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Have you ever wondered what the difference is between a credit card vs debit card? While both cards may look similar, they function quite differently and offer distinct benefits and risks. Read on to learn the key differences between credit and debit card to make smarter financial decisions! MoneyLion can help you explore a wide variety of credit
card options tailored to different needs and preferences. Let’s hit you with the quick and dirty lowdown on the differences between debit and credit cards: FeatureCredit CardDebit CardSource of FundsBorrowed moneyYour bank accountSpending LimitCredit limitAvailable account balanceInterestCharged on unpaid balancesNoneCommon
FeesAnnual, late payment, etc.Overdraft, ATM feesRewardsOften (points, cash back)RarelyCredit BuildingYesNoAdditional Fraud ProtectionTypically strongerTypically limitedDebt RiskCan accumulate debt if not carefulNo debt (except overdraft)AcceptanceWidely acceptedWidely acceptedCash AccessCash advances (with fees)Direct ATM
withdrawals A credit card is defined as a thin rectangular piece of plastic or metal issued by a bank or financial services company that allows cardholders to borrow funds with which to pay for goods and services with merchants that accept cards for payment. When you use a credit card, you're borrowing money from the card issuer, promising to pay
it back later. Use it wisely, and it can be a game-changer. Use it recklessly, and you might end up in financial quicksand. Credit cards are pretty straightforward, but here’s a breakdown of their inner workings: Borrow money from the card issuer: Every purchase you make with a credit card is essentially a loan from the issuer. Create debt you must
repay later: These borrowed amounts add up to your monthly bill, which you’ll need to repay. Credit cards often have rewards programs. Many offer perks like cashback, points, or miles for every dollar spent. Rewards programs may offer cash back on purchases, tangible services like airline miles, no interest as an introductory period or low interest,
or discounts and special rates on travel and travel amenities. Build credit history when used responsibly: Regular, on-time payments boost your credit score. Usually offer better fraud protection: Credit cards often have robust fraud protection measures. Can lead to interest charges if the balance isn’t paid in full: If you don’t pay your balance each
month, you'll incur interest. May have annual fees: Some cards charge annual fees for the benefits they offer. Typically have higher spending limits: Credit cards allow for larger purchases than debit cards. Considering a way to build your credit? MoneyLion offers a free and convenient way to find offers from our trusted partners to help you improve
your credit — such as credit monitoring, credit report disputes, and getting credit by paying bills. A good credit score can lead to lower interest rates and increased borrowing power on loans and credit cards. A debit card is a payment card that deducts money directly from your checking account. Also called “check cards” or “bank cards,” debit cards
can be used to buy goods or services or to get cash from an ATM. It’s linked directly to your bank account, so you use your hard-earned cash when you swipe. Think of it as your financial guardrail, keeping you from spending more than you have. Debit cards keep things simple: Draw money directly from your bank account: No middleman, just your
money. Spend only what you already have: No credit, no debt — just straight-up spending. No interest charges (but may have overdraft fees): You won’t pay interest, but watch out for those sneaky overdraft fees. Usually, there are no rewards programs: Don’t expect points or miles — sorry. Don’t build credit history: Using a debit card won’t help your
credit score. Less fraud protection than credit cards: Debit cards are more vulnerable to fraud. Rarely have annual fees: Most debit cards are fee-free. Spending is limited to account balance: Can’t spend what you don’t have. So, what is the difference between credit and debit cards? Let’s dive into the nitty-gritty: Credit cards use borrowed money
from your card issuer. It’s like taking a mini loan each time you swipe. Debit cards, on the other hand, pull funds directly from your bank account. It’s your money on the line, so no borrowing or interest. Using a credit card responsibly can help build your credit score because your activity is reported to credit bureaus. Debit cards don’t affect your
credit score since they aren’t tied to credit reporting. If you want to help boost your credit, a credit card is your go-to tool. Credit cards often have a parade of annual fees, late payment fees, and interest charges if balances aren’t paid in full. Debit cards might have fees, too, like overdraft fees and ATM fees, but they usually don’t have annual fees or
interest charges. So, they’re generally cheaper to use if you play by the rules. Credit cards typically offer stronger fraud protection than debit cards. If a fraudulent charge pops up, you can dispute it without being liable for the amount. Debit cards offer less robust protection and could take longer to recover lost funds. Many credit cards come with
sweet rewards programs offering cashback, points, or miles for purchases. Debit cards? Not so much. They’'re mostly reward-free zones, making them less attractive for the points-chasers. Credit cards usually have higher spending limits set by the issuer, giving you more purchasing power. Debit card spending is limited to the balance in your bank
account. This means credit cards are comparatively more flexible for larger purchases. Both types of cards have their upsides and downsides. Here’s a quick look: ProsConsCredit cardsBuild credit historyPotential rewards and perksHigher fraud protectionFlexible spending limitsRisk of accumulating debtInterest charges on unpaid balancesAnnual
fees for some cardsDebit cardsNo risk of debt (except for overdrafts)Direct access to your own moneyGenerally, no annual feesNo credit buildingFewer rewards and perksLimited fraud protection Consider your financial habits and goals when deciding between a credit card and a debit card. Ability to pay off balances in full: If you can consistently pay
your full balance each month, you’ll avoid interest charges and debt accumulation, making credit cards more beneficial. Tendency to overspend: If you’'re prone to impulse purchases or often spend more than you intend, a debit card might be safer as it limits the funds you have. Need to establish or improve credit score: Credit cards report to the
credit bureaus (Equifax, Experian, and TransUnion)., helping build your credit history. On the other hand, debit cards do not report. Responsible credit card use can be valuable if you want to establish or improve your credit. Existing credit health: If you already have good credit, you might qualify for cards with better rewards and lower interest
rates. If your credit is poor, you might need to start with a secured credit card or stick to debit cards until you improve your score. Interest in rewards: Many credit cards offer cashback, points, or miles. A rewards credit card could provide significant value if it aligns with your spending habits and lifestyle. Need for purchase protection: Credit cards
often offer better fraud protection, extended warranties, and purchase protection. These features can be particularly beneficial for large purchases or online shopping. Understanding the difference between credit and debit cards is crucial for making smart financial decisions. Whether you prioritize building credit, earning rewards, or avoiding debt,
knowing the strengths and weaknesses of each option helps you choose the right tool for your financial toolkit. A debit card draws money directly from your bank account, while a credit card uses borrowed money from the issuer that you must repay later. This fundamental difference impacts how each card is used and managed. The main difference
lies in the source of funds: debit cards use your own money from your bank account, while credit cards allow you to borrow money up to a certain limit set by the issuer. No, using a debit card does not help build your credit score because debit card activity is not reported to credit bureaus. To build credit, you’ll need to use a credit card responsibly.
