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uninformed borrowers are thus forced to select from a large 
pool of very sophisticated financial products to meet their 
credit needs.

This study examines whether a lack of financial literacy 
may also be associated with limited information search 
done by consumers when applying for revolving credit 
such as a credit card or when applying for a longer term 
loan such as a mortgage. Consumers typically rely on a 
limited set of sources they trust when acquiring informa-
tion on products and services they are about to consume. 
Preferences for their trusted information sources largely 
vary by socioeconomic status, gender, human capital, and 
related experience (Fodness & Murray, 1999; Schaninger & 
Sciglimpaglia, 1981).

The observed information search behavior of consum-
ers is therefore in contrast to the recommended informa-
tion search behavior that could enable consumers to select 
products with greater benefits and lower costs. This would 
increase satisfaction and reduce the risk associated with the 
selection they ultimately made (Bennett & Harrell, 1975; 
Punj & Staelin, 1983). It is possible that a lack of financial 

The debt burden of Americans has been rising 
steadily over the past two decades. Along with 
sustained recovery of the U.S. economy, more con-

sumers have started borrowing from the financial institu-
tions to meet their financial needs. The Federal Reserve’s 
Aggregate Consumer Debt Survey shows that as of January 
2016, the total amount of consumer borrowing (including 
revolving and nonrevolving loans) was $3.5 billion. This 
is approximately 50% higher than the total consumer bor-
rowing from a decade ago ($2.4 billion in January 2006). 
The Federal Reserve Statistical Release (2017) also shows 
that the outstanding home mortgages nearly tripled over the 
past two decades, increasing from $3.75 trillion in 1997 to 
$9.8 trillion in 2016.

One possible reason for this increase in the amount of out-
standing loans is the increase in consumer access to avail-
able credit (Campbell, 2006). Other studies conclude that 
most individuals lack the financial knowledge and back-
ground to understand complex loan terms and conditions. 
Low levels of financial literacy make it even more diffi-
cult for a consumer to be able to understand sophisticated 
financial information (Lusardi & Mitchell, 2009). Many 
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literacy along with easy accessibility of loan products plays 
a role in consumers’ limited information search behavior 
when accessing credit. This study explores the factors that 
are associated with the limited scope of information search 
for credit card loans and other loan-based products among 
consumers. This study fills a gap in the existing literature by 
examining the role of financial literacy in the information 
search behavior of credit-seeking households.

Literature Review
Financial literacy can be broadly defined as a person’s un-
derstanding of personal finance and their skill in managing 
money (Giesler & Veresiu, 2014). Researchers have stud-
ied the positive relationship between (prior) knowledge and 
information processing, opinions, decisions, and behaviors 
(Chen & Volpe, 1998; Hilgert, Hogarth, & Beverly, 2003; 
Liebermann & Flint-Goor,1996). Xiao, Serido, and Shim 
(2012) suggest that subjective financial knowledge can be 
increased by offering financial education courses in high 
schools and colleges. This would be a source of financial 
information for students, which in turn reduced the likeli-
hood of engaging in risky credit behavior. Considering col-
lege students, higher education achievement, better school 
performance (higher grade point average [GPA]), and being 
female are associated with less risky borrowing behavior. 
However, personal finance courses could not directly in-
crease the objective financial knowledge. Moreover, Xiao 
et al. (2012) also found that taking these courses would in-
crease the likelihood of college students engaging in risky 
credit behavior. Objective knowledge is unaffected by tak-
ing financial-related courses, which means that other than 
formal education courses, some other financial informa-
tion sources, such as parents and other family members, 
may have potential in shaping students’ objective financial 
knowledge and borrowing behavior.

Perry (2012) used a qualitative method to profile different 
types of credit users when making their decisions: whether 
people using the cost–benefit analysis to compare credit of-
fers and annual percentage rates (APR) affecting their in-
formation search behaviors; and some internal factors, such 
as self-control, motivations, and mental accounting, play an 
important role in this process as well. The study showed 
that cost information is the primary factor when consum-
ers evaluate credit card offers. Simple and easily accessible 
information may be more effective for informing lower mo-
tivated decision makers.

