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ABSTRACT 

Credit, in the form of credit cards, is something most of us want, need, and use almost every 

week of our adult lives. Credit card is an amazing alternative to cash as it allows us to buy goods 

and services on credit and pay for them later on. Learning how to use a credit card wisely helps 

us to save money in the long run and avoid the trap of ongoing debt. We, healthcare 

professionals viz. doctors, dentists are fond of flaunting flashy and fancy cards (read: credit) in 

front of friends and family, even when it is not in our best financial interest. For some of us, elite 

cards are more status symbol than bargain. A study conducted by National Bureau of Economic 

Research (USA) says that people with lower levels of self–esteem are especially likely to reach 

for a pricey card that they think other people will associate with glamour and prestige. 

Cardholders with higher levels of self–esteem, on the other hand, tend to be less susceptible to 

superficial marketing tactics, such as when issuers (banks) drive up costs and limit access in 

order to make a credit card seem special. The study also found that when people experienced a 

boost in their self–esteem, they then tended to be less attracted to flashy cards. Many of 

us, though, use credit cards for convenience, so that we can avoid carrying cash in our pockets 

for purchases like consumables, petrol and household items. Some experts do believe that it 

makes sense to use them when done with responsibility, thought and keeping the budget 

foremost in our mind. Many financial advisors strongly advise to pay cash for everything and 

avoid credit cards entirely, especially in a cash rich market like India. There are always 

contrasting viewpoints to that though. The pro side says that credit is important to have and 

protect and to learn to use wisely. Having good credit is important in a number of ways as we 

may get the best credit interest rates by having a good credit rating (CIBIL score in India) and 

credit history. However, one hopes that he never has to use those interest rates, but in an 

emergency, it can be vital to have credit available and at a lower interest rate. For larger 

purchases, such as buying a home or a car, we may sometimes require good credit rating to 

qualify for a heftier loan (if unable to pay cash) and those lower interest rates can add up to quite 

a bit of savings and earn us the tax advantage also especially for a home loan. Credit ratings and 
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history are sometimes also used to evaluate a person’s trust–worthiness (although to a lesser 

extent in India but will be used predominantly in near future soon) in paying back the loan or in 

other aspects like an apartment for rental or even for a job.  

So what can we deduce from the above?  

Are credit cards good for our health?  

INTRODUCTION 

First introduced to the public in 1958-59 in USA and used sparingly for the first few decades, 

credit cards today have become a permanent fixture in our daily lives especially doctor and 

dentists. From the convenience of not having to carry hard currency to the luxury of buying what 

we want, when we want, credit cards promise a whole new world of freedom for us. The concept 

of credit isn’t new, but credit cards have made the process of getting and using credit to finance 

purchases simpler and easier for millions of people, everyday. By definition, a credit card is a 

payment card issued to the users (cardholders) to enable the cardholder to pay 

a merchant for goods and services based on the cardholder's promise to the card issuer to pay 

them for the amount plus the other agreed charges (if any). The card issuer (usually a bank) 

creates a revolving account and grants a line of credit to the cardholder, from which the 

cardholder can borrow money for payment to a merchant or as a cash advance. Credit cards are 

usually issued by banks and financial institutions allowing the user to make purchases and 

pay for various services by borrowing money from them. Apart from providing the much 

needed alternative to cash, credit cards also offer us benefits in the form of rewards, 

cashbacks, 50 day interest–free period (on an average) and much more. The demand for 

credit cards in the Indian market is growing rapidly and hence, many of the leading banks 

have launched plenty of credit card options for the customers to choose from. A credit card is 

however, different from a charge card, which requires the balance to be repaid in full each 

month. In contrast, credit cards allow the consumers to build a continuing balance of debt, 

subject to interest, being charged. A credit card also differs from a cash card, which can be used 

like currency by the owner of the card. A credit card differs from a charge card also in that a 

credit card typically involves a third–party entity that pays the seller and is reimbursed by the 