Share — copy and redistribute the material in any medium or format for any purpose, even commercially. Adapt — remix, transform, and build upon the material for any purpose, even commercially. The licensor cannot revoke these freedoms as long as you follow the license terms. Attribution — You must give appropriate credit , provide a link to the
license, and indicate if changes were made . You may do so in any reasonable manner, but not in any way that suggests the licensor endorses you or your use. ShareAlike — If you remix, transform, or build upon the material, you must distribute your contributions under the same license as the original. No additional restrictions — You may not apply
legal terms or technological measures that legally restrict others from doing anything the license permits. You do not have to comply with the license for elements of the material in the public domain or where your use is permitted by an applicable exception or limitation . No warranties are given. The license may not give you all of the permissions
necessary for your intended use. For example, other rights such as publicity, privacy, or moral rights may limit how you use the material. Debit and credit cards are payment methods that allow consumers to purchase items or withdraw cash. But what is the difference between these two cards, and which is more popular? Here we look at how debit
and credit cards work and explore what it means to be payment savvy. How do debit and credit cards work? A debit card is linked to your bank, and transactions are deducted from the balance immediately. It means you can only spend what you have in your account. Debit cards are convenient because they can be used for online and offline
purchases and at ATMs for cash withdrawals. Credit allows you to borrow a specific limit to make purchases. You will then need to repay this amount, plus interest and any fees, later. They can be helpful if you need to make a large purchase and do not have the funds available immediately. However, it is essential to remember that you will be
charged interest if you do not repay your debt in full each month. It can quickly add up, and you may repay more than you borrowed. Which type of card is more popular? In general, debit cards are more common than credit cards. A survey by the Payment Cards Center found that in 2017, 62% of Americans used a debit card, while just 48% used a
credit card. It is likely because debit cards offer a more convenient and affordable way to pay for purchases. With a debit card, you only spend what you have, so there is no risk of falling into debt. Credit cards, however, can be expensive if you do not repay your balance in full each month. Advantages to using a credit card? There are some
advantages to using a credit card over a debit card, even though credit cards are less popular overall. One advantage is that you can use a credit card to build up your credit history. If you repay in full and on time each month, this will help to improve your credit score. It can be helpful if you want to apply for a loan or a mortgage in the future.
Another advantage is that you may be entitled to certain legal protections. For example, if you use a credit card to buy an item that is faulty or not as described, you might get a refund from your card issuer. It is because of the Consumer Credit Act 1974. Finally, some credit cards offer rewards or cash back when you use them. It means that you could
earn points that can be redeemed for vouchers or get money off your following statement. Debit cards do not usually offer these types of rewards. Advantages to using a debit card? There are also some advantages to using a debit card over a credit card. One advantage is that you are less likely to overspend as you can only spend what is available in
your account, and it can help you stay within your budget and avoid debt. Another advantage of debit cards is that they usually have lower fees than credit cards. For example, you may be charged for withdrawing cash from an ATM or making a foreign currency transaction with a credit card, and these fees are often much lower or nonexistent with a
debit card. Finally, debit cards can sometimes offer additional protections against fraud than credit cards. If your card is stolen, you may only be liable for a maximum of $50 in unauthorized charges. With a credit card, you could be liable for the entire amount of any unauthorized charges. What does it mean to be Payment Savvy? Payment savvy
people know how to effectively use different payment methods - such as credit cards, debit cards, and cash. It also involves being aware of the pros and cons of each type of payment method so that you can choose for your needs. Payment savvy consumers are also aware of the fees associated with each payment method. For example, they know that
credit cards typically have higher interest rates than debit cards. They also know that using a credit card to withdraw cash from an ATM can be expensive. Payment savvy consumers can avoid these fees by using the correct payment method for their needs. Finally, payment-savvy consumers are always looking for ways to save money. For example,
they may take advantage of rewards programs offered by credit cards. Or, they may use a debit card instead of a credit card when shopping online to avoid paying interest on their purchase. Payment savvy consumers know how to use different payment methods to save money and make purchases efficiently. Which type is better for you? There's no
simple answer to this question as it depends on your circumstances. If you are concerned about debt, a debit card may be the better choice. However, a credit card may be the better option if you are trying to build up your credit history. It's worth considering whether you want to take advantage of any rewards or cash-back offers that might be
available with a credit card. The best decision is to choose the type of card that suits your needs the most. Debit cards let you pay for things with money in your bank account, while credit cards pay with a line of credit. A debit card can be handy for preventing overspending and interest charges, as well as for withdrawing cash. A credit card can help
you build your credit history, earn rewards and get better fraud protection. Debit and credit cards look similar, but they allow you to spend money differently. And they don’t have the same impact on things like your credit score, interest charges or rewards potential. Some people assume debit is safer than credit, but it’s usually the other way around.
Others don't realize that using a credit card can help build the credit score needed for a car loan or mortgage. Is credit always the best choice, or are there times when it’s better to use a debit card? Learn more about how debit cards work versus how credit cards work and when each one is right to pull from your wallet. Debit card vs credit card:
What’s the difference? The main difference between debit cards and credit cards is where the money comes from when you make a purchase. Debit cards let you spend directly from your checking account balance. That means your spending limit is whatever’s in the account, and you’ll likely be charged an overdraft fee if you spend more than you
have. Credit cards let you spend from a line of credit that you pay back later. While you don’t have to pay off the whole bill every month, you’ll start accruing interest charges on any unpaid balance. Using a credit card responsibly can help improve your credit score — but late payments or a high credit balance can also hurt your score. Note that both
debit and credit cards come with a unique number, usually 16 digits, and can be used to make payments both in person and online. Both can also be added to digital wallets or payment apps. Debit cards Credit cards Spend money from your checking account Spend money from a line of credit Don’t impact your credit score Can help your credit score
— or hurt it Rarely offer rewards Many offer points, miles or cash back rewards Limited fraud protection Typically zero liability fraud protection No annual fees May charge annual fees Easy to qualify for May require good to excellent credit to qualify No interest rates High interest rates Withdraw cash for no fee at your bank’s ATM Charges a cash
advance fee Is debit or credit used more? The Federal Reserve reports that American cardholders, businesses and governments made 89.1 billion payments with non-prepaid debit cards in 2022. That’s more than the 55.3 billion payments with credit cards. However, the value of those credit card payments ($5.42 trillion) was more than one-third
higher (36 percent) than the debit card payments ($3.99 trillion), implying that people spend more on credit cards even if they don’t use them for as many individual purchases. Additionally, the latest Bankrate Credit Card Debt Survey shows that 3 in 4 Americans (75 percent) have a credit card. But with nearly half of those cardholders (48 percent)
carrying a balance — and likely collecting interest charges — it’s worth considering whether a credit or debit card is right for you. When should I use a debit card? A debit card can come in handy if you prefer to pay with cash or don’t want to overspend. Here are a few scenarios worth keeping a debit card in your wallet for. When you’re trying to stay
out of debt Sometimes overspending and interest charges are the culprits of credit card debt. If you have a tendency to spend beyond your means, a debit card could be handy as it will only let you spend money you already have. This is similar to the cash stuffing budget method, where you only make purchases with cash you’ve allocated into
envelopes. Once the cash is gone, it’s gone. When you need cash If you need to withdraw money at an ATM, debit cards are the best choice. If you visit an ATM associated with your bank, you likely won’t pay a fee. But if you use a credit card to take out a cash advance, the issuer usually charges a fee. Plus, the interest rate for a cash advance is
typically much higher than the regular interest rate, and there’s no grace period. That means a cash advance from a credit card starts accruing interest immediately. When you want to avoid interest charges The average credit card interest rate currently hovers above 20 percent, which means a credit card balance can grow quickly from month to
month. If you're paying off high-interest credit card debt, you may want to set that card aside and make your everyday purchases with a debit card for now. That way, you won’t rack up an even higher balance. Credit cards are flexible tools that allow you to borrow money, build credit, earn rewards and pay securely. Just keep in mind that the way you
use a credit card will affect your credit score. Here are a few instances when a credit card is the right move. When you want to earn rewards Three in 5 Americans (60 percent) have a rewards credit card, according to Bankrate’s Credit Card Rewards Survey. If you can qualify for the best rewards cards, you can earn points, miles or cash back on
purchases you're already making. Although a few debit cards offer cash back, you won’t earn as many rewards with debit as you will with credit. While some rewards checking accounts give you 1 percent cash back on debit card purchases, the best cash back credit cards give you at least 1.5 percent on general purchases and as much as 6 percent
cash back on things like groceries, dining and entertainment. You can get even more bang for your buck by earning travel rewards. If you’'re looking for a rewards credit card, compare cash back versus points and miles cards to pick the card for your lifestyle. When you want to build your credit score Having a strong credit history and good credit
score can help you qualify for things like car loans, mortgages and future rewards cards. Plus, that higher score means you can qualify for better terms and pay less in interest. Using a credit card responsibly lets you practice good habits like making on-time payments and maintaining a low credit utilization ratio. If you're starting from scratch, there
are even credit cards for people with no credit history. A 750 or 800 credit score doesn’t happen overnight, but having good credit card use and on-time repayment reported to the credit bureaus can lead to future loans and lower interest rates down the road. When you’re shopping online If you're an online shopper, one of the safest ways to pay
online is with a credit card. Credit cards offer fraud protections that debit cards may not, like zero liability coverage, encryption and artificial intelligence (AI) fraud monitoring. For even more security, you can add your credit cards to a digital wallet. It’s an additional security step you can take with debit cards, too. None of your actual card numbers
are stored in the wallet — only encrypted information that’s shared when you make an online payment. Tokenization is another tool that adds a layer of security to digital wallets. When you’re booking a hotel or rental car If you’ve ever paid for a rental car, hotel or even a tank of gas with a debit card, you know that merchants sometimes put a hold
amount on your card to cover expected or possible expenses. That amount could be $20 if you're buying a tank of gas or $200 dollars if you’re renting a car or booking a hotel room. With debit cards, money in your account isn’t available to you until the hold is lifted. You’ll also need to have that amount in your account at the time of purchase.
