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Abstract The purpose of this study is to investigate the
rise in credit card ownership rates among high school
seniors in the United States. It uses the Jump$tart Coali-
tion’s cross-sectional surveys from 1997 to 2008 to analyze
the determinants of credit card ownership among high
school seniors. These results show that students with credit
cards are less financially literate than students without
credit cards; and students with credit cards in their own
names are almost twice as likely to work during the school
year for money. These findings help make a case for
improved financial education and training, and institutional
changes that limit the pervasive issuance of credit cards to
high school students.

Keywords Credit cards - Debt - Financial literacy -
High school - Jump$tart Coalition

Introduction

On May 22, 2009 President Obama signed into law the
Credit Card Accountability Responsibility and Disclosure
Act of 2009 (Credit CARD Act of 2009), which will be
enacted in February 2010. Earlier versions of this Act made
it clear that (1) adolescents under 18 years old could not be
issued credit cards; and (2) adolescents older than 18 but
younger than 21 could not get credit in an amount greater
than (a) 20% of the annual gross income of a student, or (b)
$500 (this goes for all credit card accounts in total).
However, these sections were either removed from the final
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version or made so vague that they are now ineffective. For
example, instead of making it illegal for credit card com-
panies to issue credit cards to people under 18 years old, it
now states that someone under 21 years old has to have a
co-signer (someone 21 or older, such as a parent, who can
repay the borrower’s delinquent debts if she is unable to
pay) or someone under 21 must submit an application
stating that she can repay their debt obligations—no
income verification is required. Therefore, a credit card
company can send someone under 21 years old a credit
card application and ask them if they are able to repay a
certain amount of debt; and if they say yes, then they will
get a credit card. The Credit CARD Act of 2009 will lessen
many egregious lending and billing practices used by credit
card companies. This paper argues, however, that the
Credit CARD Act does not go far enough to protect ado-
lescents from unrelenting credit card lenders, and stronger
regulations are required.

High school is the time many students get their first
credit cards. According to Manning (2005), the number of
high school students with credit cards has increased three-
fold since 2000. Moreover, teenagers between ages 16 and
18 represent the fastest growing users of credit cards
(Williams 2004). Few studies, however, analyze the causes
and problems associated with high school seniors having
their own credit cards. Research by Williams (2004),
Manning (2005) and the General Accountability Office
GAO (2001) have all identified this topic as an issue of
concern; but none of them had the data to study the issue in
detail. This paper uses data on high school seniors col-
lected by the Jump$tart Coalition from 1997 to 2008 to
study the causes and consequences of increased credit card
ownership rates of high school seniors. Previous studies
analyze the efficacy and impact of financial literacy edu-
cation (e.g., Collins 2007; Hanes-Bordas et al. 2008; Joo
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and Grable 2004; Mandell 2006, 2008; Varcoe et al. 2001);
but none address if credit card borrowing is significantly
correlated with financial literacy. This paper extends the
financial literacy literature by investigating whether, and to
what degree, high school seniors’ financial literacy scores
(as measured by the Jump$tart financial literacy test) are
associated with specific credit card borrowing behaviors.

The following research begins with a presentation of the
recent history of the credit card industry and why high
school students have become desirable customers for credit
card companies. Then, using the Jump$tart Coalition data,
descriptive statistics are presented that let us see, among
other things, changes in students credit card ownership
rates over time. The data is further analyzed using logit
regressions that show differences in characteristics between
various groups of students with credit cards and those
without cards. These results are then used to present public
policy solutions that can help (a) high school seniors (and
adolescents, in general) get the necessary financial
knowledge and experience needed to make good decisions
with their credit cards, and (b) ensure credit card compa-
nies are less able to exploit adolescents’ lack of personal
finance knowledge and experience.

