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ABSTRACT
 For many Americans today, debt has become a part of life; this is 
especially true for college students because of the rising costs of higher 
education. Student loan debt was held by 70% of 2012 graduates according 
to Reed and Cochrane (2013), averaging $29,400 worth of debt per graduate. 
But student loan debt isn’t the only form of debt that graduates hold; credit 
card debt is also growing. The average undergraduate credit card balance 
according to the 2009 Sallie Mae study was $3,171. With student loans, 
credit cards, and other loans, students are graduating with more debt than 
ever before.  The cause of this problem is twofold; higher education costs are 
rising, but students are also engaging in poor credit management practices. 
These practices are worrisome because they impact the entire economy’s 
health. Korkki (2014) cited a Federal Reserve Bank study indicating that since 
the recession, overall homeownership among 30-year-olds has decreased, but 
most significantly among those with student loan debt history. Not only did 
Korkki report that the high debt levels impact the housing market, but there 
appears to be a negative correlation between small business startups and stu-
dent loan debt. In this study conducted among students at the UW-Stout, we 
analyzed current credit and debt management practices among students, as 
well as their understanding of basic credit terms and applications. Compared 
to national studies, students at UW-Stout don’t engage in as risky of credit 
practices, but still lack the fundamental knowledge to engage in wise credit 
practices.
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INTRODUCTION
 The financial market today is larger and more complex than ever 
before. The plethora of new investment opportunities and financing op-
tions available to the average American has made access easier and potential 
rewards greater. It has become easier for the average American to set up 
various savings tools or invest and manage stocks and mutual funds online. 
More young adults have access to credit to pay for education, help make ends 
meet between paydays, and make major life purchases such as a home. The 
growing financial market has helped individuals take control of their finances, 
achieve their dreams, and benefit from their investments; however, these op-
portunities come with a price: the possibility of devastating monetary losses. 
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 The 2008 Financial Crisis, housing market bubble, and subprime 
mortgage crisis have brought a lot of attention to financial illiteracy in the 
United States. Many Americans lack the financial knowledge to make in-
formed choices when it comes to money management, properly evaluating 
insurance needs, and investment risk and returns (Bongini, Trivellato, & 
Zenga, 2012). Yet, although individuals may not be able to make informed 
decisions, that doesn’t mean that these routine decisions won’t be made. Lu-
sardi and Mitchell (2011) found that only half of respondents in their study 
were able to answer a question about market risk diversification correctly. Al-
though people now have the opportunity to easily control their own invest-
ments in the market, if only half know the risk associated with stocks versus 
mutual funds it is unlikely that they are making wise investment decisions. 
This is also true when it comes to credit and debt decisions. Recently, Chen 
(2014) reported that the average household holds $15,252 in credit card debt 
and $32,986 in student loan debt on top of $152,209 in mortgage debt. So 
although a growing financial market may seem like a positive thing, it has 
created a society with overwhelming debt and the inability to properly save 
for major life events. 
 When it comes to making uninformed financial decisions, one group 
that is at particular risk is college students ,as they are faced with decisions 
that will financially impact the rest of their lives. College is the first time for 
most students that their expenses exceed income, they find themselves accu-
mulating debt, and they have access to credit cards. Without a strong under-
standing of debt, credit, and money management, students may be misusing 
their credit. Holding more debt and longer may hinder the student’s ability to 
secure future loans for a home, car, or small business as well as postpone sav-
ing for retirement and other major purchases. Given the long-term effects of 
poor credit decisions made during college, this research aims to identify some 
of the common credit management practices among students at the Univer-
sity of Wisconsin-Stout regarding credit cards and loans as well as how much 
they know regarding credit scores and reports. 

Literature Review
  The majority of college graduates are considered financially literate, 
or able to score at least 60% on a financial literacy exam, but unfortunately 
only 34% of Americans graduate from college. This leaves a large portion of 
the population financially illiterate. When Mandell (2008) tested the financial 
literacy of high school students, he found that students intending to pur-
sue a four-year degree performed 34.9% better than the rest. Based on this 
difference, we assume that college students are some of the more financially 
literate individuals. Yet students today are graduating with more debt than 
ever before. One of the most common sources of debt is the increase in stu-
dent loans due to the rising cost of higher education. The U.S. Department 
of Education (2013) found that the cost of education has risen from $8,438 
in 1981to $19,339 in 2011 using constant 2011-12 dollars. This is a consider-
able leap, leaving many students unable to pay for higher education without 
incurring some form of debt. This means that the number of student loans 
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being issued and the average balance of graduating seniors has grown in re-
cent years. In order to better illustrate this increase, Louis (2013) used Federal 
Reserve data to compare the average student loan debt among 25-year-olds in 
2003 and 2012. She found that in nine years, the average student debt almost 
doubled, as displayed in Figure 1. While the rising cost of education has con-
tributed to the total debt held by college students, it is not the only source.

