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Abstract

This article reviews existing evidence on the Canadian credit card market, focusing on three issues: the
financial health of cardholders who carry revolving debt, the effects of competition in the payment market,
and the implications of credit cards for economic inequality. While revolving balances are often interpreted
as signs of financial distress, available evidence points to a more nuanced picture. The article then
examines how network externalities shape competition among card networks and evaluates the
effectiveness of recent Canadian regulatory efforts. Finally, it reviews the literature on the relationship
between credit cards and inequality, emphasizing that any assessment of their welfare effects should
account not only for rewards, interest, and fees, but also for their value as a source of unsecured credit.
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Introduction

Credit card users generally fall into two categories:
Convenience users who pay their monthly balances
in full, and Revolvers who carry unpaid balances
(i.e., outstanding balances) and incur interest. With
the total value of Canadian credit card debt
exceeding CAD 122 billion, the highest since 2007
(Equifax, 2023), this mounting debt burden has
sparked widespread concern about Revolvers’
financial well-being. Moreover, survey evidence
suggests that low-income households make up a
substantial share of persistent revolving cardholders,
raising concerns that outstanding credit card
balances may contribute to the redistributive effects
of credit cards.

| begin by noting in section 2.1 that while credit
reports reflect both short and long-term revolving
behaviors, surveys appear to capture only the latter.
These discrepancies suggest that special attention
to the type of borrowing behaviors is required when
interpreting results across studies as well as policy
evaluation. Section 2.2 reviews the empirical
evidence to show that, despite facing tighter
liquidity constraints, prevailing concerns
surrounding the financial vulnerability of Revolvers
are somewhat exaggerated.

Section 3 focuses on the relationship between
reward programs, consumer demand and merchant
costs. Because of overwhelming consumer demand,
Canadian retailers are forced to accept credit cards
despite facing some of the highest merchant fees
globally. This high rate of acceptance drives even
greater consumer demand, forming a powerful
positive feedback loop. The magnitude of this cycle
in Canada is striking: despite the exorbitant fees,
89% of businesses accept credit cards (Bank of
Canada, 2023), making them the dominant payment
method and accounting for 77% of total
expenditure (Payments Canada, 2025).

The dynamic between consumer demand and
merchant acceptance leads to a counterintuitive
outcome where competition between card networks
increases, rather than decreases, merchant fees. To
attract end-users, networks extract higher
interchange fees from merchants to finance various
benefits associated with credit cards (i.e., rewards,

insurance coverage, etc.). As merchants partially
recoup these fees through higher retail prices,
competition places upward pressure on the
aggregate price level and reduces total welfare.

To address excessive merchant fees and the
overutilization of credit cards, the Canadian
government has intervened by negotiating with card
networks (e.g. Visa, Mastercard) to lower
interchange fees and by allowing retailers to
surcharge credit card transactions. Nevertheless,
these policies have resulted in limited success in
reducing costs of credit cards.

Section 4 discusses the role of credit cards,
particularly credit card reward programs, in
exacerbating economic inequalities. Focusing on
the value of credit card rewards earned net of
interest and fees, empirical studies have consistently
found a considerable gap in net rewards in favor of
high-income Convenience users (Schuh, 2010; Felt
et al., 2023; Agarwal et al., 2023). Canada is no
exception; Convenience users capture an average
positive net reward of CAD 192 annually, while
Revolvers face an average of negative CAD 672
(Dao, 2026). Nevertheless, because net rewards
overlook the value of credit cards as a source of
unsecured credit, especially for revolving
cardholders, this metric overstates the true impact
of credit cards on inequality.

Credit Card Debt and
Financial Vulnerability

The Missing Credit Card Debt

The Missing Revolvers: Existing literature has
documented inconsistencies in the proportion of
cardholders carrying revolving debt across different
data sources. Administrative credit report data such
as TransUnion indicate that roughly 48% of
Canadian cardholders are Revolvers (Xiao, 2024;
Allen, Boutros, and Guttman-Kenney, 2024). This
figure nearly doubles what reported in surveys
conducted by the Bank of Canada, where only 26%
of cardholders report carrying an outstanding
balance (Henry, Shimoda, and Rusu, 2024). This
discrepancy is not unique to Canada and has also
been well-documented in the U.S. market (Zinman,



2009; Grodzicki and Koulayev, 2019; Federal
Reserve Bank of Atlanta, 2023).