Merchants can and do put holds on credit cards, but in that case it isn’t your money that’s tied up in the hold — it’s just a slice of your available credit. Debit or credit card: Which is safer? Both debit cards and credit cards come with fraud prevention measures. When you use a debit card, you're often required to enter a PIN. When you use a credit
card online, you may be asked to enter a three-digit security code. Banks and card issuers — now with the help of AI — also look for transactions that could be fraudulent. Keep an eye out for mobile alerts notifying you of suspicious charges or unusual activity. Note that scammers may also send phishing messages pretending to be your bank, so know
how to protect yourself from bank fraud. That said, credit cards offer fraud protections that debit cards don’t. Credit cards are required by law to cover the costs of fraud after you report your card lost or stolen, which means you won’t owe a penny on unauthorized charges. Even if the purchases are made before you realize your card is missing,
you're still only on the hook for a maximum of $50. Know your rights when facing credit card fraud. Under the Electronic Funds Transfer Act (EFTA), debit cards offer a $50 liability limit if you report a lost or stolen card within two business days. If you report within 60 days, your liability goes up to $500. After 60 days, you could be liable for any
fraudulent charges. In general, credit cards are safer from fraud. You may have time to dispute an unauthorized credit card charge before you're liable for payment. But funds are drawn from your bank account immediately with a debit card, making it harder to dispute the charge and get your money back. The bottom line By using a credit card
responsibly, you can build your credit score, earn rewards and have protection from fraud. But if you struggle with overspending, a debit card can help you stay out of high-interest debt. Did you find this page helpful? Help us improve our content Thank you for your feedback! Your input helps us improve our content and services. Debit card
definition: A debit card is a payment card that lets you make secure purchases online and in person by drawing money directly from your checking account. You're not borrowing from a line of credit like you would with a credit card or a “buy now, pay later” service; the money on your debit card pulls from your own money as you spend. You can also
use your debit card to withdraw or deposit cash at ATMs.Looking for some options? Discover and compare accounts with NerdWallet's best checking accounts.In addition to cash registers and ATMs, debit cards work with mobile payment platforms such as Apple Pay, Samsung Wallet and Google Wallet, as well as with many money transfer apps such
as Venmo and Cash App.Frequently asked questionsHow does a debit card work?When you open a checking account at a bank, you typically receive a debit card. When you use the card to buy something — such as by swiping it at a cash register or entering its account number at an online retailer — the money is pulled directly from your checking
account.Do debit cards have fees?Yes, some debit transactions carry fees, though they’re often avoidable. Fees may be charged for using an ATM outside your bank’s network or using the card in another country, for example. Skip ahead for more about common debit card fees.A typical ATM card is used only for withdrawing cash from a machine,
rather than making purchases at retailers.How does a debit card work?When you open a checking account at a bank, you typically receive a debit card. When you use the card to buy something — such as by swiping it at a cash register or entering its account number at an online retailer — the money is pulled directly from your checking account.Do
debit cards have fees?Yes, some debit transactions carry fees, though they’re often avoidable. Fees may be charged for using an ATM outside your bank’s network or using the card in another country, for example. Skip ahead for more about common debit card fees.A typical ATM card is used only for withdrawing cash from a machine, rather than
making purchases at retailers.Apply for and open a checking account. Most banks and credit unions give you a free debit card when you open a checking account. Activate it by following the instructions you’re given and set up your PIN for ATM use and purchases.» Ready to make a move? Here's how to open a bank accountDebit cards require users
to pay now, as the card uses money directly from your checking account for purchases or ATM withdrawals. If a debit transaction puts your account into a negative balance, you may be subject to overdraft fees. Credit cards allow you to pay for your purchases later. You are essentially borrowing money from the credit card issuer with the
understanding that you can pay the money back at the end of your statement period. If you don’t pay the amount on time or in full, you may be subject to late fees or interest fees. Credit cards often come with a reward system where you earn points for making purchases, and you can usually redeem those points for statement credit, cash back or
purchases through your credit card’s shopping portal. Credit cards also typically offer greater consumer protections, such as zero-liability policies in case you experience fraud.A debit card can be used to make purchases as well as withdraw cash from an ATM, whereas a typical ATM card is used exclusively for withdrawing cash from a machine.The
exception is when the ATM card has a Visa or Mastercard logo, in which case it functions like a debit card and immediately withdraws funds from your bank account.Regular debit cards perform a real-time transaction from your bank account every time you make a purchase or ATM withdrawal. Prepaid debit cards, on the other hand, require you to
load the card in advance via cash, checks, online transfers or a visit to a retailer.Prepaid debit cards can be a good option for people who don’t have access to a bank account but don’t want to use cash for their online purchases. Keep in mind, however, that prepaid cards don’t help you build credit.Debit card transactions are not always free. Here are
some costs to watch out for:Out-of-network ATM fee: Usually around $3. This occurs if you use an ATM that isn’t in your bank’s network.Foreign transaction fee: Usually 1% to 3% of the transaction amount. This occurs if you make purchases or ATM withdrawals outside the U.S. (See what big banks charge.)Debit card replacement fee: Generally a
small fee, sometimes free (expedited delivery may cost more). This occurs if the card is lost or stolen and you need another one mailed. If not free, the cost to replace a card is typically $5-10. Overdraft or nonsufficient funds fee: up to $35, though many online banks and credit unions charge less. This occurs if you spend more than you have in your
checking account. (See what big banks charge for overdrafts.)Monthly fees: Some banks charge monthly account maintenance fees in the range of $5-15 for checking accounts and — by extension — debit card holders. However, these fees can usually be waived if you maintain a minimum balance or have a certain amount of money deposited into your
account on a monthly basis.Call your bank immediately, and follow up in writing. You can be responsible for charges made on a lost or stolen debit card, depending on when you report the loss or theft to your bank. Here’s the maximum you are responsible for based on when you report the loss or theft:Before any fraudulent charges occur: $0.Within
two business days: $50 limit.Within 60 calendar days: $500 limit.After 60 days: No protection. Debit cards and credit cards each have advantages and disadvantages. The biggest advantage of debit cards over credit cards is that you don't need to worry about interest rates, monthly bills and finance charges. Since a debit card uses only the money you
actually have, you won't build up an unmanageable debt by using it, as you might with unchecked use of a credit card. Credit cards, after all, accrue interest on unpaid balances. Unless you pay off your balance every month, you will always end up paying more for a TV, for example, than what the TV actually cost. Credit card limits are often quite
high, sometimes significantly higher than the average monthly balance in your checking account. If you aren't careful, your credit card balance can grow out of control. The limit on your debit card, on the other hand, is whatever you have in your checking account. Another advantage of the debit card is how easy it is to acquire one. You can get a
debit card with pretty much any checking account, whereas you can obtain a credit card only by applying for one. A debit card does not require an investigation into your credit history; most credit cards do require a credit check. Just as the advantage of a debit card is that it draws on your actual funds, the disadvantage of a debit card is that you are
limited by those funds. You can overdraw your checking account, which can result in your bank charging an overdraft fee. These fees can reach up to $25 [source: Bankrate]. But you can also go over your credit card limit, which results in a similar fee, and this fee can accrue interest. Debit cards don't license you to be irresponsible in your spending;
you should always keep tabs on your transactions and account balance. One advantage of credit cards over debit cards is that they can help you to make very large purchases that would be otherwise impossible, such as that plasma TV you've been eyeing. But it is easy with credit cards to feel like you can buy whatever you want, whenever you want.