Literature Review
Development of the Credit Card Industry

To understand why credit card companies are seeking out
high school students as borrowers, it is necessary to examine
the recent history of the industry. The expansion in credit
card lending began with the Marquette Decision, a ruling by
the United States Supreme Court in 1978 that let banks
charge the rate of interest in the states where the banks are
located rather than the states where their customers live
(Marquette National Bank of Minneapolis v. First of Omaha
Services Corporation 1978). This ruling enabled banks to
move their credit card operations to states with limited usury
laws. Before the Marquette Decision credit cards were only
issued to people with excellent credit records, steady
incomes and collateral. After the Marquette Decision banks
could extend credit to riskier borrowers and set higher
interest rates and fees (Lander 2008; Manning 2000; Sulli-
van et al. 2000). As a result, credit cards became incredibly
profitable. According to Ausubel (1997), the return on assets
on credit cards equals roughly four times the return on assets
on all other banking activities, which encouraged banks to
issue many more credit cards (Baek and Hong 2004; Wat-
kins 2000). In 2008 Americans received over 4 billion credit
card solicitations, which is an increase of 246% since 1990
(Plunkett and Mierzwinski 2009). This unrestrained lending
through credit cards is now reaching high school students,

@ Springer

and the Credit CARD Act of 2009 will not stop this trend
(GAO 2001).

Several factors explain the recent rise in credit card
ownership rates among high school students. First, credit
card companies know that high school students, like col-
lege students, are a source of high current (and future)
consumption and that they show a willingness to take on
debt (Manning 2005). Credit card companies want students
using credit cards early to build both brand loyalty and
possibly a debtor—creditor relationship in which they
become financially beholden to credit card companies
(Hayhoe et al. 1999; Williams 2004). Second, credit cards
have become the most popular method of payment in the
economy (Manning 2005). According to Teen Research
Unlimited, in 2007 teenagers spent over $176 billion, and
roughly 25% of their purchases were made using credit
cards (R. Callender, personal communication, March 13,
2008). Reasons for credit cards’ popularity include the
following: (a) they are widely accepted by many busi-
nesses, (b) they are relatively secure compared to carrying
cash, (c) they let people defer payment on their debt for
roughly 30-60 days without incurring interest charges or
fees, (d) people generally consider them a cool way to
spend money—especially adolescents (Williams 2004),
and (e) they let people buy what they want now without
having the money to pay for it—though if they do not pay
off their debt when it is due they will incur interest charges
(and possibly fees). This last reason is a principal one that
explains why credit cards appeal to students. Students do
not usually have much money; therefore, having the ability
to buy what they want now is tempting, especially because
they are only required to make small minimum payments to
remain in good standing with their credit card companies.
Only making minimum payments, however, ensures that it
will take a long time to pay off their debt (usually many
years) and the amount they pay back will far exceed the
amount they initially borrowed because of high interest
rates and fees (Williams 2004). High school students are
often unaware of these long-term financial consequences
because they lack the personal finance knowledge and
experience needed to successfully manage and understand
their credit cards (Allen et al. 2007; Manning 2005).

Personal Finance Education

It is generally agreed that people need solid personal
finance skills today so they can effectively manage their
money (Carswell 2009; Collins 2007; Hanes-Bordas et al.
2008; Joo and Grable 2004; Varcoe et al. 2001). Formal
personal finance classes, increasingly offered in high
school, are generally considered the best way to improve
people’s personal finance knowledge. However, Lewis
Mandell’s (2006, 2008) research indicates that—controlling
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for various factors (teacher quality, student interest, etc.)—
high school students who have had at least a one semester
course in personal finance performed worse on the Jump$tart
financial literacy survey compared to other students. Other
researchers (Peng et al. 2007) note similar findings, but add
that students who took a personal finance course in college
considerably improved their financial knowledge. Peng et al.
(2007) state that the differences they found in financial
knowledge between high school and college students are
possibly the result of how personal finance is taught at both
levels. For example, in high school personal finance courses
are usually short (where personal finance topics may only
comprise a few weeks worth of class), and rarely give stu-
dents hands-on experience (Varcoe et al. 2001). However,
college personal finance courses are usually longer (the topic
is often covered throughout a full semester), and students get
more applied practice using their newly developed personal
finance skills (Peng et al. 2007).

