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ABSTRACT 

 

 Credit cards are now an important and integral part of the financial and payment 
system of modern societies. In this study, the purpose is to understand customer’s 
behavior and experience with credit card and identify the factors that customers don’t 
know. Almost all people know about the use of the credit card, but very few people read 
their terms and conditions. In this study most of the participants are men. Mostly the 
customers are of young age. Chi-square goodness of fit test is to test the association 
between dependent variable knowledge and use of credit card and independent variables 
terms and condition, APR(annual percentage rate), defaulters, interest rate and minimum 
payment. In fine from this test that minimum payment and credit score are associated 
with dependent variable. There is also association between dependent variable need of a 
credit card and independent variables, bill payment and credit card loan. Multiple logistic 
regressions are used for analyzing the data. Two multiple logistic equations are used. In 
the first equation, credit score is found significant. In the second equation bill payment 
and average usage are found significant. 
 

INTRODUCTION 
 

 Credit card in all over the world is recognized for its giving immediate monetary 
solution to its holder. In developed countries, people like to have associations with banks 
to meet their financial needs through consumer loans as they are sure of prowess of 
financial laws. In Pakistan, the situation is quite reversed because the per capita income 
of the country fellows suffices hardly to fulfill basic needs, which leaves no vacuum for 
saving to waste on principal plus high interest against loans. Secondly, illiteracy rate in 
the country is drastically low, and since bank-consumer relationship, based on 
complicated legal epithets, requires education and literate consumers, so the parity in it is 
difficult to maintain. 
 

 Basically, two different kinds of people suffer into banking disputes associated with 
the consumer loans; people without awareness, and people with having intention to 
exploit consumer loans. Recently, credit card conflicts appeared in public are sometimes 
representing kindred spirits of later set of people those who even without befitting source 
of monthly income indulged in out of pockets credits. Possessing two credit cards at a 
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time can never match person of low income bracket. This is what normally in practice in 
the country where people get hold of plastic money to make expenditures in excess of 
their income ability. Resultantly, they fall into debt collapse. Their hidden motive behind 
holding credit cards disintegrates the legal rights of genuine insolvents of availing write-
offs.  
 

 Credit cards are now an important and integral part of the financial and payment 
systems of modern societies. They are used both as a convenient payment medium in 
place of cash and cheques and as a means of obtaining short-term revolving credit. 
 

 The credit cards issuers and banks of Pakistan are promoting new cards with new 
offers and packages making more use of secure credit cards every single day. With that a 
problem starts i.e., which card should be purchased as there are many cards in the market 
with different types, packages and offers. This makes people a little confuse to make a 
right choice. 
 

 Here is the complete list of all credit cards types that are used in Pakistan now a day.  
 

 Balance Transfer Card, Instant Approval Card, Business Credit Card, Student Credit 
Card, Prepaid & Debit Card, Credit Card Specials, Reward Credit Cards i.e. Cash Back, 
Points, Gas, Airline, Hotel & Travel, Financial, and Sports cards. 
 

LITERATURE REVIEW 
 

 Mae (2005) was reported in study of undergraduate students that freshmen have the 
lowest rate of card ownership among undergraduate, 54% carry a credit card. The median 
debt level among card carrying undergraduates has risen to $1,770, up from $1,236 in 
2000. Average credit card balance is $2,327, 15% decrease from 2000 average. 
Graduating students have an average of $20,402 in combined education loan and credit 
card balances and also reported that students residing in the Northeast use credit cards the 
least, while Midwesterners carry the highest average credit card balances. 
 

 Jones (2005) was reported that many incoming freshmen at the college and university 
studied already had access to credit or had acquired debt. 62% had their own 
credit/charge card. Older students had more credit/charge card, as well as high level of 
debt than younger students. White students have fewer cards than non-white, while 
single, never married students had lower level of debt than married students. Freshmen 
knew little about credit. 
 

 Hayhoe et al. (2005) were found in this study that 49% of undergraduate students 
having credit card in which those students with four or more credit cards (versus those 
with less than four credit cards) were more likely to be older, white and in a higher year 
in school: have a student loan: and not have had a course in personal finance. They also 
were more likely to: score higher on the affective (emotional) credit attitude scale and 
retention money attitude (not wanting to spend money): score lower on the behavioral 
(actions) credit attitude scale; and have had fewer imagined interactions with parents.  
 

 Tan (2003) was reported 76.8% students with at least one card. 63% of students did 
not pay their balances in full each month, although 40% paid more than the minimum 
payment and also reported that students with higher debt levels tended to be older, 



Hasnain, Iqbal, Ali and Hussain 25

married, upperclassmen, and those with higher income. In this study many students 
reported “moderate” or “extensive” knowledge of the implications of misusing credit 
card, and also 31% reported credit card debt affected (moderate or extensive) their 
concentration on academic work. 
 