Financial literacy (or lack of it) has a strong association 
with costly borrowing behavior. People with lower financial 
literacy are more likely to engage in high-interest borrowing 
than people with higher financial literacy (Mottola, 2013). 
Interestingly, perceived financial literacy, or the consum-
ers’ self-assessed financial knowledge, is also a strong pre-
dictor of better money management behavior (Allgood & 
Walstad, 2013). Borrowing from high-cost sources (Lusardi 
& Tufano, 2009) and unwise use of credit cards (Allgood & 
Walstad, 2011) are found occurring more among women, 
especially younger than age 60 years, than men. College 
educated people are less likely to acquire funds by using 
costly credit cards (Mottola, 2013). More numerate people 
tend to select lower subjective discount rates (Agarwal & 
Mazumder, 2013). The higher the scores of self-assessed 
math skills, the less likely people will engage in costly 
credit card behaviors (Mottola, 2013).

Grable and Joo (1999) have found that young people who 
encounter higher financial stress and are caught up in poor 
financial decisions are more likely to seek help to improve 
their financial decision making. Grable and Joo (2001) 
further discovered that those who seek help from financial 
professionals tend to have higher risk tolerance. A suffi-
ciently high level of educational attainment has been found 
to be a very important factor for those consumers who search 
for information before purchasing a product or service, and 
also to understand the complexity of information in mar-
ketplaces during their information search process (Clement, 
2009). This study uses a framework grounded in past lit-
erature that establishes the information search behavior 
of households as a function of their internal and external 
resources (Archibald, Haulman, & Moody, 1983; Beales, 
Craswell, & Saop; 1981; Moore & Lehmann, 1980; Punj & 
Staelin, 1983).

Conceptual Framework
Consumers engage in a complex decision-making process 
when selecting a product or a service to meet their require-
ments. The seminal work on the theory of search process by 
Stigler (1961) assumes that consumers decide on and choose 
the best set of alternatives based on their search results. 
Consumers will search until the marginal cost from a unit of 
search is equal to the marginal benefit arising from the search 
to maximize the use of search. When the cost is low enough 
or the benefit is high enough, consumers have positive use 
from the search process; otherwise, they will stop searching 
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because the marginal cost exceeds the marginal benefit. The 
cost and benefit can be direct (money) or indirect (time). 
Stigler’s search theory also states that there is incomplete 
information in the market and information is a special kind 
of commodity and yet unique enough to have market value. 
Information asymmetry is imbedded into the market and ob-
taining it can be costly, which is the reason that consumers 
would want to weigh the cost–benefit for information search 
activities, including choosing optimal information sources. 
Financial professionals provide external information which 
may reduce the marginal cost of searching compared with 
searching information without any assistance by consumers 
themselves (Collins, 2012a; Evans, 2009).

This consumer decision making process can be summarized 
in five steps (Engel, Blackwell, & Kollat, 1968). The five 
stages compose of need recognition, information search, 
evaluation of the available alternatives, purchase decision, 
and postpurchase evaluation of the product. In the need 
recognition stage, consumers can either perceive a problem 
or need within their current environment and choose to cor-
rect this disequilibrium by acquiring a product or service. 
During the information search stage, consumers evaluate 

the choices and options available. The extent and recogni-
tion of the choices available to them depend on their ability 
to search information using various available internal and 
external sources of relevant information. In the third stage, 
consumers evaluate and process information on the various 
choices and alternatives available. Once the evaluation pro-
cess is complete, consumers decide to acquire the product 
or service based on their evaluation of the available options 
from the previous stage. Once the consumers have acquired 
the product or service, they then try to determine whether 
the acquired product or services do indeed meet their needs.

This article focuses specifically on the information search 
stage of the consumer decision-making model. This study 
uses the framework for information search established by 
Moore and Lehmann (1980) and Bunn (1993). The model 
shown in Figure 1 explains the information search behav-
ior of households within this context. This article also em-
phasizes roles played by both internal and external sources 
in the information search process that leads to the evalua-
tion of the various borrowing options available to house-
holds. The internal sources of information search depend 
on an individual’s ability to understand the different choices 

Adapted from Engel, J. F., Blackwell, R. D., & Kollat, D. T. (1968). Consumer behavior. Hinsdale, IL: Dryden Press.