Evenif college personal finance courses are a good way to
increase financial literacy, about 58% of high school grad-
uates attend college (either 2 or 4 year colleges), and of those
only 25% take a personal finance course (Davis and Bauman
2008; Peng et al. 2007). Many students, therefore, get a
formal education without obtaining adequate personal
finance knowledge. So, it is best to offer personal finance
classes early (e.g., high school) in order to reach the largest
number of people. However, when to offer personal finance
courses to students is easier to determine than figuring out
what personal finance course formats are most successful.
Borden et al. (2008) studied the effectiveness of finance
education seminars (or workshops) in increasing the finan-
cial knowledge of college students. The results from their
pilot study found that shorter more focused finance educa-
tion seminars increased college students’ financial knowl-
edge and responsibility. They also suggest that a seminar (or
workshop) format is more likely to reach a larger group of
students—because few students are willing to take a one
semester personal finance course unless it is required.
Perhaps Borden et al.’s short, focused finance education
seminar format could also be an effective (and more effi-
cient) way to increase high school students’ financial liter-
acy. In addition, Varcoe et al. (2001) found that for high
school students it is important to create “teachable
moments”; where teachers use examples that are directly
relevant to students’ lives. For example, teach students about
the costs associated with buying and operating a car, paying
for college or the high cost of carrying revolving credit card
debt.

Developmental Psychology

Research in developmental psychology indicates that the
brains of adolescents (which generally include teenagers

and those in their early twenties) are not developed enough
to make mature decisions without proper education and
training. Baird et al. (1999) used functional magnetic res-
onance imaging (fMRI) to study the brains of adolescents.
They found that adolescents’ decision making processing
occurs mostly in the amygdale section of their brains,
which is responsible for instinctual emotional reactions.
This is one reason why adolescents are more apt than adults
to make illogical decisions (see also Davies and Lea 1995;
Lewis 2002). In adults, decision making is typically more
rational and less emotional because it happens largely in
the frontal cortex of the brain. The frontal cortex, however,
is not fully developed until one’s late teens or early
twenties (regardless of gender) (Halpern-Felsher and
Cauffman 2001; Linn 2004). Consequently, many adoles-
cents with credit cards are unlikely to foresee the problems
their debt can cause because they are satisfying their
immediate wants. Credit card companies encourage this
behavior with low minimum payments, high spending
limits and loose lending practices (Williams 2004).

Developmental psychologists have found that it is pos-
sible to minimize adolescents’ irrational decision making
by increasing their experience levels and self-regulation
(Baird et al. 1999; Galotti 2001). The more experience
adolescents have performing an action (e.g., driving a car,
balancing a checkbook, etc.) the more likely they are to
make rational decisions when engaging in those activities
(Galotti 2001). Personal finance training often results in a
heightened level of self-regulation—students think about
decisions more carefully and weigh the long-term conse-
quences of their decisions (Galotti 2001). This supports the
findings of Varcoe et al. (2001) who suggest that tailoring
financial education so the material taught is relevant to
students is important for increasing students’ interest in—
and consequently retention of—the lessons learned.

Credit Card Lending Policy Changes

High school students with credit cards are a new phe-
nomenon (Manning 2005). Previously students were
required to have their parents co-sign their credit card
loans, but most credit card companies abandoned this
policy in the 1990s (Nocera 1995). Credit card companies
discovered that students are not debt averse. Also, around
this time, the market for credit cards among adults started
to become saturated; so credit card companies started
seeking younger customers (Williams 2004). Since the
1990s, they have heavily solicited college students on
campuses across the United States. In 2002 the average
undergraduate student had $3,262 in revolving credit card
debt when they graduated (Nellie Mae 2005). As a result, at
least 24 states have enacted legislation to prohibit credit
card solicitations on college campuses (GAO 2001). These
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policies have forced many credit card companies to pro-
mote their cards to high school students before they enter
college.

The Consumer Protection Act of 1968 (precursor to the
Truth in Lending Act) does not prohibit credit card com-
panies from issuing credit cards to minors. However,
minors are not liable for any debt they incur. Nonetheless,
this does not preclude pre-discharged debt from damaging
a minor’s credit history before it is removed; and credit
card companies recognize that most parents will pay off
their children’s debt to avoid harming their credit history
(or risk a legal entanglement) (Williams 2004). Credit
histories are important today because they are used for a
variety of purposes. For example, companies use credit
histories as criteria for hiring and promotion; and more
than 90% of insurance companies use credit histories to set
customers’ rates (Federal Reserve System Board of
Governors 1968; Kellison et al. 2003).