Live and spend within your means. (For more information on how to do that, take a look at How Discretionary Expenses Work and Ten Tips for Staying on Budget.) A disadvantage of debit cards is the amount of buying protection provided to you by law. Debit card transactions very much resemble cash transactions. The money changes hands quickly,
and it's difficult to get it back. If you want to return a broken or unsatisfactory item you purchased with a debit card, many businesses will only give you an exchange or store credit. Also, it's worth noting that the laws that police stolen debit cards aren't as friendly as the laws that police stolen credit cards. You may find it more difficult to get your
money when a highway robber steals your debit card than when a highway robber lifts your credit card. Learn more on the next page. A Matter of Convenience According to a study by the Federal Reserve Board, 88.1 percent of debit card holders use debit cards because of their convenience, while only 5.8 percent of holders use debit cards to lasso
in their spending habits [source: Borzekowski, Kiser and Ahmed]. Enjoy sharper detail, more accurate color, lifelike lighting, believable backgrounds, and more with our new model update. Your generated images will be more polished than ever.See What's NewExplore how consumers want to see climate stories told today, and what that means for
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sharper detail, more accurate color, lifelike lighting, believable backgrounds, and more with our new model update. Your generated images will be more polished than ever.See What's NewExplore how consumers want to see climate stories told today, and what that means for your visuals.Download Our Latest VisualGPS ReportData-backed trends.
Generative Al demos. Answers to your usage rights questions. Our original video podcast covers it all—now on demand.Watch Now Debit cards and credit cards may look alike on the surface—and they share some key features—but the two products are quite different. A debit card allows you to use the funds you’ve either loaded onto the card or have
in your linked bank account, while a credit card lets you borrow money from a fixed credit line and repay the balance over time. Here’s what you need to know about debit cards and credit cards. Qualification is usually credit-basedSeveral consumer protectionsMany credit cards earn rewards A credit card is a type of revolving loan that usually
includes a plastic card for convenient spending. Financial institutions grant credit card accounts to qualified applicants. Most credit cards are unsecured, such as Chase Freedom Unlimited®, and are issued based on your credit rating and financial ability to cover the associated bills. Some credit cards are secured. Secured credit cards require a cash
deposit upfront. This secures the credit limit for the card issuer, making them more likely to lend to borrowers with poor credit or no credit history. Credit cards are designed for convenient borrowing. You can use them at retailers to buy products and services over the phone, online, and in person. You can also withdraw money from credit card
accounts as a cash advance. Every credit card has a credit limit, which is the amount of money you can borrow. For example, if your account’s limit is $1,000, you have that much money available to you. Many credit cards include rewards programs and perks. You can earn cash back, reward points, or travel miles each time you spend. Other common
card benefits include travel insurance, credits for certain purchases, and entry into airport lounges. When you use a credit card to make purchases or withdraw cash, you borrow money against the account’s predetermined credit line. You will not be charged any interest on your purchases during the grace period, which is usually 25 to 30 days. So if
you charged $500 and repaid the entire sum by the due date, there would be no financing fees added to the balance. The exceptions to this rule are: 0% APR cards. If you open a new card with a 0% APR promotional rate for a specific number of months, you can use the card and gradually pay down the balance during the promotion without being
charged interest. Cash advances. There is no grace period if you take cash out of your account instead of using the card for purchases. Interest will start accumulating immediately. At the end of the billing period, you will receive an account statement showing all the transactions you made in that cycle and a bill for the total amount you owe. To keep
your account in good standing, you must pay at least the minimum payment by the due date. If you revolve a balance, interest will be added to the debt. Since credit card interest compounds, it will be calculated on debt that has already grown larger with applied interest. The higher the interest rate (expressed as APR for annual percent rate) is, the
more the revolved debt will cost you. Here are some common fees often associated with credit cards: Annual. Some credit cards have an annual fee. The fee can be high for accounts with valuable rewards programs, but if you take full advantage of the various card perks, you can still come out ahead. Late payment. You will probably be charged a late
fee if you don’t pay by the due date. The fee can be as high as $30 or higher. Over-limit. If you exceed your credit limit, the issuer may charge you a fee of up to $35. However, the fee can’t exceed the amount you went over, so if the limit is $1,000 and you went over by $10, the maximum over-limit fee would be $10. Cash advance. If you withdraw
cash from your credit line, you will be charged a cash advance fee, typically between 2% and 5% of the amount you take out. Foreign transaction. Unless your credit card does not charge foreign transaction fees, expect to be charged between 1% and 3% of your transactions when you use your card in international locations. Immediate access to funds
The ability to earn rewards Strong consumer protection Easy to overspend and get into debt Interest rates are very high High balances can hurt your credit score You should only use a credit card when you know you can afford to send at least the minimum payment by the due date. However, it is usually best to pay the entire bill. This way you will
stay out of debt and not be charged interest. It can be a good idea to use your credit card when you can earn valuable rewards. You will profit from rewards if you pay the balance in full to avoid interest. Another reason to use a credit card is to take advantage of embedded perks. For example, if you have a co-branded credit card with an airline, you
may be able to enjoy early boarding, complimentary bag check, and free entry into the VIP airline lounges. Credit cards are ideal for large purchases due to the consumer protection they offer. For example, if you purchased something that was defective, misrepresented, or never arrived, you can dispute the charges with your issuer. And if someone
uses your credit card without authorization, the Fair Credit Billing Act limits your liability to $50. What is a debit card? A debit card is a plastic card that allows you to spend money from a connected bank account (usually a checking account). So if you have an account with a bank such as Chase, CIT Bank, or First Citizens Bank, you can spend up to
the full balance of your account or the daily card limit. Prepaid debit cards work a bit differently. You have to preload the card with funds before you can spend. You can also get prepaid cards from retailers, grocery and drug stores, online, over the phone, or from some banks and credit unions. If you order a prepaid debit card online, you may be
issued a virtual card or have to wait for a physical card in the mail. There is no credit check required for either type of debit card because the financial institution is not lending you any money. Therefore the financial institution will not notify the credit reporting agencies of your usage. To facilitate debit card transactions, most companies partner with
Visa or Mastercard. When your card has one of these logos on it, you will know you can use it anywhere these payment processing companies are accepted. How do debit cards work? When you open a bank or credit union checking account, you will also be issued a debit card. If you agree to overdraft coverage, you may be able to exceed your account
balance when you spend. For a fee, the financial institution will cover the amount you overspent up to a predetermined limit. This can get expensive, though, so it's best to only use overdraft for emergencies. Your bank account statement will include any debit card transactions. Checking your account activity can help you detect early evidence of
fraud. According to the Electronic Funds Transfer Act (EFTA), if someone else uses your debit card and you notify your financial institution within 48 hours, you can be liable for a maximum of $50. Between 48 hours and 60 days, however, your liability increases to $500. After that, you can be on the hook for all of the fraudulent transactions. Pros and
cons of using debit cards No credit check required No annual fees Using your own money, so you’'re not going into debt Doesn’t build credit Very few rewards and perks offered Minimal fraud protection compared to credit cards When should I use a debit card? Debit cards are ideal for making smaller purchases when you know there is enough money
in your account to cover the transaction. Because a debit card has minimal consumer protection, you will only want to use it when you are sure it is safe from theft and fraud. Debit cards are not recommended for online transactions or for purchases where you want to be covered in the event that the item is not delivered properly or is not what you
ordered. Because credit cards offer the highest level of consumer protection, they are safer to use for expensive purchases and items that you buy online. However, debit cards are safer when you want to protect yourself against overwhelming and expensive consumer debt. While debit cards and credit cards both allow you to make purchases at a
point of sale system, cash register, over the phone, or by entering the account information online, they are different products. Every credit card charge you make results in a loan that you will have to repay. Every debit card transaction you make depletes the balance in your checking account or the money you loaded onto the card. When weighing the
two, consider whether or not it makes more sense to borrow money or use your personal funds. Frequently asked questions (FAQs) Can you earn rewards with a debit card? Most financial institutions do not have rewards programs for debit cards, and the programs that do exist are pretty modest. Rewards are commonly offered with credit credit