Figure 1. Conceptual framework of consumer information search behavior.
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available and to be able to recall their experience of using 
similar products or services in the past. The extent and qual-
ity of internal search also depends on the ability of consum-
ers to understand alternatives available to them and their 
propensity for taking risks. This is in selecting products or 
services when there is uncertainty about the outcome and 
about the information that is available for making such a 
selection decision (Bunn, 1993). Financial literacy, per-
ceived financial knowledge, risk tolerance, and educational 
attainment are included as the internal search variables for 
this study. Previous studies have shown that an individual’s 
financial literacy and educational attainment are related 
to their ability to seek, process, and understand the infor-
mation that is available (Joo & Grable, 2004; Lusardi & 
Mitchell, 2009). These variables have also been associated 
with household borrowing behavior and household finan-
cial well-being in prior literature (Mottola, 2013). External 
resources available for helping consumers in their informa-
tion search include resources, such as family or friends, 
and nonpersonal resources, such as a counselor, specific 
marketing materials related to the product or service, and 
information available through various forms of media (Punj 
& Staelin, 1983). Seeking services of a financial counselor 
is used as the external source of information for this study. 
Based on this theoretical framework and findings from pre-
vious literature, the hypotheses are as follows:

H1: Households with greater internal sources of infor-
mation are more likely to evaluate the different 
lending products that are available to meet their 
credit needs after controlling for several other so-
cioeconomic and demographic factors.

H2: Households with greater external sources of in-
formation are more likely to evaluate the different 
lending products that are available to meet their 
credit needs after controlling for several other so-
cioeconomic and demographic factors.

Data
This study uses the 2009 National Financial Capabil-
ity Study (NFCS)—the state-by-state survey for this 
study, which includes approximately 25,000 respondents. 
The survey is supported by the FINRA Investor Educa-
tion Foundation. The survey instruments were designed 
by Dr. Annamaria Lusardi of Dartmouth College, Ap-
plied Research and Consulting LLC (ARC), the FINRA 

Investor Education Foundation, and the Office of Finan-
cial Education of the U.S. Treasury Department. This data 
oversamples economically disadvantaged minority groups 
and adults with less than a high school education to en-
sure adequate representation from financially underserved 
groups. Although a newer wave of the NFCS data was avail-
able for 2012, we used the 2009 wave because it included 
more detailed information on comparison and evaluation of 
different types of credit card and mortgage loans by bor-
rowers, whereas the most recent wave of data from 2012 did 
not include information on mortgage loan comparison by 
the respondents. The dataset contains rich data on respon-
dents’ information search behavior and their financial liter-
acy along with other demographic, behavioral, and financial 
capability-related characteristics (FINRA Investor Educa-
tion Foundation, 2009; Lusardi, Mitchell, & Curto, 2010). 
Several recent studies have used this dataset to examine the 
association between financial knowledge, financial capabil-
ity, and financial decision making of households. Johnson 
and Lamdin (2015) used this dataset recently to examine 
the association between perceived financial capability and 
financial outcomes of the respondents. Similarly, Collins 
(2012a) used the NFCS dataset and found that people with 
higher educational attainment and greater financial capabil-
ity were more likely to seek financial advice from profes-
sionals, but people with lower levels of financial capability 
and low educational attainment were less likely to do so. 
Xiao, Chen, and Sun (2015) found in a related study us-
ing the NFCS dataset that financial capability of individuals 
increased with age. The total number of respondents who 
answered all of the questions and either owned a home or 
a credit card was 20,779. The respondents who selected 
“don’t know” or “prefer not to say” to the questions in the 
sample were dropped. Among the remaining respondents, 
19,615 owned a credit card, and 17,368 of the respondents 
reported being homeowners.

Variables
Dependent variables
Two binary variables were used as dependent variables. The 
first variable examines whether borrowers who reported 
having a credit card actually evaluated credit cards before 
applying for one. The variable was coded as 1 if yes and 
as 0 if otherwise.

The second variable examines whether the homeowners 
evaluated different mortgage loan options available before 
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selecting a mortgage. The variable is coded as 1 if the 
borrower compared loans and as 0 if this was not the case.