The literature summarized above has two important
themes: (a) regulation, and (b) education. First, credit card
companies profit from people’s indebtedness; therefore,
many of the previous regulations established to limit the
over-issuance of credit to risky borrowers have been elimi-
nated—resulting in, among other things, more credit cards
loaned to younger people. Second, high school seniors need
good personal finance education and training so they can
make better financial decisions (Mandell 2008). But not all
financial education is equal; Borden et al. (2008) found that
short, focused seminars worked best with college students;
so possibly this type of format could work well with high
school students. Varcoe et al. (2001) suggest that for finan-
cial education in high school to be effective it must be
adapted so it is relevant to students’ interests. Regardless the
teaching method employed, better financial education is
necessary because many high school seniors face complex
financial decisions (credit cards, school loans, etc.) (GAO
2001; Varcoe et al. 2001; Williams 2004).

The following analysis builds on the existent literature
by investigating empirically the increase in the number of
high school students getting credit cards, and identifying
the primary characteristics of high school seniors who have
credit cards. These results will help guide our policy sug-
gestions, which are designed to ensure high school seniors
are given credit cards only when they are prepared to
manage them.

Methods
Jump$tart Coalition Data

This study uses data from a series of surveys administered
by the Jump$tart Coalition for Personal Financial Literacy.
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Jump#$tart is a non-profit organization based in Washington
DC that studies and promotes personal finance education
(especially for students in grades K-12). They conducted
six nationwide surveys from 1997 to 2008 to analyze the
financial literacy of high school seniors attending public
schools. This data is used in the following research because
(a) it is of high quality (cf. Lucey 2005), and (b) it contains
several important variables not available anywhere else; of
particular importance are those variables that allow us to
measure the increase in the number of high school students
with credit cards over the past several years.

Besides ordering and cosmetic changes, questions in all
the Jump$tart surveys were nearly identical; thus making
them comparable (Mandell 2006). Because Jump$tart
wanted a nationally representative sample, it was impos-
sible to consider giving exams to randomly selected high
school seniors individually. Instead they took the list of all
public high schools in the US provided by the US
Department of Education and randomly selected a portion
of schools from each state as potential study participants.
Then each school’s principal was asked to select a senior
level class—English or Social Studies (not economics)—
meeting closest to 10 a.m. to take the survey. According to
Mandell (2006, p. 14), “the sample was stratified by state
to insure geographic representation.”

The survey instrument in 2008 had 49 questions. The
first 31 questions constitute the “test” part of the survey,
and the remaining questions are mostly demographic. All
test questions are multiple-choice and cover four main
areas: (1) income; (2) money management; (3) saving and
investing; and (4) spending and credit. They were con-
structed so high school seniors could understand them.
Lucey (2005) analyzed the reliability and validity of
Jump$tart’s survey and generally found their research
techniques and methodology robust.

Jump$tart administered their first survey in 1997 to
1,532 high school seniors in 65 public high schools across
the country. Their survey in 2000 included 723 high school
seniors (32 schools); 2002 survey 4,024 (179 schools);
2004 survey 4,074 (215 schools); 2006 survey 5,775 (305
schools); and 2008 survey 6,856 (388 schools). Sample
weights were available for all surveys except 1997 and
2000.