Persistent vs. Transitory Revolvers: The primary
reason for this disparity lies in how the definition of
Revolvers is operationalized. Because most surveys
in this literature do not track the same respondents
over time, they rely on self-reported revolving
status. Since consumers frequently underestimate
their debt levels (Madeira, 2026), survey questions
likely capture only persistent Revolvers, namely
those who consistently carry balances over long
periods (Dao, 2025).

Conversely, because credit bureau data contain
monthly variations in credit balances, studies using
these sources often define Revolvers as cardholders
carrying revolving debt for more than two
consecutive months. This broader definition
inherently includes cardholders who typically do not
borrow but are forced to carry a short-term balance

due to unexpected shocks (i.e., transitory Revolvers).

Inconsistencies in Demographics: Differences in the
type of revolving behaviors captured across data
sources are also reflected in the demographic
profiles of revolving versus non-revolving
cardholders. Studies using credit bureau data often
find no significant differences in income, age and
education levels between both groups of
cardholders (Allen et al., 2022). Nevertheless, works
based on survey data consistently find Revolvers to
be younger with lower income and education levels
relative to their non-revolving counterparts (Henry,
Shimoda, and Zhu, 2022). Mismatches in the
demographic profile of Revolvers highlight the
fundamental difference in the type of revolving
behaviors captured by different datasets and
complicate cross-study comparisons.

Policy Implications: The distinction between
persistent and transitory revolving behavior is
especially important for policy evaluation, since a
policy that benefits one group may impose costs on
the other. This point is illustrated by the 2019
Quebec legislation, which increased the minimum
required payment from 2% to 5% of the current
balance.

Using credit bureau data, Allen, Boutros, and
Guttman-Kenney, 2024 found that this policy led to

a reduction in the total amount of revolving debt
but simultaneously caused an increase in the overall
revolving rate. These diverging effects can be
explained by the differential impact on different
groups of Revolvers. For persistent Revolvers, a
higher minimum payment requirement forces these
cardholders to repay a larger portion of their
balances, leading to a reduction in overall debt
burdens. At the same time, this policy also imposes
acute financial pressure on transitory Revolvers who
actively rely on credit lines to absorb temporary
liquidity shocks. For this group, the higher threshold
restricts their ability to manage liquidity, leading to
higher delinquency.

Main Takeaways: The operational definition of
Revolvers creates a measurement discrepancy:
credit report data capture both persistent and
transitory revolving debt, whereas survey data
typically reflect only the former. Inherent differences
across data sources complicate cross-study
comparisons and policy prescriptions. Specifically,
interventions must account for the differential
impacts on persistent versus transitory Revolvers. As
an example, while increasing the minimum required
payment may help reduce the debt burden for long-
term Revolvers, such a policy could inadvertently
tighten constraints for transitory Revolvers who
temporarily rely on credit cards to absorb liquidity
shocks.

Credit Card Debt as Marker of
Financial Distress

Perceptions: With credit card interest rates typically
ranging between 20% and 22%, Revolvers are
frequently characterized as financially distressed
consumers who rely on high-interest debt to cover
basic living expenses (CBC News, 2022). Standard
theoretical models support this view, positing that
Revolvers are “impatient” consumers who exhaust
their income and maintain minimal savings (Fulford
and Schuh, 2024). Without the necessary financial
buffers, these consumers are compelled to rely on
expensive credit card debt to smooth out
unexpected income or expenditure shocks. In that
sense, credit card debt serves as a crucial, albeit
expensive, source of liquidity for cash-strapped
households (Telyukova, 2013).



Evidence: While experimental evidence suggests
that Revolvers may exhibit higher degrees of
impatience (Meier and Sprenger, 2010), the
empirical evidence does not support the view that
this group uniformly lacks savings. Survey data
collected by the Bank of Canada show that
Revolvers and Convenience users report broadly
similar levels of asset holdings and financial
liabilities (Dao, 2025). Both groups also report
similar levels of financial comfort, complicating the
view of revolving cardholders as necessarily
financially distressed. Rather than interpreting
revolving behavior solely as a symptom of financial
vulnerability, the evidence suggests that it may also
reflect demand for short-term liquidity.