Independent Variables
Internal Sources. The level of financial literacy is a variable 
of interest in this study. It was measured using the method 
described in the Lusardi et al. (2010) study. The respon-
dents were asked questions that tested knowledge of their 
financial reality, questions which everyone needs to apply 
in everyday life. The responses to each of the mentioned 
questions were coded as 1 if correct and 0 if incorrect. The 
responses to these questions were then summed to create 
a composite financial literacy score ranging from 5 if the 
respondents answered all five questions correctly to 0 if the 
respondents did not answer any of the questions correctly. 
The respondents who answered “don’t know” or “prefer not 
to say” were dropped from this study. The second variable 
of interest was perceived financial knowledge. This was 
measured on a scale of 1–7, where 7 refers to the highest 
level of perceived financial knowledge and 1 refers to the 
lowest level of perceived financial knowledge. The ques-
tion was asked in the following way: “On a scale from 
1 to 7, where 1 means very low and 7 means very high, 
how would you assess your overall financial knowledge?” 
Respondents who answered “don’t know” or “prefer not to 
say” were dropped from this study. Other internal sources 
of information included in this model consist of educational 
attainment and risk tolerance. The risk tolerance variable is 
constructed based on the participants’ responses to the risk 
tolerance scale included in the FINRA dataset. The respon-
dents were asked to respond to the following question on 
a 10-point scale: “When thinking of your financial invest-
ments, how willing are you to take risks?” Responses could 
range from 1 (not at all willing to take risk) to 10 (very 
willing to take risk).

External Sources. The respondents were asked whether they 
had ever taken help or advice from finance professionals. 
The questions are as follows: “In the last 5 years, have you 
asked for any advice from a financial professional about any 
of the following? 1) Debt counseling, 2) Savings or invest-
ments, 3) Taking out a mortgage or a loan, 4) Insurance of 
any type, and 5) Tax planning.” The responses were coded 
as 1 if yes and as 0 if otherwise. In a previous study, Grable 
and Joo (2001) found that those who engage the services of 
a financial professional tend to enjoy a higher level of finan-
cial satisfaction and demonstrate better financial behavior.

Control Variables. Other sociodemographic variables such 
as age, gender, income, and marital status were included 
as controls in our model because of their association with 
borrowing decisions of households in the previous litera-
ture (Allgood & Walstad, 2011; Griskevicius et al., 2012; 
Lusardi & Tufano, 2009; Mottola, 2013; Sevim, Temizel, 
& Sayılır, 2012).

Descriptive Statistics and Data Analyses. Table 1 shows 
the descriptive statistics for this study. The results indicate 
that approximately 25% of the respondents compared credit 
cards before making their selection decision, whereas ap-
proximately 17% of the respondents compared mortgages 
before selecting one. On a scale of 0–5, the average finan-
cial literacy score of the respondents was approximately 3. 
On a 1–7 scale, the average perceived financial knowledge 
score of the respondents was 5. On average, the respondents 
owned four credit cards. In this study, approximately 53% of 
the respondents were female, 56% were married, and about 
38% of the respondents had educational attainments of col-
lege or higher. Approximately, 58% of the respondents were 
employed, and 26% had family income more than $75,000. 
Both dependent variables in this study are coded as binary 
variables. Probit models are therefore used for the empirical 
analyses of this study (Wooldridge, 2006).

Results
Comparing Credit Cards
The factors associated with comparing credit cards are 
shown in Table 2. The results indicate that many of the in-
ternal sources of information—financial literacy, perceived 
financial knowledge, and educational attainment—are posi-
tively associated with the consumers’ decisions to compare 
across credit cards when applying for one. When compared 
to the respondents with educational attainment of lower 
than high school, all of the other educational attainment cat-
egories were significant and positively associated with the 
credit card comparison behavior of the respondents. Seek-
ing the advice of a financial counselor or professional when 
applying for a credit card, an external source of information 
is also positively associated with comparing credit cards by 
consumers when applying for revolving credit.

Among other variables, results show that respondents who 
were 55 years or older are more likely to compare credit cards 
before applying for one when compared with the reference 
group of respondents younger than 25 years. This perhaps 
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indicates that information search behavior when mak-
ing a borrowing decision increases with age. Compared 
to the reference group of respondents who reported being 
single, married respondents were more likely to compare 
credit cards before selecting one. Similarly, compared to 
the reference group of respondents with income less than 
$15,000, those individuals who reported having an income 
of $25,000 or more were more likely to compare credit 
cards. Also, compared to the reference group of individu-
als who were employed full time, the self-employed were 
more likely to compare credit card options before selecting 
one. Comparing credit cards when shopping for one was 
negatively associated with the number of children in the 
household and when compared with the Whites, the non-
White respondents were less likely to compare credit cards 
when selecting one. When applying for a credit card, the 
likelihood of comparing and evaluating credit card features 
reduced with the number of credit cards that a person had.