Binary Logit Regressions

Five Jump$tart datasets (2000, 2002, 2004, 2006, and
2008) were stacked to create one complete dataset. The
1997 dataset was removed because it did not have a
question about whether students worked during the school
year for money—a likely determinant of credit card own-
ership (Manning 2005). Three models were specified. All
of which contain identical independent variables, but
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different dependent variables. The first dependent variable
is coded 1 if the student has a credit card in her own name;
0 otherwise (OWNCC). The second dependent variable is
coded 1 if a student has a credit card given to her by her
parent(s); O otherwise (PARCC). The third dependent
variable is coded 1 if a student has both a credit card in her
own name and one given to her by her parent(s); O other-
wise (BOTHCC). Because all three dependent variables are
binary it was sensible to use a binary logit regression
method to test the models. Logit regression is useful
because it (a) allows for easy estimation, and (b) provides
easy to interpret log-odds ratios (Allison 1999). The binary
logit regressions let us identify the differences in charac-
teristics between three groups of students with credit cards
(OWNCC, PARCC, and BOTHCC) compared to students
without credit cards.

Independent variables of importance include: (a) whe-
ther or not a student received a passing financial literacy
score (>60%, as defined by Mandell 2004, 2006) (dummy
variable coded as 1 if a student passed; 0 otherwise), which
we use as a proxy for being financially literate," (b)
whether they work during the school year (dummy variable
coded as 1 if a student works during the school year; 0
otherwise), and (c) education expectations (dummy vari-
able coded as 1 if a student plans to attend college
(including community college); 0 otherwise). The
remaining variables control for sex, race (white is used as
the base variable in a vector of race dummy variables),
parents’ education level—highest level of education
achieved by either parent (high school graduate is the base
variable), and survey date (2000 is the base variable).

Results
Descriptive Statistics

In Table 1 we see that the number of students with credit
cards in their own names increased from 7.7% in 1997 to
14.9% in 2008 (a 94% rise), which is a statistically sig-
nificant increase. The number of students who use credit
cards given to them by their parents, however, decreased
from 17.9 to 14.2% (a 21% drop), which is a statistically
significant decrease. Additionally, the percentage of stu-
dents with both credit cards in their own names and cards
from their parents rose 40% between 1997 and 2008, which
if we use the previous two results as a guide, is probably

' A dummy variable is used here because we want to know if students
who are considered financially literate are less likely to have credit
cards than students who are not considered financially literate
(Mandell 2004, 2006).

2 Increasing the minimum financial literacy survey passing score to
70% produced nearly identical results.

being caused by more students with credit cards from their
parents getting credit cards in their own name—thus, stu-
dents moved from the PARCC category into the BOTHCC
category. Some possible explanations for these findings
include: (1) fewer parents believed their children were
responsible enough to have credit cards, so fewer parents
gave their children cards; and/or (2) the supply of credit
cards available to high school students increased, so more
high school seniors were able to get cards in their own
name, which possibly reduced their demand for cards given
to them by their parents. Either way, it is clear that the
number of high school seniors with their own credit cards
increased significantly during the period studied.

The average score on the Jump$tart financial literacy
survey fell from a high of 57.3% in 1997 to a low of 48.3%
in 2008—a statistically significant decrease of 16%. Also,
the percentage of students who received a passing score
(=60%) on the survey decreased from 47.2% in 1997 to
31% in 2008. These results show that a majority of high
school seniors are financially illiterate; and that this is a
persistent problem and perhaps getting worse (Mandell
2004, 2006).

Most high school seniors sampled worked during the
school year in 2008 (62.5%). Researchers have found that
high school students who work during the school year have
lower grades, fewer college scholarship offers, and are less
academically prepared for college compared to students
who do not work during the school year (McNeal 1997;
Markel and Frone 1998). Most students work because they
need (or want) money, which may create greater demand
for credit cards. And credit card debt itself may necessitate
the need to get a job, work more hours or get a second job
(Manning 2005). This may be why we see that in all sur-
veys (except 2002) a lower percentage of students with
credit cards plan to attend college versus the overall
sample.

