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Betting on Debt: How the Credit Card Industry Preys on Those Who Can’t Pay 

 

Introduction 

     The credit card has become an essential part of American life, with over 144 million users, 

using over 600 million cards, charging more than $1.5 trillion per year. The average family has 

eight credit cards and has $9,000 in debt amassed on those cards alone. The credit card industry 

is the most profitable sector of banking, earning in excess of $30 billion annually since 2003 

(Secret History of the Credit Card, 2004; Hearing, 2007: 2). From the early introduction of its 

predecessor in 1914 to the credit card boom in the 1980s, the credit card industry has 

revolutionized the way Americans buy and sell, and has solidified the American people’s identity 

as a consumer culture. To many the credit card is considered an economic phenomenon that 

characterizes modern society, constantly changes and facilitates the social world and carries 

significant meaning both materially and symbolically to Americans, as well as to the citizens of 

the rest of the world in which the credit card has spread (Ritzer, 1995). Several major changes 

have allowed for incredible growth in the credit card industry. These changes include 

deregulation, the availability of credit cards to consumers, and technological advances. This 

research paper will focus on and ask the question of how technological changes and state policy 
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have allowed the credit card industry to become so successful and widespread and how this 

impacts American citizens. 

 

Benefits of the Industry  

      The credit has been called a technology allowing for “magical convenience” (PBS.org, 

2004), and in many respects this is very true. Credit cards allow people to spend money they do 

not yet have, which can aid in the efficiency and functioning of the economy, while also 

allowing people to make ends meet when they are unable to with their current funds. It is 

extremely more convenient than cash, because it allows consumers to shop anywhere 24 hours a 

day; one can buy over the phone, by mail, or on-line at home. It allows buyers to make purchases 

wherever they are in the world without having to worry about exchange rates or obtaining local 

currency, because the card takes care of that for them. It easily goes and works wherever one 

travels, which is a testament to the global reach of the credit card industry. It eases financial 

organization for individuals, as well as businesses. It is also safer to carry for consumers, as well 

as for businesses, which cannot have revenue stolen from their registers. Additionally, it allows 

merchants to obtain customers the may not have been able to otherwise. It can even save 

consumers money by allowing them to take advantage of sale prices on items they may not be 

able to with only the cash they have on hand (Ritzer, 1995). Ultimately, it gives consumers 

power by extending unsecured, short-term loans and allowing them to pay their bills when they 

can and when they want (Ritzer, 1995; PBS.org, 2004). In contrast, money (and in many of the 

same cases, checks) is not universal, it takes up much more space, and it has to be made and 

protected by the state (Ritzer, 1995: 5).  
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     The credit card industry gives consumers unprecedented and powerful access to capital in an 

incredibly convenient package (Chairman Christopher Dodd, Hearing, 2007: 2), so why then is 

there so much concern and contention over such a successful industry? Much of the source of 

this contention can be located in the changes the industry has experienced in recent decades in 

practice, technology and policy.  

 

Overview of Change 

     When the industry first appeared it was not a profit making enterprise, even when it became 

so, the only charges made to consumers were annual fees; there were no interest rates, overage 

charges, grace periods or any other such fees until decades later after the introduction of the first 

modern credit cards (Mandell, 1990). However, the credit card industry has had incredible 

growth in recent years, and with that growth has come many changes to the industry and its 

users, as well as to society as a whole. Today’s society has moved from one of saving to one of 

spending, and the credit card has helped to facilitate this change domestically and globally to the 

places where it is also experiencing growth (Ritzer, 1995: 5). While the credit card may be a 

magical convenience in theory, in practice the near magic convenience of the card has changed 

society, as mentioned above, and the industry has changed in the way it delivers its product.  

     According to the United States Senate Hearing before the Committee on Banking, Housing, 

and Urban Affairs, Examining the Billing, Marketing, and Disclosure Practices of the Credit 

Card Industry and their Impact on Consumers, credit card users have become increasingly unable 

to tell the difference between safe cards and ones that are financially risky (Hearing, 2007). This 

is problematic as credit cards are being used, and being expected to be used, more and more. 

