This is particularly the case when higher future income is 
anticipated.  Thus, one can reasonably expect that low income young consumers would 
demonstrate greater desire to borrow from “future income” to smooth their consumption 
(Chine and Devany, 2001; Soman and Cheema, 2002).  In another attempt, Duca and 
Rosenthal (1993) and Min and Kim (2003) employed the concept of degree of access to 
alternative borrowing facilities for the same purpose.  They conjectured that: (1) individuals 
with certain socio-demographic characteristics have higher chance of being credit constrained 
and (2) limited access to alternative financial instruments would force consumer to assume 
credit card debt.  Empirical evidence shows that the chance of being credit constrained is 
positively associated with family size, ethnicity, and negatively with income, home 
ownership, age, region of residence, whether a household saves and years of schooling 
(Crook, 1996; Cox and Jappelli, 1993; Jappelli, 1990).  The concept is capable of explaining 
why, for instance, a less affluent consumer is more likely to borrow from his or her credit 
card.  The field of credit card debt remains fertile for future consumer behaviour researchers, 
credit providers and regulators. 
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