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Abstract: This study attempts to investigate the extent of financial discipline being observed by the credit card
users in Malaysia and subsequently relate the financial discipline levels to the profile of the credit card users.
To measure financial discipline, the study focuses on repayment preference of the card users, as to whether
they would pay in the full amount of the outstanding balance, pay according to ability, or pay the minimum
required amount. Descriptive analysis is used to describe the profile of the credit card users, while the
relationship between the repayment preferences and credit card users’ profile is assessed empirically using
Pearson correlation analysis and further substantiated by the chi-square analysis. The results of this study
provide information on the segments of the credit card users  that  are  susceptible  to  financial  difficulties,
which are of particular interests to the policymakers amid the increasing concerns of consumer indebtedness
in this country.
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INTRODUCTION due to credit card defaults has been rising rapidly by 34%

Easy accessibility to credit provided by credit card is still relatively low compared to the US, this situation is
loan   could   lead   consumers  into  compulsive  buying, creating great concern among the Malaysian society as
over-spending  and  ending  up  with financial  difficulties majority   of   these   consumers   fall   under   the   age   of
[1, 2].  Lack  of  financial  discipline  among  the  credit 40 years old. As such, pre-emptive measures are
card users could ultimately result in the “culture of undertaken to avoid this trend from continuing in the
indebtedness” which has adverse consequences not only future. In November 2011, Bank Negara Malaysia (BNM)
on the consumers themselves, but also the society at unveiled financial guidelines to the financial institutions
large. In the US, one of the reasons contributing to the aimed at promoting prudent, responsible and transparent
personal bankruptcy to reach a record level of 1.38 million retail financing practices. The guidelines, which took
in 1998 was the lack of financial discipline and compulsive effect from 1st January 2012 act as a response to the
buying behavior [3]. Moreover, according to Moss [4], alarming trend of increased consumer indebtedness and
credit card debt is a significant portion of debt for many increasing number of personal bankruptcy in Malaysia.
individuals seeking protection under the bankruptcy code The guidelines are applicable to the common types of
in the US. consumer credit facilities including home and vehicle

Similarly, there is an alarming trend of increasing financing, credit and charge cards, personal financing
number of bankruptcy cases due to credit card debt in including overdraft facility and financing for the purchase
Malaysia. The number of consumers declared as bankrupt of securities with an exception for share margin financing,

from 1,397 in 2004 to 1,873 in 2008 [5]. Although the figure
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which comes under stock exchange rules. In essence, This study is organized as follows. The following
BNM requires that all financial institutions to make section discusses     the    methodology   adopted   by
assessments of a borrower’s ability to afford financing this   study   including   the   selection   of   sample,
facilities based on a more stringent lending criteria and hypothesis development and data analysis techniques.
prudent debt service ratio. Section 3 presents the results and related discussions and

Instilling financial discipline is particularly important finally, section 4 concludes by highlighting the major
for credit card users since the screening and approval findings and provides the implications of the study.
processes of credit card loan are much simpler and less
stringent compared to those of other types of consumer MATERIALS AND METHODS
loans. More importantly, credit card loan charges very
high interest rate, commonly  around  1.5-2%  per  month, This  study  adopts  a  random  sampling  method  on
or 18-24% per annum. Additionally, since there are stiff 350 credit card users in the Klang Valley area, in the
competitions among the credit card providers,  some of capital centre of Malaysia. The selection of Klang Valley
the credit card users could just barely meet the minimum as the focus area is well-justified as the area comprised of
eligibility   requirements   set   by   the   card   issuers. a good mixed of credit card users in various sectors and
Laderman [6] documents that aggressive marketing of from various backgrounds. In particular, data collections
credit card issuers led to  increasing  incidences of are being done in various business premises including
default among credit card users in the 1990s. There are shopping complexes, petrol stations and office premises.
also the influences of the credit card providers in enticing In terms of the research design, a quantitative
consumers to spend beyond what is needed. Due to these research was carried out through survey questionnaires.
factors, there is a greater possibility that the credit card The questionnaires can be categorized into two groups,
users fall in the category of higher default risks borrowers. namely credit card users profile and repayment patterns.
Previous studies have shown that the availability of credit The following research hypotheses are tested with regard
card loan to low income borrowers, coupled with lack of to the repayment pattern or preferences and financial
awareness and observance of financial discipline could discipline:
land these borrowers into financial difficulties [2, 7]. 

