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Preface 

T H E National Bureau of Economic Research inaugurated in 
1938 a broad program of research in finance, under grants 
from the Association of Reserve City Bankers and the Rocke
feller Foundation. T h e initial project of this program has 
been a comprehensive investigation of the instalment financ
ing of consumers. T h e present study of commercial banks 
as agencies of consumer instalment credit is one of a series 
dealing with the important financial institutions which par
ticipate in consumer instalment financing. T h e series also 
includes studies covering personal finance companies, sales 
finance companies, industrial banking companies, and gov
ernment agencies in the field (Federal Housing Administra
tion and Electric Home and Farm Authority). 

T h e consumer instalment financing investigation of which 
these institutional studies are a part comprises in addition a 
survey of the legal aspects of this type of credit operation; 
a study dealing with consumer instalment credit and economic 
fluctuations, which treats the underlying economic implica
tions of the subject, and two special statistical studies, one 
presenting measures of the volume of consumer instalment 
credit, the other picturing statistically the pattern of con
sumer debt by income groups and thus outlining its broader 
social and economic significance. 

In increasing numbers commercial banks have come to 
engage in consumer instalment credit activities. T h e i r par
ticipation is both direct and indirect. W h e n direct, it takes 
the form of personal lending and the financing of consumer 
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purchases on instalment terms, principally through personal 
loan departments. Indirectly, it takes the form of loans to 
sales finance companies, personal finance companies, indus
trial banking companies and credit unions. 

T h e preparation of a comprehensive study in this rela
tively untouched field has necessitated many personal inter
views with bank officers in charge of personal loan depart
ments and of lending to consumer financing agencies. I t has 
required also an extensive circulation of questionnaires, a 
large volume of correspondence and an examination of pub
lished materials and reports. 

T h e principal body of quantitative data for the present 
study was derived from a series of five questionnaires ad
dressed to banks throughout the country. T h e first, a simple 
incjuiry (Exhibit I, Appendix A) as to whether the bank 
operated a personal loan department, was sent with the co
operation of the Federal Deposit Insurance Corporation to 
all banks in the United States. Nearly 6,000 replies were 
received, of which approximately 1,750 indicated the opera
tion of such departments. These questionnaire returns were 
then checked with the lists of personal loan departments 
prepared by the Russell Sage Foundation and the Consumer 
Credit Institute of America, Inc. , and with special lists made 
available by several state banking departments, to yield a final 
list of 2,200 banks reported to be engaged in personal lending 
on a departmental basis. 

T w o questionnaires covering consumer instalment credit 
activities were then sent to the banks reported to have per
sonal loan departments. One of these two questionnaires 
(Exhibit I I , Appendix A), requesting information in detail, 
was sent to 274 selected banks whose personal loan depart
ments had been functioning, presumably, for several years, 
and the otiier (Exhibit I I I , Appendix A) was sent to the 
remaining 1,926 banks. Replies indicating the existence of 
personal loans departments were received from 215 of the 
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274 banks in the first group and from 853 of the 1,926 banks 
in the second. In addition, data on 154 banks also operating 
departments were obtained indirectly from various state 
banking departments, from the Russell Sage Foundation and 
from the Consumer Credit Institute of America, Inc. O u t of 
the 2,200 banks, 657 did not reply to either questionnaire 
and 321 reported that they were not operating personal loan 
departments. I f the 657 banks which failed to report were 
divided between those with and those without personal loan 
departments in the same proportions as were the 1,543 banks 
on which data were received, the total number of individual 
banks operating such departments during the period of our 
survey, September 1938 to August 1939, would approximate 
1,750. W e have adopted a figure of 1,500, however, as a con
servative estimate of the total number of departments. On 
the basis of the latter estimate, it may be assumed that the 
maximum questionnaire coverage obtained in the present 
study was about four-fifths of the individual banks engaged 
in departmentalized personal lending activities. 

T o cover the activities of banks in financing retail instal
ment sales, that is, in acquiring sales finance paper, a special 
questionnaire (Exhibit IV, Appendix A) was sent to 1,175 
banks, of which 712 did not reply and 198 stated they could 
not furnish information. Of the banks indicating participa
tion in this type of consumer financing, some did not operate 
personal loan departments and others did; in general sales 
financing activities were conducted through such depart
ments. 

A final questionnaire (Exhibi t V, Appendix A) was de
signed to treat the activities of commercial banks in financing 
such consumer credit agencies as sales finance companies, 
personal finance companies, industrial banking companies 
and credit unions. Questionnaires on this phase of the sub
ject were circulated among 550 large banks thought to be 
engaged in such financing; of these 271 did not reply and 74 
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indicated they did not make loans to these agencies or could 
not supply the information requested. Supplementary infor
mation on the bank borrowing of sales finance companies 
was obtained from 48 leading companies. 

Finally, a selected group of banks was asked to supply spe
cial tabulations on the operations of their personal loan de
partments. In particular, a number of banks provided us 
with a sample of schedules (Exhibit VI , Appendix B) cover
ing pertinent information from loan application blanks in 
their personal loan files—data which enabled us to make 
an intensive experimental analysis of risk factors in personal 
lending. 

In a study of this character we are necessarily under great 
obligation to many banks and other firms that have co
operated by responding to our questionnaires and providing 
us with materials. W e take pleasure in acknowledging this 
indebtedness, for without the generous assistance we have 
received this study would be much less comprehensive and 
adequate. Many bank officers have given freely of their time, 
sharing with us the technical knowledge they have gained 
through years of banking experience. 

W e are deeply indebted also to the banking departments 
of several states. These departments cooperated by answering 
numerous letters concerning the consumer instalment activi
ties of banks under their supervision, and by responding to 
a special inquiry dealing with the legal status of consumer 
lending operations of banks incorporated under state law. 
T h e department of banking of New York state graciously 
made available income and expense data on personal loan de
partments of banks under its supervision which are licensed 
under state law to operate such departments. 

Th i s study has taken final form only as a result of Dr. 
Chapman's careful planning of questionnaire schedules, his 
patient and diligent efforts to obtain the maximum number 
of replies, and his painstaking analysis and tabulation of 
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returns. T h e necessity of establishing and maintaining close 
contacts with bank officers engaged in consumer instalment 
financing, of consulting frequently with public officials of 
federal and state bank supervisory agencies, and of super
vising a questionnaire survey, made his task particularly 
arduous. Because of the scope of the study, various members 
of the financial research staff have been called upon to make 
special contributions. 

Raymond J . Saulnier assisted in much of the original inter
view work and in the preparation of questionnaires. In addi
tion, he assumed charge of assembling and analyzing the data 
in Chapter 4 on bank methods and experience in the exten
sion of consumer credit, prepared the analysis of customer 
charges in bank personal lending contained in Chapter 6, 
and collaborated in the final revision of the text. 

Sidney S. Alexander was in charge of much of the ques
tionnaire tabulation, and prepared the preliminary study of 
customer charges for Chapter 6. He also made the initial study 
of the income, expenses and profits of bank personal loan 
departments, based almost entirely on data covering New 
York state banks, which is presented in Chapter 7. 

Isabel L. Davis assisted in preparing texts of Chapter 2, 
dealing with the legal status of commercial bank activities in 
consumer instalment financing, and of the Summary Survey. 

David Durand made the study of personal loan borrowers, 
contained in Chapter 3, and also prepared the ingenious 
analysis of factors affecting credit risk in personal lending, 
based on an original sample of schedules drawn from the 
loan applications of customers of bank personal loan depart
ments, presented in Chapter 5. 

T h e editing of the first draft was done by Elizabeth Todd, 
and the final editing for publication by Bett ina Sinclair. 

R A L P H A. YOUNG, Director, 

Financial Research Program 
May 1940 
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Summary Survey 

O N E of thfe most noteworthy developments in contemporary 
commercial banking has been the rapid expansion of con
sumer instalment credit activity. Although banks have long 
participated indirectly in consumer lending by making com
mercial loans to agencies which specialize in instalment fi
nancing, their current interest is in the establishment of 
their own personal loan and time-sales departments. T h r o u g h 
these departments large numbers of commercial banks now 
extend cash instalment loans directly to consumers, finance 
instalment purchases on a direct-to-consumer basis and pur
chase retail instalment paper from dealers. T h i s movement 
toward direct consumer financing appears to be attributable 
largely to the need for an outlet for bank funds which may 
yield higher returns than are available in other fields. 

Q U A N T I T A T I V E I M P O R T A N C E O F C O N S U M E R 

I N S T A L M E N T F I N A N C I N G B Y C O M M E R C I A L 

B A N K S 

It is estimated that by the end of 1938, 1,500 commercial 
banks had functioning personal loan departments. Since 
many banks have been operating branches through which 
consumer instalment loans are made, the total number of 
banking offices now engaged in personal lending probably 
approaches 3,000. I t is estimated further that commercial 
banks had consumer instalment loan outstandings of $500,-
000,000, inclusive of sales finance paper, at the close of 1938, 
and that during the year their services were used by 1,000,000 
to 1,500,000 people. 

3 



4 B A N K S A N D I N S T A L M E N T C R E D I T 

Commercial banks reached the position just described after 
a relatively short period of intensive growth in consumer 
credit operations. Out of approximately 1,200 known per
sonal loan departments, 80 percent were established after 
1931. In addition, reports from 100 banks show a combined 
increase of almost 200 percent in year-end consumer loan 
outstandings over the five-year period 1934-38. 

Despite this rapid rise in outstandings, consumer loans 
constitute only a small proportion of the total earning assets 
of commercial banks. T h a t proportion, however, is tending 
to increase. T h u s for the group of 100 reporting banks, con
sumer loans rose from .8 percent of total loans and invest
ments in 1934 to 1.9 percent in 1938. These figures, moreover, 
are an inadequate expression of the importance of instalment 
loans, since the gross return on such transactions is higher 
than that yielded by most other earning assets. 

Comaker notes, averaging |217 in size, comprised more 
than half the total volume of consumer loans made by 520 
reporting banks in 1938. Secured loans were second in im
portance; those backed by conditional sales contracts, bail
ment leases, etc., averaged $274 and those secured by savings 
passbooks, life insurance policies, etc., $255 . Probably most 
of the former were sales financing transactions while the 
latter were cash loans. Loans made on a single-name basis 
tended to be smallest, averaging about $200. As for the time-
sales activities of commercial banks, available information 
indicates that automobile financing is the most important 
source of business and that the financing of household appli 
ances ranks second. 