cards. Do all credit cards charge interest? All credit cards charge interest, but only on balances that exceed the grace period. 0% APR cards for purchases and balance transfers will give you a break on interest, but only for a specified number of months. After that, the regular rate will go into effect. Can anyone get a credit card? There are credit
cards for just about every applicant. Secure credit cards are suitable options if your credit scores are low or undeveloped. A student card is best if you are enrolled in college and haven’t established your credit yet. Can you build credit with a debit card? Because debit cards are not reported to the credit bureaus, your account activity will not affect
your credit history or scores. If you want to build credit, use a credit card for purchases you know you can repay quickly. This will help increase your credit score. Debit and credit cards are commonly used worldwide, and although they look similar, there are major differences between them. For example, a debit card takes funds directly from your
bank account, while a credit card is linked to a credit line that you can pay back later. Discover how debit and credit cards work and which financial situations one card might be better than the other. Debit and credit cards both allow cardholders to obtain cash and make purchases.Debit cards are linked to the user's bank account and are limited by
how much money is in the account.Credit cards provide you with a line of credit they can borrow against as needed and pay back later.Credit cards charge interest on the money the cardholder borrows unless it's paid back within the grace period.Credit cards help build your credit history, while debit cards don't. Investopedia / Sabrina Jiang Banks
issue debit cards to their customers so they can make purchases or obtain cash without having to write a paper check or visit a teller at the bank. The card is linked to your checking account or sometimes a savings account. Debit cards can be used for withdrawals at automatic teller machines (ATMs) as well as for purchases at retailers in-store and
online. When the card is used in a transaction, the money comes out of the linked account either immediately or after a brief interval. If you don't have enough money in the account to cover the transaction, your card may be rejected. Debit cards have a unique personal identification number (PIN), which you input on the ATM keypad or the
merchant's point-of-sale terminal. However, with online transactions, you may be asked for the card's validation code located on the back of the card as a security measure. Most debit cards are linked to a processing network, such as Visa or Mastercard, allowing them to be used anywhere cards in that network are accepted. Although most debit
cards link to your bank account, offline debit cards are not electronically connected to your account. Credit cards are also issued by banks but require a separate application process. You don't need to open or maintain a bank account with the company to apply. Rather than being linked to a bank account, credit cards have a credit line that the user
can borrow against, usually up to a certain preset limit. Also, like debit cards, credit cards can often be used at ATMs to get cash, although cash advances on a credit card can be costly in terms of fees and interest. Card issuers charge interest on the money the cardholder borrows, although cardholders can often avoid interest if they pay back their
full balance within their card's grace period. Like debit cards, credit cards typically belong to a card network like Visa and Mastercard and can be used anywhere cards in that network are accepted. Private label or store credit cards are an exception since they are only valid at a particular retail chain. In addition to the distinctions mentioned above,
debit and credit cards have some other differences. Among the most important ones: Debit cards won't affect your credit score. Your credit score is a three-digit number reflecting your creditworthiness. Your credit score is based on information supplied to credit bureaus by your various creditors, including any credit card issuers. Consistently paying
your credit card bills on time will help your credit score, while missing or late payments will hurt your score. However, debit cards don't report to credit bureaus, so they won't affect your credit score one way or the other. Debit cards don't charge interest. You won't owe interest on your debit card because you aren't borrowing money. However, if
you have overdraft protection on your card and spend more than you have in your account, the bank will lend you the money to cover the difference, and you'll face overdraft fees. Credit cards often pay rewards. Many credit cards today have programs that reward cardholders with cash back or airline miles on their purchases. Some debit cards and
checking accounts also pay rewards but tend to be less generous. Credit cards have better consumer protections. Credit and debit cards are governed by different consumer laws. Your liability for fraudulent charges with a credit card is typically capped at $50 and sometimes $0. With a debit card, you could (in the worst-case scenario) lose all of the
money in your linked accounts. Both credit and debit cards can be handy when managing your personal finances, and can be nearly impossible to avoid using them in today's financial world. Some merchants don't accept cash or checks anymore. Credit cards can be especially useful if you need to make a purchase or face a financial emergency and
don't have enough cash available in your checking account. However, credit cards can get you into financial trouble if you don't pay down the balance and interest accrues and compounds, increasing your debt. Conversely, debit cards can help you stay within your budget and avoid spending money you don't have in your account. Since debit cards
don't involve borrowing money, you don't get charged interest. However, it's important to manage your money in your checking account because if you overspend with a debit card, you may not have the funds needed for critical expenses like rent or food. If you're trying to build or repair your credit history, a credit card used responsibly can help. In
fact, some credit cards offer credit builder features, such as student credit cards, starter credit cards, and secured credit cards. An ATM card is a form of debit card that can only be used at automatic teller machines and not for purchases in stores or elsewhere. A prepaid debit card is loaded with a specific amount of money but not linked to a bank
account. Prepaid debit cards can often be reloaded with more money and used repeatedly. Gift cards also work like prepaid debit cards, although they may only be accepted by a particular retailer or chain and often aren't reloadable. The grace periods on credit cards are usually at least 21 days long and sometimes longer. Debit and credit cards allow
you to make purchases and withdraw cash. However, debit cards are linked to your bank account, limiting the size of your financial transactions by the amount of funds in your bank account. Conversely, credit cards are not linked to your bank account. Instead, credit cards provide you with a line of credit to borrow funds for purchases and cash
advances. In return, credit card companies charge you interest on the borrowed money. Key Takeaways Debit cards pull directly from a bank account, limiting spending to available funds, while credit cards offer a line of credit. Credit cards will help you build a credit history and offer more fraud protection compared to debit cards. Credit cards
provide greater financial flexibility and perks, with many offering welcome bonuses or cash-back. It’s easy to get confused between debit and credit cards. Both carry the logo of a major credit card company, such as Visa or Mastercard, and can be used at most retailers to purchase goods and services. The key difference between the 2 types of cards
is where the money is taken from after a purchase is made. When you use a debit card, the money comes directly from your checking account. When you use a credit card, the purchase is charged to a line of credit that you are billed for later. How the cards are managed and the fees you can incur all vary but stem from this difference. No matter what
type of card you choose, it’s important to understand how it works, what your responsibility for payment is, and what fees may be associated with it. A debit card is issued by a bank to its customers for the purpose of accessing funds without having to write a paper check or withdraw cash first. So while a debit card might look exactly like a credit
card, it doesn’t function the same way. When you open a checking account, you will typically receive a debit card as part of the account-opening process. If not, you can request it directly from your bank. This debit card is linked to all of the funds in your checking account. When you receive your debit card, your card issuer (meaning your bank or
credit union) may give you a personal identification number (or PIN). You can then change your PIN to a unique number you will remember. A debit card can be used anywhere credit cards are permitted. If your debit card has a Visa logo, for example, it can be used anywhere that takes Visa. Each time you use your card to purchase goods or services
or to access your funds at an ATM, you will have to enter the PIN number you set up previously. This is an important way that fraud is controlled. For this reason, it is important to remember to never share your PIN with anyone. Also, do not write it down to keep it in your wallet or on your card. Debit cards take money directly out of your checking
account when you make the purchase. This places a “hold” for the amount of the purchase. The merchant sends in the transaction to their bank and it is transferred to the merchant’s account. It can take a few days for this to happen, and the hold may drop off before the transaction goes through. These “holds” can be for amounts greater than the
actual transaction and can add up quickly. If you have too many holds on your account, future transactions may be declined or you can overdraft your account. It’s important to keep a running balance of your checking account to make sure you do not accidentally overdraw on your account. This can happen because of the delay in posting transactions
between the merchant and your bank. In the instance that you do spend more than you currently have in your account, there are a few things that might happen depending on your card, the amount of the overdraw, and the options you selected when establishing your account: Your transaction will be declined and you will not be charged any fees.