buyer, whereas a charge card simply defers payment by the buyer until a later date. Most of us 

don’t know that we have a choice between different credit cards as we gleefully accept the credit 

card offered to us but we should know making a choice is our fundamental right (provided we 

fulfill the eligibility criterion). Many banks in India actually provide a dizzy assortment of cards 

that carry specialized benefits ranging from rewards, cashback and shopping to offering miles, 

fuel and entertainment. Choosing the perfect card can make all the difference between enjoying 

benefits that are perfect for us, instead of getting those benefits only that are of negligible or no 

use to us. There is nothing called as the perfect credit card in the world that can be rated number 

one because that rank depends on one’s preferences, choices, needs and tastes. 
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REVIEW 

Few Credit Card terms we should all be aware of before using them: 

Cashless payments in India have been consistently on the rise in the past decade or so and 

demonetization on 8th November, 2016 accelerated it further as well. There are numerous 

cashless payment options currently available but debit and credit cards are definitely the modes 

of choice preferred by the urban youth of India. We might be very adept with the usage of credit 

cards for purchases, but it is imperative that we understand all the technical jargon associated 

with this plastic currency as well. The predominantly used credit card terminology is listed 

below:  

1. Credit Limit: This is the maximum amount that we can spend on the credit card via POS 

(Point of Sale) swipes and online purchases in a billing cycle. The credit limit is liable to 

change periodically based on our usage pattern and repayment history. In case, we have 

paid our earlier credit card bills on time, the credit card issuer may decide to increase our 

credit limit. Alternately, they may decrease our credit limit if we have made multiple late 

payments on our credit card bill or have not settled credit card debt in the past. 

2. Cash Advance: This is a feature using which we can withdraw cash using our credit card 

at select ATM machines in India or abroad. The cash advance is usually a separate portion 

other the card’s assigned credit limit and is mentioned separately and must not be used 

unless it is a grave emergency. Cash advance incurs two separate charges; a cash 

withdrawal charge (a flat fee) plus a cash advance interest rate charge which is calculated 

daily from the day of cash withdrawal onwards. Cash advance interest rates are very high 

and can easily range from 4% to 8% every month on the outstanding cash withdrawal 

amount which roughly translates to annual interest rates of 48% to 96% and is a real steep 

price to pay for convenience and the ability to make impulse purchases in my opinion. 

3. Over Limit Charges: In case, we make a transaction that exceeds the credit limit assigned 

to our card, some card issuers (banks and financial institutions) do not decline the 

transaction but place an over limit charge on the credit card account. This is usually a flat 

fee that will appear on our subsequent card statement. However, overcharging our card will 

show up on our credit report and can adversely affect our credit score. 

4. Annual Percentage Rate: This is the annual interest rate that is being charged by our 

credit card company on any unpaid balances that we may have on the credit card. This 

specifically refers to the interest rate chargeable on swipe or on online transactions in case 

we have not paid off the amount in full by the due date. Usually credit card interest rates 

are shown in the monthly rate format i.e. 2% per month which refers to an Annual 

Percentage Rate (APR) of 24%. A double digit interest rate is quite a big ask in today’s 

times. On an average, in India, annual interest rate on credit cards is around 41% (see 

image below), which is an incredibly high cost compared to other available options. In 

India, the interest rate on credit card debt is classified as a Finance Charge and also known 

as the Annual Percentage Rate (APR). Some banks express APR as a monthly rate (APR 
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divided by 12), which can seem deceptively low to an unsuspecting consumer. Given the 

extremely high average credit card APR in India, it is important to understand how we are 

charged interest on the credit card to keep potentially exorbitant costs under control (I will 

deliberate that in detail below). 