Characteristics of Students with Credit Cards

Table 2 below presents the odds ratios for the three binary
logit regressions specified above. The first variable in the
table shows that students with credit cards in their own
name were 24% less likely to have received a passing score
on the Jump$tart survey compared to students without
credit cards; and students with credit cards given to them
by their parents were even less likely (by 28%) to have
passed compared to students without credit cards. This
finding suggests that parents are either (a) not good judges
of their children’s financial literacy, and/or (b) they give
credit cards to their children based on criteria other than
financial literacy (e.g., safety, education or convenience).
However, this behavior may be fueling the rise in the
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Table 1 Summary statistics from Jump$tart Coalition surveys, 1997-2008

Variable

Years

1997 2000 2002 2004 2006 2008

Dependent variables
Have a credit card in their own name

Have a credit card from parent(s)

Have both a credit card in their own name and a credit card from parent(s) 4.0 3.5 4.7 4.8 4.8

Variables of interest*

Average financial literacy score

Percent with a passing financial literacy score (>60%)

Work during school year for money

Plan to attend college

Sex (male)

Other variables

Highest level of schooling by either parent
Neither completed high school
Completed high school
Some college
College graduate or more than college
Don’t know

Race
White or Caucasian
Black or African American
Hispanic
Race other

Total sample size (N)

7.7 10.2 12.1 11.4 12.9 14.9%%
17.9 16.2 15.4 15.7 14.5 14.2%%
5.6%%

57.3 51.9 50.2 523 524 48 3%+
(522)  (48.1)  (523)  (49.3)  (49.3)  (45.2%%)
472 36.0 317 345 38.0 31.0%*
(40.0)  (31.3)  (403)  (28.9)  (28.1)  (21.2%%)
N/A 62.6 63.5 64.4 63.3 62.5
(N/A)  (68.9) (71.7)  (763)  (72.6)  (75.2%%)
81.8 84.8 80.7 86.9 85.6 85.9
(744)  (82.0)  (833)  (76.9)  (82.6)  (83.8%%)
45.4 46.1 472 46.6 47.6 44.7
(488) (52.1)  (50.5)  (49.9)  (49.7)  (51.0)
9.5 12.5 7.7 7.7 6.4 115

27.5 223 26.7 23.7 24.6 24.4
22.6 26.2 23.1 21.6 21.0 21.6
36.7 339 38.8 42.8 43.7 36.8
3.7 5.0 3.7 4.2 4.2 5.9

56.8 59.0 62.4 68.2 71.3 55.0

16.7 10.0 12.4 14.3 10.1 13.6
14.0 18.3 13.1 9.5 8.6 20.1
12.4 12.8 12.1 8.1 10.0 11.3
1,532 723 4,024 4,074 5,775 6,856

Note: Significant at * p < 0.01; ** p < 0.001, where a statistically significant difference exists between 1997 and 2008 (except for variable

”»

“work during school year for money,
percentages unless otherwise noted in variable name

which compares the difference between 2000 and 2008) using two-tailed #-tests. Figures reported are

 Figures for students with credit cards in their own names are given in parenthesis, all other figures are calculated using the entire sample of

students

number of high school seniors getting credit cards in their
own names because those students who are not given cards
by their parents may be enticed to apply for their own cards
(and possibly keep them secret from their parents). This
may explain the inverse trend we observe between these
two variables.

Male students are 15% more likely (1.15 times) than
female students to have credit cards in their own names,
but male students are roughly 23% less likely than female
students to have credit cards given to them by their parents.
This finding suggests a difference between adolescent
males and females regarding risk taking behavior and
maturity. While developmental psychology research (e.g.,
Baird et al. 1999; Lewis 2002) has generally found no
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systematic gender differences in decision making among
adolescents, perhaps parents perceive a difference; thus,
parents are more likely to give credit cards to daughters
than sons because they believe adolescent females as more
mature than adolescent males (regardless of whether this is
actually the case or not) (e.g., Gatherum 1993, pp. 78-79).
Also, parents may be more likely to give their daughters
credit cards because of safety reasons without taking into
consideration their financial literacy; whereas with their
sons, safety may be less of a concern than financial literacy.