Notably, survey data indicate that Revolvers are
33% more likely to hold a mortgage than
Convenience users (Dao, 2025). Since mortgage
payments represent a recurring financial obligation,
they may reduce the disposable income available
for short-term consumption. Viewed in this light, the
higher mortgage holding rate among revolving
cardholders is consistent with the possibility that
some consumers use credit card debt to manage
cash-flow timing. This interpretation also aligns with
the broader observation that Revolvers tend to hold
more illiquid assets than Convenience users (Zhou,
2022).

Proponents of viewing credit card debt as an early
sign of financial distress often refer to the
relationship between mortgage delinquency and
non-mortgage debt, including credit card balances.
Administrative data suggest that delinquency on
non-mortgage debt, including credit cards, predicts
subsequent mortgage delinquency (Zhao, Witts, and
Xiao, 2026). This concern, however, conflates
revolving behavior with delinquency. By definition, a
credit card account is considered delinquent when
the cardholder fails to make at least the required
minimum payment (Capital One, 2025). Thus, while
all delinquent cardholders are Revolvers, most
Revolvers are not delinquent. In fact, administrative
data indicate that the 30-plus-day credit card
delinquency rate during the sample period was
approximately 3% of all Revolvers (DBRS
Morningstar, 2023)." Furthermore, the co-movement
between mortgage and non-mortgage

delinquencies extends to other credit products,
such as personal and auto loans (Zhao, Witts, and
Xiao, 2026). This pattern suggests that financial
distress shows up as delinquencies across multiple
credit products, rather than just revolving credit use.

While survey evidence consistently indicates that
persistent Revolvers earn less than their non-
revolving counterparts, revolving cardholders are
also about five years younger on average (Dao,
2025; Henry, Shimoda, and Zhu, 2022). Thus, it
remains unclear whether the observed income gap
reflects a fundamental difference in earning
potential or simply their earlier position on the
career ladder. Furthermore, the income gap
between revolving and non-revolving cardholders
does not appear in administrative data.?

Revolving Debt, Liquidity and Self-Control:
Evidence from survey data have thus far suggested
that: i) revolving cardholders face tighter liquidity
constraints; and ii) these users report levels of
financial comfort comparable to their non-revolving
counterparts. While these observations appear
paradoxical at first, they can be reconciled by
recognizing that some Revolvers may deliberately
restrict their financial flexibility to exercise self-
control.

Consider a model in which individuals are
composed of two selves: a patient “investor” self
and an impatient “spender” self. For a subset of the
population, time preferences are inconsistent across
these selves, such that the “investor” self is patient
but the “spender” self is impatient. The timing is
sequential. Consumers first allocate their wealth
between liquid and illiquid assets, and then make
consumption decisions, potentially financed by
divesting from their existing asset holdings.

Given their time preference, the “spender” self
prefers current consumption over future savings,
leading to a suboptimally low level of savings from
the “investor” self's perspective. Anticipating this
behavior, the “investor” self invests more in illiquid
assets, effectively imposing tighter liquidity
constraints on the “spender” self. Although this
strategy may force the impatient “spender” self to
rely on revolving debt for short-term liquidity, it also
helps preserve savings for future consumption. In
this sense, credit card debt enables individuals to



use illiquid assets as a commitment device while
avoiding a sharp cutback in current consumption.
Because impatience is typically associated with
lower savings (Fulford and Schuh, 2024), the
proposed “investor-spender” framework also helps
reconcile evidence that Revolvers are more
impatient (Meier and Sprenger, 2010) with the data
suggesting that they report savings levels
comparable to those of non-revolving users (Dao,
2025).

Finally, while the proposed model offers a
theoretical explanation for the observed patterns,
this mechanism has not yet been directly tested
empirically. Hence, the interpretation of the
relationship between revolving debt, liquidity, and
financial comfort should be treated with
considerable caution.

Main Takeaways: Although the data suggest that
these cardholders face tighter liquidity constraints
than their non-revolving counterparts, both groups
report similar levels of wealth and financial comfort.
This points to a more nuanced relationship between
credit card debt and financial distress than the
prevailing narrative suggests.