 Mae (2002) was reported in this study that they found 76% of the students had credit 
cards, most of whom 56% got their first one at the age of 18, 75% of those with credit  
cards made payments less than the outstanding balances on their credit cards ,44% paid 
more than minimum payment & 4% relied on their parents. Average credit card debt 
varied by grade level, with freshmen carrying an average balance of $1,585 and of final 
year students $2,864. 
 

THEORETICAL FRAMEWORK 
 

1. Identification and labeling of the dependent and independent variables have been 
done in the theoretical framework. 

 

 
2.  The relationship among the variables were discussed that the eight independent 

variables are related to dependent variable, and that the independent variable need of 
a credit card, is  related to the other three independent variables, namely, APR(annual 
percentage rate),terms and conditions, average use of credit card. The other 
independent variable credit card loan is related to other four independent variables 
namely average usage, credit score, increment in interest rate, and defaulters. 

 

3. Through the following several statements it is explained that why these relationships 
can be expected: 
a. Now a day, everyone having shortage of amount will go for the option of Credit 

Cards 
b. Usually people look for best options they can get it on much lesser interest rates 

Need of credit card 

APR (Annual percentage rate) 

Terms and condition 

Average usage 

Credit  card loan 

Credit score 

Increment in interest rate 

Customer’s 
Knowledge  

and use 

Defaulters 
 
 

Dependent Variable Independent Variable 
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c. Normally people do not study completely all Terms and Conditions of any Credit 
card Which could be more dangerous in case if they unable to repay 

d. There is also an important concern for every person on Average Monthly Usage.  
If customers use it more frequently they may be unable to repay if the total credit 
amount is more than his monthly income 

e. Frequent and maximum amount usage give them good scoring and this scoring 
may results in good rewards  

f. They may become defaulter if couldn’t able to pay back loans. 
g. There is an important point to note that usually people don’t know about the 

condition that at any time banks can increase their interest rates. This is more 
painful to any defaulter. 

 
HYPOTHESES 

 

H01: There is no relationship between need of credit card and credit knowledge and 
use. 

H02: There is a relationship between need of a credit card and credit knowledge and 
use. 

H03: There is a relationship between APR and customer’s knowledge and its use. 
H04: There is a relationship between Terms and Conditions and customer’s 

knowledge and use. 
H05: There is a relationship between average usage of credit card and customer’s 

knowledge and use. 
H06: There is a relationship between credit card loan and customer’s knowledge and 

use. 
H07: There is a relationship between credit score and customer’s knowledge and 

use.  
H08: There is a relationship between increment in interest rate and customer’s 

knowledge and use. 
H09: There is a relationship between Defaulters and customer’s knowledge and use. 

 
METHODOLOGY 

 

 The primary data for this paper was collected with a questionnaire. Data was collected 
from Muslim Commercial Bank (MCB) and City bank. The sample size was 195, while 5 
were missing. 100 questionnaires were filled from MCB bank and 100 from City Bank. 5 
missing questionnaires were found from City bank. The simple random sampling was 
used. 
 

MULTIPLE LOGISTIC REGRESSIONS 
 

 Here knowledge and use of credit card is dependent variable, because it has two 
discrete categories. Whereas terms and conditions, increase in interest rate, banks 
recommend minimum payment, Defaulters, APR, Credit score, are independent variables. 
So we are using the multiple logistic regression technique. The logistic regressions 
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function, although itself nonlinear, also involves a linear function Z of the independent 
variables.  
 

 The logistic regression function itself is 
 

  1( )
1 1

z

z z
ef z

e e
 

 
;  where 0 1 2  kZ a bX cX k X      

 

 Knowledge and use 0 1 a b   (terms and conditions) 2b  (interest rate) 3b  
(minimum payment) 4b  (defaulters) 5b  (APR) 6b  (credit score) 
 
SPSS output for logistic regression 
 Block 0: Beginning Block 
 

Classification Table a,b 

Observed 
Predicted 

Knowledge and Use Percentage 
Correct Yes No 

Step 0  Knowledge and    Yes 
   Use      No 
   Overall Percentage 

175 
20 
 

0 
0 
 

100.0 
.0 

89.7 
a. Constant is included in the model 
b. The cut value is .500 

  
CLASSIFICATION TABLE 

 

 Here we have one dependent variable, called “Knowledge and use of credit card”. 
The customers who have the knowledge and use of credit card is coded as 1 and the 
customers who have not the knowledge and use of credit card is coded as 0. It 
summarizes the results of our prediction about Knowledge and use of credit card based 
on all independent variables. We see that 175 respondents have a knowledge of credit 
card were correctly predicted by the model having knowledge and use of credit card, 
whereas zero without knowledge and use of credit card correctly predicted not to have a 
knowledge and use of credit card.  This table shows that our model can correctly predict 
100% of the yes those who have a knowledge and use of credit card and 0% of those who 
have not knowledge and use of credit card. Overall, our model predicts 89.7% of the 
knowledge and use of credit card. 
 