L E G A L S T A T U S O F C O N S U M E R C R E D I T 

A C T I V I T I E S O F C O M M E R C I A L B A N K S 

National and state banks engaged in making cash instalment 
loans do so in most states under general banking laws that 
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contain no specific reference to loans repayable in instal
ments. Special legislation covering sucfi credit grants has beon 
enacted in only 10 states, and even these laws show little 
uniformity. Four states require a bank to obtain permission 
from state authorities before it may establish a personal loan 
department. In some states the legal maximum rate is speci
fied and in a few states provision has been made for charges 
in addition to interest. One state, New York, prohibits 
charges other than discount except for fines, court costs and 
insurance premiums. Only seven states place a maximum 
limit on the amount to be advanced to a single customer, 
and in four of these the upper limit is $1000. Four states 
have set a maximum length of contract for personal loans. 
Whi le there has been some attempt to promote a uniform 
statute to regulate instalment lending, the movement has not 
yet produced any notable effect on state legislation. 

T h e r e is even less regulation of time-sales financing: only 
Indiana, Michigan and Wisconsin have enacted laws appli
cable to these activities of commercial banks. Here also there 
is considerable variation. T h e Indiana law, which is the most 
comprehensive, requires that financing agencies be licensed, 
and stipulates in detail the information that must appear on 
the written contract. T h e Indiana Department of Financial 
Institutions is empowered to establish schedules of maximum 
legal charges and delinquency penalties and to regulate time-
sales practices. 

Certain features of the general banking statutes likewise 
affect the instalment credit activities of commercial banks. 
Provisions concerning the setting up of branches, insofar as 
they place limits upon the territory in which banks may 
operate, have a marked influence on consumer financing 
policies. In this respect the commercial bank is handicapped 
in comparison to some of the other consumer credit agencies 
which are permitted to operate on a national basis. 
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C U S T O M E R S O F P E R S O N A L L O A N D E P A R T M E N T S 

Statistical data on the customers of personal loan departments 
are by no means adequate but they do point to certain broad 
characteristics. It is apparent, for example, that people who 
borrow from personal loan departments have relatively high 
incomes. Althouglr 35 percent of all families in the United 
States have annual incomes of less than |1000, only about 5 
percent of the personal loan department customers in our 
sample were in this income class; tire majority received be
tween $1200 and $3000. Th is income distribution is close to 
that of borrowers from industrial banking companies and 
somewhat higher than that of personal finance company 
customers. 

T h e bulk of the personal loan department customers cov
ered by our data were between 25 and 40 years of age. T h r e e -
fourths of the borrowers were men, two-thirds were married 
and two-thirds had one or two dependents. A quarter of the 
borrowers had maintained the same residence for at least 10 
years and a still larger proportion had been at the address 
given at the time of the loan application from 2 to 10 years. 
Personal loan departments appear to draw less of their cus
tomers from the \vage-earning groups than do personal finance 
companies. About 30 percent of the commercial bank bor-
ro\vers were ^vage-earners, some 45 percent were employed 
in clerical occupations and another 20 percent were classified 
as managers, superintendents, foremen and proprietors. 

T h e economic and social stability of personal loan depart
ment customers is evidenced further by the facts that over 
one-third of the borrowers studied had held the same j o b 10 
years or more, that 80 percent of them had life insurance and 
that about one-half had .some sort of bank account. 

T h e sums borrowed ranged from $100 to $1000, but most 
of the advances were between $100 and $200. For almost one-
half of the borrowers the loan amounted to less than 10 

file:///vage-earning
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percent of annual income and for about 10 percent it came 
to 20 percent or more. 

I t is difficult to make a precise arialysis of the uses to which 
the borrowed funds were put. Most frequently borrowers 
stated that they intended to apply the loan to the payment of 
debts already incurred. Another common incentive to bor
rowing is the desire to purchase an automobile or to acquire 
household goods; some banks attributed almost half of their 
personal loans to such purposes. 

O P E R A T I N G P R O C E D U R E S A N D P O L I C I E S 

In developing their loan volume commercial banks employ 
advertising techniques similar to those of other consumer 
credit agencies. Nevertheless the most productive sources of 
new business are not advertising media but the recommenda
tions of former or current customers. In addition commer
cial banks have worked out a number of special promotional 
plans. Some of them by prearrangement offer the employees 
of certain commercial and industrial firms the use of the 
bank's financing services; others make personal loans for the 
payment or consolidation of debts to patients of doctors and 
dentists and to customers of retail stores. Some banks have 
sought to attract borrowers from the professional classes by 
granting them particularly favorable terms. 

Commercial banks obtain their time-sales financing busi
ness either through dealers or directly from consumers. R e 
ports from 164 banks show that automobile financing for 
both new and used cars accounted for slightly more than half 
of their time-sales paper in 1938 and that i t was originated 
by dealers and purchasers in about equal proportions. Reta i l 
purchasers supply more household appliance business than 
dealers, whereas the latter provide most of the paper cover
ing time sales of furniture, soft goods, house-heating equip
ment and miscellaneous items. Banks which obtain a large 
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volume of sales finance paper through dealer contacts com
monly extend inventory loans to the dealers as well. 

In the larger personal loan departments the procedure for 
handling credit applications has become highly systematized. 
T h e credit investigation generally involves a verification of 
the information submitted by the applicant. T h e most impor
tant items pertain to the borrower's identity, his income and 
employment, his current indebtedness, his assets and his 
previous payment record. Questionnaire replies indicate that 
banks reject between 1 and 25 percent of the applications 
they recei\'e. W h e n the credit is granted, the borrower re
ceives a cashier's check for the stipulated amount and direc
tions for making instalment payments. T h e payments are 
usually made monthly and either applied directly to the loan 
or placed in a special deposit account which is used to retire 
the loan at maturity. 

T h e procedure followed in the extension of sales finance 
credit differs from the method described above in that the 
bank must evaluate the collateral which serves as security. 
In addition, when the dealer carries some liability on the 
customer's note, the bank must also investigate his credit 
standing. 

Commercial banks commonly establish certain standards 
regarding the sizes and maturities of instalment loans. Wi th 
respect to the size of cash loans, the most frequently reported 
maximum was $1000, and the most typical minimum $50. 
T h e most usual maximum contract length was 12 months. 

In sales financing, terms covering down payment and 
length of contract are applied also, although these require
ments vary for different commodities. O n automobile con
tracts down payments range from 25 to 40 percent of the 
cash selling price, with the concentration at 33 1 /3 percent. 
N\nv-automobile paper is generally written for periods up to 
18 months, whereas the standards for used-car paper are usu
ally more severe. Household appliances and house-heating 



S U M M A R Y S U R V E Y 9 

equipment are financed on more liberal terms than auto
mobiles; contracts arising from the instalment purchases of 
soft goods often are of relatively short span and require no 
down payment. 

C O L L E C T I O N E X P E R I E N C E 

In the banks surveyed, both delinquent payments and charge-
off losses on cash loans are kept down to relatively low levels. 
For most of the reporting banks, less than 1 percent of their 
loans were delinquent by 30 days or less at the end of 1938. 
Charge-offs in 209 banks reporting for 1938 amounted to .37 
percent of their total loans outstanding at the end of that 
year. A smaller number of banks supplied data from which 
it has been calculated that in 1938 the average unpaid bal
ance on loans charged off was $108. 

A particularly interesting figure on collection experience 
is provided by reports to the New York state banking de
partment by 65 state banks. These banks are required to 
report charge-ofEs and recoveries classified according to the 
years in which the loans were made. From these data it ap
pears that by the end of 1938 total charge-offs (less recoveries) 
on loans made during the year 1936 amounted to .27 percent. 

Collection experience on sales finance contracts seems 
from available information to be slightly more favorable than 
that reported for cash loans. T h i s difference may be at
tributable, however, to the fact that where sales financing 
contracts are purchased with recourse on the dealer the losses 
arising out of such transactions are carried by him rather 
than by the financing agency. 

R I S K F A C T O R S I N P E R S O N A L L E N D I N G 

An important aspect of this study is the analysis of credit risks 
based on a random sample of 2,765 cash instalment loans 
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made by 21 banks operating in 16 cities. Th i s sample, se
lected fiom loans made over approximately the same period 
of time, was about equally divided between loans that paid 
out without collection difficulty and loans eventuating either 
in charge-off loss or in excessive delinquency. All cases stud
ied involved actual grants of credit, so that the findings are 
relevant only to successful applicants for loans and not to the 
larger body of potential borrowers. 

T h e professional group in the sample had a relatively 
good credit record, and the wage-earning group a relatively 
poor one. Classified by industrial affiliation, borrowers drawn 
from professional service, public service and independent 
hand trades appeared to be relatively good credit risks while 
those from the building and miscellaneous transportation 
trades were relatively poor risks. As for personal character
istics, credit experience improves as the age of the borrower 
increases, and women appear to be better credit risks than 
men; on the other hand, neither marital status nor the num
ber of the borrower's dependents is significantly related to 
credit experience. 

A study of the relation between a borrower's income and 
his credit record reveals that debtors in the low income 
groups met their obligations as punctually as did those in 
the high income groups and, furthermore, that customers 
whose notes represented a large proportion of their incomes 
were not, as might have been expected, less desirable as 
credit risks than persons -ivhose borrowings amounted to a 
smaller fraction of their annual earnings. 

These findings concerning the bearing upon credit experi
ence of the number of the borrower's dependents, the size of 
the borrower's income and the borrower's note-to-income 
ratio suggest that factors of this kind, which would obviously 
affect a loan officer's judgment of the creditworthiness of a 
potential borrower, are so effectively taken into account in 
the selection of borrowers that they do not have any signifi-
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cant influence on payment records. Conversely, it appears 
that factors such as age, occupation and industrial attachment 
are not evaluated as effectively in the initial sifting of ap
plications. 

Further indications of relative credit risk are to be noted 
in those characteristics which reflect economic and social 
stability. Borrowers possessing life insurance, bank accounts 
and real estate or securities appear to have better records than 
those without such assets. O n the other hand, borrowers who 
stated that they owned automobiles and household goods did 
not prove more desirable than those who did not. T h e good-
loan sample did, however, include a larger proportion of 
persons who had maintained the same residence and employ
ment for a number of years than did the bad-loan sample. 

T h e proportion of the borrowers in the bad-loan group 
with charge and instalment accounts was not notably larger 
than the proportion of comparable good-loan borrowers. O f 
several other characteristics—size of note, number of co
makers and intended use of funds—only the number of 
comakers appears to have a bearing on credit risk: notes with 
three or more comakers had a comparatively poor payment 
record. 

T h e foregoing analysis was supplemented by question
naires sent to bank credit officers asking them to state the 
borrower characteristics which they considered most impor
tant in their own appraisal of risks. T h e results show that 
the borrower's occupational and financial position receives 
first consideration, particularly with reference to stability 
of employment. Considerable weight is given also to the indi
vidual's past payment record and to facts that throw light on 
character or willingness to pay. 

These findings are necessarily subject to certain qualifica
tions. In the first place, since the charge-off loss on personal 
loans is generally less than 1 percent, a particular class of 
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borrowers may show a relatively bad credit record and yet be 
worth retaining. In the second place, credit experience is 
much more important with respect to some groups than 
to others: a good record is most significant when it applies 
to a group representing a large segment of the entire body of 
borrowers. T h e analysis of credit risk is useful, therefore, 
primarily as an indication of the characteristics which have 
proven worthy of more careful consideration. 