Tighter liquidity constraints among revolving
cardholders may function as a self-control
mechanism, allowing the patient “investor” self to
limit overconsumption by the impatient “spender”
self. Because revolving debt allows individuals to
meet short-term liquidity needs while keeping
sufficient savings, this model also explains
similarities in financial comfort between
Convenience users and Revolvers despite tighter
liquidity constraints among the latter. Nonetheless,
lacking direct empirical support, this explanation
remains suggestive rather than conclusive.

The Social Costs of Credit
Cards

Network Externalities and Social
Costs of Credit Cards

Network Externalities: For many consumers, credit
cards are more appealing than other payment
methods because they offer lucrative rewards

programs and added security features, such as fraud
protection (Ching and Hayashi, 2010; Arango,
Huynh, and Sabetti, 2011). Beyond these
observable benefits, credit cards may also provide
less easily measured value through convenience,
liquidity, and payment flexibility. To fund these
programs and services, credit card networks (e.g.,
Visa, Mastercard) impose interchange fees on
merchants, typically calculated as a percentage of
each transaction.

From sellers’ perspective, credit cards are the most
expensive payment method to accept by a wide
margin. Depending on the type of credit cards
used, interchange fees can reach as high as 2.5% of
the transaction value (Mastercard, 2026). By
comparison, debit card transactions typically incur a
flat fee of just 10 to 35 cents (Interac Corp., 2026).
Despite these high associated costs, merchants are
often compelled to accept credit cards to avoid
losing sales to competitors. This creates a self-
reinforcing cycle: ubiquitous merchant acceptance
enhances the utility of credit cards for consumers,
which in turn reinforces the pressure on businesses
to remain within the network. This feedback loop
between consumer demand and merchant
acceptance is often referred to as network
externalities, and is one of the defining features of
the payment market.

In Canada, the power of these externalities is
particularly pronounced. Acceptance is nearly
universal, with 89% of businesses accepting credit
cards (Bank of Canada, 2023) despite facing some
of the highest interchange fees globally. This high
acceptance rate is met by equally high consumer
demand; credit cards are the predominant payment
method in Canada, accounting for 77% of total
transaction value (Payments Canada, 2025).

The Social Costs of Credit Cards: Because
merchants typically charge uniform prices across
payment methods, the costs of card acceptance are
not borne exclusively by credit card users. Instead,
when card acceptance costs are broadly incurred
across retailers, a portion of these costs may be
embedded in equilibrium retail prices. The degree
of pass-through depends on consumers’ price
elasticities, merchants’ pricing power, and the
intensity of retail competition.



From consumers’ perspective, so long as final retail
prices do not exceed the hypothetical no-card
equilibrium price plus the additional value offered
by credit cards, such as cash back and insurance
coverage, the wedge between private incentives
and social costs persists. This encourages excessive
credit card use, ultimately raising aggregate prices
and reducing welfare. Consistent with this
mechanism, empirical evidence from the Canadian
market suggests that credit card usage is
inefficiently high, resulting in excessive interchange
fees (Huynh, Nicholls, and Shcherbakov, 2022).

Competition and Role of
Government

Effects of Competition: Critics often cite a lack of
competition between credit card networks as a
primary driver of high merchant fees. While
conventional economic reasoning suggests that
competition should pressure networks to lower
interchange fees to secure merchant acceptance,’
this perspective overlooks the unique dynamics of
network externalities.

In the two-sided payment market, competition's
effect on interchange fees is dictated by the
incentive sensitivities of both consumers and
merchants (Rochet and Tirole, 2003). Because
consumers are highly responsive to point-of-sale
rewards (Arango, Huynh, and Sabetti, 2011), a
merchant's refusal to accept a high-reward card can
drive the consumer to a competing merchant who
does. Conversely, merchants possess far less
flexibility and are therefore highly inelastic with
respect to transaction costs.

As more networks enter the payment market, these
firms compete for the “elastic” side of the market
(i.e., consumers) by offering increasingly lucrative
reward programs. To fund these subsidies, networks
must raise the interchange fees charged to the
"inelastic” side (i.e., merchants) (Rochet and Tirole,
2003). From an efficiency standpoint, competition
among card networks can increase interchange fees
rather than reducing them. This dynamic
subsequently places upward pressure on the
aggregate price level, ultimately diminishing total
welfare (Edelman and Wright, 2015). While no direct
evidence exists for the Canadian context, estimates

for the United States suggest that private entry can
reduce welfare by USD 4 billion (Wang, 2023).