Comparing Loans
Factors associated with comparing loans before applying for 
a mortgage are shown in Table 3. The results indicate that 
internal sources of information—such as financial literacy, 
perceived financial knowledge, and educational attainment 
of higher than high school—are positively associated with 
the likelihood of consumers’ comparing mortgage prod-
ucts before applying for a home loan. Seeking the advice 
of finance professional when applying for a mortgage loan, 
which is an external source of information in our theoretical 
framework, is also positively associated with comparing of 
mortgage loans by consumers.

Among other variables, the findings show that when com-
pared with respondents who were younger than 25 years, 
those respondents who were 35 years or older were more 
likely to compare mortgages when applying for one. The 
likelihood of mortgage comparison is also positively as-
sociated with being married when compared with the ref-
erence group of being single, and an income of $75,000 
or more increased the likelihood of comparing mortgages 
when compared with the reference group of respondent 
with income less than $15,000. The likelihood of compar-
ing mortgage loans reduced with having children in the 
household, among women, and for non-White households. 
When compared with respondents who worked full-time, 
the respondents who worked part-time were less likely to 
compare options when shopping for mortgages.

TABLE 1. Descriptive Statistics (N 5 20,779)

Variables %/M SD

Compared credit 25
Compared loans 17
Financial literacy 3.12 1.417
Perceived financial literacy 4.88 1.462
Risk tolerance 4.41 2.592
Have financial professional 10
Average number of credit cards 4
Age (years)
 18–24 12
 25–34 18
 35–44 19
 45–54 21
 55–64 16
 651 14
Education
 ,High school 3
 High school 24
 Some college 35
 College 24
 Graduate 14
Female 53
Marital status
 Married 56
 Single 26
 Divorced or separated 14
 Widowed 4
Have children 76
White 75
Income
 ,$15,000 13
 $15,000–$25,000 13
 $25,000–$35,000 13
 $35,000–$50,000 16
 $50,000–$75,000 19
 $75,000–$100,000 12
 .$100,000 14
Employment status
 Not working 26
 Work full-time 39
 Self-employed 9
 Retired 16
 Work part-time 10
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TABLE 2. Probit Analysis of Comparing Credit Cards

Variables Coef. SD Sig

Internal sources Financial literacy score 0.081 0.007 ***
Perceived financial knowledge 0.108 0.007 ***
Risk tolerance 0.031 0.104
Education (ref: ,high school)
 High school 0.158 0.067 ***
 Some college 0.249 0.066 ***
 College 0.338 0.067 ***
 Graduate 0.361 0.069 ***

External source Seek help of finance professional 0.064 0.028 **
Other factors Age (ref: 18–24)

 25–34 0.028 0.036
 35–44 0.077 0.137
 45–54 0.081 0.136
 55–64 0.071 0.040 *
 651 0.149 0.047 ***
Female 20.013 0.018
Marital status (ref: single)
 Married 0.105 0.026 ***
 Divorced/separated 20.003 0.033
 Widowed 0.006 0.052
 Children 20.021 0.009 ***
Non-White (ref: White) 20.054 0.021 **

Income (ref: ,$15,000)
 $15,000–$25,000 0.028 0.035
 $25,000–$35,000 0.096 0.033 ***
 $35,000–$50,000 0.175 0.031 ***
 $50,000–$75,000 0.203 0.029 ***
 $75,000–$100,000 0.247 0.033 ***
 .$100,000 0.255 0.034 ***
Employment (ref: work full-time)
 Self-employed 0.084 0.030 ***
 Retired 0.031 0.032
 Work part-time 20.003 0.031
 Not working 20.103 0.081
Number of credit cards 20.164 0.007 ***
Intercept 22.084 0.079 ***

Note. N 5 19,615; R2 5 0.1527. Coef. 5 coefficient; Sig 5 significance.
*p , .05. **p , .01. ***p , .001.
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TABLE 3. Probit Analysis of Comparing Mortgage Loans