C U S T O M E R C H A R G E S 

Commercial banks customarily quote interest charges on cash 
instalment loans as a certain rate of discount on the face 
amount of the note. In addition, banks may charge a credit 
investigation fee, exact a fine on delinquent payments, and 
require the borrower to carry group life insurance to cover 
the unpaid balance of his loan. In any computation of costs 
to the borrower, these charges must all be considered, as 
must also the amount of rebate when a loan is repaid before 
maturity. 

Since charges are quoted in many combinations it is ex
tremely difficult to compare aggregate costs to the consumer. 
Questionnaire returns from a large number of banks indicate, 
however, that 6 percent per annum is the most frequent dis
count; that most banks do not charge a credit investigation 
fee; that the insurance premium is usually 50 cents per $100 
of original unpaid balance; and that in the event of prepay
ment some rebate, varying in amount, is granted the borrower. 

Discount rates vary with the type of loan, the region of the 
coimtry and the size of the bank. Rates are about equal for 
comaker and single-name loans (averaging 6.4 and 6.5 per
cent discount, respectively) and are slightly lower (averaging 
6,1 percent discount) for loans secured by savings passbooks, 
life insurance policies, etc. On loans of all types rates appear 
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to be lowest in the New England and Middle Atlantic states 
and highest in the West South Central states. Finally, the 
rates quoted by the larger banks, for all types of loans and in 
all regions of the country, are lower on the average than those 
offered by smaller banks. 

Most banks which charge the borrower a credit investiga
tion fee quote it as a flat dollar amount, commonly | 1 . De
linquency fines are usually levied as a stipulated percentage 
of the delinquent payment. Although " 6 percent discount 
and no credit investigation fee" was the most frequently re
ported combination of charges on comaker loans, the range 
went all the way from a flat 4 percent discount with no other 
charges to 12 percent discount with a $2 fee for credit investi
gation. T h e bulk of the loans carried 5 to 8 percent discount 
with no credit investigation fee; this range accounted for 
about 70 percent of 543 banks reporting, while about 45 per
cent of all reporting banks quoted a rate of 6 percent and no 
credit investigation fee. 

From a study of these charges it may be concluded that for 
a personal loan of $100 running for 12 months, the cost ex
pressed as true annual interest on declining balances would 
range from 7.7 percent to 30 percent. T h e bulk of the re
porting banks made loans at rates amounting to annual inter
est of 12 to 17 percent on declining balances. Since the large 
banks tend to charge the lowest rates it can be inferred that 
the bulk of the consumer loans carry rates close to the lower 
limit of this range. In a few large metropolitan banks, which 
make loans at 4 percent discount or less, the cost to the con
sumer in terms of true annual interest would be 7.7 percent 
or even lower. 

An analysis of sales financing costs shows that rates for 
automobile financing quoted by banks which obtain contracts 
directly from consumers tend to be slightly lower than those 
quoted by banks whose business is secured through dealers. 
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Direct-to-consumer financing o£ new cars is usually offered 
at a rate of 5 percent whereas new-car paper discounted for 
dealers generally involves a rate of 6 percent. Used-car paper 
is discounted for both consumers and dealers at a rate slightly 
above that quoted on new-car paper. When financing is trans
acted through a dealer the bank commonly establishes a re
serve to cover losses incurred on paper purchased; any reserve 
remaining after losses is returned to the dealer. 

I N C O M E , E X P E N S E S A N D P R O F I T S 

Interest or discount accounted for more than 94 percent of 
the income from grants of consumer credit for all banks re
porting to the National Bureau, and for 90 to 95 percent of 
the gross income of banks reporting to the New York state 
banking department. T h e remainder came principally from 
credit investigation fees and delinquency fines. For a majority 
of the banks, gross income from personal loans amounted to 
|8 to $12 per $100 of loan account in 1938. 

Since commercial banks do not employ uniform cost ac
counting methods, it is difficult to ascertain the profitability 
of personal loan operations. Of 104 reporting banks, 85 stated 
that their personal loan departments were not charged in
terest on the funds employed, and of 112 reporting banks, 
62 did not allocate any portion of general bank overhead 
expense to such departments. Both of these findings are prob
ably to be explained on the grounds that personal loan de
partments are usually integrated closely with other bank 
operations and that few banks have a volume of personal 
loans large enough to warrant an intricate cost accounting 
procedure. It is broadly true, however, that as departments 
grow in number and size the problem of cost determination 
becomes increasingly acute. 

Information on the distribution of personal loan depart-
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ment costs is available only for banks reporting to the New 
York state banking department. T h e s e data indicate that 
during 1937 and 1938 salaries accounted for 40 percent of 
total expenses, reserves for charge-offs for 17 percent, and 
insurance, rent, advertising and legal fees for about 23 per
cent. T h e reports show also that the operating costs of 38 
out of 65 departments amounted to less than $5 per |100 of 
average loan account. A comparison of data for 1937 and 
1938, a period during which the volume of loans made by 
these reporting banks increased by 18 percent and the average 
amount of funds employed rose by 45 percent, reveals that 
additional business entailed a less than proportionate addi
tion to expenses. 

A number of banks were asked to submit estimates of the 
cost of making and handling individual loans. Although they 
were urged to take into account overhead charges as well as 
direct costs, there was a wide diversity in reported figures, 
doubtless attributable to differences in methods of calcula
tion. T h e reporting banks appeared to agree, however, that 
the cost of collecting each instalment payment -was between 
25 and 30 cents. Estimates of the cost of making a loan varied 
from $1.50 to $3.25; thus the cost of acquiring and handling 
a 12-month loan may be calculated as ranging from $4 to $7. 

With regard to sales financing, most banks hold that when 
the dealer supplies the paper the costs per unit transaction 
are generally lower than for personal loans, because most 
of the credit investigation is conducted by the seller. O n 
the other hand this type of business entails expenses not en
countered in personal lending; and when dealer reserves are 
established the gross income per $100 of funds employed may 
be less than the yield f iom direct cash instalment lending. 

Profitability per loan tends to increase with both size of 
loan and contract length. If it is assumed that loans are 
made at 6 percent discount, that acquisition costs are $1.80, 
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that per payment collection costs are 20 cents and that special 
delinquency and charge-off costs for each loan total |2.50, 
it is found that the break-even point on loans comes between 
the $100 and $125 sizes. With a slightly lower cost schedule 
the break-even point occurs between the $75 and $100 sizes. 

From the limited data available, it appears that profits are 
greater on personal loans than on other earning assets. R e 
ports on net profits of personal loan departments of New 
York state banks for 1938 show that 4.5 percent was earned 
on average loan account after reserves were set up for losses. 
This rate is considerably higher than that derived from total 
earning assets by all non-member commercial banks during 
the same period. 

Banks were asked to estimate the minimum annual volume 
of business they considered necessary to render their depart
ments profitable. It was the consensus of the responses that 
a department having a single full-time employee should 
maintain an annual volume of $75,000 to $100,000, and that 
those with 2 to 4 full-time employees sliould have an annual 
volume of $100,000 to $200,000. 

C O M M E R C I A L B A N K L O A N S T O C O N S U M E R 

C R E D I T A G E N C I E S 

For many years commercial banks have financed consumers 
indirectly by making loans to various instalment credit agen
cies. Sales finance companies, for example, are seldom en
tirely free of bank debt; normally they obtain part of their 
-ivorking capital through commercial loans and the sale of 
open market paper and debentures. T h e dependence of sales 
finance companies on bank credit varies in degree from year 
to year. Thus in 1934 a group of 48 sales finance com
panies obtained nearly 50 percent of their total funds from 
short-term loans, of which bank debt represented about one-



S U M M A R Y S U R V E Y 1 ? 

half, whereas in 1938 bank loans and open market paper pro
vided about 36 percent of their working funds. 

Although loans to sales finance companies represent only a 
small proportion of the total volume of loans made by com
mercial banks, the magnitude of these loans is subject to 
rapid change. At the end of 1937 outstanding loans to sales 
finance companies accounted for only 6.4 percent of the total 
loans of 181 large reporting banks; at the end of 1938 the 
proportion was 3.3 percent. I t is important to note, however, 
that about 30 percent of the decline in all loans and dis
counts of these 181 banks during this period can be attrib
uted to the drop in loans to sales finance companies. 

T h e proportion of bank loans made to sales finance com
panies on an unsecured basis has tended to increase over the 
past 15 years. T h e maturity terms range from demand to 24 
months or longer, and interest is most frequently quoted at 
about 1.5 percent. National companies, moreover, are usually 
granted lower rates than regional or local companies. Pre
vailing maturities on open market paper range up to 6 
months, and interest rates (varying from 1.25 to 1.75 percent) 
are usually somewhat higher than those on prime commercial 
paper. 

T h e total bank borrowings of personal finance companies 
are small in comparison to those of sales finance companies. 
Loans to the former made by 181 reporting banks amounted 
at the end of 1937 to $55,000,000, whereas their grants to 
sales finance companies came to $440,000,000. Personal finance 
company loans declined during 1938 by 16 percent, but sales 
finance company loans dropped as much as 54 percent. Bank 
loans to personal finance companies are usually unsecured; 
their maturities tend to be shorter and they generally carry 
higher interest rates than do grants of credit to sales finance 
companies. 

Industrial banking companies are even less dependent on 
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commercial banks for working funds, in part because they 
obtain a large proportion of their capital either from deposits 
or from the public sale of instalment investment certificates. 
Loans to these companies are mostly unsecured, maturities 
seldom run for more than 6 months, and reported interest 
rates vary from 1.5 to 6 percent. 

T H E C O M P E T I T I V E S I T U A T I O N 

Although commercial banks have increased their share of the 
combined outstandings of all cash loan agencies in recent 
years, the other cash lending institutions have also enjoyed 
a steady rise in business volume, and for this reason the com
petitive situation has not thus far engendered intensive ri
valry. Nor do the differences in rates charged by the several 
agencies invariably constitute a clear-cut competitive issue; 
while it is true that such differentials are often substantial, 
consumers tend to be influenced by other considerations. 

A number of factors exert a moderating effect upon the 
competition betiveen personal finance companies and the per
sonal loan departments of banks. T h e rates charged by per
sonal finance companies, when compiued as a percentage of 
the average unpaid balance, appear to be about tivice as high 
as those commonly set for instalment loans by commercial 
banks. On the other hand, the former institiuions have tended 
to specialize in single-name loans made on the security of 
household chattels, ivhereas commercial banks have made 
most of their loans on a comaker basis. Again, small loan 
companies draw more of their customers from the lower-
income, wage-earning groups than do personal loan depart
ments, which cater largely to clerical, business and pro
fessional occupations. 