 

Average Industry APR’s 

(Image Courtesy: ValueChampion) 

5. Revolving Credit: In simple words, it is a credit limit that keeps getting renewed every 

time, the outstanding debt is paid off. I will deliberate on this as how it works with the help 

of an example. Suppose we have a credit card with a limit of ` 50,000 and at the end of the 

billing cycle, we have ` 20,000 outstanding on the card. If we pay off the entire amount at 

the due date, the limit that we can use on the credit card will once again be ` 50,000 in next 

cycle. If we pay only ` 5000 of the outstanding ` 20000 the available limit will drop to ` 

35,000 (because we still have ` 15,000 as the amount outstanding) from the original limit of 

` 50,000. In legal terms, revolving credit refers to a contract between us and the card issuer 

that we will make payments in part or full every time, a bill is generated in order to use the 

credit facility offered by the card. 
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6. Chargeback/Disputes: In case we find an error in our monthly statement such as a 

transaction that we did not make, we have the option of initiating a chargeback or dispute. 

This procedure ensures that the card issuer will reverse/revert (put back) the money in lieu 

of the transaction (charge) that failed or were carried out by an unauthorized card user. 

Knowing our card issuer’s chargeback and dispute resolution procedure can be a great help 

to us in case of any billing discrepancies (I will deliberate that in detail below). 

7. Credit Card Grace Period: Let us assume that we have a credit card billing cycle of 2nd 

April through 1st May, the bill due date will be 2nd May and the due date for payment 

will be 22nd May, then any purchases that are made within the period [3 weeks (20-21 

days) from bill generation date and about 50 days roughly in total] will remain interest 

free until the due date. This is the grace period that is offered for most credit cards in 

India, after which the balance will be subject to penal interest, late payment charges and 

any other penalty etc. Any cash advances that are taken on our credit card, however, do 

not enjoy the benefit of a grace period. 

8. Credit Card Bill Payment: When we get the credit card, a billing cycle and date is 

mentioned on the document provided with the card. This is the date on which the credit 

card bill is generated for the given billing cycle for which we are required to pay on or 

before the due date. The outstanding amount on the credit card will be shown as two 

variants – the minimum amount due and total amount due. The total amount due is what 

is required to be paid in totality. However, if one can’t afford to pay the total 

outstanding amount, the bank gives us the option to pay the ‘minimum amount due’. 

When we pay the minimum due amount, no late payment fee will be levied. However, 

the bank will charge interest (APR) on the remaining balance for as long as it stays in 

our account. So, it is advisable to always pay the total amount due on the credit card so 

that we can save on the late payment fee as well as the interest charges. Making late 

payments on credit cards can also dip our credit score. Our credit report has a section 

for ‘Days Past Due’ which records the number of days after the due date during which 

the amount remained outstanding in our credit card account. This leads to a low credit 

score which in turn makes it difficult for us to get heftier loans, if needed in near future 

for housing, education, vehicle (car) or personal loan for children marriage etc. 
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A Credit Card Statement 

(Image Courtesy: Dr. Bhavdeep S. Ahuja) 

9. Billing terminology: Some important billing terms related to the credit card are: 

a. Total Amount Due: This is the total amount that we have to pay towards our credit 

card. 

b. Minimum Amount Due: This is minimum amount we must pay in order to avoid 

any late payment charges. 

c. Billing Date: This is the date on which our credit card statement is generated. 

d. Billing Cycle: This is the period between two billing dates. 

e. Due Date: This is the date on or before which we should clear our credit card dues. 

f. Reward Point Balance: This is total number of reward points in our account. 

10. Billing cycle: Banks usually set the billing date as the 20th or later of every month. 

Knowing this date is important to get a longer interest free cycle. If the interest free credit 

period is 50 days and the billing date is 2nd (as mentioned above for a billing cycle of 2nd of 

this month to 1st of next month) and due date to pay 22nd, so if we make a purchase on 3rd, 

it will be billed in the next cycle (with a maximum 50 days interest free period) but if we 

had made a purchase on 1st, it will be billed on 2nd only in same cycle and we won’t have a 

long free credit period [in fact, the least interest free credit free period (almost 3 weeks or 

20 days)] also known as the grace period (as mentioned above). Thus, if we make a 

purchase a day before the cycle closing date, we will have 20–21 days (3 weeks) to pay for 

it before incurring interest; but if we complete a transaction, the day after the billing cycle 

closes, we will have an additional month until the next cycle closes (30–31 days) plus 

another 20–21 days to pay off our balance (maximum 51–52 days). So, it is always wise to 

plan the purchases accordingly to have a maximum interest free period to pay back the 

outstanding amount with a little bit of planning especially on heavy purchases. 
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11. Interest rate: We are charged interest only when we carry forward some balance amount. 