Between 1980 and 2005, a span of 25 years, the amount charged on credit cards soared from $69 
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billion per year to $1.8 trillion per year (Hearing, 2007: 2). In 2006 banks collected over $17 

billion from credit card penalty fees alone, which is a 15% increase in penalty earnings from 

2004. In just two years there was a 15% increase in fees. However, even more astonishing is the 

fact that in 1996 banks earned only $1.7 billion for these fees, so in a space of ten years they 

increased revenue from these fees tenfold (Hearing, 2007: 3). 

     However, there have not only been changes in the amount of money charged and earned, but 

also in the practices that have been used to bring about these changes. In the same hearing before 

the Senate, Elizabeth Warren testified that the credit card industry has changed and done so 

dramatically, asserting that it was a rather simple technology at its development, but has 

increasingly become complicated and predatory ( Hearing, 2007: 18). For example, in 1980 the 

average credit card statement was one-page long, now it is 30 pages or more (Hearing, 2007). 

This leaves many consumers unable to understand the terms they are agreeing to when they 

begin using a credit card, a fact that is corroborated by the representative for the national banking 

association who stated that most consumers would indeed not be able to comprehend the typical 

credit card disclosure (Secret History of the Credit Card, 2004). The system for disclosures is not 

up-to-date with the current practices used by the credit card industry, and this, coupled with the 

fact that the majority of users cannot understand the disclosures in the first place, leaves 

something that was intended to be a tool to inform consumers completely ineffective (Hearing, 

2007). Previously, the industry had a standardized practice for delivering its product that was 

based upon giving fixed-rate cards for a base fee to those consumers who could prove they 

would be responsible “lendees” through a time-tested, high credit rating. This standardization is 

long gone. Now in place is a system of risk-based pricing, which allows the industry to give an 

array of different types of credit cards to anyone, using varying structures of rates, fees, and 
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credit limits (Senator Richard Shelby, Hearing, 2007: 5). While this has made credit more 

available, it has allowed for extension of credit to those who cannot reasonably afford it, and 

even worse the extension of predatory lending and targeting of populations who are thought to be 

greater sources of profit (Secret History of the Credit Card, 2004).  

     This targeting is exemplified in the shifts that have occurred in credit card marketing. 

According to Senator Wayne Allard, there has been a fundamental change in the philosophy of 

the credit card industry, which is most obvious in its marketing practices (Hearing, 2007: 10).      

Even though the mailing of unsolicited, active credit cards was banned in the 1960s, solicitations 

of all other types have only increased. Solicitations are increasingly all over the internet, college 

campuses, and in the mail. If a consumer is known to be having difficulty in making credit 

payments, this may only increase the solicitations he or she receives (Senator Richard Shelby, 

Hearing, 2007: 5). The Federal Reserve found that at least 6 billion solicitations were mailed out 

by credit card companies in 2005 alone. Many of these requisitions are specifically sent to 

students, those with histories of debt, and those on restricted incomes, such as the elderly. This is 

possible because of the technology that has allowed for the existence of credit bureaus (Hearing, 

2007: 3).    

     The digital revolution has allowed the credit bureaus to track daily, customers who use any 

and all types of credit. The information tracked includes how much money a user spends, how 

often they make payments, and how much these payments are. This information is input into a 

vast database that is then shared with the credit card companies. The companies then mine these 

databases to find the most profitable customers, those who are not a complete risk, but risky 

enough that they will accrue enough debt to charge interest on or a minimal amount of fees to. 
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Once these potential customers are found they are marketed to in hopes that they will sign a card 

contract (Secret History of the Credit Card, 2004).   

     These consumers are marketed to because they are the sources of most value for the industry. 