In some respects industrial banking companies are the 
closest competitors of personal loan departments. L ike the 
latter, they are active in both cash lending and time-sales 
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financing and are not generally restricted by law to loans of 
small amounts. Furthermore, the industrial banking com
panies whose charters permit them to conduct a complete 
banking business can offer lending and deposit services equal 
on many counts to those provided by commercial banks. 
T h e y quote their rates on the same basis as do commercial 
banks; their borrowers are drawn from similar income and 
occupational groups; and there are certain organizational 
resemblances between the two types of agency. T h e rates 
quoted by commercial banks are either equal to or somewhat 
lower than those offered by their industrial banking company 
competitors. 

Commercial banks meet their keenest competition in the 
field of sales financing. Some banks have adopted the policy 
of soliciting business directly from consumers, usually urging 
their patronage on grounds of economy. In this competitive 
situation, however, the crucial element is the retail dealer. 

With regard to organization there are considerable differ
ences between commercial banks and sales finance companies: 
the former are generally non-branch imits, whereas the bulk 
of sales finance company business is done by national com
panies. Banks have developed a number of techniques de
signed to overcome this competitive disadvantage. Available 
data, while not conclusive, indicate that the customer charges 
established by commercial banks are either equal to or 
slightly lower than those maintained by the larger sales finance 
companies. 

Competition for personal loan business among commercial 
banks themselves is not as acute as the rivalry between banks 
and sales finance companies. Nevertheless there are indica
tions that interbank competition is growing in intensity, and 
it is probably the cause of a number of moves on the part of 
banks toward reduced rates. 

Cooperative relations among banks engaged in consumer 
credit activities were virtually non-existent unti l 1939. Early 
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in that year the Bankers Association for Consumer Credit was 
formed. T h e Association initiated a monthly publ icat ion— 
Time Notes—devoted to consumer instalment credit, and or
ganized special services for members. In 1940 the Association 
was merged with the newly-established consumer credit di
vision of the American Bankers Association. 



1 

The Rise of Consumer Financing 

by Commercial Banks 

I N RECENT years commercial banks in the United States have 
engaged, to an increasing extent, in supplying consumers 
with instalment credit both directly and indirectly. When 
direct, their activities have consisted of the granting of per
sonal loans^ repayable in a series of monthly instalments, and 
of the purchase of retail instalment paper from dealers or 
from individual customers. Commercial banks have also 
participated indirectly in the extension of this type of credit 
by making loans to sales finance companies, personal finance 
companies, industrial banking companies and credit unions, 
which in turn specialize in the instalment financing of con
sumers either through cash loans or through the purchase of 
retail instalment paper from merchants or dealers.-

Before commercial banks entered the field extensively, the 
provision of instalment credit facilities for consumers had 
become established as a highly successful business capable of 
weathering severe business depression. Although the profita
bility of such financing was attested in the records of con
sumer credit companies, which had long been accessible to 
banks, the latter were for years content to stand aside, allow
ing the business to be conducted almost entirely by specialized 

^ As used in this s tudy t h e t e r m " p e r s o n a l l o a n s " will refer a lways to cash 
loans g r a n t e d to i n d i v i d u a l s a n d r e p a y a b l e on a n i n s t a l m e n t basis . 
- I n a d d i t i o n , c o m m e r c i a l banks m a k e m a n y s h o r t - t e r m loans to c o n s u m e r s 
which a r e r e p a y a b l e o n single m a t u r i t y dates r a t h e r t h a n on i n s t a l m e n t t e r m s , 
a n d also lend m o n e y t o m e r c h a n t s to e n a b l e t h e m t o c a r r y c o n s u m e r receiv
ables. I n the p r e s e n t survey, h o w e v e r , w e a r e c o n c e r n e d only vsith t h e i r instal
m e n t c redi t o p e r a t i o n s as defined a b o v e . 

21 
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credit agencies whom they in turn partly or largely financed. 
One reason for their lack of interest in direct lending to con
sumers was that bankers were uncertain as to the amount of 
risk entailed in this sort of financing; another was the social 
stigma attached to it, which led banks to consider questions 
of community standing and public relations. More funda
mental, perhaps, were other factors. T h e business of con
sumer instalment lending differs significantly from that 
traditionally engaged in by commercial banks: unit trans
actions are small, unit loan costs high, and the specialized 
lending and collection techniques required have been the 
subject of criticism when employed by other agencies. Finally, 
the state banking laws did not, in most states, specifically give 
banks the right to finance consumers on an instalment basis at 
charges in excess of statutory interest rates, so that doubt as 
to the legal status of bank activities in the field served as an 
additional restraining influence. 

T h e change in the banks' attitude, so marked in recent 
years, is ascribable to the pressure of special circumstances. 
On the one hand, current earnings from loans and invest
ment portfolios have been declining steadily, and lending 
and investment opportunities considered compatible with 
banking standards have been so scarce as to provoke excep
tionally keen competition among the banks. On the other 
hand, because of a combination of factors—national mone
tary and public spending policies, domestic business recovery, 
international economic forces—bank deposits have risen to 
levels higher than in 1929 and banks have amassed unprece
dented holdings of excess reserves. Under these circumstances, 
consumer instalment financing provides an oiulet for bank 
resources and prospects of higher returns than are available 
elscAvhere. 

Bankers cooperating w'ith this survey have cited a number 
of typical reasons for their interest in this special field. T h e y 
have turned toward consumer instalment financing, they say. 
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because: it provides an outlet for idle funds; other consumer 
credit agencies have been notably successful in similar under
takings; the higher interest rates make it profitable for them 
to grant small accommodation loans to customers; the bank's 
success in handling F H A T i t l e I loans suggests a continuation 
of instalment business^; the basic shift that has taken place in 
methods of financing retail distribution, which tends to divert 
retail merchants' financing from banks, makes some such 
adaptation desirable; consumer instalment financing permits 
a wider diversification of business; and instalment lending 
means the provision of a more complete banking service. 

Q U A N T I T A T I V E I M P O R T A N C E O F C O N S U M E R 

I N S T A L M E N T F I N A N C I N G B Y B A N K S * 

Since consumer financing requires a special technique of loan 
extension and collection, it is usually concentrated in a spe
cialized personal loan (or time-sales) department. Although 
complete data covering this activity of banks have never been 
assembled by bank supervisory agencies, it is estimated that 
at the end of 1938 there were more than 1,500 bank personal 
loan departments in the United States and that the total 
amoimt of consumer instalment credit outstandings of 
banks—personal loans plus sales finance paper acquired from 
dealers and individuals—approached or exceeded §500,000,-
000. Out of 1,222 commercial banks with functioning per-

^ See N a t i o n a l B u r e a u of E c o n o m i c R e s e a r c h ( F i n a n c i a l R e s e a r c h P r o g r a m ) , 
Goxieriiment Agencies of Consumer Instalment Credit: The Federal Housing 
Administration and the Electric Home and Farm Authority, by J o s e p l i D, 
C o p p o c k (ms. 1 9 3 9 ) , in w h i c h t h e F e d e r a l H o u s i n g A d m i n i s t r a t o r is q u o t e d 
as testifying before a C o n g r e s s i o n a l C o m m i t t e e : " T h e big t h i n g in this ( F H A 
T i t l e I loans) has b e e n t o e d u c a t e t h e banks to do this k i n d o f b u s i n e s s . " 
(ms. p . I I - 2 . ) 
^ T h e d a t a o n c o n s u m e r i n s t a l m e n t financing act ivi t ies of c o m m e r c i a l banks 
which p r o v i d e t h e s ta t is t ica l basis of this s tudy w e r e o b t a i n e d f r o m ques
t i o n n a i r e r e t u r n s , f r o m c o r r e s p o n d e n c e a n d interviews with b a n k officers, a n d 
f rom several s tate b a n k i n g d e p a r t m e n t s . F o r a m o r e d e t a i l e d discussion o f 
the s c o p e a n d n a t u r e of t h e q u e s t i o n n a i r e survey , see A p p e n d i x A . 
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sonal loan departments at the end of 1938, 961 reported to the 
National Bureau outstanding personal loans totaling $188,-
300,000.5 At that time the total loans and investments of the 
1,222 banks amounted to $11,381,500,000 and those of the 
961 banks to $10,636,800,000—29.3 percent and 27.4 percent, 
respectively, of the total loans and investments of all com
mercial banks in the United States." As is shown in T a b l e 5, 
the personal loan outstandings of the 961 banks accounted 
for approximately 2 percent of their total loans and invest
ments.'' These outstandings, furthermore, probably repre
sented between 80 and 85 percent of the total of such loans 
made by all personal loan departments of commercial banks, 
and between 15 and 20 percent of the total for the four prin
cipal "cash loan" agencies—personal finance companies, indus
trial banking companies, commercial banks and credit unions.^ 

' Sales finance p a p e r is h a n d l e d by s o m e b a n k s in p e r s o n a l l o a n d e p a r t m e n t s 
r a t h e r t h a n in special t ime-sales d e p a r t m e n t s . C o n s e q u e n t l y o u r p e r s o n a l l o a n 
figures c o v e r also a c e r t a i n a m o u n t of sales finance o u t s t a n d i n g s — $ 7 , 0 0 0 , 0 0 0 
to o u r k n o w l e d g e , a n d possibly m o r e . W e h a v e not a d j u s t e d t h e m for this 
d u p l i c a t i o n . 
^ T h e p e r c e n t a g e s a r e b a s e d o n total l o a n s a n d i n v e s t m e n t s o f 1 4 , 6 4 9 c o m 
m e r c i a l b a n k s , as of D e c e m b e r 3 1 , 1 9 3 8 . See Annual Report of the Federal 
Deposit Insurance Corporation ( 1 9 3 8 ) p . 1 6 1 . 
' F r o m this p e r c e n t a g e of p e r s o n a l l o a n s to t o t a l l o a n s a n d i n v e s t m e n t s , t h e 
v o l u m e o f p e r s o n a l l o a n o u t s t a n d i n g s a t t h e e n d o f 1 9 3 8 of t h e 1 2 2 2 b a n k s 
k n o w n to h a v e h a d p e r s o n a l l o a n d e p a r t m e n t s can b e e s t i m a t e d a t a p p r o x i 
m a t e l y 5 2 0 0 , 0 0 0 , 0 0 0 . 
* See N a t i o n a l B u r e a u o f E c o n o m i c R e s e a r c h ( F i n a n c i a l R e s e a r c h P r o g r a m ) , 
Sales Finance Companies and Their Credit Practices, b y W . C . P l u m m e r a n d 
R . A . Y o u n g ( 1 9 4 0 ) C h a p t e r 1 , T a b l e 4 , for es t imates o f a v e r a g e o u t s t a n d i n g s 
o f t h e f o u r p r i n c i p a l c o n s u m e r cash loan agencies t o r 1 9 3 7 . At t h e e n d of 1937, 
a c c o r d i n g to es t imates m a d e by t h e Russel l Sage F o u n d a t i o n , t h e p e r s o n a l l o a n 
o u t s t a n d i n g s of all c o m m e r c i a l b a n k s a m o u n t e d to $ 1 8 0 , 0 0 0 , 0 0 0 . O u r e s t i m a t e 
of t h e 1937 y e a r - e n d p e r s o n a l l o a n o u t s t a n d i n g s of t h e 9 6 1 r e p o r t i n g b a n k s is 
§ 1 6 2 , 0 0 0 , 0 0 0 (based on t h e p e r c e n t a g e c h a n g e f o u n d f o r 4 8 2 b a n k s as s h o w n 
in T a b l e 2 , below) , w h i c h n o u l d m e a n , a c c o r d i n g to t h e R u s s e l l Sage figure, 
9 0 p e r c e n t of t h e to ta l f o r all b a n k s . T h e Russel l S a g e figure, h o w e v e r , a p 
p e a r s to u n d e r e s t i m a t e t h e to ta l p e r s o n a l l o a n o u t s t a n d i n g s f o r all b a n k s by 
5 to 10 p e r c e n t . N e i t h e r e s t i m a t e takes i n t o a c c o u n t p e r s o n a l loan o u t s t a n d 
ings of banks t h a t h a v e n o t d e p a r t m e n t a l i z e d t h e i r p e r s o n a l l o a n ac t iv i ty . A t 
least o n e s ta te b a n k s u p e r v i s o r has r e p o r t e d t h a t m a n y b a n k s u n d e r his 
s u p e r v i s i o n m a k e s u c h l o a n s a l t h o u g h they h a v e n o t o r g a n i z e d s e p a r a t e 
d e p a r t m e n t s to h a n d l e t h e m . 
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Reports from 221 banks engaged in time-sales financing, 
that is, in acquiring retail paper from dealers or individuals 
covering instalment purchases of automobiles, refrigerators, 
heating equipment, furniture and the like, indicated that 
these banks had outstanding sales finance balances of $143,-
600,000 at the end of 1938. Although it is not possible to 
calculate what proportion the time-sales outstandings of the 
221 reporting banks constituted of the total sales finance 
paper of all banks, it can be estimated that they represented 
5 to 10 percent of the total for all sales finance companies.^ 