Students with credit cards in their own name are
1.83 times (83%) more likely to work during the school
year versus students without credit cards; whereas students
with credit cards given to them by their parents are roughly
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Table 2 Odds ratios of credit OWNCC PARCC BOTHCC

card ownership based on the

binary logit models Passing financial literacy score (>60%) 0.76%** (0.05) 0.72%%% (0.05) 0.87* (0.08)
Work during school year for money 1.83*** (0.05) 0.77%*%* (0.04) 0.97 (0.07)
Plan to attend college 1.02 (0.06) 1.30*** (0.06) 1.01 (0.10)

Sex (male)
Race
Black
Hispanic
Race other
Parents’ education
No high school diploma
College diploma

1.15%** (0.04)

1.15%* (0.07)
1.20%* (0.09)
1.35%%% (0.08)

1.17% (0.09)
1.32%%% (0.05)

0.77%%* (0.04)

1.01 (0.06)
0.96 (0.09)
1.00 (0.08)

0.84* (0.09)
1.35%** (0.04)

0.57*%** (0.07)

1.46%%* (0.10)
1.14 (0.14)
1.69%%% (0.11)

1.17 (0.14)
1.60%%% (0.07)

Survey date

2002 1.09 (0.12) 0.96 (0.10) 1.24 (0.19)
Note: Significant at * p < 0.10;
% p < 0,05, *% p < 0,01, 2004 1.11 (0.12) 0.90 (0.10) 1.26 (0.19)
standard errors in parenthesis 2006 1.25%* (0.11) 0.90 (0.10) 1.25 (0.18)
® This statistic tests a binary 2008 1.38%#* (0.11) 0.88 (0.09) 1.43%%* (0.18)
logit model’s goodness-of-fit. A Hosmer-Lemeshow statistic* 0.626 0.764 0.426
p-value above 0.05 suggests a N 16,428 16,896 13,845
good fit (Allison 1999)
23% less likely to work during the school year compared to ~ Discussion

students without credit cards. Students who work during
the school year are probably more financially independent
from their parents compared to students who do not work
during the school year. Therefore, working students prob-
ably have more opportunities to get their own credit cards.
For example, working students may get more credit card
offers through the mail. Also, working students possibly
have more motivation to get their own cards because they
are responsible for more of their own expenses (gasoline,
car insurance, clothes, etc.) compared to students who do
not work.

Looking at the race variables we find that students with
credit cards in their own name were more likely to be either
black, Hispanic or classified as “race other.” None of the
race variables were significant for students with credit
cards given to them by their parents. However, students
with both credit cards in their own names and ones given to
them by their parents were more likely to be black (by
46%) or classified as “race other” (by 69%).

The survey date variables show that in each survey
period after 2000 the number of students with credit cards
in their own name increased. Both 2006 and 2008 show a
statistically significant increase in credit card ownership
rates since 2000. The number of students with credit cards
given to them by their parents did not change significantly
since 2000. But the number of students who have both
credit cards in their own names and cards from their par-
ents increased a statistically significant amount from 2000
to 2008 (again, this is probably the result of more students
getting cards in their own name).

As shown above, the number of high school seniors with
their own credit cards almost doubled from 1997 to 2008.
Of particular concern is the finding that high school seniors
with credit cards are more likely to receive a failing score
on the Jump$tart financial literacy survey compared to
students without credit cards. By giving credit cards to
students who have inadequate personal finance knowledge
and low (or no) income credit card companies are know-
ingly taking advantage of them. These underwriting prac-
tices allow for the exploitation of financially vulnerable
students (GAO 2001; Manning 2005; Williams 2004). It is
reasonable, therefore, to reevaluate the Consumer Protec-
tion Act of 1968 and prohibit companies from issuing cards
to minors. Too many young, unemployed and financially
naive high school seniors are issued credit cards with little
(or no) consideration given to whether they can manage
this responsibility (Manning 2005; Williams 2004). Cur-
rently people must be at least 18 years old before they can
get a card in their own name. It may be reasonable, how-
ever, to consider raising the age limit to 21 based on the
developmental psychology research cited above. At mini-
mum we should bring back the requirement that students
need their parents to co-sign for any credit card loan (with
minimal exceptions).