Variables Coef. SD Sig

Internal sources Financial literacy score 0.034 0.011 ***
Perceived financial knowledge 0.034 0.011 ***
Risk tolerance 20.001 0.005

Education (ref: ,high school)
 High school 0.228 0.131
 Some college 0.361 0.130 ***
 College 0.361 0.130 ***
 Graduate 0.436 0.132 ***

External source Seek help of financial professional 0.667 0.025 ***
Other factors Age (ref: 18–24)

 25–34 0.177 0.169
 25–34 0.253 0.109 **
 45–54 0.702 0.070 ***
 55–64 0.892 0.074 ***
 651 1.085 0.085 ***
Female 20.098 0.027 ***
Marital status (ref: single)
 Married 0.183 0.041 ***
 Divorced/separated 0.178 0.155
 Widowed 0.125 0.087
 Children 20.038 0.012 ***
Non-White (ref: White) 20.070 0.031 **

Income (ref:,$15,000) 20.188 0.069
 $15,000–$25,000 0.016 0.057
 $25,000–$35,000 0.011 0.049
 $35,000–$50,000 0.077 0.084
 $50,000–$75,000 0.072 0.046
 $75,000–$100,000 0.151 0.046 ***
 .$100,000 0.129 0.041 **
Employment (ref: work full-time)
 Self-employed 0.231 0.050 ***
 Retired 20.022 0.048
 Work part-time 21.421 0.157 ***
 Not working 20.983 0.771
Intercept 21.107 0.055 ***

Note. N 5 17,368. R2 5 0.1726. Coef. 5 coefficient; Sig 5 significance.
*p , .05. **p , .01. ***p , .001.
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Discussion and Conclusion
The results of this study are consistent with the hypotheses 
of this study that households with greater internal and ex-
ternal resources are more likely to engage in informed bor-
rowing behavior by comparing and evaluating their options 
for credit cards and mortgage loans before selecting these 
products. Results indicate that three of our proposed inter-
nal sources of information—financial literacy, perceived 
financial knowledge, and higher educational attainment—
were positively associated with comparing of credit cards 
and mortgage products among households when they made 
their borrowing decisions. Results also indicate that seeking 
the help of a financial professional, an external source of 
information, was also positively associated with comparing 
credit card and mortgage loan options among the respon-
dents. Risk tolerance, however, was not associated with the 
comparison shopping of credit cards and mortgage products 
among households after controlling for the other variables.

In addition to confirming the hypotheses based on the 
theoretical framework of this study, the results also reveal 
several additional interesting findings. The results indicate 
that comparison shopping for credit cards is significantly 
higher in the 55 years or older age groups. This is consis-
tent with findings from previous studies which indicate that 
responsible borrowing behavior increases with age and 
educational attainment (Sprenger & Stavins, 2010). It may 
also be that older individuals are more experienced in using 
and managing revolving credit. Findings from the area of 
household behavior in financial markets suggest that indi-
viduals become better with managing money as they gain 
experience (Elliott, Hodge, & Jackson, 2008; Nicolosi, 
Peng, & Zhu, 2009). Experience with negotiating and hav-
ing responsibility for managing their own businesses is pos-
sibly the reason that the self-employed were more likely to 
engage in comparative shopping for both credit cards and 
mortgage loans when compared with others.

The likelihood of searching and evaluating credit cards 
when applying for one reduced with the number of credit 
cards that a consumer had. This finding needs more inves-
tigation in future studies. It is possible that as the num-
ber of credit cards a person owns increases, their need to 
search for information decreases when applying for new 
credit cards because of past experience. It is also pos-
sible that consumers with multiple credit cards were less 
likely to shop around and evaluate when applying for one 