Variables in the Equation 
 B S.E. Wald df Sig. Exp(B) 

Step 0  Constant -2.169 .236 84.445 1 .000 .114 
 
 In this table, variables in the equation that the intercept-only model is ln (odds)  
= -2.169.  If the both sides of this expression are exponential, we find that our predicted 
odds = [Exp (B)] = 0.114.  That is, correctly predicted odd. So our observed odds are 
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20/175 = 4/35 = 0 .114. It means that 4 students have a knowledge and use of credit card 
and 35 have not knowledge and use of credit card. 
 
Block 1: Method = Forward Stepwise (Likelihood Ratio) 
 

Omnibus Tests of Model Coefficients 
  Chi-Square df Sig. 

Step 1 Step 6.369 1 .012 
 Block 6.369 1 .012 
 Model 3.369 1 .012 

 
OMNIBUS TESTS OF MODEL COEFFICIENTS 

 

 This table gives general tests of how well the model performs. The likelihood ratio 
chi-square of 6.369 with a p-value of 0.012 tells us that our model as a whole fits 
significantly better than the empty model (Model 0 i.e. model without variables). Larger 
values of the chi-square statistic indicate a bigger difference in fit between this and the 
simpler model.  The last "Sig." column shows the statistical significance of this 
difference. A finding of significance, that there is adequate fit of the data to the model, 
meaning that at least one of the predictors (independent variable) is significantly related 
to the response variable (dependent variable). Here, all three rows are the same, and 
statistically significant. 
 

Model Summary 

Step -2 Log 
Likelihood 

Cox & Snell 
R Square 

Nagelkerke 
R Square 

1 122.597a .032 .066 
a. Estimation terminated at iteration number 6 because 

parameter estimates changed by less than .001. 
 

MODEL SUMMARY TABLE 
 

 This table tells us how well the model fits a dataset. This table contains three pieces 
of information. 
 

i) -2 Log likelihood 
ii) Cox & Snell R square 
iii) Nagelkerke R square 

 

 -2 Log Likelihood is used to compare models and assess if the inclusion of additional 
variable in the model significantly improves model fit or not. We see that the -2 Log 
Likelihood statistics is 122.597. This statistic shows that we can use this model poorly 
because it has high data likelihood. 
 

 The Cox & Snell R square and Nagelkerke R square are closely related statistic can 
be interpreted like R2 (coefficient of determination) in a multiple regression, and basically 
summarize how much of the variability in the dependent variable can be explained with 
the model. The Cox & Snell R square cannot reach a maximum value one but the 
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Nagelkerke has a maximum value of 1.  Larger values of these R squares indicate that our 
model captures more of the data variability.  Credit score explains between 3.2% and 
6.6% variance in knowledge and use of credit card.  
 

 Thus we can interpret this as 3.20% probability of the event knowledge and use of 
credit card is explained by the logistic model and Nagelkerke’s R² is 6.6% which 
indicates that the model is also poor. 
 

Variables in the equation 

 B S.E. Wald df Sig. Exp(B) 
95.0% C.I.  
for EXP(B) 

Lower Upper 
Step Credit Score(1) 
1a  Constant 

-1.329 
-1.727 

.579 

.271 
5.268 
40.528 

1 
1 

.022 

.000 
.265 
.178 

.085 
 

.824 
 

a. Variable(s) entered on step 1: Credit Score 
 
 This table shows the coefficients (β), their standard errors, the Wald Chi-Square 
statistic, associated p-values, and odds ratio (Exp (β)).  This table shows that the only one 
variable credit score out of six variables included in the model is significant, because its 
p-value = 0.022 less than 0.05 and other variables are not included as they are not 
statistically different from zero. Which are shown in the other table below “Variables not 
in the Equation”. 
 

 The Wald statistic is a test which is used to test the significance of individual logistic 
regression coefficients for each independent variable (that is, to test the null hypothesis in 
logistic regression that a particular logit (effect) coefficient is zero i.e. β1 = 0). 
 

  

0
2

2

: 0 : 0

1.329    5.268
0.579

0.022

A

obs

H H

Test Statistics

p value

   

    
 

 

 

 

 The interpretation of the coefficients can be awkward. For example, for a one unit 
increase in credit score, the log odds of being having knowledge and use of credit card 
(versus not being having knowledge and use of credit card) decreases by -1.329. So, 
many researchers prefer to exponentiate the coefficients and interpret them as odds-ratios. 
That is, we can say that for a one unit increase in credit score, the odds of being having 
knowledge and use of credit card (versus not being having knowledge and use of credit 
card) increased by a factor of 0.265. 
 