Statutory Interchange Caps: Because competition
does not necessarily improve welfare, regulatory
bodies often intervene directly in payment markets.
One prominent regulatory intervention, most
notably implemented by the European Union,
involves imposing statutory caps on interchange
fees. Under the Interchange Fee Regulation,
merchant fees are capped at 0.3% of total
transaction value (European Commission, 2015).
While such a ceiling on fees limits networks" ability
to offer rewards, it simultaneously reduces merchant
operating costs, thereby exerting downward
pressure on aggregate retail prices. Although direct
evidence for Canada is unavailable, estimates for
the U.S. market suggest that capping interchange
fees at 0.3% would improve total welfare by USD 31
billion (Wang, 2023).

The Canadian Approach: In contrast to the EU’s
legislative mandate, Canadian policymakers have
pursued negotiated fee reductions. Under a federal
agreement implemented in late 2024, Visa and
Mastercard agreed to reduce domestic interchange
fees for eligible small businesses by up to 27%
(Innovation, Science and Economic Development
Canada, 2023). While this approach appears to offer
a best-case scenario, lowering transaction costs
without diminishing consumer benefits, it fails to
rectify the underlying market distortion. By
insulating rewards from fee reductions, consumer
demand for high-cost credit cards remains high,
leaving the issue of overutilization unresolved.

Besides reducing merchant fees, Canada has
recently allowed sellers to surcharge purchases
made with credit cards. The goal is to force
consumers to internalize the true costs of credit
cards, thereby reducing usage. In practice,
merchant adoption of credit card surcharges
remains limited. Data suggest that only 12% of
retailers intend to impose credit card surcharges
(Canadian Federation of Independent Business,
2022), with realized adoption likely lower. The same
mechanism that explains widespread card
acceptance despite high merchant costs applies
here. Because consumers can easily switch to
competitors who do not surcharge, merchants are



highly reluctant to adopt the practice for fear of
losing sales. As such, the expansion of merchants’
surcharging rights has not been effective in curbing
credit card usage.

Main Takeaways: Whereas credit cards benefit
consumers through reward programs, they also
impose significant costs on merchants through
interchange fees. Due to the positive feedback loop
between consumer demand for credit cards and
merchant acceptance (i.e., network externalities),
the latter are compelled to accept credit cards
despite high acceptance costs.

Because consumers do not fully internalize the true
costs of their transactions, their behavior results in
inefficiently high level of credit card usage. This
systemic overutilization inflates aggregate retail
prices, ultimately generating deadweight loss and
diminishing total welfare. Competition between
card networks can worsen this problem, as networks
raise interchange fees to fund increasingly generous
reward programs aimed at attracting end users.

To address the high costs of credit cards to sellers,
the Canadian government has negotiated with card
networks (i.e., Visa and Mastercard) to lower
interchange fees and allowed merchants to apply
surcharges to credit card transactions. As neither of
these measures addresses the fundamental issue of
network externalities, they have achieved limited
success in resolving overutilization of credit cards.

Credit Cards as a Source of Credit

Demand for Credit Card Debt: So far, discussions
regarding the costs of credit cards have focused
exclusively on their role as a payment method.
Viewed through this lens, interchange fees function
similarly to a unit tax, inducing deadweight loss and
reducing overall social welfare.

However, this interpretation overlooks the dual role
of credit cards as a source of unsecured credit. By
enabling consumers to finance purchases through
revolving debt, credit cards facilitate consumption
that might otherwise not occur, thereby generating
higher aggregate revenues for merchants. This
effect is economically significant which empirical
research indicates that approximately 2% of

aggregate consumer expenditure is financed
directly via revolving credit card debt (Dao, 2026).