T h e volume of commercial banks" indirect financing of 
consumer instalment credit is more difficult to determine, but 
the information available provides some indication of its 
magnitude. For example, 181 large banks situated in the 
principal commercial centers of the country reported a total 
of $505,000,000 at the end of 1937 in outstanding loans to 
sales finance companies, personal finance companies, indus
trial banking companies and other consumer credit agencies, 
and a total of $254,000,000 at the end of 1938. According to 
data from 48 of the larger sales finance companies, these firms 
alone had an aggregate year-end bank debt of $623,000,000 in 
1937 and of $248,000,000 in 1938. 

T h e importance of the consumer credit activities of com
mercial banks may be gauged also by the number of customers 
served. T h e data available are inadequate to show how many 
individuals used the sales financing services of commercial 
banks, but they do provide a basis for an estimate of the num
ber of personal cash loan customers. Of the 961 banks whose 
year-end personal loan outstandings amounted to $188,300,-
000 for 1938, 818 reported both number and volume of such 

^ At t h e end of 1937 t h e retai l i n s t a l m e n t o u t s t a n d i n g s of 155 r e p o r t i n g banks 
a m o u n t e d to S 2 2 4 , 6 0 0 , 0 0 0 . a n d a t the end of 1 9 3 8 t o $ 1 3 7 , 7 0 0 , 0 0 0 ; t h e 1 9 3 7 
vear -end t ime-sales o u t s t a n d i n g s of t h e 221 r e p o r t i n g banks m a y t h e r e f o r e b e 
e s t i m a t e d at $ 2 3 4 , 0 0 0 , 0 0 0 , For e s t i m a t e s of the to ta l v o l u m e o f c r e d i t e x t e n d e d 
by sales finance c o m p a n i e s d i n i n g 1937, see W. C. P l u m m e r a n d R . A . Y o u n g , 
op. cit., C h a p t e r 1 . 
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outstandings—967,000 accounts totaling §169,000,000, or an 
average outstanding of $175. T h e total outstanding volume 
for the 961 banks may then be divided by $175, to yield an 
estimate of over 1,000,000 personal loan debtors at the end 
of 1938. 

During the course of the year, however, a much larger 
number of persons must have been indebted, for 605 banks 
(see T a b l e 4) reported that they had granted 1,021,160 indi
vidual loans in 1938, aggregating $228,400,000 or an average 
of about $220 per loan. These 605 banks had year-end out
standings estimated at $120,000,000, slightly less than half of 
the total loans made during the year. It may therefore be cal
culated that the loans made during 1938 by the 961 banks 
amounted to approximately $360,000,000. If the average loan 
was $220, as the reports from 605 banks indicate, the total 
number of individual loans made by this larger group of 
banks would have been 1,630,000. I t has already been sug
gested that the personal loan business of the 961 banks prob
ably accounts for roughly 85 percent of the volume for all 
commercial banks; if this assumption is correct the year's 
volume for all banks was around $375,000,000.1" Not all of 
these loans were made to different customers, since many 
were "repeat" loans; but even if this factor is taken into 
consideration the total number of personal loan department 
customers in 1938 must have stood somewhere between 
1,000,000 and 1,500,000. T h e figures just presented exclude 
the number of individuals indebted to banks under retail in
stalment sales contracts acquired by the banks directly from 
purchasers or from dealers; there is reason to believe that 
possibly half again as many persons became debtors of com
mercial banks in 1938 by way of instalment contracts pur
chased by time-sales departments. 

i « T l i e 85 p e r c e n t refers to y e a r - e n d o u t s t a n d i n g s r a t h e r t h a n year ' s v o U i m e , 
but for the p u r p o s e s of this r o u g h e s t i m a t e t h e difference is n o t significant . 
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P E R S O N A L L O A N A C T I V I T I E S O F C O M M E R C I A L 

B A N K S 

The Growth of Personal Loan Departments 
T h e growth in the number o£ personal loan departments is 
shown in T a b l e 1, which covers a total of 1,222 commercial 
banks operating such departments as of December 31, 1938; 
this number represents individual banks exclusive of 
branches." Of the 1,222 banks, 108 were operating 1,425 
branch offices. Specific data are not available to indicate how 
many of these branches maintained a separate personal loan 
department, but on the basis of questionnaire retiuns it seems 
safe to say that more than 1,000 of the branches were active in 
the field of personal instalment lending. F i o m this estimate 
we may conclude that the number of banking offices (banks 
plus branches) which are granting personal instalment loans is 
in excess of 2,000, and perhaps may even exceed 2,500. T h i s 
figure takes no account of banks from which no reports ^v'ere 
received. If, however, the number of bank personal loan 
departments (not including branches) exceeds 1,500,^- as was 
suggested above, the total number of banking offices engaged 
in making personal instalment loans probably approaches 
3,000. 

" Some o t h e r es t imates of t h e n u m b e r of p e r s o n a l loan d e p a r t m e n t s in o p e r a 
tion h a v e t r e a t e d e a c h b r a n c h as a s e p a r a t e ent i ty . See W . G. SutclifTe, " C o m 
petition P r o b l e m s D i scusse d , " Personal Finance Neu's, vol . 2 4 , n o . 3 (Sep
t e m b e r 1 9 3 9 ) p. 2 0 : " I n f o r m a t i o n on p e r s o n a l loan d e p a r t m e n t s has b e e n , in 
the past , a l m o s t n o n - e x i s t e n t . I n 1 9 3 6 , t h e Russell Sage F o u n d a t i o n a c t u a l l y 
located 6 7 9 d e p a r t m e n t s in c o m m e r c i a l b a n k s . A b o u t t h e s a m e t i m e , t h e A m e r 
ican B a n k e r s .\ssociation m a d e a s a m p l e study of s o m e 2 5 8 d e p a r t m e n t s . 
During 1937 a n d 1 9 38 , t h e C o n s u m e r C r e d i t I n s t i t u t e c o r r e s p o n d e d with 
nearlv 1 ,000 personal l o a n d e p a r t m e n t s — i n this enumeration branches zcere 
counted as separate entities. T h e g r e a t t r o u b l e is t h a t in m a n y instances c o u n 
try bankers c o u n t all l o a n s u n d e r .?500 as personal loans even t h o u g h they m a y 
be used for what we w o u l d call p r o d u c t i v e p u r p o s e s . A s far as w e c a n l e a r n , 
it is safe to sav that t h e r e a r e n o t less t h a n 1 .500 p e r s o n a l loan d e p a r t m e n t s 
of c o m m e r c i a l b a n k s . " ( I ta l ics o u r s . ) See also American Industrial Banker ( J u n e 
1939) p p . 1 0 - 1 1 , 1 7 - 1 8 . 

F o r a n e x p l a n a t i o n of t h e d e r i v a t i o n of this e s t i m a t e , see A p p e n d i x A . 
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T A B L E 1 

B e 
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1 9 2 5 

1 9 2 5 1 9 2 6 1 9 2 7 1 9 2 8 1 9 2 9 1 9 3 0 1 9 3 1 1 9 3 2 1 9 3 3 1 9 3 4 1 9 3 5 1 9 3 6 1 9 3 7 1 9 3 8 
N o 

D a t e 
T O 

T A L 

Size of Bank^ 
U n d e r $ 1 5 0 , 0 0 0 15 2 \ 1 1 1 1 3 3 5 2 1 6 6 0 

1 5 0 , 0 0 0 - 2 5 0 , 0 0 0 2 3 3 I 1 2 1 3 4 5 1 0 6 11 1 0 8 8 8 
2 5 0 , 0 0 0 - 5 0 0 , 0 0 0 2 7 2 7 1 1 4 1 2 16 2 0 2 2 1 3 1 5 1 4 0 
5 0 0 , 0 0 0 - 7 5 0 , 0 0 0 7 1 4 1 3 8 1 0 1 6 9 1 4 15 1 5 1 0 4 
7 5 0 , 0 0 0 - 1 , 0 0 0 , 0 0 0 3 1 i 2 4 2 i 5 1 2 1 4 1 5 1 0 1 0 1 3 9 3 

1 , 0 0 0 , 0 0 0 - 2 , 0 0 0 , 0 0 0 4 I 6 8 2 3 2 8 21 3 5 4 5 4 3 3 7 2 2 2 3 8 
2 , 0 0 0 , 0 0 0 - 5 , 0 0 0 , 0 0 0 3 1 1 1 4 2 1 0 2 1 0 1 5 4 7 5 5 4 8 3 0 2 5 2 5 6 
5 , 0 0 0 , 0 0 0 - 1 0 , 0 0 0 , 0 0 0 1 4 4 1 2 3 5 2 1 9 2 5 2 0 13 5 1 0 4 