 The Variables in the Equation output shows us that the regression equation is  
 

  ln (ODDS) = -1.727-1.329 (Credit Score) 
 

  The odds prediction equation is 
 

  
1.727 1.327(  score)a bX creditODDS e e    .  

 



Customer’s Knowledge and Use of Credit Card 30

 So the odd ratio is .265 and the 95% confidence limits for the odds ratio are 0.085, 
0.824. The odds of knowledge and use of credit card were 0.265 higher for credit card 
score. This shows the significant results, and it means that this variable is contributing in 
this analysis. 
 

Variables not in the Equation 
 Score df Sig. 
Step 
1 

Variables Agreement (1) 1.299 1 .254 
 Interest Rate (1) .821 1 .365 
 Minimum Payment (1) 3.609 1 .057 
 Defaulters (1) 1.087 1 .297 
 APR (1) .463 1 .496 

 Overall Statistics 6.303 5 .278 
 
 This table indicates that five of the six variables are not in equation and these are not 
giving significant results. All have p-values greater than 0.05. 
 

MULTIPLE LOGISTIC REGRESSIONS 
 

 In this analysis need of a credit of credit is a dependent variable, where average usage 
of credit card, bill payment, credit loan, age, income, marital status, credit score, are 
independent variables. 
 

Classification Table  a,b 

Observed 

Predicted 
Why you get a credit card? Percentage 

Correct For  
Emergency 

Shortage  
of cash 

Step 0 Why you get a  For Emergency 
 Credit Card? Shortage of cash 
 Overall Percentage 

119 
76 
 

0 
0 
 

100.0 
.0 

61.0 
a. Constant is included in the model 
b. The cut value is .500 

 
  The Block 0 output is for a model that includes only the intercept (which calls the 
constant). Given the base rates (119/195 = 61.0%) are correctly predicted, whereas 39.0% 
are not. 
 

Variables in the Equation 
 B S.E. Wald df Sig. Exp(B) 

Step 0  Constant .448 .147 9.325 1 .002 .639 
 
 In this table, Variables in the Equation that the intercept-only model is ln (odds)  
= -0.448.  If the both sides of this expression are exponential, we find that our predicted 
odds = [Exp (B)] = 0.639.  That is, correctly predicted odd. So our observed odds are 
76/119 = .639. 
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Omnibus Tests of Model Coefficients 
  Chi-Square df Sig. 

Step 1 Step 17.619 1 .000 
 Block 17.619 1 .000 
 Model 17.619 1 .000 

Step 2 Step 8.302 1 .004 
 Block 25.922 2 .000 
 Model 25.922 2 .000 

 
 This table gives the chi square value which is 17.619 on 1 df, and give significant 
result at p=0.05. 
 

Model Summary 

Step -2 Log 
Likelihood 

Cox & Snell 
R Square 

Nagelkerke 
R Square 

1 243.147a 
234.845b 

.089 

.124 
.117 
.169 

a. Estimation terminated at iteration number 3 because 
parameter estimates changed by less than .001. 

b. Estimation terminated at iteration number 4 because  
parameter estimated changed by less than .001. 

 
 In the Model Summary table above, we see that the -2 Log Likelihood statistics is 
243.147, and then changed in step 2 which is 234.845 
 

Variables in the equation 

 B S.E. Wald df Sig. Exp(B) 
95.0% C.I.  
for EXP(B) 

Lower Upper 
Step Payment(1) 
1a  Constant 

.1.396 
.552 

.341 

.288 
16.774 
3.675 

1 
1 

.000 

.055 
.248 

1.737 
.127 

 
.483 

 
Step Payment(1) 
2b  Usage 
   Constant 

-1.207 
-.268 
1.876 

.535 

.094 

.594 

11.718 
8.032 
11.045 

1 
1 
1 

.001 

.005 

.001 

.299 

.765 
6.527 

.150 

.636 
 

.597 

.921 
 

a. Variable(s) entered on step 1: Payment 
b. Variable(s) entered on step 2: Usage 

 
 The Variables in the Equation output shows us that the regression equation is  
 

   ln 1.876 1.207 0.268ODDS payment usage     
 

 The odds prediction equation is a bXODDS e  . So the odd ratios and confidence 
limits show the significant results, and it means that this variable is contributing in this 
analysis. 
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Variables not in the Equation 
 Score df Sig. 
Step 1 Variables Usage 8.446 1 .004 

 Credit Loan (1) .584 1 .445 
 Overall Statistics  8.612 2 .013 
Step 2 Variables Credit Loan (1) .158 1 .691 
 Overall Statistics  .158 1 .691 

 
 In this table, variable not in equation, these variables are not in equation these are not 
giving significant results.  
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