If we pay our bills in full always, we will never incur penal interest. So, if we are one to 

pay our bills on time and in full, interest rates shouldn’t matter much to us. As mentioned 

above, they are anyways on very higher side. After all, banks and financial institutions are 

out there to earn only through credit cards banking on the fact that we will delay or forget 

paying our payments, sometime. 

12. Annual Fees: Most credit cards carry an annual fee, joining fee and a renewal fee. If we 

use our credit card sparingly, we should go in for a credit card that doesn’t carry annual 

fees. Some cards waive the annual fee if we spend above a certain limit. So, if one is a big 

spender, he or she doesn’t need to worry about the annual fee. 

13. Late Payment charges: Be always aware of how much the bank charges if we miss the 

payment due date. Banks can also increase our penal interest rates (sometimes, some cases 

and not all) when we default on our monthly payment. 

14. Cash Credit: Cash credit usually carries high interest rates and not even a single day of 

credit free period. So, cash should be withdrawn only if absolutely and urgently needed. 

We have to know the exact details (as per offer document) of the same before we use our 

credit card to withdraw money. 

15. Rewards: If our bank is offering reward points, it is a good lure but it is always better, not 

to be taken away by how many points we can earn on our credit card. Credit card reward 

points are just a small reward for spending on our card. On an average, we can usually earn 

1 point for every ` 100 we spend. We can redeem these points at an average rate of 1000 

points for a ` 250 – ` 500 voucher. So it might cost us ` 1 lac to earn a voucher worth ` 500 

sometimes. A reward catalogue gives us the best idea about the same and it is wise to read 

before we apply for a credit card to see if our rewards are really worth it. 

 

A Reward Point Summary Statement 

(Image Courtesy: Dr. Bhavdeep S. Ahuja) 

How Credit Cards work? 

Credit cards are simply a form of loan. The financial institution or the bank which is issuing 

these credit cards is normally extending its customers a line of credit i.e. money which an 

individual may not possess. In exchange for this, the customer or the card holder is required 

to pay the issuer, the amount in monthly installments with interest along with an annual fee 

for the card (that’s the bank or financial institution’s expectation). Credit card debts are 
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normally unsecured as for any normal credit card an individual is not required to give any 

collateral or mortgage an asset to receive these funds. The financial institution or the bank 

which issues an individual any kind of credit card basically judges the creditworthiness of an 

individual through his credit rating (CIBIL score) and then decides to issue him a particular 

credit card with specific limits and features since card payment default is increasing day by 

day in India (data shared in next sections). 

APR Explained – Grace Period and Charging Interest 

As I detailed above, most credit cards have an interest-free "grace period", whereby spends made 

during a given month or billing cycle, won't accrue interest if we pay our full balance in the 

following cycle. For example, let us assume a consumer uses a credit card to buy a Bajaj Pulsar 

Bike for ` 70,000 on 10th April. Then, on 2nd May (assuming the date of statement generation 

similar to billing cycle assumed above), the bank sends a statement of all spends made in April 

and how much is totally owed (` 70,000 if nothing else was spent in April). 2nd May is called the 

statement date. The statement will also indicate when payment is due (called the Payment Due 

Date), in the above billing cycle, it would be 22nd May. As long as the ` 70,000 balance is paid 

by 22nd May, no interest will be charged. In this case, the grace period is 42–43 days (10th April–