1 0 , 0 0 0 , 0 0 0 - 5 0 , 0 0 0 , 0 0 0 1 1 2 1 1 3 5 2 1 2 7 1 6 2 0 1 9 16 5 1 0 2 
5 0 , 0 0 0 , 0 0 0 a n d o v e r 7 1 1 9 8 5 3 3 3 7 

A L L S I Z E S 8 4 7 7 11 1 9 2 9 2 7 2 3 1 0 4 6 8 5 1 9 5 2 0 6 1 9 7 1 4 9 1 2 7 1 , 2 2 2 

Region" 
N e w E n g l a n d 1 1 1 2 5 2 8 1 4 6 1 2 1 4 2 5 1 4 1 0 1 0 6 
M i d d l e A t l a n t i c 1 1 1 3 3 4 7 1 5 5 6 8 2 61 2 8 4 2 3 0 6 
E a s t Nort l i C e n t r a l 2 6 1 1 4 4 9 5 2 3 1 0 3 0 6 0 3 7 41 51 3 3 3 1 7 
W e s t N o r t h C e n t r a l 2 6 2 4 1 5 2 4 2- 3 9 1 2 2 3 2 3 2 4 21 11 1 7 2 
S o u t h A t l a n t i c 7 2 1 2 3 3 1 3 8 8 1 3 19 2 0 2 3 9 1 2 2 
E a s t S o u t h C e n t r a l 7 1 1 1 1 3 3 11 7 5 3 8 5 3 
W e s t S o u t h C e n t r a l 5 ' s 3 4 1 3 7 8 15 8 2 5 6 6 
M o u n t a i n 8 t 4 2 1 3 6 5 6 4 4 4 4 
P a c i f i c 3 i 2 I 2 1 1 6 4 7 3 5 3 6 

A L L R E G I O N S 8 4 7 7 n 19 2 9 2 7 2 3 1 0 4 6 8 5 1 9 5 2 0 6 1 9 7 1 4 9 1 2 7 1 , 2 2 2 

C U M U L A T I V E T O T A L 8 4 91 9 8 1 0 9 1 2 8 1 5 7 1 8 4 2 0 7 2 1 7 2 6 3 3 4 8 5 4 3 7 4 9 9 4 6 1 , 0 9 5 1 , 2 2 2 
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fovlnoles for Table 1 are to be found on opposite page. 

Growth in the Number of Banks Operating Personal Loan Departments, 1925-38, by 
Size of Bank and by Region" 

D A T E O F E S T A B L I S H M E N T O F D E P A R T M E N T 
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Of the 1,222 banks known to have had personal loan de
partments in operation at the end of 1938, there are 1,095 
for which we have ascertained the year in which the depart
ment was established; of these 80 percent set up such de
partments after 1932. Whi le these data justify the conclusion 
that the development of personal loan departments by com
mercial banks has been very rapid in recent years, it must be 
remembered that the coverage is incomplete and that the 
figures here refer only to personal loan departments continu
ing from the year of their establishment. A number of per
sonal loan departments established before 1929 were dis
continued in the recession years 1930-32. Nevertheless the 
fact that a large proportion of reported departments were 
organized after 1932 lends strong support to the statement 
that commercial bank participation in the extension of con
sumer credit is of relatively recent origin. I t is worthy of note 
also that 84 departments are reported to have been established 
before 1925, and 73 from 1925 to 1929 inclusive.i^ 

T h e establishment of personal loan departments seems to 

^2 A c c o r d i n g to a c o m p i l a t i o n m a d e by the R u s s e l l Sage F o u n d a t i o n , only 2 
such d e p a r t m e n t s ivere o r g a n i z e d b e f o r e 1924 , b u t 2 0 8 w e r e e s t a b l i s h e d by t h e 
end of 1929 , possibly a th i rd of w h i c h were s u b s e q u e n t l y d i s c o n t i n u e d . See 
R o l f N u g e n t , " T h e G r o w t h of P e r s o n a l L e n d i n g , " Banking ( D e c e m b e r 1938 ) 
p. 2 6 . See also I n d i a n a B a n k e r s A s s o c i a t i o n , Report of the Research Commit
tee ( 1 9 3 8 ) p p . 4 9 - 5 2 . 

Footnotes for Table 1. 
" I n c l u d e s in a d d i t i o n to 1 ,068 banks r e p o r t i n g t o t h e N a t i o n a l B u r e a u , 1 5 4 
banks o n which i n f o r m a t i o n was rece ived f r o m t h e s t a t e b a n k i n g d e p a r t m e n t s 
of M i c h i g a n , N e w Y o r k , O h i o a n d N e w J e r s e y , a n d f r o m t h e C o n s u m e r C r e d i t 
I n s t i t u t e of A m e r i c a , I n c . 

T o t a l loans a n d i n v e s t m e n t s . E a c h level is i n c l u s i v e of t h e l o w e r f igure , e x 
clusive of the h i g h e r . 
' T h e r e g i o n a l divis ions follow t h o s e of t h e U n i t e d States C e n s u s . New England: 
.Maine, N e w H a m p s h i r e , V e r m o n t . M a s s a c h u s e t t s , R h o d e I s l a n d , C o n n e c t i c u t ; 
Middle Atlantic: N e w Y o r k , N e w Jersey, P e n n s y l v a n i a ; East North Central: 
O h i o , I n d i a n a , I l l inois , M i c h i g a n , VVisconsin; West North Central: M i n n e s o t a , 
I o w a , Missouri , N o r t h D a k o t a , S o u t h D a k o t a , N e b r a s k a . K a n s a s : South At
lantic: D e l a w a r e , M a r y l a n d , Dis t r ic t of C o l u m b i a , ^ ' i rginia , W e s t V i r g i n i a , 
N o r t h C a r o l i n a , S o u t h C a r o l i n a , G e o r g i a , F l o r i d a : East South Central: Ken
tucky, T e n n e s s e e , A l a b a m a , Mississippi; West South Central: A r k a n s a s , Louis i 
a n a , O k l a h o m a , T e x a s ; Mountain: M o n t a n a , I d a h o , W y o m i n g , C o l o r a d o , 
N e w M e x i c o , A r i z o n a , U t a h , N e v a d a ; Pacific: W a s h i n g t o n , O r e g o n , C a l i f o r n i a . 
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have been relatively more frequent among banks of larger 
size (see T a b l e 1). I t would appear that by the end of 1938 
personal loan departments had been set up by approximately 
30 percent of all commercial banks in the country \vith total 
loans and investments of $50,000,000 or over, by 27 percent 
of those in the $10,000,000-50,000,000 group, by almost 15 
percent of those in the $1,000,000-10,000,000 group and by 
about 5 percent of the commercial banks having loans and 
investments of less than $1,000,000.»* 

Viewed regionally, the increase in the number of personal 
loan departments seems to have been particularly rapid in 
New England, where about 20 percent of all commercial 
banks had organized such departments by the close of 1938. 
In the Middle Atlantic states the proportion was approxi
mately 13 percent, in the East North Central and Pacific re
gions it was 10 percent and in the Mountain and Plain states 
9 percent. About 7 percent of all commercial banks in the 
South Atlantic states had established such departments, and 
in the other regions—West North Central, East South Cen
tral and West South Central—the proportion was around 4 
or 5 percent. 

From 1934 to 1938 there was a rise in personal loan out
standings corresponding to the growth in the number of 
departments. T a b l e 2 gives the amount of year-end outstand
ings for four groups of banks for which data have been re
ported. These figures show that from 1934 through 1937 there 
were substantial increases in the volume of outstandings— 
ranging, for the various years and the several groups of banks. 

In this a n d t h e fol lowing p a r a g r a p h the p e r c e n t a g e s are based on the n u m 
b e r of o p e r a t i n g c o m m e r c i a l b a n k s in the U n i t e d States, J u n e 30, 1938 , as 
r e p o r t e d by t h e F e d e r a l Deposi t I n s u r a n c e C o r p o r a t i o n , Annual Report 1938, 
p p . 1 1 0 - 4 3 . T h e F D I C classifies b a n k s a c c o r d i n g t o deposits , w h e r e a s w e h a v e 
used as a s t a n d a r d t h e a m o u n t of loans a n d inves tments . M o r e o v e r the F D I C 
classes as c o m m e r c i a l banks a small n u m b e r of i n s u r e d industr ia l banks w h i c h 
a r e e x c l u d e d f r o m o u r t a b u l a t i o n , while o u r t a b u l a t i o n o f b a n k s r e p o r t i n g 
personal loan d e p a r t m e n t s inc ludes a small n u m b e r of m u t u a l savings banks 
w h i c h a r e e x c l u d e d f r o m t h e F D I C figures. T h e s e differences a r e n o t suffi
c ient ly i m p o r t a n t to i n v a l i d a t e t h e c o m p a r i s o n s m a d e h e r e . 
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T A B L E 2 

Amount of Year-End Outstandings of Personal Loans, Annual Increase in Outstand
ings, and Personal Loans in Percent of Total Loans and of Total Loans and Invest
ments, for Four Groups of Reporting Banks, 1934-38* 

P E R S O N A L L O A N S P E R S O N A L L O A N S 

Y E A R 

P E R S O N A L L O A N 

O U T S T A N D I N G S 

(in t h o u s a n d s ) 

A N N U A L 

I N C R E A S E 

( p e r c e n t ) 

IN P E R C E N T O F 
P E R S O N A L L O A N 

O U T S T A N D I N G S 

( in t h o u s a n d s ) 

IN P E R C E N T O F 
A N N U A L 

Y E A R 

P E R S O N A L L O A N 

O U T S T A N D I N G S 

(in t h o u s a n d s ) 

A N N U A L 

I N C R E A S E 

( p e r c e n t ) T o t a l 
L o a n s 

T o t a l L o a n s 
a n d 

I n v e s t m e n t s 

P E R S O N A L L O A N 

O U T S T A N D I N G S 

( in t h o u s a n d s ) 