The industry has to capture significant value somewhere in order to thrive in a capitalist 

economy, as well as to offset the costs associated with offering essentially unsecured loans. This 

value is captured with “revolvers.” Revolvers in the credit card industry are those who 

continually have debt on their cards each month. Revolvers make up the majority of credit card 

users (over 100 million) and the “sweet spot” of the industries profit, according to the 2004 

Frontline and New York Times documentary “The Secret History of the Credit Card.” The credit 

card industry makes their money off these revolvers. This means that the industry needs their 

users to go into debt in order for their business to survive and be profitable. Who the industry is 

not counting on are those termed “deadbeats,” those users for whom the credit card is merely a 

convenience not a necessary way to provide for one’s needs. Deadbeats do not accrue interest on 

their accounts and since many card companies do not charge monthly or annual fees for use, the 

only profit they make off these users is a minimal transaction cost charged to the businesses the 

users purchase at. Instead, the industry makes money off revolving accounts they can charge 

variable interest rates on and issue increasing punitive fees to, which most of the time are not 

made clear to the consumer who then gets tangled in a web of debt (Secret History of the Credit 

Card, 2004).  

     The total amount of consumer debt in the U.S. has risen dramatically to $2.4 trillion. Of that 

$2.4 trillion in consumer debt, $872 billion is revolving debt which can almost only be achieved 

by credit cards (Hearing, 2007: 3). On average about 90% of profits for the industry come from 

revolving balances (Ritzer, 1995: 51). In addition, American credit card users have never paid 
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more of their money to interest. Even though overall interest rates have been at historically low 

levels, Americans now spend 15% of their disposable income on interest payments (Hearing, 

2007: 3). 

 

Explaining the Problem   

     Obviously, these changes and innovations have become increasingly problematic for the 

average American citizen and household, who, in 2005, owed nearly a quarter of the income they 

would make in a year to debt on credit cards (Hearing, 2007: 3). Consumer debt is at record 

highs and credit cards are one of the biggest actors in this trend, because by their very nature 

credit cards encourage debt (Chairman Christopher Dodd, Hearing, 2007: 3; Ritzer, 1995). Now 

that banks are issuers of credit cards, financial institutions that were intended to be beacons of 

savings are now dealers of debt and earn more profits from credit cards than any other type of 

loan they offer (Ritzer, 1995: 26). While individuals may be responsible for haphazard and ill-

informed use of credit cards they are also the victims of an overarching social and financial 

system of institutions that “discourages savings and encourages indebtedness” (Ritzer, 1995: 8). 

This system of institutions that Americans are supposed to trust have created an economy that 

depends on them spending money they do not have, may never have, and ultimately cannot 

afford to spend, in order for it to be successful, profitable, and continue to survive. This 

entrenches people further and further into an Americanized consumer culture that is constantly 

betting on debt to “enhance” people’s lives (Ritzer, 1995: 11). The amount that Americans are 

saving has steadily decreased over time, while the amount of debt has steadily increased (Ritzer, 

1995: 6). The business model of the credit card, through its billing structure and marketing 

strategy, targets people who do not have the means to pay back their debts. In this way young 
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people, working families, and the elderly are pulled into what will likely be a lifetime, however 

much left of it there is, of debt (Senator Wayne Allard, Hearing, 2007: 10).    

     Through intentionally unclear policies the credit card industry is misleading consumers. 

According to Elizabeth Warren, cards and policies that were safer and clearer could make a huge 

profit for the industry, but not as huge as the “bloated” profits made through the “tricks and the 

traps” in the fine print (Elizabeth Warren, Hearing, 2007: 20).  Instead of a sense of civic 

responsibility to their incredibly profitable customers, credit card companies use tricks like 

default terms, which, in addition to being hard to understand, can be changed at any time with 

only 15 days notice to customers (PBS.org, 2004).  They also trap their customers through 

conditions such as universal default, which allows card issuers to raise their rates if they discover 

that the customer has missed or been late on a payment to any company that customer has an 

account with (Senator Richard Shelby, Hearing, 2007: 5). Single triggers can send a customer’s 

fees soaring. Banks and other third party creditors have been allowed to raise rates and charge 

fees on payments that are even a few hours late or a few dollars over a credit line. Some in the 

industry trap customers even further by adding surprise new fees to their bills or placing payment 

due dates on holidays, simply daring customers to forget that they have payment coming due 