Your transaction will be declined and you will be hit with a non-sufficient funds fee or NSF fee. Some banks charge multiple NSF fees per day and they can range between $27 to $35 each. Your transaction will be approved, but you will be hit with an overdraft fee. An overdraft fee typically runs $25 to $40 per transaction and multiple fees could hit if
you attempt more than 1 purchase. Your transaction will be approved, but you will be hit with a transfer fee. This option is available when you link your savings to your checking account for overdraft protection. This transfer between accounts has a fee that is generally lower — about $5 to $10 per transaction or per day. As you can see, fees can add
up for overdrawing your account. Avoid these fees by ensuring you keep an eye on transactions hitting your account and modify your spending accordingly. Image Credit: Zivica Kerkez via Shutterstock When you use your debit card, you are really just tapping into your own bank account. So while you do need to ensure that sufficient funds are in your
account at all times, there are no bills to pay at the end of each month. You may still receive a statement, but since the money is being taken out of your account as you spend it, you do not need to send in a check or set up auto-pay for this account. You are not borrowing funds from anyone, so there are no interest charges associated with using a
debit card. For people who are trying to budget, a debit card linked to a checking account may be a better option than a credit card as it limits spending to what you currently have on hand in your checking account. Do you also like the idea of not having to stop by the ATM or bank to get cash every time you want to buy something? Besides
convenience, debit cards offer a variety of benefits: Keep Spending in Check — The main benefit of debit cards is they make it more difficult to spend money you don’t have. Debit cards can be a good way to keep your budget on target. Withdraw Cash Easily — You can use your debit card to withdraw cash from ATMs or to get cash-back at a point of
sale when you make a purchase. Less Maintenance — You can set up alerts to monitor debit card activity and you won’t need to make monthly payments. Interest-Free — You won’t pay interest on your purchases. While there’s a lot to like about using a debit card, there are some important items to be aware of: Unexpected Fees — You can still be
subject to fees for things like out-of-network ATM fees, transfer fees, and overdraft fees. No Credit History — Using a debit card (even when you run it as a “credit”) won’t help you build your credit history. Credit usage and payment record are 2 of the main factors that help you improve your credit score. Less Flexibility — Some companies (like
rental car agencies and hotels) may not accept debit cards because they want to have an opportunity to bill you for damages to their property if necessary. Significantly Less Fraud Protection — You must report your card lost or stolen within 2 business days of learning about the loss or theft or you might be liable for fraudulent charges on your debit
card. If you wait longer (or don’t notice until later), you could be on the hook for some or all of the charges. We’ll go into more detail about fraud below. Access to All Your Funds — If your debit card falls into the wrong hands, thieves could gain access to all of the money in your bank account, leaving you on the hook for purchases you didn’t make.
Even if you notice quickly, the bank may take a while to have your funds reinstated to your account. No Rewards/Other Benefits — You might miss out on rewards or cash-back for the dollars you are spending with a debit card. Also, debit cards typically offer fewer protections for things like rental cars, travel insurance, and lost luggage. While debit
cards don’t charge interest, there are a few other fees users may have to pay: Some banks and credit unions charge monthly fees to maintain a checking account that may be linked to a debit card. We went into detail on these fees above, but if you opt-in to overdraft protection, your bank or credit union may charge you an overdraft fee to cover the
cost of a purchase or ATM withdrawal if there’s not enough money in your account. These fees can range from $25 to $40+ per transaction depending on the bank. If your checking account is linked to your savings account, you might incur a transfer fee to move money over to cover the cost of your purchase. These range from $5 to $10 per
transaction. Debit cards give you the ability to pay for things, without using cash. If you need cash, you can also use your debit card to withdraw money from ATMs. If you remove cash from a bank that’s not your own, you may be charged an “out-of-network” fee. In addition to this fee, if you choose to take money out of an ATM internationally at a
bank other than your own, you will also incur a currency conversion fee, usually ranging from 1% to 3% of the purchase amount. If you use your debit card to pay for purchases internationally directly with a retailer, you will incur a currency conversion fee, usually ranging from 1% to 3% of the purchase amount. If you notice fraudulent transactions
on your account, act fast. Responding quickly is extremely important to limit your liability for unauthorized charges. Here are the steps you should take: Report the Loss or Theft of Your Card — Call your card issuer using the number listed on the back of your card to report the issue. Once you report the loss of your ATM or debit card, federal law says
you cannot be held liable for unauthorized transfers that occur after that point. Change Your Account Passwords — If it’s not clear how your information was obtained, make sure you change your password to your lender’s website and PIN just to be safe. Follow up With a Letter or Email — The Federal Trade Commission (or FTC) recommends this as
an added precaution. Be sure to include your account number, the date and time when you noticed your card was missing, and when you first reported the loss. Continue to Monitor Your Accounts — Transactions can take a few days to post to debit cards, so it is important to continue monitoring your accounts. Report any additional unauthorized
transactions to the card issuer as quickly as possible. The Electronic Fund Transfer Act (EFTA) protects consumers in a number of instances when you use your debit card or withdraw money from an ATM. The EFTA can help protect you from errors and limit your liability if your card is lost or stolen. According to the EFTA, if you report your debit
card missing before any unauthorized charges are made, you're not responsible for any unauthorized transactions. If you report it lost or stolen within 2 business days of learning about the loss or theft, your maximum financial loss is the lesser of $50 or the total amount of unauthorized transfers. If you report it within 60 days, you can be liable for
$500 or more. Wait more than 60 days and you have zero protection. Hot Tip: If your card is still in your possession, the 60-day clock starts from the date of the statement on which a fraudulent transaction appears. Regardless of your liability, fraudulent charges can cause huge headaches by tying up your funds causing legitimate charges to be
declined or overdraft fees to be incurred. As soon as you suspect fraud, immediately contact your bank or credit union — this is the best way to alert them to a problem and limit your liability for fraudulent purchases. Keep an eye on future statements as well to make sure that you have caught all charges that you don’t recognize. You may have been
given the option to pick “credit” when you use your debit card. You sign for the purchase like a credit card instead of using your PIN, but what exactly does this do? To keep it simple, choosing credit won’t make your debit card act like a credit card. You won’t get the benefits of establishing a credit history and you won’t get any additional consumer
protections that are typical of credit cards. Selecting “credit” or “debit” just determines how the merchant processes the card and what fees they will pay for this transaction. It may also impact the processing time. Credit transactions typically take a few days to clear while debit transactions hit your checking account immediately. If you don’t have
currently have enough money in your account to cover the purchase, selecting “credit” sometimes allows the transaction to process instead of being declined. Image Credit: crazystocker via Shutterstock A credit card allows you to borrow money against a line of credit, otherwise known as the card’s credit limit. You use the card to make basic
transactions, which are then reflected on your bill. There are 2 main types of credit cards: secured cards and unsecured cards. Secured credit cards require you to pay an upfront security deposit, which serves as collateral if you miss a payment. These cards are typically available to those with poor credit history and offer the chance to build back
creditworthiness. Unsecured credit cards don’t require a security deposit when you apply and usually offer better terms. These are available to consumers with higher credit scores. To be considered for a credit card, you’ll need to fill out a credit card application through a bank, credit union, or another card issuer. The company will review the
