Credit Cards

One of the most convenient ways to shop is to use a credit card.  

Advantages include:

1. no need to have cash on hand

2. no need to pay right away (usually a grace period before interest kicks in on your purchase)

3. enables you to purchase items over the phone or on-line

4. can purchase an item before you are paid

5. enables you to develop “credit”.  Once you have developed credit, it is easier for you to get a loan from a bank or other financial institution.

Disadvantages include:

1. possible to spend more than you should, leading to a spiral of debt.

2. high credit limits sometimes lead people to continue spending well past the time that they should stop.

3. high interest rates on overdue bills mean that the debt accumulates very quickly

4. credit card companies make money when people develop a great deal of debt and then are forced to pay back tremendous amounts of interest over a long period of time.

More Facts about Credit Cards

Credit Card Bills are issued monthly.  There is generally a grace period after a purchase in which the company does not charge interest.  Therefore, people who are financially responsible can use their credit cards for the majority of purchases, as long as they are certain that they will have the money to pay when the bill comes due (either in the mail or on-line).  By making purchases with a credit card, consumers are then able to get rewards (such as air-miles or cash back).
Why do companies offer such rewards?  Simply put, because they want your business.  Credit card companies would not make money if everybody always paid their bill on time.  In fact, credit card companies would lose money if that happened.  Credit card companies want a certain percentage of their customers to fall behind their payments, so that they are forced to pay extremely high percentages for interest.

What is usury?

The Merriam-Webster dictionary defines usury is an unconscionable or exorbitant rate or amount of interest.  Some people believe that the interest rates charged by most credit card companies are usurious, while others believe that these rates are appropriate.  Regardless of what a person’s opinion on that issue, everyone agrees that the high rates of interest charged by credit card companies can potentially lead to trouble if someone is not financially responsible.

How does a credit card company calculate your bill?
1. Once a month the company will send you a bill.  For example, suppose that every month you receive your bill on the 8th.

2. You are given a grace period in which to pay for all the items you purchased in the prior month.  Therefore, in the above example the credit card company would not start charging interest unless they fail to receive any money by the 29th. 
3. If you wait too long to pay, then the company starts charging interest back to the date of the purchase at the specified annual rate, compounded daily.

Example:  Imagine that the following are true

· The interest rate is 18.65%/a, compounded daily.

· You purchase a computer for $595 on March 21st
· The purchase shows up on your April credit card statement (i.e., the statement that you receive on April 8th)

· You have 21 more days to pay, so as long as the credit card company receives your payment by April 29th, you only owe $595.

· However, if the credit card company receives their money on April 30th, then the company performs the following calculations:

· From March 21st to April 30th is 40 days

· 
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Therefore, the interest payment is $12.28.

Interesting Facts (
A recent study showed that the average American adult carries about $3000 in credit card debt.  If we assume an interest rate of 15% (which is conservative), then we can calculate a typical American’s monthly interest payment as follows:
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These calculations mean that each month a family has to pay 37.21 in interest, on top of the original debt.  These expenses add up, and in more extreme cases can cause a person to go bankrupt.
Final Note

Credit Cards are useful and beneficial when used properly, and can become quite harmful when used irresponsibly.  (
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