(PBS.org, 2004). These have become the “standard operating procedures” (Hearing, 2007: 4) for 

the industry. These are what have caused the market to break and not work any longer for the 

majority of Americans (Elizabeth Warren, Hearing, 2007: 18). This broken market has been 

shaped and determined largely by two types of changes, political and technological, which will 

be discussed in the following paragraphs (Secret History of the Credit Card, 2004).   
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Technology and Globalization  

      Technology in the past 30 years has revolutionized the industry with the ability to set up a 

national network, as well as an international network of use, in addition to online bill pay, online 

bill creation (online shopping), and now mobile phone applications, with even more innovations 

to come, such as biometrics which utilizes fingerprint recognition and is currently being used 

already in limited capacities to authorize credit card transactions (Evans and Schmalensee, 

2005). However, the most important technological advancements have been the ones that have 

allowed for national and international networks of use, the digital and internet capacities, which 

go hand in hand.  

      As already mentioned the digital revolution has facilitated significant growth in the credit 

industry and serves as the main tool of customer recruitment for creditors. The internet has also 

allowed for massive expansion of the industry. It has increased the ease of the sharing of digital 

information and allowed consumers to buy from anywhere, whether it be from their homes 

through television or online shopping or while traveling in another country, where purchases are 

automatically sent back to the issuer and billed to one in U.S. dollars upon return home. The 

internet now has enabled wireless adaptability between personal teller Point-of-Sale terminals 

and mobile phones, as well as between terminals and cards equipped with microchips and radio 

transmitters (Evans and Schmalensee, 2005).  Digitization and the internet together have also 

allowed for the infamous credit card swipe so many consumers do to today; before the 

introduction of these two technologies cards were “read” by a machine in the from of an 

impression on carbon paper (Ritzer, 1995: Mandell, 1990). Now through these technologies the 

industry can utilize cross-country and inter-Atlantic  telephone cables and satellite transmission 

to enable the sharing of credit card information across the world and allow for the near instant 
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computer authorization of cards. Another innovation in the harnessing of digital information has 

been microchips, which are now embedded in credit cards to make “smart cards.” Smart cards 

are single multiple-application cards that function as credit, debit, and ATM cards, as well as, 

phone and frequent-flier cards and almost any other type of financial card. While smart card 

technology has been slow to take off in the U.S., Europeans embraced the technology decades 

ago even having 3.5 million smart cards issued by 1987 (Evans and Schmalensee, 2005).  These 

smarter cards have allowed consumers to decrease the number of cards they have to carry and 

eased spending both domestically and across the globe where the U.S. is now exporting its style 

of debt (Ritzer, 1995: 55).  

 

Globalization  

     The credit card industry and what it represents is a shaper, if not the shaper, of the global 

economy. It changes society not only quantitatively, but it also, and maybe more so, qualitatively 

transforms economic relationships across more geographical spaces (Dicken, 2011: 7) than 

almost any other product or industry has. The credit card has added to the growing complexity of 

the modern world and increased world interconnectedness (Dicken, 2011: 16,52). According to 

George Ritzer (1995) the credit card has allowed for the “Americanization” of the world.  Even 

stating that“they are products at the vary heart of American society, and they are highly valued 

by, and have had a profound effect on, many other societies throughout the world” (Ritzer 1995: 

1). Credit cards are a means to obtain the icons of society, with such great versatility and 

usability that they can be used to obtain anything from anywhere in the world by anyone in the 

world.   
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      The reach and power of the credit card are made possible by globalization (Ritzer, 1995: 22). 

They have been expanding increasingly internationally, even to societies that have traditionally 

been resistant to consumer credit, such as Japan and Germany (Ritzer, 1995: 46). Because of this 

many credit card companies, which are mostly American in origin, have gone through phases of 

re-branding overseas. All credit companies that have gone outside the U.S., with the exception of 

American Express, have changed their names in other countries to appeal to a more global 

society and instill a greater sense of brand loyalty (Ritzer, 1995).  One of the most important 

factors that enables this type of globalizing activity, as well as all the aforementioned activity, is 

the “reduction in political barriers” towards flows of financial services (Dicken, 2011: 171). The 

role of the state is extremely important to globalization and the world (and domestic) economy 

(Dicken, 2011: 171).  This reduction in political barriers facilitated by the role of the state has 

been embodied in the legislation and action of the United States and will be the subject of 

examination in the remainder of this paper.  