application and check your credit reports. Bottom Line: At a high level, your credit report and score help the lender determine the likelihood that you'll repay what you borrow. You may be approved instantly, or it may take a few days to hear back. If your application was rejected, be sure to check out our article on credit reconsideration and what to
do next. If you're approved for a credit card, you’ll sign an agreement that obligates you to pay back any money that you borrow. In addition, the agreement will list important information like annual interest rate, credit limit, balance transfer interest rate, and all other fees associated with the card. You will also be given a credit limit, which is the
maximum amount you can borrow at any time. For secured cards, the credit limit is usually the amount of your security deposit. On an unsecured card, the issuer will base your credit line on your income, credit scores, and other factors. Your interest rate is the price you pay for borrowing money, usually noted as an annual percentage rate, or APR. If
you don’t repay the loan in full each month, you’ll have to start paying interest at this rate on all of the money you carry on your account from month to month. Each time you want to make a purchase, you will have to swipe, tap, or insert your card. Some places even have the functionality to tap your phone if your credit card information has already
been saved there. Generally, you must sign on to approve these purchases, although exceptions may be at the gas pump or for other small purchases. As you use a credit card to make purchases at stores and online throughout the month, the money you spend gets added to your card’s balance. Your card’s credit limit could determine how high your
balance can be at any given time, so you’ll want to pay attention to how much you’re charging to your card. One of the main factors to your score is credit usage — also known as how much of your credit limit you are currently using. Get too close to your credit limit and that could mean bad news for your credit score. It might even be good to make an
extra payment between due dates to lower your overall credit usage. At the end of each billing cycle, your card issuer will send you a statement that lists your credit card account balance, statement balance, the individual transactions you made that month, the minimum payment due, and the due date. Most credit cards give you an interest-free grace
period on purchases. The grace period, which is usually at least 21 days long, is the time between the end of your billing cycle and your bill’s due date. This isn’t always the case, though, so be sure to check all of the fine print when you receive a card. This can be a little confusing, so here’s an example. Let’s say you make a $100 purchase with your
card on January 1, the billing cycle closes on January 24, and your payment due date is February 21. The time between the end of the billing cycle (January 24) and the due date (February 21) would be your grace period. During this time, you won’t accrue any interest if this purchase is paid off in full by the due date. You’ll need to pay at least part of
the balance due, called the minimum payment, each billing cycle. Note that this is the minimum payment — you should always strive to pay off the entire statement balance by the due date to avoid paying interest on your purchases. Hot Tip: Interest rates on credit cards can be astonishingly high. Avoid paying these finance charges altogether by
paying off your statement balance in full each month. If you only make the minimum payment, you’ll be charged interest on any remaining statement balance at the rate set when you were approved for the card. This can also be called “carrying a balance” on your card as you have a balance from 1 billing period to the next. This is where many
individuals can get into trouble. Those fees start adding up over time and can begin to snowball into a much larger problem. Credit cards offer many advantages that cash and debit cards don’t have. Build Credit History — Whether you’re using a secured or unsecured credit card, each card allows you to build your credit. Length of credit history,
positive payment history, and low credit utilization are all key components in building and increasing your credit score. Manage Fraud Easier — The Fair Credit Billing Act (FCBA) limits your liability to $50 for unauthorized charges. Some credit card companies have $0 liability policies if your card is lost or stolen. Earn Rewards — Rewards cards let
you earn rewards or cash-back on purchases you’d be making anyway. Many cards come with welcome offers, sometimes called sign-up bonuses, of either cash or rewards as well. Take Advantage of Free Short-Term Financing — You are basically given a free month-long loan if you pay your bill in full. In addition, you can use a credit card to pay for
emergencies, even if you don’t have the cash on hand. Travel Without Worry — Credit cards provide more flexibility when booking a hotel or renting a car. Rewards cards many come with additional travel benefits like lounge access, travel insurance, and zero foreign transaction fees. Get Additional Benefits — Some cards offer additional benefits like
purchase protection, extended warranties, or concierge services to book tickets to special events. While there are many benefits to using credit cards, there are some downsides, too. Credit Card Debt — If you're not careful, you could rack up significant debt since you can spend more than you currently have in your bank account. Interest Adds Up —
If you don’t pay your balance in full and on time at the end of each billing cycle, you’ll be charged interest on the purchases you made. Additional Fees — Common fees you can be charged include late and/or return payment, balance transfer, cash advance, and foreign transaction fees. These can all add up over time if you’'re not careful. Not Easy To
Take Out Cash — Many banks now charge a fee of around 5% when you use your credit card to take out cash at an ATM or at a bank as this is considered a cash advance. It is much better to use your debit card in these instances and to ensure you have a checking account that doesn’t charge international fees. Image Credit: Olleg via Shutterstock
Since we just talked about fees adding up, let’s dive into each of the main fees that credit cards typically have. These are all listed within what is referred to as the “Schumer Box” on your card information. This is a fee you pay annually for the privilege of carrying a credit card. Annual fees are common on travel reward credit cards, which tend to offer
higher welcome offer bonuses and bigger rewards than other credit cards. Many cardholders are adamantly opposed to paying fees of any type, but we’ll argue that this fee might actually be worth it. To decide whether a card is a good investment, you’ll have to do the math. Based on your spending, would you earn enough rewards each year for the
fee to make sense? In addition, do those other perks like travel credits and lounge access outweigh the annual fee? For example, we’ve written about whether The Platinum Card® from American Express is worth the large annual fee or the Chase Sapphire Preferred® Card which is at $95 per year. A finance charge is a completely avoidable fee. A
finance charge is just the interest that accrues on the balance you carry on your credit card. If you pay your balance in full each month, you’ll never pay a penny in interest. There are a few ways that interest fees can be charged, but “daily average balance” is the primary one. Credit card companies will average your balance for every day of the
month, then multiply that by the daily rate and the number of days in the billing cycle to determine your interest owed. Please refer to our complete guide on credit card interest for an in-depth look at this. A balance transfer fee is charged when you move debt from 1 credit card to another. After that, the typical fee is 3% to 5% of the amount
transferred. Depending on the circumstances, some cards don’t charge a fee for balance transfers. To verify, you will have to check the terms specific to your card. Many cards offer an introductory rate of 0% interest on balance transfers for a year or more, but you have to decide whether the interest savings will make up for the transfer fee. When
you use your credit card to take out cash (at an ATM or bank), you will be charged a cash advance fee of 2% to 5% of the amount borrowed. It’s much better to use a debit card (if you have one) to take out cash. While one of the benefits of having a credit card is the ability to cover emergencies, this can also lead to problems if you aren’t able to repay
this debt in a timely manner. This fee is a charge of 1% to 3% added onto purchases made outside the U.S. While many cards charge this fee, most travel credit cards do not. If you are a frequent international traveler, having a card without this fee is very important. A late payment fee is charged when you don’t make at least the minimum payment by
the due date. The exact amount varies by card. Some credit cards don’t charge late fees, but if you're more than 30 days late, it can still hurt your credit score. Hot Tip: The late payment fee can be easily avoided by enrolling your account in auto-pay. An over-limit fee is different from the overdraft fee that we discussed earlier for debit cards. You