This study attempts to investigate the extent of H : There is no significant relationship between
financial discipline being observed by the credit card
users based on a sample of 350 credit card users in
Malaysia. To measure financial discipline, the study
focuses on  repayment   preference  of   the   card   users,
as to whether they would pay in the full amount of the
outstanding balance, pay according to ability, or pay the
minimum required amount. By relating repayment
preference as indicator of financial discipline to customer
profile, the study aims to explore the consumer segments
that  are  susceptible  to  financial  difficulties.  As  such,
this study provides a disaggregated analysis of consumer
profiling analysis, which is of particular interests to the
policymakers amid the increasing concerns of consumer
indebtedness in this country. In efforts to better
understand the customers’ vulnerability to the financial
risks associated with credit card usage, it is relevant and
important to conduct an in-depth profile analysis of credit
card users in Malaysia. In achieving the objectives stated
above, this study embarks on the following research
questions: (i) what are the preferred repayment options of
credit card users in Malaysia? (ii) Is there a significant
association between specific repayment preference and
profile of credit card users in Malaysia?

01

repayment preference and the observance of financial
discipline among credit card users in Malaysia.

H : There is no significant relationship between several02

aspects of consumer profiles and financial discipline of
the credit card users.

H : There is no significant relationship between03

frequency of credit card usage and financial discipline of
the credit card users.

In analysing the results of the survey, the study
adopts    descriptive    analysis   and   chi-square   tests.
The study uses the SPSS version 13 to conduct the
analysis.

RESULTS AND DISCUSSIONS

Customer Profile:   In   terms   of   gender,   of   the   total
350 credit card users surveyed, there was greater number
of female (56.6%) compared to male (43.4%) credit card
users in the sample. More than 50% of the respondents
fall in the age group of  21-30  years  old  and  about  82%
fall   in   the   wider   age   group   of   21-40  years   old.
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Majority (more than 90%) of the respondents work in the in a month, 30% use credit card 3-4 times, 22% use credit
private and public sectors (indicating that they have card 5 times and above and 6% others. While the number
steady flow of monthly income), while less than 10% of of the credit card respondents very frequently using their
them are self-employed. credit card of five times or more per month at 28% of the

With regards to income, 78% of the credit card users respondents, this segment of the credit card users could
being surveyed fall under the lower income brackets of be    vulnerable   and   end up  with  financial  difficulties.
less than RM5,000 per month compared to the upper In essence, very frequent usage of credit card could
income brackets of more than RM5,000 to more than indicate the overspending habit, thus the lack of financial
RM10,000. In particular, 40.6% of the respondents have discipline by the credit card users.
monthly income of RM3,000 and below and 37.4% have An important indicator of financial discipline among
monthly income of between RM3,000 to RM5,000 per the credit card users is the repayment preference, as to
month. Only about 30% of the respondents fall in the whether the users always pay the full amount, pay
higher income brackets with 15.4% of the respondents according to ability and pay only the minimum amount.
have gross monthly income of between RM5,000 to Credit card  users  who  always  strive  to  pay  the  full
RM10,000 and around 6.6% has income in the highest amount reflect not only their financial discipline but also
income bracket  of  greater  than  RM10,000  per  month. that they are able to meet the expenses, or observe the
More than 53% of the respondents own only one credit “spending within one’s means” attitude. Consequently,
card, 33% have two credit cards, while about 12% have it can   be   concluded  that  the  use  of  credit  card  for
three cards or more. Majority of respondents (75%) do not these group of consumers could be due to convenience
have supplementary card, while 18% have one (to pay for  petrol  at  petrol  stations)  or  safety  reasons
supplementary card and 5% have two supplementary (not carrying large amount of cash). As shown in Table 3,
cards. In terms of type of cards, 55% of the respondents it is encouraging to note that 42% of the credit card users
own conventional credit cards compared to 20% being surveyed strive  to  pay  the  full  amount  of  their
respondent   who   own   only   Islamic   credit   cards, credit card debts. However, 43.7% of the respondents
while about 25% have both types of cards. chose  to  pay  according  to  ability.  More  alarmingly,

Descriptive Analysis of Financial Discipline Indicators: Since  credit  card  charges  very  high  interest  rate,
Having described the profile of the respondents, the next choosing not to pay the full amount reflects the
group of questionnaires attempts to assess the financial willingness of the consumers to pay the high cost of
discipline of the credit card users. Apart from the number borrowing due to inability to finance their current
of credit cards that the users have, other questions which consumption, or simply they are “spending beyond their
could possibly indicate the financial discipline of the card
users include the frequency of the credit card usage per
month, the repayment preferences and usage purposes.
As shown in Table 1, majority of the credit card users
being surveyed have only one credit card on them,
accounting     for    53.7%    of    the   total   respondents.
The number of multiple card holders are noticably high,
accounting for 46.3% of the total number of customers
being surveyed. Having multiple credit cards could
increase the possibility of compulsive spending and
spending beyond affordability since there are easy credit
accessibility to the credit card users.