 

Policy and State Intervention        

     Many experts on the credit card industry believe the real catalyst for the explosion of success 

in the industry was the coming together of two very important technological and political forces 

between the 1970s and 80s. Federal policy that essentially deregulated the industry in 1978, 

along with the revolutions in technology already discussed that enable “the almost real-time 

tracking of personal financial information and the emergence of nationwide banking,” are what 

have, “facilitated the widening availability of credit cards across the economic spectrum” 

(PBS.org, 2004). However, this widening availability has not come without cost; as now those 

within the industry have virtually no fear of any government backlash. 
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     According to Elizabeth Warren, “There’s no regulator, and there’s no customer who can bring 

this industry to heel” (PBS.org, 2004). The next section will demonstrate the validity of this 

argument by showcasing the common inconsistency in policy from the very beginning of state 

regulation, the landmark decisions that led toward major deregulation, as well as the special 

interests that have so often been favored in credit card legislation. In addition, it will cover a very 

recent change in policy that just might be a step in the right direction in turning policy towards 

the people’s interests.  

      

Legislation  

     The 1968 Consumer Credit Protection Act, or the Truth-In-Lending Act, was one of the very 

first policies in the area of credit card legislation since the credit cards introduction. It banned a 

common industry practice, one that often led to fraud, of mailing unsolicited active credit cards. 

It also required companies to provide more accurate disclosures of annual interest rates, charges, 

fees, and the costs cards would have for consumers. This Act is first off proof of the 

manipulative and predatory practices of the credit card industry from its beginning. More 

importantly, it is proof of the stage-setting inconsistency in policy, as in 1980 the Truth-in-

Lending Act was updated in order to reduce the requirements placed on the industry for the 

issuing of disclosures and the disclaimers they were previously required to put in ads. This 

essentially un-did what had previously been established (Secret History of the Credit Card, 2004; 

Mandell, 1990). 

     With credit card users constituting such a large portion of the population and credit card 

transactions enabling such a large percentage of overall purchases, one would assume the 

industry is highly regulated by the state. However, this is not so. Landmark legislation and court 
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decisions have deregulated the industry, decisions like the 1978 Marquette National Bank v. First 

of Omaha Service Corp., which allowed national banks to charge to all customers the interest 

rate caps of the states in which they held their charter not the states in which the customers lived; 

as well as 1996’s Smiley v. Citi Bank, which lifted state restrictions on the fees credit card banks 

were able to charge. These court decisions have allowed credit card companies, unlike any other 

financial industry, to change users’ interest rates basically at will and enact as high of fees as 

they wish. While this has benefited consumers in some ways, it has caused many problems 

leading the Better Business Bureau to state that the credit card industry is the most complained 

about in the entire nation (Secret History of the Credit Card, 2004). This is what Elizabeth 

Warren speaks of, when she says the industry has no regulator and no fear of there ever being 

one; this is especially so considering the special interests involved in what would appear to be 

almost all credit legislation.  

       The 2005 Bankruptcy Abuse Prevention and Consumer Protection Act increased the costs 

and decreased the benefits of bankruptcy in order to reduce losses to creditors, which the bill’s 

proponents stated would then lower costs to consumers and make credit more affordable. 