FIGURE 1

 
 Students also accumulate debt through mortgages, car loans, and 
various other sources; however, another area that has also experienced rapid 
growth in recent years is credit card debt. In Figure 2, Sallie Mae compared 
the median debt among college students and found that students are holding 
considerably more debt at every grade level (2009).

FIGURE 2 

 

 

Figure 1: Comparison of Student Debt Among 25 Year Olds 
Source: Louis, 2013 
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 Not only is the median debt increasing, but students are also begin-
ning to use credit cards earlier. Jones (2005) suggests that 62% of students 
have access to credit cards before arriving on campus, which is consistent 
with the Sallie Mae (2009) study finding an almost 70% increase in college 
freshmen with credit cards. This means that young adults are faced with de-
cisions on how, when and why they are going to use their credit cards-deci-
sions that will have a lasting effect on their credit history and overall personal 
finances.  Unfortunately, oftentimes these young adults lack effective credit 
management skills. This is becoming clear by the number of students obtain-
ing more cards and incurring more debt earlier. Sallie Mae (2009) found that 
the number of freshmen with zero balances decreased by 53% between 2004 
and 2008 and the median credit card debt among college freshmen nearly tri-
pled during those four years from $373 to $939 shown in Figure 2. This large 
increase in the median debt held by college freshmen is worrisome; however, 
how worrisome depends on why the increase happened. 
 For most college students, holding a full-time job while attending 
school is very difficult if not impossible. Without the ability to work full time, 
many students are forced to rely on alternative means to make ends meet. 
Credit cards can help students purchase necessary goods and services be-
fore payday. Although it is now more difficult for college students to obtain 
credit cards because of stricter lending regulations, credit card debt is still a 
problem on campuses. The problem begins when students use credit to live 
beyond their means, accumulating debts aren’t paid off, and students fail to 
recognize the different costs associated with borrowing money from credit 
card companies. Unfortunately, many individuals under the age of 35 believe 
it is all right to borrow money for living expenses (Castellani and Devaney, 
2001). On top of that, Sallie Mae (2009) found that 40% of respondents ad-
mitted to having charged items knowing that they didn’t have the money to 
pay the bill. This is a red flag for risky credit card behavior, but it doesn’t stop 
there. 
 White (2012) cites research suggesting that risky credit behavior 
arises from a lack of fundamental credit card knowledge, including basic 
credit terms and applications. Sallie Mae (2009) found that 82% of credit 
card holders carried balances month to month and incurred finance charges. 
Not only are students incurring these charges, but they have no idea what 
these charges are. Ludlum (et. al, 2012) looked at students’ knowledge of late 
fee payments, overbalance fees, and interest rates and found that the majority 
of students were unable to answer these questions on credit cards they were 
currently using, registering incorrect response rates of 75.7%, 70.8%, and 
85.4% respectively. Many college students don’t understand the difference 
they will be repaying by making minimum payments compared to paying the 
balance off in full or by missing payments altogether. If almost three-fourths 
of students don’t understand credit card fees associated with poor credit 
decisions, the fees aren’t acting as a deterrent from engaging in those types 
of risky behaviors that can lead to overwhelming debt that will take years to 
fully pay off and will have a negative effect on their credit history. Although 
students may not know what purchases they should put on their cards or the 
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fees associated with late or missed payments, they do know information that 
impacts how they use their cards. Warwick and Mansfield (2000) found that 
students know their balance and credit limit. It appears that students know 
the basic concepts associated with credit cards when it has a direct impact on 
their behavior, like how much they can spend or have spent, but aren’t aware 
of much else.
 There is a large gap between the knowledge necessary to make wise 
credit decisions and the current level of credit literacy among students. This, 
however, varies across several demographics including gender, age, and pa-
rental influence. Men and women have different credit card behaviors. Limbu, 
Huhmann, and Xu (2012) found that when it came to efficiently managing 
monthly outstanding balances, women outperformed men. This is contrary to 
findings where women were less likely to pay off their cards and more likely 
to make only the minimum monthly payment (Robb,2011). While gender 
differences are highly debated when it comes to credit card use, age appears 
to have a more decisive influence. Limbu, Huhmann, and Xu (2012) looked 
at the differences between older women and younger female college students, 
finding that female college students may be more vulnerable than their older 
counterparts because they lack confidence in their credit card management 
skills. Age also appears to have an effect while students are in college. Han-
cock, Jorgensen, and Swanson (2012) found that juniors and seniors were 2.4 
times more likely to have over $500 in debt and almost four times more likely 
to have two or more cards compared to freshmen and sophomores. Since par-
ents influence the skills, knowledge, and attitudes held by young adults about 
consumerism, it is possible that parental influence and involvement may have 
a significant impact on students’ credit card behaviors. Palmer, Pinto, and 
Parente (2001) found that parents’ involvement before credit acquisition leads 
to having a lower credit card balance. This supports the idea that if students 
are taught about credit management before getting their first card, they will 
have a better understanding of credit and how to use if effectively, an idea 
further supported by Limbu, Huhmann, and Xu (2012), who found that there 
was an inverse relationship between parental involvement and credit card 
use and materialism, meaning that higher parental involvement leads to more 
responsible credit card balance management. Palmer, Pinto, and Parente 
(2001) also looked at effects of post-acquisition parental involvement and 
found that this actually leads to an increase in the total outstanding balance. 
This could happen because post-acquisition involvement most often takes the 
form of financial support, teaching the student nothing about effective credit 
management. It appears that a lot of different factors can influence a student’s 
knowledge about credit, including gender, age, and parental involvement. 
Even though all of these factors play a role in shaping credit knowledge and 
practices, the problem still remains that credit card debt is a large problem on 
campuses because students lack an understanding of self-beneficial credit card 
behaviors and the consequences of poor credit choices.
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DATA & METHODOLOGY