Teenagers typically work unskilled minimum wage jobs.
This makes them susceptible to unanticipated income
fluctuations that can quickly lead to debt problems (John-
son and Lino 2000). If a high school senior finds herself in
credit card debt she may have to work more hours or take

@ Springer



158

J Fam Econ Iss (2010) 31:151-160

on a second job to pay off her debt, which could affect her
current and maybe future education. McNeal (1997) and
Markel and Frone (1998) found that high school students
who work the most during the school year have lower
grades and a higher likelihood of dropping out compared to
students who do not work. While 62.5% of high school
seniors worked during the school year in 2008, over 75% of
students with credit cards in their own name worked during
the school year (see Table 1). Results in Table 2 confirm
this finding, and also show that students with credit cards in
their own names are almost twice as likely to work during
the school year compared to students without credit cards.

Credit cards are not necessarily harmful if students are
mature and are taught how to use them properly. Credit cards
can be used to teach students financial discipline as well as
help them establish good credit histories.> They are an
effective way to keep track of spending and they provide a
more secure method of payment than cash. But as the
research cited above shows, without solid personal finance
skills students have a much higher risk of making poor
financial decisions. For example, the fastest growing sector
of bankruptcy filers is young adults below age 25 (Sullivan
et al. 2000). And the recently enacted Bankruptcy Abuse
Prevention and Consumer Protection Act of 2005 makes it
more difficult for people to discharge credit card debt (Evans
and Lown 2008; Moorman and Garasky 2008; White 2007).
Many researchers have found a causal link between revol-
ving credit card debt and bankruptcy (Leach 2005; Sullivan
et al. 1999, 2000; White 2007). So if high school students
find themselves with high credit card debts and no way to
discharge the debt quickly they will have to pay the loan
back slowly over time at high interest rates. In addition, how
students manage their credit cards affects their credit his-
tories. This is an important issue now that more companies
are using credit histories to make employment decisions and
to price certain types of insurance and loans.

Limitations

It is important to mention some limitations of the present
study. First, while the JumpS$tart surveys allow us to analyze
the financial literacy and credit card ownership rates of high
school seniors, none of the surveys include a question(s)
about how high school seniors spend their money. For
example, it would be interesting to see how high school
seniors spend money using their credit cards, and whether
they are spending more money with credit cards in their own

3 However, students do not need credit cards to establish their credit
histories. Paying rent, car payments, and being on their parents’ credit
card accounts are just a few ways students can establish good
credit (given that all these bills are regularly paid on time).
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name versus credit cards given to them by their parents.
Second, the Jump$tart surveys only include high school
seniors. While high school seniors are probably the most
common target group for credit card companies because of
their age, parents can give credit cards to their children at
any age; so it might be useful to see if students who get credit
cards at a younger age are more (or less) financially literate
when they get older, and whether this affects the likelihood
of them getting their own credit cards later.

Conclusions

This study shows that an increasing number of high school
seniors are getting credit cards in their own names. These
students are almost twice as likely to work during the
school year as students without credit cards; and barely
31% of them received a passing score on the latest
Jump$tart financial literacy survey. This inverse trend of
rising credit card ownership rates among students with
falling financial literacy scores is disheartening. However,
two prescriptions, if well employed, will help reverse this
trend. First, the research above generally supports the
findings of developmental psychologists (e.g., Baird et al.
1999; Davies and Lea 1995; Galotti 2001; Halpern-Felsher
and Cauffman 2001; Lewis 2002) and others (e.g., Linn
2004; Varcoe et al. 2001; Williams 2004) who believe that
combating adolescents’ instinct-driven decision making
requires education and hands-on training. If implemented
properly, therefore, financial education can improve ado-
lescents’ financial decision making. Raising financial lit-
eracy will help students in many ways; of which, managing
their credit cards more responsibly is one.

Second, education alone is probably not enough; thus,
institutional changes are also required that go beyond those
of the Credit CARD Act of 2009. It is unreasonable to
allow credit card companies to continue engaging in lenient
lending practices aimed toward credulous high school
students. As a result, stricter regulations, such as those
presented in earlier drafts of the Credit CARD Act of 2009,
should be enacted that prohibit credit card companies from
extending credit to minors—and maybe for those up to age
21. At minimum we should (1) reinstitute the requirement,
with few exceptions, that students need their parents to co-
sign all credit card loans; and (2) set a reasonable limit on
how much credit people under 21 years of age can get.
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