I N C R E A S E 

( p e r c e n t ) T o t a l 
L o a n s 

T o t a l L o a n s 
a n d 

I n v e s t m e n t s 

100 Banks 292 Banks*-

1 9 3 4 $ 2 3 , 0 6 5 1 . 7 8 .8 

1 9 3 5 3 1 , 8 2 2 3 8 . 0 2 . 3 1 1 . 0 

1 9 3 6 4 3 , 1 5 6 3 5 . 6 2 . 8 4 1 . 2 % 6 0 , 8 9 9 2 . 2 5 1 . 0 

1 9 3 7 5 8 , 4 1 7 3 5 . 4 3 . 4 6 1 .7 9 7 , 6 4 6 4 6 . 0 2 . 9 7 1 .5 

1 9 3 8 6 6 , 8 2 1 1 4 . 4 4 . 1 3 1 . 9 1 1 2 , 0 0 7 1 4 . 7 3 . 5 2 1 . 6 

776 Banks^ 482 Banks'" 

1 9 3 4 
1 9 3 5 3 9 , 9 0 1 1 . 8 9 .8 

1 9 3 6 5 8 , 0 0 6 ASA 2 , 5 1 1.1 

1 9 3 7 8 1 , 2 0 4 4 0 . 0 3 . 2 0 1 .6 1 1 3 , 4 3 4 2 . 7 2 1 . 4 

1 9 3 8 9 1 , 3 7 9 1 2 . 5 3 . 8 0 1 .7 1 3 1 , 6 8 3 1 6 . 0 3 . 2 5 1 . 5 

•Since s o m e banks h a n d l e sales finance p a p e r in p e r s o n a l l o a n d e p a r t m e n t s r a t h e r t h a n in special t ime-sales d e p a r t m e n t s , 
o u r j iersonal loan figures c o n i a i n a c e r t a i n a m o u n t of sales finance c r e d i t — $ 7 , 0 0 0 , 0 0 0 to o u r k n o w l e d g e , a n d possibly m o r e . 
W e h a v e not a d j u s t e d t h e m [ o r this d u p l i c a t i o n . 
" T h e s e g r o u p s a r e c u m u l a t i v e ; t h e 17li banks i n c l u d e t h e g r o u p of 1 0 0 banks , t h e 2 9 2 b a n k s i n c l u d e t h e g r o u p of 176 , e t c . 
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from 35 to 46 percent. From 1937 to 1938, however, the in
crease tended to be much smaller than in earlier years, vary
ing from about 13 to 16 percent. T h i s deceleration in the 
rate of increase was doubtless due in part to general business 
conditions. It is particularly interesting that the 100 banks 
for which data are available over the entire period had at the 
end of 1938 almost a 200 per cent increase over their year-
end outstandings for 1934.^^ 

From T a b l e 2 it appears, furthermore, that there was a 
steady increase in the ratios of personal loans to total loans 
and to total loans and investments for each of these groups of 
banks. Personal loans for the group of 100 banks rose from 
1.78 percent of total loans in 1934 to 4.13 percent in 1938 and 
from .8 percent to 1.9 percent of total loans and investments. 
Increases are to be noted also for each of the other groups. 

The Extent of Personal Loan Financing 

T h e 1938 year-end outstandings*'' on personal instalment 
loans, and the volume of such loans m a d e " during 1938, as 
reported by banks which responded to our questionnaire, are 
classified by size of bank and by region in Tables 3 and 4 . 
T a b l e 3 indicates that approximately 62 percent of both the 
number and the amount of outstanding loans made by 818 
reporting banks was accounted for by the 13 percent of those 
banks with loans and investments of $10,000,000 or over. 
As for the year's loan volume. T a b l e 4 shows that among 605 
banks, those in this category were responsible for more than 
69 percent of the number of loans, and for 72 percent of the 
amount. Next in rank -were banks with earning assets between 
$1,000,000 and $10,000,000; they contributed about 29 per-

i ^ T h c g r o w t h in the v o h i m e o f a s ingle type of l o a n in a s ingle s t a t e is indi 
c a t e d by d a t a f r o m t h e N e w J e r s e y d e p a r t m e n t o f b a n k i n g a n d i n s u r a n c e 
w h i c h show t h a t t h e y e a r - e n d o u t s t a n d i n g s on c o m a k e r l o a n s in t h a t s tate r o s e 
s teadi ly f r o m § 1 , 6 0 0 , 0 0 0 in 193-t to $ 6 , 6 0 0 , 0 0 0 in 193.S, an i n c r e a s e of m o r e t h a n 
3 0 0 p e r c e n t . 
1 " See T a b l e 3 , f o o t n o t e a. 
1 ' See T a b l e 4 , f o o t n o t e a. 
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N U M B E R O F 
L O A N S 

O U T S T A N D I N G 

A M O U N T O F 
L O A N S " 

(in t h o u s a n d s ) 

Slit of Bank^ 
U n d e r $ 1 5 0 , 0 0 0 6 , 9 8 7 

1 5 0 , 0 0 0 - 2 5 0 , 0 0 0 1 2 , 4 5 1 

2 5 0 , 0 0 0 - 5 0 0 , 0 0 0 2 0 , 4 6 3 

5 0 0 , 0 0 0 - 7 5 0 , 0 0 0 2 3 , 8 6 3 

7 5 0 , 0 0 0 - 1 , 0 0 0 , 0 0 0 1 8 , 9 9 0 

1 , 0 0 0 , 0 0 0 - 2 , 0 0 0 , 0 0 0 7 5 , 9 9 3 

2 , 0 0 0 , 0 0 0 - 5 , 0 0 0 , 0 0 0 1 4 2 , 7 9 7 

5 , 0 0 0 . 0 0 0 - 1 0 , 0 0 0 , 0 0 0 5 9 , 2 9 5 

1 0 , 0 0 0 , 0 0 0 - 5 0 , 0 0 0 , 0 0 0 1 4 6 , 7 0 8 

5 0 , 0 0 0 , 0 0 0 a n d o v e r 4 5 9 , 5 6 3 

A L L S I Z E S 9 6 7 , 1 1 0 

Region 

N e w E n g l a n d 5 5 , 4 5 5 

M i d d l e A t l a n t i c 3 8 7 , 4 1 7 

E a s t N o r t h C e n t r a l 9 2 , 9 9 1 

W e s t N o r t h C e n t r a l 7 4 , 2 8 2 

S o u t h A t l a n t i c 9 2 , 4 8 8 

E a s t .South C e n t r a l 2 4 , 4 6 5 

W e s t S o u t h C e n t r a l 4 6 , 3 9 0 

M o u n t a i n 4 2 , 9 8 4 

Pac i f i c 1 5 0 , 6 3 8 

A L L R E G I O N S 9 6 7 , 1 1 0 

$ 1 , 0 8 0 

1 , 8 1 4 

3 , 5 2 6 

3 , 7 8 4 

3 , 2 6 4 

1 4 , 7 9 7 

2 5 , 4 0 8 

1 1 , 8 3 4 

2 8 , 9 0 8 

7 4 , 6 2 4 

$ 1 6 9 , 0 3 9 

S 9 , 3 1 2 

6 8 , 6 0 2 

2 0 , 0 3 0 

1 4 , 3 7 4 

1 6 , 6 3 1 

3 , 7 0 4 

7 , 5 2 5 

7 , 4 1 3 

2 1 , 4 4 8 

$ 1 6 9 , 0 3 9 

N U M B E R O F 

B A N K S 

R E P O R T I N G 

T O T A L 

A M O U N T O F 

L O A N S " 
(in t h o u s a n d s ) 

3 4 
5 1 
8 2 
5 9 
5 2 

1 7 9 
1 7 9 

7 2 
7 9 
3 1 

8 1 8 

7 2 

2 3 3 

1 5 8 

1 2 7 

9 4 

3 1 

4 3 

3 2 

2 8 

8 1 8 

$ 1 , 3 4 2 

2 , 4 2 6 

4 , 0 8 6 

5 , 3 0 7 

4 , 2 7 5 

1 7 , 3 3 3 

2 8 , 9 6 1 

1 5 , 6 0 5 

3 1 , 9 2 1 

7 7 , 0 5 0 

$ 1 8 8 , 3 0 6 

$ 1 0 , 4 6 8 

7 1 , 2 9 7 

2 3 , 9 2 6 

1 5 , 2 0 3 

2 0 , 3 1 6 

5 , 9 4 9 

1 1 , 1 5 6 

8 , 2 7 8 

2 1 , 7 1 3 

$ 1 8 8 , 3 0 6 

T O T A L 

N U M B E R O F 

B A N K S 

R E P O R T I N G " ' 

4 5 
6 2 

9 1 

7 5 

6 5 

1 9 7 

2 1 4 

8 8 

8 8 

3 6 

9 6 1 

9 0 
2 6 4 
1 8 2 
1 4 5 
1 1 1 

4 6 
5 6 
3 6 
3 1 

9 6 1 

' T o t a l o u t s t a n d i n g s as of D e c e m b e r 3 1 , 1 9 3 8 w e r e r e p o r t e d b y 9 6 1 b a n k s ; o f these, 8 1 8 r e p o r t e d b o t h t h e n u m b e r a n d t h e 
a m o u n t of loans o u t s t a n d i n g on t h a t d a t e . 
••lolal loans a n d iuvcstrnenls . E a c h level is inclusive o f t h e l o w e r figure, exc lus ive o f t h e h i g h e r . 
' See T a b l e 2 , f o o t n o t e a. 
" I n c l u d e s , in a d d i t i o n t o t h e 8 1 8 banks c i ted in t h e first t h r e e c o l u m n s , 143 banks w h i c h did n o t r e p o r t the n u m b e r of 
loans . 
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Number and Amount of Personal Instalment Loans Reported Outstanding, December 
31, 1938, by Size of Reporting Bank and by Region" 



T A B L E 4 

N U M B E R O F 
L O A N S 
M A D E 

A M O U N T O F 
L O A N S 

( in t h o u s a n d s ) 

N U M B E R O F 
B A N K S 

R E P O R T I N G 

Size of Bank^ 

U n d e r $ 1 5 0 , 0 0 0 7 , 4 4 4 $ 9 3 9 2 0 
1 5 0 , 0 0 0 - 2 5 0 , 0 0 0 9 , 2 6 4 1 , 5 0 0 3 0 
2 5 0 , 0 0 0 - 5 0 0 , 0 0 0 1 9 , 2 1 0 3 , 5 1 6 5 2 
5 0 0 , 0 0 0 - 7 5 0 , 0 0 0 2 0 , 1 6 7 3 , 6 0 9 4 1 
7 5 0 , 0 0 0 - 1 , 0 0 0 , 0 0 0 2 2 , 5 9 9 4 , 0 6 5 3 8 

1 , 0 0 0 , 0 0 0 - 2 , 0 0 0 , 0 0 0 5 4 , 8 2 3 1 1 , 4 5 6 1 1 2 
2 , 0 0 0 , 0 0 0 - 5 , 0 0 0 , 0 0 0 1 1 3 , 9 4 6 2 3 , 1 2 3 1 4 3 
5 , 0 0 0 , 0 0 0 - 1 0 , 0 0 0 , 0 0 0 6 5 , 9 0 6 1 5 , 0 7 8 6 2 

1 0 , 0 0 0 , 0 0 0 - 5 0 , 0 0 0 , 0 0 0 1 3 9 , 1 0 6 3 3 , 5 0 7 7 4 
5 0 , 0 0 0 , 0 0 0 a n d o v e r 5 6 8 , 6 9 5 1 3 1 , 6 4 5 3 3 