Participants
 The survey was distributed to students enrolled at the University of 
Wisconsin-Stout during the Spring 2014 semester. The link was set to a ran-
domly generated list of participants on their school-issued email provided by 
UW-Stout’s Planning, Assessment, Research and Quality office. Of the 1500 
students that the link was sent to, 144 opened the link. 

Questionnaire
 The questionnaire consisted of questions regarding the participants’ 
demographics, family influences, and experience as well as basic credit 
knowledge. Participants were asked about their experiences with credit cards, 
loans, and employment. The basic credit knowledge questions were derived 
from a variety of different sources commonly used to measure financial and/
or credit literacy: Credit Score Quiz, Credit Check Total, and the Jump$tart 
National Coalition for Personal Literacy survey. The credit knowledge ques-
tions were about credit scores and reports. These two topics were selected to 
serve as a basis to determine how much participants understand about credit 
and its practical uses in everyday life.

METHODOLOGY
 In order to interpret the data set collected, it was arranged a number 
of ways. First, it was coded and cleaned to eliminate responses that didn’t 
answer any of the key questions, loan, and credit card experience. This 
trimmed the data set down to 139 responses. This was the data set used to 
examine trends between loan use and credit card behaviors. The next step 
was to clean the data set again to eliminate any responses that didn’t answer 
the four key credit knowledge questions. This left a data set of 115 usable 
responses

RESULTS
 Credit card use is present on campus, although UW-Stout is below 
the national average. According to Sallie Mae (2009), 84% of undergraduates 
have at least one card while only 58% of UW-Stout students have at least 
one card. However, these percentages vary greatly by grade level, as shown 
in Chart 1. While the majority of freshmen have no cards, the majority of 
seniors have two or more cards. 

CHART 1 

 

Seniors not only have more cards than freshmen, but they also carry more 
debt as shown in Chart 2. Since seniors have three more years to accumulate 
student loan and credit card debt than freshman, these results are predictable. 
Many seniors may have also taken out their first car loans or maybe even a 
mortgage. The majority of seniors hold over $20,000 in total debt, while no 
freshmen hold over $10,000 in total debt.

CHART 2 

 Although a variety of demographic and experience-related factors 
influence credit card behaviors, there is a tendency for students to enter into 
a “double jeopardy” type situation. Pinto and Mansfield (2006) found that 
higher outstanding credit card balances were associated with higher student 
loan debt. This is also true of students at UW-Stout. Chart 3 illustrates the 
tendency of students who have taken out more loans to also have more cards. 
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CHART  3

 

 What is interesting is that students that have only taken out stu-
dent loans and those that have no loans at all hold approximately the same 
number of cards at each given level. This could be occurring because students 
with student loans haven’t had to start repaying them yet, making their expe-
riences with credit very similar to students that haven’t taken out any loans. A 
similar effect happens when looking at the percent of students with a specific 
credit card balance broken down by types of loans, as in Table 1. Just as the 
majority of students with no cards either hold no loans or only student loans, 
they are also more likely to have a credit card balance under $1,000. Students 
that have two or more loans are the only students that reported having a 
credit card balance over $10,000. In terms of double jeopardy, students with 
a greater number of loans tend to have more credit cards, just as those with 
more credit cards tend to have higher credit card balances, so overall, stu-
dents with more loans tend to have more cards and higher balances.