However, many claimed it was a testament to the special interest frequently catered to in the 

credit card industry, particularly now as it has been shown that it actually profited creditors (who 

were the major sponsors of the bill) and cost consumers. Credit card companies continued to 

keep their fees at the same high rates, while making more and more money off individuals now 

unable to file for bankruptcy. While it was toted to benefit consumers, it actually made 

circumstances worse for the worst off families and individuals (Simkovic, 2009). Critics 

considered it the Act that eliminated the few state protections that remained for consumers and 

left them in more vulnerable positions to be bullied and preyed upon by credit card companies 
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(Elizabeth Warren, Hearing, 2007: 20). The requirements of the Act are considered severely 

inadequate and continue to leave consumers unaware of true costs (Senator Akaka, Hearing, 

2007: 9), 

      However, recently there has been a shift in the trend of solely corporation-friendly 

legislation. The 2009 Credit Card Accountability, Responsibility and Disclosure (CARD) Act’s 

ultimate goals are to make terms more consistent and easier to understand, as well as limit what 

are seen as deceptive practices; its regulations include limits on marketing to students, requiring 

companies to actually issue warnings when payments are due, and instituting a mandatory 45 day 

notice (instead of the previous 15) be made to users when interest rates and fees would change 

(Peterson, 2011). Now the dates payments are due have been standardized and nearly 80% of 

cardholders are more aware of changes to their billing statements. Since the CARD Act, the 

majority of cardholders (70% or higher) are now aware of warnings and costs of making late 

payments or only making minimum payments. Almost half of all statements now show how long 

it will take to pay of the balance according to minimum payments and interest rates, and 60% of 

consumers now say they understand their monthly statement more and that the disclosure terms 

are clearer (Peterson, 2011). This Act is definitely a long-awaited step in the right direction.  

 

Overview of State Action  

       Credit Card Policy in America has been inconsistent at best and contradictory at worst; 

never taking a clear stand long enough to make a difference. Card issuers have been shown to be 

big funders of legislation that is in their favor and many policy makers working for positive 

change have reported the difficulty of getting any of their legislation passed in the midst of such 

special interest (Secret History of the Credit Card, 2004). While the CARD Act is a step in the 
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right direction many of its mandates would appear to be common sense legislation that should 

have been implemented decades ago. This inability of the state and policymakers to correct the 

obvious misdoings in the credit card industry that have hurt millions of Americans is a definite 

proof of the special interest shown and biased actions taken in the state on behalf of those inside 

the industry, instead of on behalf of Americans, which is in direct opposition to those in 

government’s job descriptions of protecting and supporting Americans. Industries, such as 

children’s toys or cars, in America are heavily regulated for the safety of the millions of 

Americans that may use them. The American government owes it to its citizens to regulate the 

credit card industry for financial safety (Elizabeth Warren, Hearing, 2007: 20).    

 

Conclusion  

      While plastic may ease financial transactions and provide financial opportunities to 

consumers, its costs are beginning to outweigh its benefits. Expansive technology and 

international policy have allowed it to reach into the farthest dimensions of the globe. 

Meanwhile, domestic policy and technological revolutions have allowed it to reach deeper and 

deeper into the lives and finances of the average American citizen. The state must take 

aggressive steps to regulate and bring transparency into the credit card industry. If the enormous 

burden that has been taken onto the shoulders of the average family is not alleviated soon, 

consumer debt may spiral out of control and cause hugely detrimental effects to the lower and 

middle classes and to the already suffering American economy in general. While the 2009 

CARD Act made significant steps in the right direction and became one of the first effective 

restrictive measures on the industry, if any of their previous patterns of behavior are to be taken 
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into account, the industry will likely find ways around the new requirements and seek strategies 

to lure more Americans into excess spending and consumer debt.    

     Credit cards are not evil that we have to exterminate, they are tools for economic lubrication. 

They are positive for many people and have the potential to be positive to for many more. 

However, this will not be possible if there are not regulated shifts in how these cards are 

distributed and used ( Hearing, 2007; Ritzer, 1995). For any transaction to be fair, particularly in 

a capitalist economy where there should by many choices available, both parties have to be 

aware of the details of the agreement they are entering into ( Hearing, 2007; Ritzer, 1995). 

However, throughout the history of the credit card industry, the card issuers have been the 

obvious winners, finding new and ingenious ways to capitalize on profits and consumer spending 

desires. However, the CARD Act is a step in the right direction in creating a fairer environment 

for the consumer and may make winners out of them yet.   
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