CHAPTER 6 

MONEY IN ACTION

GETTING YOUR JUST REWARDS
Thinking about getting one of the more than 800 credit cards that offer rewards(from plane tickets, hotel rooms, or gasoline to cash rebates?  More than half of direct mail credit card solicitations offer rewards.  Two thirds of consumers with credit cards have at least one rewards card.  How do you choose the card that is right for you?

There are a few factors to consider before applying for a rewards card.  First, interest rates on rewards cards tend to be 2 to 3 percentage points higher than on regular cards.  Make sure you will pay off the balance each month.  If you think you might occasionally need to carry a balance, look for the card with the lowest interest rate.  Second, charging on multiple credit cards will likely prevent you from earning rewards because you often need to charge a significant amount of money in order to earn the rewards.  It is best to have no more than one or two rewards cards. 

Once you have made the decision to apply for a rewards card you must choose from among three basic types, cash back, travel, and merchandise cards.  

· Cash back cards – Some cards offer a rebate based on a flat percentage of money spent.  Others have a tiered system so that the more you spend the higher your rebate.  You should decide which card is right for you based on how much you plan to spend.  Often rewards cards offer higher rebates if you use them at “everyday stores” such as gas stations, drugstores, and the supermarket.  Some cards offer a higher rebate if you carry a balance, but this is never a good idea because any benefit from the rebate is lost in interest payments.
· Merchandise cards – This category includes a wide variety of cards linked to specific companies such as gas stations (Shell), automakers (GM), and retail stores (Costco).  These cards are best for those who are loyal to a particular company.  Earning points on the GM Mastercard makes little sense if you do not plan to buy a GM car.
· Travel cards – Travel cards are best for those who are frequent travelers.  To get the most from this type of card, look for a card that is cobranded, such as the Delta Sky Miles American Express.  These credit cards are linked to airline frequent flier programs so that you can earn miles for both the money you charge on the card as well as the miles you fly. It typically takes $25,000 miles to earn a free ticket.  There are usually high annual fees associated with these cards, so it is important to earn rewards quickly. For example, if it takes three years to earn enough miles for a free ticket, and the annual fee is $80, then the ticket has cost you $240 in fees(you probably could buy a ticket from a discount airline for less.   Bank cards, such as the Capital One No Hassle card, are another option for those who want travel rewards. These cards allow you to redeem your miles on a number of carriers, offer low or no annual fees, and sometimes require fewer miles to earn a free flight.  The drawback is that most of the time you only earn miles on the money you charge, not the miles you fly.  .


Several card-related Web sites have search engines to help you choose an appropriate rewards card. Check more than one, because they will give you different results.  The best sites are Bankrate.com, (http://www.bankrate.com) and Cardratings.com, (http://www.cardratings.com). Bankrate is partnered with Creditcards.com, (http://www.creditcards.com), to offer comparisons of the major features of specific rewards cards, while Cardratings has reviews and ratings of about 1,000 cards ,as well as 19,000 consumer reviews.  When reviewing card offers at these sites, be sure to note which cards are linked to advertisers on the site as this could be an indication that the website is biased in favor of the advertiser..



Whatever rewards card you choose, remember to redeem your rewards.  Some companies require that you call and request your rewards.  You might want to choose a card that automatically credits your card or account with the reward.  Also, issuers can change rules at any time or cancel the program altogether.  Think in terms of a year or less when earning rewards.
Critical Thinking Questions:

1.
What factors should you consider when determining if a rewards card is right for you?
2.
Based on the descriptions of the three types of rewards cards, which type of card would you choose?

3.
Visit two card comparison sites and search for the category of card you chose. What card best meets your needs? Which site was easier to use, and why?
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