Table 1: Breakdown of Credit Card Use, Credit Card Balances, and Types of Loans 
- - Number of Credit Cards - Credit Card Balances 

- - No 
Cards 

One 
Card 2 Cards 3 + 

Cards - Under 
$1,000 

$1,000-
$9,999 

More 
than 

$10,000 

Loan 
Types 

No 
Loans 43% 41% 8% 8% - 85% 8% 0% 

Student 
Loans 49% 31% 18% 3% - 83% 9% 0% 

Two+ 
Loans 12% 6% 18% 65% - 43% 29% 29% 

- - - - - - - - - - 

Credit 
Card 

Balances 

Under 
$1,000 0% 61% 26% 4% - - - - 

$1,000-
$9,999 0% 27% 40% 43% - - - - 

More 
than 

$10,000 
0% 0% 25% 75% - - - - 

 

 

In this research, the credit behaviors of students weren’t the only thing 
looked at; credit knowledge was looked at as well. Overall knowledge about 
basic credit management at UW-Stout is relatively low. Table 2 shows the to-
tal percent of students who were able to answer a few of the credit questions 
correctly. The scores vary greatly by question but the average total score was 
53.57%, meaning that the majority of students were barely able to answer 
half of the questions correctly. 

TABLE 2

 

 The two questions students answered best were “when you can check 
your credit report” and “who has access to it.” This could be because students 
have the most experience with these questions. In order to qualify for loans 
they may have had to check their credit report and as they begin their job or 
apartment search they may have encountered someone who wished to check 
their credit. The question that was most difficult for students to answer was 
identifying the three major credit-reporting bureaus. FICO is not one of the 
three reporting bureaus, although it is a commonly used term when talking 
about credit, which may have caused some confusion among students. When 
results are broken down further, it appears students with two or more loans 
have an increased experience with credit that helps their overall understand-
ing, as displayed in Table 3. 

TABLE 3
Table 3: Correct Response Rates Between Those With Two or More Loans and Those With Only 
Students Loans or no Loans at all 
 Two or More 

Loans 
Student 
Loans 

No 
Loans 

What Does a Credit Score Measure? 40% 47% 45% 
When Can You Check Your Credit Report? 96% 73% 76% 
Who Has Access to Your Credit Report? 80% 53% 66% 
What are the Three Major Credit Reporting Bureaus? 67% 19% 55% 

Average 71% 48% 60.5% 
 

  It appears that although students with two or more loans have more 
debt, on average, their experience helps them better understand credit than 
the other two. The same is not true for students with student loans. Although 
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  It appears that although students with two or more loans have more 
debt, on average, their experience helps them better understand credit than 
the other two. The same is not true for students with student loans. Although 

Table 2: Correct Response Rates Among All Participants 

What Does a Credit Score Measure? 44.64% 

When Can You Check Your Credit Report? 75.89% 

Who Has Access to Your Credit Report? 58.93% 

What are the Three Major Credit Reporting Bureaus? 34.82% 

Average      53.57% 
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they have more experience than students without loans, their response rates 
aren’t that different. This lends itself to the idea that it is not the amount 
of experience, but the type of experience that plays a role in shaping credit 
knowledge. Since students haven’t begun repaying student loans and the ap-
proval process is fairly simple, having student loans while still in college may 
not provide any credit experience.
 While it is interesting to see how credit experience tends to help 
credit knowledge, there were also some alarming discoveries. Almost 13% of 
students believe that their current debt was not manageable, just over 12% of 
students admitted to using their cards to live above their means, and almost 
20% of students admitted to making a purchase knowing they didn’t have the 
money to pay for it. These are examples of risky credit behavior that can lead 
to long-term negative consequences. 

DISCUSSION
 Long-term consequences of graduating with a large amount of debt 
are just coming to light. Many graduates find themselves moving back in with 
parents to save money. A Federal Reserve Bank study found that home own-
ership was lower for 30-year-olds with student debt histories (Korkki, 2014), 
which is consistent with a Consumer Financial Protection Bureau report sug-
gesting that millennials with debt put off homeownership (Malcolm, 2013). 
Not only are student loan debt holders less likely to own a home, but they 
are also more likely to hold other debt post-graduation. Richard Fry (2014) 
looked at how much those with student loans owned on mortgages, cars, and 
credit cards compared to their counterparts in Figure 3 in two categories: 
those who graduated from college and those who attended college but didn’t 
graduate or did not attend at all.