22nd May) or the number of days from when the bike was purchased on 10 th April to the payment 

due date of 22nd May. Grace periods, however, may vary by bank slightly, so it is very important 

to pay attention to payment due date depending on the specific situation. If a credit card balance 

is not paid off in full each month, the grace period will cease to apply from next month. In the 

above example, assume the consumer already had a small unpaid balance of ` 500 on his credit 

card from the previous cycle that had been due for a few months. Interest on the ` 500 would not 

be a very big deal, but the existence of any old balance would mean that the interest free period 

on new purchase of Bajaj Pulsar Bike would not take effect in this case and that the ` 70,000 

would begin accruing interest right away on 10th April, when the bike is purchased. Banks apply 

a daily rate of interest to any credit card balance at the end of each day. The daily rate is 

calculated by dividing the annual percentage rate (APR) by 365. In this example, a 41% annual 

rate (typical in India) would equate to 0.11% (41% ÷ 365). So, he would be charged 0.11% × ` 

70,000, or approximately ` 77 each day, he doesn’t pay down the balance. By the 2nd May 

statement date, he would be charged interest for 23 days (10th April–2nd May, inclusive). Thus, 

he would owe an additional interest of ` 1,771 on top of ` 70,000 for the motorbike. Lastly, banks 

will charge Goods & Services Tax (GST) of 18% on interest as well and on ` 1,771 of interest, 

GST will result in a further charge of ` 319, for total additional cost of ` 2,090. When temporarily 

strapped for cash, paying almost 3% extra @ ` 2,090 ÷ 70,000 (2.985% to be exact) to finance a 

one off motorbike purchase for one month isn't the end of the world, but carrying credit card debt 

over the long run can be very costly, exacerbated by compound interest (the concept of charging 

interest on interest – already called as the eighth wonder of the world by many). If a credit card 

balance is not paid up quickly, an extra 10% would be owed after just 3 months, while waiting a 

year would cost an extra of approximately 56%. In the above example, we ignored minimum 

amount due (typically 5% of the total amount in India) for simplicity. However, repeatedly just 
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paying the minimum amount is not viable in the longer run as it will not provide significant relief 

to the high interest charges outlined. For completeness, if the consumer in the above example 

didn’t at least pay the minimum amount due, he would incur additional charges up to several 

hundred rupees each month. Further, failure to pay the minimum amount could result in a default 

and reporting of the same by bank to credit bureau’s, which would make it further difficult for 

the consumer to borrow money in the future from any bank etc. as the benchmark for everyone is 

the same; checking the credit worthiness of a person via credit rating (CIBIL score) through the 

credit bureau’s. There are much better alternatives other than taking on the expensive credit card 

debt though (I will be detail them in depth in other sections).  

 

High Cost of Credit 

(Image Courtesy: Google) 

How to use a Credit Card? 

A credit card company enters into agreements with various merchants for them to accept 

their credit cards. The credit card issuer (usually bank) issues a credit card to their customer. 

When a bank issues the credit card, a revolving line of credit is created for the customer and 

this line of credit may be used by the card user to make purchases or to get cash advances by 

using their credit cards like ATM or debit cards. The card holder then receives a monthly bill 

that can be paid off before the due date without incurring any interest for using the credit 

provided by the card issuer. When a purchase is made, the cardholder is basically agreeing to 

pay the card issuer the amount that has been incurred, at a later date. While making a  

purchase, the card holder has to swipe the magnetic strip of the card on a card machine at the 

shop. These days most banks and financial institutions have replaced the same with an EMV 

based Chip card as an additional layer of security which can be inserted in the EDC terminal 

to pay. The merchant copy of the receipt generated needs the card holder's signature for 

validation for swipe, however in EMV based Chip Cards, the customer enters the PIN and 

hence, no signature may be required. All newer credit cards feature this more secure chip and 

pin system, where the chip on the card is read by the merchant's EDC (card) machine and a 

four or six digit pin is required to complete and validate the transaction. Apart from using the 
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card through physical presentation for various options as discussed above, the booming 

online shopping industry has also benefited hugely through the availability of credit cards. 

