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AmericAns tend to think about the 
education of children during the pre-
high school graduation years within 

the context of subjects taught in the nation’s public 
and private schools. However, one subject that will 
have a significant effect on their lives as adults is 
routinely neglected by schools and parents alike. 
That subject is financial literacy in the borrowing 
and saving of money.

In that the topic is slighted, if not completely 
ignored, emerging adults are usually vulnerable to 
significant and costly errors when they deal with 
money on their own. Those seeking to capitalize on 
the lack of money sophistication among young adults 
in that age group, and especially college students, 
have become a legion in recent years.

Curse of the Credit Cards
American college students became targets of the 

expanding credit card industry by the late 1980s. As 
the ensuing two decades evolved, the promotional 
gimmicks were stretched to remarkable limits.

Recently, Congress held investigative hearings to 
look closely at college credit card marketing and 
contractual practices. At the hearings, consumer 
protection groups’ representatives alleged that campus 
credit card promoters are responsible for the debt 
entrapment of countless young people who are naïve 
about finance. Data was introduced to show that the 
nation’s college graduates finish their undergraduate 
years carrying an average credit card balance of almost 
$3,000 at an average interest rate of 17 percent.

During the hearings, the industry’s key spokesperson 
denied the allegations of manipulative and predatory 
lending and argued that credit card companies are 
actually fulfilling an important line of credit purpose, 
both for emergencies and for convenience. As proof, 
he cited statistics from a survey that showed a majority 
of college students did not carry balances on their 
credit cards at all.

The credit card industry also contended that 
since persons at the age of maturity can legally sign 
contracts for credit for which they are going to be 
fully responsible, the law presumes their responsibility. 
The lenders reason that the nation’s laws demand a 
borrower’s responsibility in payment, default and 
collection situations and define the age at which 
one is expected to rise to that level of responsibility. 
Therefore, that position in law obviously absolves 
credit card issuers from any responsibility for the 
subsequent behavior of borrowers related to the 
very credit that they extended in good faith at the 
borrower’s request.

Financial planners agree in principle but universally 
discourage the long-term carrying of credit card debt 
by anyone. They also caution responsibility and care 
when entering into credit card agreements. 

Leeway and rights for lenders have expanded 
dramatically during the preceding 30-year period of 
bank deregulation. Advisors are quick to underscore 
the fact that credit card issuers do, indeed, have the 
legal and contractual right to increase the interest 
rates that were initially agreed upon. However, that 
they may do so under a range of conditions with and, 
in many cases, even without cause, greatly disquiets 
financial planners.
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Financial Literacy
Money Really Doesn’t 
Grow on Trees 
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Give Them Credit!
The country can give the lending industry credit 

for its creative contractual flexibility. As hard as it 
is to imagine, the fact is that clauses stating that a 
credit card issuer may increase interest rates for any 
reason the card issuer chooses at any time the issuer 
chooses is often lurking in the issuer’s credit card 
agreement. That is frighteningly broad authority for 
a borrower to grant a lender. 

Worry about college students’ credit card debt has 
led regulators, lawmakers and consumer advocates to 
question whether schools are making it too easy for 
card companies to market their plastic to students.

Advocacy groups believe that a paramount reason 
that Americans of college age, as well as those who are 
older, have been lulled into the credit card arrangements 
existing today is the basic and good-natured trust 
Americans have toward fellow Americans. 

Regrettably, the nation’s laws and the standards 
of many of its lenders have diminished to such a 
degree that the long-standing axiom’s presumption 
of fairness in business interaction has largely now 
been reversed. It seems that Americans do treat each 
other that way, nowadays anyway.

The most significant event affecting credit extension 
in America was the systematic elimination of the legally 
imposed ceilings on interest rates that lenders could 
charge. With that change, fairness for borrowers and  

 
profits for lenders became remarkably altered in an 
unbalanced way.

The Demise of Usury
Most Americans today probably do not realize 

that prior to 1978 state laws universally imposed 
maximums on allowable interest rates, typically 
capping them at 7 to 8 percent per annum. These 
rate-capping state laws, known as “usury laws,” 
had been fixtures in American jurisprudence since 
colonial times. 

All that changed for Americans following an 
obscure ruling by the United States Supreme Court 
in the case of Marquette National Bank v. First 
of Omaha Corporation. Although the ruling’s 
ramifications for the credit markets were neither 
intended nor immediately understood, within two 
years the Marquette decision tangentially produced 
the de facto elimination of any meaningful usury 
law in any state in the nation.

Today, legitimately operating companies routinely 
establish and then increase a borrower’s interest rate 
to what are historically extraordinary levels, either 
at the issuer’s will or by the contractual trigger from 
some, often minor, provocation. Such actions would 
have been criminal acts throughout almost all of 
America’s history. 
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WE CARE ABOUT WATER.  IT’S WHAT WE DO. 

Teach Your Children Well
Regardless of legislative outcome, it remains the duty of 

parents and families to ensure that their children are aware of 
the serious risks credit relationships may imply. The core fact 
is that if parents and families do not teach the principles and 
values of credit relationships to children, they will not likely 
be taught at all, except through experience. 

According to the Institute of Consumer Financial Education’s 
executive director, Paul Richard, we should introduce children to 
money as soon as they can count. As children grow, parents should 
communicate with them regularly about values concerning money: 
how to save it, how make it grow and how to spend it prudently.

The Institute of Consumer Financial Education considers 
it a wise practice to give allowances in denominations that 
encourage saving. For example, if the amount is to be $5, 
then dollar bills could be utilized with the condition that one 
dollar must be saved in each allowance period. The lesson of 
no savings, no allowance can be quite influential in a child’s 
lifetime thinking.

Further, the Institute’s studies have shown that when the 
child accompanies the adult to a savings institution to open a 
savings account in a child’s name, a culture of regular savings 
is best promoted. 

Those children who learn the give and take in the relationship 
and interplay of carried debt and savings accumulation, incoming 
and outgoing interest and equity ownership will not only prosper 
most but will enjoy a more peaceful lifetime. That is an intellectual 
gift each of us can and should provide to our children. 