can’t overdraft a credit card unless you’ve specifically opted in for “over-the-limit coverage” with your card issuer. The first time you go over your limit, you can usually be charged a fee of up to $25. After that, the fee can go up to $35 if you go over your limit a second time within 6 months. Paying for this fee may help you avoid the embarrassment of
transactions being rejected at the register. If you don’t opt-in for this fee, your purchase would simply be declined. A returned payment fee is charged when an automatic payment out of your bank account or a check you’'ve made out is blocked for insufficient funds. This fee will vary by card, but around $35 is common. This is another fee that can be
easily avoided by ensuring you have the money in your account before writing that check or your auto-pay date. Be sure to also check out our definitive guide to credit card fees and how to avoid them. You may have been issued a new card in the past few years that contains an EMV chip embedded on the face of your credit card. This chip’s
processing method makes your transactions more secure and may help to reduce credit card fraud. Unfortunately, EMV chips haven’t completely eliminated credit card fraud. So, what do you do if you find unauthorized charges on your credit card statement? Call Your Credit Card Company — As soon as you notice charges you don’t recognize, call



your credit card company using the number on the back of your card. They’ll likely but a stop on your current card, issue you a new card with a new card number and investigate the charges immediately. Change Your Account Passwords — If it’s not clear how your information was obtained, make sure you change your password to your lender’s
website just to be safe. Notify the Credit Bureaus — If you notice unauthorized charges on more than 1 card or account, be sure to contact the major credit bureaus (Equifax, Experian, and TransUnion) to alert them and request a credit freeze. This can help stop any more accounts from being opened under your name. Contact the Federal Trade
Commission (If Necessary) — If you have encountered fraud on more than 1 account, it could be considered identity theft. This should also be reported to the Federal Trade Commission. It can assist you in developing a plan to prevent further issues. Call the Police (If Necessary) — If you notice a pattern of credit card fraud, the police can use your
records to open an investigation. Monitor Your Statements and Credit Reports — You should keep monitoring your credit card statements for a few months as fraudulent charges can appear for months after the initial occurrence. Your credit report can show if any new fraudulent accounts have been opened under your name. Check Your Online
Shopping Sites — Most of us store credit card information with our favorite online shopping stores. It might be a good idea to remove this information or, at the minimum, change your passwords to these websites. Under the FCBA, your maximum liability for fraudulent credit card transactions is $50. If you report your card lost or stolen before any
fraudulent transactions occur, your liability is zero. Many credit cards go 1 step further and promise zero liability for all fraudulent transactions. There is the potential for these zero-liability policies to be voided in cases of cardholder carelessness (for example, you leave your credit card on a counter), but federal law will still offer you protection
regardless. After you report an unauthorized purchase to your credit card issuer, the charge will be removed from your outstanding balance while it is investigated. The important thing is that you have lost no money when a fraudulent transaction occurs on your credit card. You won’t have to make a payment for this transaction, so it will never affect
your bank account. This is the primary area where debit and credit card protections vary. Each customer purchases the same item from a local store for $100. One uses a standard debit card, and the other uses a credit card. The debit card customer swipes their card, and their bank immediately places a $100 hold on his account, preventing them
from spending it on something else. Over the next few days, the store sends the transaction details to the bank, which electronically transfers the funds to the store. The second customer uses a traditional credit card. When they swipe their card, the credit card company automatically adds the $100 purchase price to the customer’s outstanding
balance. The customer has until the next billing due date to reimburse the credit card company by paying the entire $100. If they only reimburse a portion of this payment (aka minimum payment), interest fees will be added to the unpaid portion until the entire amount is paid off. The type of card that’s best for you will vary depending on your
spending habits and how you plan to use it. As a quick recap, when considering whether to use a credit or debit card: Consider using credit cards for hotel reservations and car rentals. For daily purchases, your debit card can help you stick to your budget. If you are going to take advantage of rewards on your credit card, be sure to pay off the balance
in full each month. If you think you have a history of overspending, then a debit card is probably a better choice. If you're comfortable paying off your balance in full every month, then a credit card might be a better option as you can build credit and earn rewards. However, if you do not make timely payments, any rewards you earn will be offset by
the additional interest expenses you will face. Keep in mind that individuals can have more than 1 card, so you might choose to use a debit card for everyday purchases and keep a credit card on hand for emergencies. Different credit cards earn different rewards as well, so some extremely organized people can take advantage of using multiple credit
cards at once to maximize their rewards. Image Credit: Casperl1774 Studio via Shutterstock We’ve mentioned a few times that your credit is important, but what does this really mean and why should you care? At a high level, your credit score is a 3-digit number lenders use to help lenders decide how likely it is they’ll be repaid on time if they grant
you a credit card or loan — this is an important factor in your financial life. The higher your scores, the more likely you are to qualify for loans and credit cards at the most favorable terms, which will save you money in the long run. If you have good credit, you can also be approved for cards that have better rewards and benefits. If you have low
credit, you may have difficulty finding a lender that is willing to loan money to you, or the rates they offer you might not be as good by comparison. This can cost you big bucks over the lifetime of your loan. The most important factors in developing your credit score are payment history and credit usage. While making regular timely payments boosts
your score, missing multiple payments can drop it. If you have a credit limit of $5,000 and you are always near or at the maximum, this can also hurt your score. On the other end, having lower credit usage will help increase it. So how do you know what your score is? Everyone is entitled to 1 free credit report every year from each of the 3 big credit
bureaus: Equifax, Experian, and TransUnion. You can get this report by going to annualcreditreport.com. Hot Tip: There are also other websites, some free and others not, that offer access to your scores as well. Here, we have a complete guide on the best ways to monitor your credit score. There are a few other common types of cards that are
regularly used to make purchases that we’d like to touch on briefly. An ATM card is a bank card used to access an ATM. Virtually everyone who has a checking account also has a card that can be used at an ATM, in the form of a debit or credit card, which we’ve discussed earlier. However, some banks also issue ATM-only cards, which can’t be used
at retailers for making purchases. Bottom Line: ATM cards should not be confused with the debit cards we’ve talked about in detail above. You can easily tell the difference since there is not a Visa or Mastercard logo on the card. Unlike a traditional debit card, prepaid cards can be issued by large credit card issuers (like Visa and Mastercard), but
aren’t linked to your checking account. Instead, you load money onto them and use them to make purchases until the balance hits zero. They allow the convenience of paying with a credit card but don’t have the negative side-effects of potential overdrafts, interest fees, or a credit check. You will need to monitor the amount on your card closely to
avoid declined purchases. When paying for groceries, the customer’s Supplemental Nutrition Assistance Program (SNAP) Electronic Benefit Transfer (EBT) card is run the same way as a credit/debit card would be. The recipient enters the secret PIN in order to debit the account for the amount of the purchase, and the retailer’s account is credited.
No cash money changes hands. Ultimately, whether you choose a debit card or credit card (or both) should be the type you're most comfortable with based on the cash you have available and how you prefer to manage your finances. We hope we’ve been able to provide the pros and cons of each card so that you can make an informed decision about
which option is best for you.