Key details required for completing an online transaction using a credit card usually include 

the card number, the card expiry date, the CVV number on the back of the card and a net 

banking transaction password or one time password sent to the user’s registered mobile 

number. 

Features of a Credit Card: 

Normally, a credit card comes with the following features: 

1. Brilliant Alternative to Cash: Having a credit card is a very safe and convenient 

alternative rather than carrying a wad of cash everywhere especially for big ticket 

purchases. It makes shopping hassle free and also ensures safety of money plus giving 

an option of chargeback if the merchant plays harakiri.  

2. Big No to Black Money: All transactions recorded through this route have to be paid 

back through banking channel only (no cash route). It helps track the spending mode 

and module of the consumer as well and believe me; the IT department keeps a sharp 

eye on the lifestyle of the doubtable individuals (mismatch in IT return and lifestyle) as 

firstly credit cards are fully KYC compliant (Aadhar and PAN linked) and secondly the 

status and spends of an individual (through credit card purchases) is usually compared 

with the amount of ITR filed by the IT department. Experts believe that the IT 

department in its endeavour to curb black money also keeps a close eye on the social 

media websites as well where people especially, these days like to flaunt their luxurious 

lifestyle which as per their IT return, they don’t seem to possess.  

3. Emergencies: Whether there is a medical emergency or some other kind of urgent cash 

requirement, credit cards can provide a good option by making immediate credit 

available under such dire circumstances and help us get out of financial mess at that 

given point of time. 

4. Universal Acceptable: The biggest beauty about the credit cards is that courtesy VISA 

and MasterCard being prime carriers of credit cards along with Amex (American 

Express), they are acceptable worldwide anywhere anytime. 

5. Making Big Purchases: The EMI concept is equally wonderful associated with credit 

cards as compared to APR which is on higher side, the EMI still falls in affordable 

range. The whole concept of ‘buy now pay later’ makes it rather easier for people to 

make some big purchases and setting up an EMI pay back method with their banks. 

Many third party shopping sites like Amazon and Flipkart etc. even offer an interest 

free EMI option of up to 3–6 months of purchases made because of their tie up with 

certain cards during certain offer period (I will take up the EMI concept below in 

upcoming sections). 

6. Building up a Good Credit Score: One of the biggest advantages of owning a credit 

card is that it is easy to build a credit history through the credit card transactions. 

Repaying all the credit card dues on time helps create a credit score which, in turn, can 
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help us in getting loans in the future. Many times, loan applications are rejected 

because the applicant doesn't have a credit history and having a credit card and using it 

wisely is one of the easiest ways to build up our credit history. 

7. Secure Transactions: Newer credit cards feature the EMV chip and Pin system, which 

adds to the layer of security, hence they are safer than carrying around bundles of cash and 

also save us from credit card fraud. Large cash transactions have anyways been banned by 

Indian Govt. as now as per Section 269ST, any person who enters into a transaction of ` 2 

lac or above in cash, will be liable to a penalty of an amount equivalent to the amount of 

transaction.  The move to curb cash transactions above a threshold is aimed at curbing 

black money and promoting digital economy. To make the online transaction more secure, 

a two step authentication system is followed, where apart from the information on the 

card such as card number, expiry date and CVV an OTP or a secret password is also 

required to complete the online transaction which is sent to our registered mobile 

number. 

8. Tracking Our Purchases: When using cash, it becomes a tad difficult to keep track of 

all the purchases. However, with a credit card, we can easily maintain a track record of 

the transactions that we have made with the help of our monthly credit card statement 

and before that checking the same online via unbilled transactions section through 

internet banking of our credit card. 

 

 

(To be Continued) 

 

(We shall continue more on this in the twin (second) part –  Part 2 of this series in 

Volume 2 Issue 1 – Jan–Feb 2019 issue with further insight on credit cards usage for all of 

us) 
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