because they were less informed and were less capable of 
optimally managing their debt and spending behavior. Per-
haps, a longitudinal study examining this issue will provide 
better understanding of the underlying factors resulting in 
this negative association between owning number of credit 
cards and information search when applying for one. An-
other cause for concern is that the non-White respondents 
were less likely to engage in comparative shopping for 
credit cards and for mortgage products. Previous studies 
have shown that racial/ethnic minorities lagged behind in 
financial literacy (Lusardi et al., 2010; Lusardi & Tufano, 
2009). Therefore, it is possible that the minority households 
did not have the financial capability to comparison shop and 
were only able to apply a constrained information search be-
havior when making their borrowing decisions. In addition, 
many of the previous studies have shown that non-White 
(minority) households faced non-prejudiced “statistical” 
discrimination in credit markets (Braddock & McPartland, 
1987; Oliver & Shapiro, 1995). Therefore, it is possible 
that non-White households did not have many credit card 
and mortgage loan choices to begin with and were there-
fore less able to shop around for a better offer. Women were 
also less likely than men to compare mortgage offers when 
borrowing for a home loan. Findings from previous studies 
indicate that women had lower financial literacy scores than 
men and had lower perceived knowledge of financial prod-
ucts (Fishbein & Woodall, 2006). Perhaps, this perceived 
lack of knowledge about complex financial products made 
women less likely to negotiate and evaluate options when 
applying for a complex financial product such as a credit 
card or mortgage loan.

It is possible that in some cases, it may not be optimal for 
the time-constrained borrowers to shop around for loans, 
especially if they know what type of loan they are look-
ing for, or when the opportunity cost of the time spent in 
searching for a product is higher than the marginal benefit 
derived from it. However, given the number of choices and 
complex product features currently available with revolving 
credit and mortgage-related products, most consumers are 
better off going through the process of searching, evaluat-
ing, and then selecting the product that is most beneficial 
and most suitable to them. The findings from this study on 
consumers’ information search and evaluation process can 
shed light on factors influencing the information search 
process for the scholars of household finance, policymak-
ers, financial counselors, and credit and mortgage product 
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providers. Along with the Dodd–Frank Wall Street Reform 
and Consumer Protection Act of 2010, consumers now have 
more access to fair, transparent information about financial 
products, which facilitates the process of self-directed learn-
ing and searching, especially for lower to moderate-income 
households who may face financial difficulties in hiring 
the services of a professional financial advisor or planner 
as an external financial information resource. Educational 
programs, such as the prepurchase homebuyer education 
and counseling (HEC) programs, acting as an external in-
formation source for potential homebuyers, help consumers 
in making better decisions when purchasing a home, shop-
ping around for a mortgage product, and making regular 
mortgage payments (Moulton, 2012). The HEC also gives 
guidance in making mortgage payments and provides edu-
cation for avoiding mortgage delinquency and foreclosure 
avoidance (Collins, 2012b). Understanding the internal and 
external factors that influence consumer mortgage selec-
tion and revolving credit-related decision making is critical 
for policymakers to create innovative education programs. 
Counseling strategies can be improved to suit consum-
ers with different characteristics, such as risk tolerance, 
financial knowledge, and sociodemographic characteristics.

The results of our study indicate that consumers use both 
internal and external sources of information for making im-
portant borrowing decisions. The fact that the vulnerable 
groups such as non-White households, women, and those 
who were working part-time were less likely to compare 
borrowing products can perhaps be explained by the fact 
that these groups may have been constrained by time and 
lacked ability to make a more comprehensive information 
search for different available alternatives.

Implications
Previous studies have shown that lower financial literacy 
often leads to suboptimal financial decision making. These 
studies have proposed the application of choice architec-
ture to help individuals improve their financial decisions 
(Choi, Laibson, Madrian, & Metrick, 2002; Keller, Harlam, 
Loewenstein, & Volpp, 2011). Although more research is 
needed to develop a choice architecture-based solution 
that can help individuals’ loan comparison and selection 
behavior, Lusardi and Tufano (2009) have suggested that 
choice architecture may not always be possible in improv-
ing peoples’ decision making when active decision mak-
ing is required, such as when applying for credit cards or 

shopping for mortgage loans, to select from among many 
sophisticated alternatives. However, our study finds that 
financial literacy is associated with comparison shopping 
for credit cards and mortgages. Perhaps, providing greater 
access to product-related financial education to individuals 
could mitigate their likelihood of making costly choices 
when searching for loans. Increasing the understanding of 
these financial products—complex in structure but widely 
accessed in practice among racial/ethnic minorities and 
women—will help encourage greater negotiating in the 
marketplace for these loans, which will result in greater 
overall competition in the markets for revolving credit 
and mortgage loans. In addition, making the services of 
a financial counselor or educator more accessible and af-
fordable to the low-income consumers can help in reducing 
the information asymmetry that exists in the underserved 
communities.
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