Effects of Competition: The intersection of network
competition across both the payment and credit
functions remains notably understudied. While
competition could theoretically benefit both
consumers and merchants by lowering interest
rates, this dynamic is complicated by the mechanics
of credit access. Because consumers must transact
with credit cards to access liquidity, Revolvers are
price-inelastic with respect to other charges such as
annual and overdraft fees. Just as credit card
networks extract more profit from merchants (i.e.,
price-inelastic side of the market) to subsidize end
users (i.e., price—elastic side), competitive pressure
can incentivize banks to extract surplus from
Revolvers to cross-subsidize the rewards and card
usage of Convenience users. Given that Revolvers,
as identified by surveys, consist disproportionately
of lower-income consumers this dynamic threatens
to exacerbate economic inequality.

Main Takeaways: Aside from facilitating payment,
credit cards also provide consumers with access to
unsecured loans (i.e., the credit function).
Approximately 2% of aggregate consumer
expenditure in Canada is funded by revolving debt,
reflecting considerable demand for the credit
function. The inclusion of the credit function further
complicates the relationship between competition
and total welfare. While competition can lower
borrowing costs, benefiting both consumers and
merchants, it also creates perverse incentives for
banks to exploit revolving card users to cross-
subsidize Convenience users, thereby deepening
economic inequality.

Credit Cards and Inequality
Credit Card Reward Programs

The Net Rewards Gap: Existing literature on the
redistributive effects of credit cards has historically
focused on the distribution of net rewards, defined
as the nominal value of rewards earned minus
interest and other credit card fees. Empirical studies
consistently report a substantial net reward gap in
favor of high-income non-revolving cardholders (i.e.,
Convenience users). The scale of this redistribution



is significant. On average, Convenience users
capture an average positive net reward of CAD 192
annually, while their revolving counterparts (i.e.,
Revolvers) face an average deficit of CAD 672 (Dao,
2026).

Since survey data suggest that 40% of Revolvers
earn less than CAD 50,000 annually (Dao, 2025), this
disparity has raised significant concern that credit
card reward programs may operate as a regressive
mechanism, thereby exacerbating economic
inequality (Felt et al., 2023). Implicit in these
concerns is the assumption that credit card debt
stems from behavioral biases rather than deliberate,
rational decisions on the consumers’ part (Heidhues
and K&szegi, 2010; Agarwal et al., 2023). Under this
interpretation, interest charges are viewed not as a
standard market price for credit access, but as a
mechanism for systematic exploitation. As such, the
literature often interprets the ensuing gap in net
rewards as evidence of issuers exploiting
unsophisticated Revolvers to cross-subsidize the
generous reward programs enjoyed by
Convenience users.

Measuring the Benefit of Credit Cards: For net
rewards to accurately proxy the true value of credit
cards, preferences for these rewards must be strictly
identical across cardholders. This assumption is
unlikely to hold in practice. Due to the diminishing
marginal utility of income, the same nominal
amount of rewards is typically more valuable, in
utility terms, to a low-income consumer than to a
high-income one. Consequently, focusing solely on
observed financial transfers may systematically
overstate the actual welfare gap between these
demographic groups.

Furthermore, direct comparisons of net rewards
between revolving and nonrevolving cardholders
inherently undervalue the utility derived by the
former. Because Revolvers rely on the credit
function for vital consumption-smoothing, the
“cost” of their interest payments is offset by the
benefit of maintaining consumption during liquidity
shocks, a benefit that is not captured by a simple
accounting of rewards and fees.

Inequality is instead best evaluated through
consumer surplus, which explicitly accounts for
consumption levels, card-specific features, and

idiosyncratic user preferences. Because this metrics
captures both the value of the credit function and
heterogeneous reward valuations, applying it to the
Canadian market reveals that analysis based on net
rewards significantly overstates the true extent of
inequality (Dao, 2026).

The Tug-Of-War Between Payment
and Credit Functions

The Credit Function and Inequality: When credit
cards are framed purely as a payment instrument,
the prevailing literature concludes that they
inherently exacerbate economic inequality (Felt et
al., 2023; Agarwal et al., 2023). This regressive
effect stems from the fact that high-income
consumers, by virtue of their larger transaction
volumes, capture a disproportionate share of
rewards.

However, this payment-centric perspective
overlooks the countervailing impact of the credit
function. By relaxing immediate budget constraints,
the credit function helps narrow the welfare gap
between low- and high-income cardholders.
Consequently, the net effect of credit cards on
inequality is theoretically ambiguous and depends
on the relative demand for transactional utility
versus liquidity. In the Canadian market, demand for
the payment function far exceeds demand for the
credit function. Thus, the regressive effects of the
payment function dominate and exacerbate overall
economic inequality by roughly 20% (Dao, 2026).