FIGURE 3 

 The total indebtedness of those with student loan debt is almost 
twice as much as those without. This is very similar to the double jeopardy of 

college students. Just as students with more loans hold higher credit card bal-
ances, graduates with student loan debt hold more total debt. This is evident 
through Fry’s (2014) debt-to-income ratio analysis in Figure 4.

FIGURE 4

 While a gap between the debt-to-income ratio between those with 
and without student loan debt has always existed, the difference has become 
more profound. Since 2004, the gap for college-educated households has 
grown as the debt-to-income ratio for non-student debt holders decreased 
and those with student loans have increased. In 2010, college-educated 
student loan debt holders held just over two years’ worth of income in debt 
compared to one year by those without the debt. This is significant because 
as individuals have more debt to pay off, less can be used for savings and 
retirement planning, putting student loan debt holders at a disadvantage 
when it comes to saving early. This is supported by a Consumer Financial  
Protection Bureau report suggesting that millennials divert money from 
retirement accounts when dealing with debt (Malcolm, 2013). In addition 
to indebtedness of student loan debt holders, Fry (2014) also looked at 
income and net worth differences in Figure 5. While there appears to be no 
difference in income, there is a large gap between the net worth when it 
comes to having student loan debt.
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FIGURE 5

 The average net worth for college graduates with student loan debt is 
just under $9,000 while those without the debt averaged almost $65,000. Al-
though the difference is not quite as large for those without a college degree, 
it still remains true that those without student loan debt have a higher net 
worth. This could be the result of the double jeopardy that student loan debt-
ors often find themselves in. Students and graduates with high student loan 
balances often have more overall debt, making it harder for them to pay off 
debt quickly, save early for major purchases and retirement, and accumulate 
assets to increase their net worth. Not only does holding high debt balances 
limit net worth growth and retirement savings, but it might also impede an 
individual’s ability or desire to take out a small business loan (Malcolm, 2013 
& Korkki, 2014).
 Students at this university had similar credit practices to those across 
the nation. Students’ credit card use increased as they progressed through 
college. Seniors held more cards, carried higher balances, and had more over-
all debt than freshmen. Credit use increased with age, but it also increased 
with experience. Students with two or more loans often found themselves 
holding a greater number of credit cards and carrying higher balances on 
those cards. Although this led them to carry more debt, more experience also 
led them to have a greater understanding of basic credit management knowl-
edge in the short run. It may, however, be putting them at a disadvantage in 
the long run. Students that graduate with high student loan debt balances are 
less likely to own homes, take out small business loans, and have a high net 
worth. At the same time, they are more likely to hold high mortgage, vehicle, 
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and credit card balances and a larger part of their income in debt.  While re-
search has focused on the credit practices and knowledge of college students 
and the long-term effects of high student loan debt, very little is done to look 
at how graduates repay their loans or attempt to get out of debt. This may be 
an area of focus for future research. Another focus of future research could be 
on how much experience student loans provide individuals after graduation 
and once they have begun repaying them. 

CONCLUSION
  Overall, many of the trends seen at UW-Stout are consistent with 
previous literature. Although below the national average, credit card use is 
growing and increasing each year. There were also some alarming discov-
eries: some students don’t feel that their debt is manageable, some make 
purchases knowing they don’t have the money, and some use cards live 
beyond their means. All of these are indications of poor credit management 
which may stem from a lack of understanding about credit. Overall, students 
were only able to answer 53.57% of very basic credit questions correctly. 
This should be an indication that more education is needed on this subject. 
The most useful places for this to occur would be around campus and in 
K-12 schools. Education is best received at a pivotal point in life; for ex-
ample, credit card education would be best suited to occur around the time 
when students first begin to use credit cards. Since credit card use increases 
as students progress through college, a continuing educational program may 
be more beneficial than a onetime event. A coordinated education program 
would be able to help students learn more about credit management, but it 
wouldn’t be enough. It is also important, as shown by the influence of paren-
tal involvement, that credit management education starts early in the home. 
Taking a proactive approach, hopefully, will lessen the risky credit behaviors, 
lack of credit knowledge, and double jeopardy students face. Unsustainable 
debt accumulation is becoming a nation-wide problem with devastating con-
sequences and the only way to stop it is to prevent credit misuse among the 
next generation.
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