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		A number of studies have pointed to various mistakes that consumers might make in their consumption-saving and financial decisions. We utilize a unique market experiment conducted by a large U.S. bank to assess how systematic and costly such mistakes are in practice. The bank offered consumers a choice between two credit card contracts, one with an annual fee but a lower interest rate and one with no annual fee but a higher interest rate. To minimize their total interest costs net of the fee, consumers expecting to borrow a sufficiently large amount should choose the contract with the fee, and vice-versa.   

     We find that on average consumers chose the contract that ex post minimized their net costs. A substantial fraction of consumers (about 40%) still chose the ex post sub-optimal contract, with some incurring hundreds of dollars of avoidable interest costs. Nonetheless, the probability of choosing the sub-optimal contract declines with the dollar magnitude of the potential error, and consumers with larger errors were more likely to subsequently switch to the optimal contract. Thus most of the errors appear not to have been very costly, with the exception that a small minority of consumers persists in holding substantially sub-optimal contracts without switching. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: consumption, borrowing, debt, balance sheets, consumer credit, credit cards, banking

	
	

	
    

    
	

	
	
		JEL Classification: G11, G21, E21, E51

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Agarwal,  Sumit and Chomsisengphet,  Souphala and Liu,  Chunlin and Souleles,  Nicholas S., Do Consumers Choose the Right Credit Contracts? (November 2006).  Available at SSRN: https://ssrn.com/abstract=843826 or http://dx.doi.org/10.2139/ssrn.843826 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Sumit Agarwal

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				National University of Singapore  ( email )

			

			
			
				
				
				
					15 Kent Ridge Drive
Singapore, 117592
Singapore
8118 9025 (Phone)

				

				
			

			
				
				
					HOME PAGE: http://www.ushakrisna.com
				

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Souphala Chomsisengphet

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					[image: Government of the United States of America - Office of the Comptroller of the Currency (OCC)]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Government of the United States of America - Office of the Comptroller of the Currency (OCC)  ( email )

			

			
			
				
				
				
					400 7th Street SW
Washington, DC  20219
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Chunlin Liu

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				University of Nevada, Reno - College of Business  ( email )

			

			
			
				
				
				
					University of Nevada, Reno
Reno, NV  89557-0016
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Nicholas S. Souleles (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					[image: University of Pennsylvania - Finance Department]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				University of Pennsylvania - Finance Department  ( email )

			

			
			
				
				
				
					The Wharton School
3620 Locust Walk
Philadelphia, PA  19104
United States
215-898-9466 (Phone)
215-898-6200 (Fax)

				

				
			

			
				
				
					HOME PAGE: http://finance.wharton.upenn.edu/~souleles
				

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				
				
				


				National Bureau of Economic Research (NBER) 

			

			
			
				
				
				
					1050 Massachusetts Avenue
Cambridge, MA  02138
United States

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				      773

			

		
		
		
			Abstract Views

			    9,377

		

		
		 
		
			Rank

			   26,847

		

		
	


	
		
            
            	       26 Citations
		

	

	
		
			
				       31 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    The Wharton School, University of Pennsylvania Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                The Wharton School, University of Pennsylvania Research Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            5,891

                                    

                                    
                                        PAPERS

                                            3,138

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Marcella Barnhart at University of Pennsylvania - The Wharton School, Mia Wells at University of Pennsylvania - The Wharton School

                                    

                                
                            

                        

                    

                
	
                    Behavioral & Experimental Finance eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Behavioral & Experimental Finance eJournal

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            3,708

                                    

                                    
                                        PAPERS

                                           16,905

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Victor Ricciardi at Ursinus College

                                    

                                
                            

                        

                    

                


            

            
                
                

                	
                    Capital Markets: Asset Pricing & Valuation eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Capital Markets: Asset Pricing & Valuation eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            3,023

                                    

                                    
                                        PAPERS

                                           32,411

                                    

                                

                                
                            

                        

                    

                
	
                    Contracts & Commercial Law eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Contracts & Commercial Law eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,423

                                    

                                    
                                        PAPERS

                                           11,071

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Albert H. Choi at University of Michigan Law School

                                    

                                
                            

                        

                    

                
	
                    Behavioral & Experimental Economics eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Behavioral & Experimental Economics eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              943

                                    

                                    
                                        PAPERS

                                           18,701

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Victor Ricciardi at Ursinus College

                                    

                                
                            

                        

                    

                
	
                    Law & Society: Private Law - Financial Law eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Law & Society: Private Law - Financial Law eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              727

                                    

                                    
                                        PAPERS

                                            3,833

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Sarah Jane Hughes at Indiana University Bloomington School of Law 

                                    

                                
                            

                        

                    

                
	
                    Experimental Studies eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Experimental Studies eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              563

                                    

                                    
                                        PAPERS

                                            1,664

                                    

                                

                                
                            

                        

                    

                
	
                    Law & Economics eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Law & Economics eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              491

                                    

                                    
                                        PAPERS

                                           14,587

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Ronald J. Gilson at Stanford Law School, A. Mitchell Polinsky at Stanford Law School

                                    

                                
                            

                        

                    

                
	
                    Office of the Comptroller of the Currency Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Office of the Comptroller of the Currency Research Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                               64

                                    

                                    
                                        PAPERS

                                              245

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Chau Do at Government of the United States of America - Office of the Comptroller of the Currency (OCC)

                                    

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Do Consumers Choose the Right Credit Contracts?

                        
                            By
                                
                                
                                    
                                    Sumit Agarwal, 
                                    
                                
                                    
                                    Souphala Chomsisengphet, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Do Consumers Choose the Right Credit Contracts?

                        
                            By
                                
                                
                                    
                                    Sumit Agarwal, 
                                    
                                
                                    
                                    Souphala Chomsisengphet, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Debt Revolvers for Self Control

                        
                            By
                                
                                
                                    
                                    Carol C. Bertaut
                                     and 
                                
                                    
                                    Michael Haliassos
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Consumption, Debt and Portfolio Choice: Testing the Effect of Bankruptcy Law

                            
                                By
                                    
                                    
                                        
                                        Andreas Lehnert
                                         and 
                                    
                                        
                                        Dean M. Maki
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Switching Costs and Adverse Selection in the Market for Credit Cards: New Evidence

                            
                                By
                                    
                                    
                                        
                                        Paul S. Calem, 
                                        
                                    
                                        
                                        Michael B. Gordy, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Learning in the Credit Card Market

                            
                                By
                                    
                                    
                                        
                                        Sumit Agarwal, 
                                        
                                    
                                        
                                        John C. Driscoll, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Learning in the Credit Card Market

                            
                                By
                                    
                                    
                                        
                                        Sumit Agarwal, 
                                        
                                    
                                        
                                        John C. Driscoll, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Credit Card Pricing Developments and Their Disclosure

                            
                                By
                                    
                                    
                                        
                                        Mark J. Furletti
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            What do Consumers Really Pay on Their Checking and Credit Card Accounts? Explicit, Implicit, and Avoidable Costs

                            
                                By
                                    
                                    
                                        
                                        Victor Stango
                                         and 
                                    
                                        
                                        Jonathan Zinman
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Payday Loans and Credit Cards: New Liquidity and Credit Scoring Puzzles?

                            
                                By
                                    
                                    
                                        
                                        Sumit Agarwal, 
                                        
                                    
                                        
                                        Paige Marta Skiba, ...
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
	
		
	
		
	
		
	
		
			
				
			
			
		
	
		
	
		
	
		
			
				
			
			
		
	
		
			
				
			
			
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l100 in   0.110 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