While rather controversial, the frequency of credit
card usage could also be an indicator for financial
discipline. This is based on the simple assumption that
the more frequent the usage, the less is the financial
discipline based on the premise that prudent consumers
would prefer paying cash for their purchases. Based on
Table 2, 42% of the respondents use credit card 1-2 times

about 14.3% prefer to pay only the minimum amount.

Table 1: How many credit cards do you have?

No. of Credit Cards N %

1 188 53.7
2 118 33.7
3 28 8.0
>3 16 4.6

Table 2: How frequent do you use your credit card(s) in a month?

Frequency of Usage N %

1-2 times 147 42.0
3-4 times 105 30.0
5 times and above 77 22.0
Others 21 6.0

Table 3: Describe your credit card repayment preferences

Payment Preferences N %

Pay full amount 147 42.0
Pay according to ability 153 43.7
Pay minimum 50 14.3
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Table 4: Personal Characteristics and Financial Discipline of Credit Card Users 
Repayment Preferences Frequency of Usage
------------------------------------------------------------- ---------------------------------------------------------

Variable Sig- Sig-2 2 2 2

Gender 1.797 0.407 4.843 0.184
Age 1.993 0.095 1.622 0.168**

Occupation 2.263 0.106 0.607 0.546
Income 5.736 0.000 2.906 0.022*** **

Note: ** and *** denote significance at 5% and 1% levels, respectively.

Table 5: Relationship between Credit Card Ownership and Financial Discipline
Frequency of Usage

How many credit -----------------------------------------------------------------------------------------------------------
cards do you have? 1-2 times 3-4 times 5 times and above other X Sig-X2 2

1 92 54 26 16 38.780 .000
2 47 35 34 2
3 6 6 14 2
>3 2 10 3 1

Credit card repayment preferences
------------------------------------------------------------------------------------------------------------------
Pay full amount Pay according to ability Pay minimum

1 85 73 30 25.922 .000
2 47 61 10
3 10 16 2
>3 5 3 8

means”. This essentially show the lack of financial we conclude that credit card users of higher income level
discipline among the credit card users. To reiterate, in our and   older  age  observe  better  financial  discipline
survey, 58% of the respondents fall in this category of compared to those with lower income level and younger
consumers. age. This finding is consistent with both financial

Chi-Square Analysis of Financial Discipline Indicators: Meanwhile, our results suggest that there are no
In efforts to have further insights on the financial significant differences in the financial discipline being
discipline of the credit card users of various background, observed among the credit card users of different gender
we extent the analysis to include the chi-square test which and occupation. In particular, the results show that both
enables us to determine if there are significant differences male and female credit card users have no significant
between two or more samples with respect to a particular differences in their repayment preferences and frequency
characteristic. For example, in the  context  of  this  study, of usage of their credit cards. Similarly, there are no
we intend to determine if the credit card users of different significant differences in the financial discipline among
gender, age, occupation and income are significantly credit card users that are working in the public or private
different in terms of their repayment preference and sectors.
frequency of usage. The results of the analysis are Lastly, to provide further support, further analysis
summarized in Table 4. was carried out to determine the relationship between

Based on our sample of credit card users, we find that credit card ownership and indicators of financial
there are differences in the observation of financial discipline. Interestingly, the study documents clear
discipline among the credit card users with respect to age empirical support that the credit cards users with multiple
and income level. Specifically, the results show statistical card ownership have higher frequency of credit card
evidence that credit card users of different level of age usage. As  shown  in  Table   5,   multiple   credit   card
and income have different level of financial discipline as holders   use  their   credit  card  more  frequently and
the chi-square analysis show significant critical values, multiple     card    users    would    opt   to   pay   according
suggesting that the null hypothesis of no difference of to ability of pay the minimum amount, all reflecting the
financial discipline among the credit card users of lack of financial discipline among these credit card
different   age    and   income   to  be  rejected.  As  such, holders.

discipline indicators. 
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