The Risk of an Interest Cap: Recent legislative
initiatives in the United States to cap credit card
interest rates have catalyzed a renewed domestic
debate over whether Canada should implement
similar regulatory constraints. Proponents argue that
lowering borrowing costs could strengthen the
credit function of credit cards, thereby helping to
offset the regressive effects of reward programs.

While imposing an explicit cap on interest rates
mechanically reduces borrowing costs, banks may
respond by restricting the overall supply of credit
through lowering card limits. This contraction is
likely inconsequential for high-income consumers,
as this demographic typically has access to cheaper
alternative credit sources, such as home-equity lines



of credit. Conversely, because low-income
individuals lack access to alternative financing,
reductions in the supply of unsecured credit may
force reductions in consumption, thereby
exacerbating the very inequality the policy intended
to resolve.

Main Takeaways: Discussions around the impacts of
credit cards on inequality have mostly focused on
the distribution of net rewards. Empirical studies
often find net rewards to be positive for high-
income Convenience users and negative for low-
income Revolvers. This observation has led to the
literature to conclude that credit cards facilitate
transfers from low- to high-income consumers,
thereby exacerbating inequality (Schuh, 2010; Felt
etal., 2023).

Such a conclusion, nevertheless, considers credit
cards only as payment instruments (i.e., the
payment function) and ignores the value of credit
cards as sources of credit (i.e., the credit function),
especially for low-income cardholders. By providing
access to unsecured debt, the credit function
enables low-income consumers to better smooth
their consumption, thereby narrowing the baseline
welfare gap with their high-earning counterparts.
Since the payment and credit functions exert
opposing effects on inequality, the net impact of
credit cards is theoretically ambiguous and depends
on the relative strength of demand for each
function. In the Canadian market, the payment
function appears to dominate this tug-of-war,
leading credit cards to exacerbate overall economic
inequality.

Conclusion

This article identifies a critical measurement gap in
the credit card literature and evaluates three central
pillars of the current discourse around credit cards:
financial vulnerability, the effect of competition, and
credit cards’ impacts on economic inequality.

First, it highlights differences in the type of
revolving behaviors reflected by the two primary
data sources in this literature: credit reports and
survey data. Whereas credit reports capture both
short- and long-term revolving behaviors, survey
data tend to reflect only the latter. Recognizing this

distinction is critical for accurate policy prescriptions
and evaluation. Regulators must consider how the
same policy can affect different groups of Revolvers
and tailor their interventions to account for this
underlying heterogeneity. When evaluating policy
interventions, regulators must carefully consider
their data sources, as different datasets inherently
measure outcomes for different types of revolving
cardholders.

Second, empirical evidence complicates the
prevailing narratives surrounding the financial
vulnerability of revolving cardholders, at least in the
case of persistent Revolvers. While economic
models and public perception typically assume
these cardholders face elevated financial distress
due to a lack of savings, the survey data point to a
more nuanced picture. In particular, Revolvers
exhibit asset holdings and financial security
comparable to Convenience users.

Third, the article also highlights the inefficiencies of
network competition. Because consumer demand
forces merchants to accept high-cost credit cards,
networks compete for cardholders by offering
generous rewards funded by higher merchant fees.
Since merchants do not price discriminate by
payment method, competitive pressure drives up
the aggregate price level and reduces social
welfare.

Finally, the paper discusses how focusing on net
rewards, defined as the nominal value of rewards
earned minus interest charges and fees, overstates
the impact of credit cards on inequality. Because
credit cards relax budget constraints for liquidity-
constrained consumers, a narrow focus on net
rewards necessarily understates the benefits these
cardholders derive from access to unsecured credit.
As such, focusing solely on inequality in net rewards
may overstate the extent to which credit cards
exacerbate economic inequality.

Notes

1 This proportion is calculated by dividing the overall 30-day
delinquency rate of 1.4% by the revolving rate of 46%.

2 See Section 2.1 for more detailed discussion about this point.

3 See antitrust lawsuits against Visa and Mastercard in the U.S.
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