A L L S I Z E S 1 , 0 2 1 , 1 6 0 $ 2 2 8 , 4 3 8 6 0 5 

Region 

N e w E n g l a n d 5 4 , 3 2 4 $ 1 0 , 9 5 0 6 2 
M i d d l e A t l a n t i c 4 3 6 , 5 1 9 1 0 6 , 8 7 9 1 7 9 
E a s t N o r t h C e n t r a l 8 6 , 2 6 2 2 0 , 5 4 3 1 0 8 
W e s t N o r t h C e n t r a l 6 6 , 4 9 8 1 5 , 8 9 2 8 5 
S o u t h A t l a n t i c 8 3 , 6 7 6 1 7 , 0 3 8 7 6 
E a s t S o u t h C e n t r a l 1 8 , 2 6 8 3 , 6 6 6 2 0 
W e s t S o u t h C e n t r a l 6 0 , 6 7 5 1 0 , 1 7 4 3 1 
M o u n t a i n 2 8 , 3 2 5 5 , 7 8 2 2 1 
P a c i f i c 1 8 6 , 6 1 3 3 7 , 5 1 4 2 3 

A L L R E G I O N S 1 , 0 2 1 , 1 6 0 $ 2 2 8 , 4 3 8 6 0 5 

T O T A L 
A M O U N T O P 

L O A N S " 

(in thousands) 

8 1 , 1 7 7 
1 , 8 2 3 
4 , 0 3 0 
5 , 1 2 4 
4 , 4 7 2 

1 1 , 7 6 7 
2 4 , 1 8 8 
1 7 , 0 6 5 
3 4 , 5 9 4 

1 3 1 , 6 4 5 
$ 2 3 5 , 8 8 5 

J n , 1 2 t 
1 0 8 , 0 2 8 

2 2 , 9 2 4 
1 6 , 3 7 5 
1 7 , 2 5 4 

3 , 9 3 1 
1 2 , 8 8 8 

5 , 8 1 7 
3 7 , 5 4 7 

$ 2 3 5 , 8 8 5 

T O T A L 
N U M B E R O P 

B A N K S 
R E P O R T I N G ' ^ 

2 4 
3 8 
5 8 
4 7 
4 0 

1 1 7 
1 4 5 

6 7 
7 6 
3 3 

6 4 5 

6 4 
1 8 5 
1 1 4 

9 4 
81 
2 3 
3 8 
2 3 
2 3 

6 4 5 

• O n l y 0 0 5 banks w i t h p e r s o n a l l o a n d e p a r t m e n t s r e p o r t e d b o t h t h e t o t a l n u m b e r a n d t h e total a m o u n t o f loans m a d e 
d u r i n g t h e y e a r 1 9 3 8 . 

T o t a l loans a n d i n v e s t m e n t s . E a c h level is inclusive of t h e l o w e r figure, e x c l u s i v e o f t h e h i g h e r . 
" See T a b l e 2 , f o o t n o t e a. 
* I n c l u d e s , in a d d i t i o n to the 6 0 5 banks c i ted in t h e first t h r e e c o l u m n s , 4 0 b a n k s w h i c h d i d n o t r e p o r t t h e n u m b e r of loans . 
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Number and Amount of Personal Instalment Loans Reported Made During 1938, by 
Size of Reporting Bank and by Region* 
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cent of the number and a slightly larger proportion of the 
amount of loans outstanding (reported by 818 banks), and 22 
percent of the number and roughly 20 percent of the amount 
of loans made throughout the year (reported by 605 banks). 

Of the 818 banks 399, or less than half, were located in At
lantic seaboard (New England, Middle Atlantic and South 
Atlantic) states; they are to be credited, however, wuth well 
over half of both the number and the amount of personal 
loans outstanding. Another 285 banks were situated in the 
East and West North Central states; they constituted approxi
mately 35 percent of those reporting, but contributed only 17 
percent of the number and 20 percent of the amount of loans 
outstanding. Although only about 3 percent of the reporting 
banks were situated in the Pacific states, they accounted for as 
much as 16 percent of the number of outstanding loans and 
for 13 percent of the amount outstanding, a relationship 
which may be explained by the extent of branch banking on 
the West Coast, especially in California. 

T h e importance of personal loan departments to the com
mercial banks that operate them is indicated in part by Table 
5, which illustrates the relationship of personal loans to total 
loans and to total loans and investments for 961 reporting 
banks as of the end of 1938. For all these banks taken together, 
personal loans constituted almost 4 percent of total loans, and 
just under 2 percent of total loans and investments. Among 
the smaller banks, particularly those with earning assets 
under $150,000, personal loans amounted to 42 percent of all 
loans and to 28 percent of aggregate earning assets. At the 
other extreme, for banks with loans and investments of $50,-
000,000 or more, personal loans came to just over 2 percent 
of all loans and to only 1 percent of loans and investments. 
From these data it is evident that personal loans diminish in 
significance in comparison with other earning assets as the 
size of the bank increases. Personal loans as a percent of all 
loans were highest in the Mountain and West North Central 



T A B L E 5 

OS 
0 5 

P E R S O N A L L O A N S O U T S T A N D I N G 

A m o u n t 
o f 

Loans ' " 

I n P e r c e n t 
o f T o t a l 

L o a n s 

I n P e r c e n t o f 
T o t a l L o a n s a n d 

I n v e s t m e n t s 

T O T A L 

L O A N S O U T 

S T A N D I N G ' ' 

T O T A L L O A N S A N D 
I N V E S T M E N T S 

O U T S T A N D I N G ' ' 

Size of Bank" 
U n d e r 8 1 5 0 , 0 0 0 

1 5 0 , 0 0 0 - 2 5 0 , 0 0 0 
2 5 0 , 0 0 0 - 5 0 0 , 0 0 0 
5 0 0 , 0 0 0 - 7 5 0 , 0 0 0 
7 5 0 , 0 0 0 - 1 , 0 0 0 , 0 0 0 

1 , 0 0 0 , 0 0 0 - 2 , 0 0 0 , 0 0 0 
2 , 0 0 0 , 0 0 0 - 5 , 0 0 0 , 0 0 0 
5 , 0 0 0 , 0 0 0 - 1 0 , 0 0 0 , 0 0 0 

1 0 , 0 0 0 , 0 0 0 - 5 0 , 0 0 0 , 0 0 0 
5 0 , 0 0 0 , 0 0 0 a n d o v e r 

A L L S I Z E S 

Region 
N e w E n g l a n d 
M i d d l e A t l a n t i c 
E a s t N o r t h C e n t r a l 
VV'cst N o r t h C e n t r a l 
S o u t h A t l a n t i c 
E a s t S o u t h C e n t r a l 
W e s t S o u t h C e n t r a l 
M o u n t a i n 
Pacif ic 

A L L R E G I O N S 

N U M B E R O F 

. B A N K S 

R E P O R T I N G 

$ 1 , 3 4 2 4 1 . 8 2 8 . 2 $ 3 , 2 1 4 $ 4 , 7 5 3 4 5 
2 , 4 2 6 3 1 . 8 1 9 . 4 7 , 6 2 1 1 2 , 4 9 7 6 2 
4 , 0 8 6 2 0 . 6 1 2 . 4 1 9 , 7 9 2 3 2 , 8 6 8 9 1 
5 , 3 0 7 1 9 . 0 1 1 . 3 2 7 , 9 7 5 4 6 , 9 0 4 7 5 
4 , 2 7 5 1 4 . 3 7 . 5 2 9 , 8 1 2 5 6 , 8 6 8 6 5 

1 7 , 3 3 3 1 1 . 3 5 . 9 1 5 2 , 8 7 4 2 9 1 , 6 7 4 1 9 7 
2 8 , 9 6 1 8 . 5 4 .1 3 3 9 , 6 4 8 6 9 7 , 8 8 8 2 1 4 
1 5 , 6 0 5 4 . 7 2 . 2 3 3 2 , 5 0 5 6 9 8 , 1 2 7 8 8 
3 1 , 9 2 1 3 . 9 1 . 8 8 1 2 , 9 1 2 1 , 7 3 6 , 4 5 3 8 8 
7 7 , 0 5 0 2 . 3 1.1 3 , 3 1 7 , 9 5 9 7 , 0 5 8 , 8 1 0 3 6 

$ 1 8 8 , 3 0 6 3 . 7 1 .8 $ 5 , 0 4 4 , 3 1 2 $ 1 0 , 6 3 6 , 8 4 2 9 6 1 

S 1 0 , 4 6 8 2 . 2 1 . 2 $ 4 7 6 , 5 7 5 $ 8 5 0 , 1 7 9 9 0 
7 1 , 2 9 7 4 . 3 1 .7 1 , 6 7 4 , 2 4 1 4 , 0 9 7 , 4 3 4 2 6 4 
2 3 , 9 2 6 5 . 0 2 .1 4 7 6 , 6 9 2 1 , 1 4 4 , 5 8 0 1 8 2 
1 5 , 2 0 3 6 . 8 2 . 9 2 2 2 , 9 8 4 5 2 1 , 7 2 9 1 4 5 
2 0 , 3 1 6 5 . 8 3 . 3 3 4 9 , 1 4 7 6 0 9 , 3 6 8 m 

5 , 9 4 9 4 .1 2 . 7 1 4 3 , 4 3 2 2 1 6 , 9 7 9 4 6 
1 1 , 1 5 6 3 . 7 2 . 0 3 0 0 , 8 1 6 5 5 2 , 8 5 4 5 6 

8 , 2 7 8 9 . 0 4 . 3 9 2 , 3 5 3 1 9 0 , 7 5 5 3 6 
2 1 , 7 1 3 1 .7 0 . 9 1 , 3 0 8 , 0 7 2 2 , 4 5 2 , 9 6 4 31 

5 1 8 8 , 3 0 6 3 . 7 1 . 8 $ 5 , 0 4 4 , 3 1 2 $ 1 0 , 6 3 6 , 8 4 2 9 6 1 

> 
z 

> 
Z 
D 

2 
c« 
H 
> 
r 
§ 
z 
H 

n 
M 
O 

* T o t a l loans a n d i n v e s t m e n t s . E a c h level is inclusive of t h e l o w e r figure, e x c l u s i v e of t h e h i g h e r , 
" In t h o u s a n d s . See T a b l e 2, f o o t n o t e a. 

Amount of Personal Loans, Total Loans, and Total Loans and Investments Outstand
ing; and Personal Loans in Percent of Total Loans and Total Loans and Investments, 
as of December 31, 1938, by Size of Reporting Bank and by Region 
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States, and were next highest in the South Atlantic and East 
North Central states. 

These data understate rather than overstate the importance 
of the personal loan activities of banks. As subsequent find
ings will show, gross earnings on personal loan assets and sales 
finance paper are substantially higher per $100 of investment 
than are gross earnings on bank loans and investments gen-
erally.i* T h u s as a source of gross earnings they are of more 
importance than their relationship to total loans and to total 
loans and investments would indicate.^® 

Type and Size of Personal Loans 

T h e personal instalment loans of commercial banks are of 
three main types: single-name, comaker and secured.^" T h e 
secured notes in turn may be subdivided into two groups: 
those secured by conditional sales contracts, bailment leases, 
chattel mortgages and the like; and those secured by savings 
passbooks, stocks and bonds, or life insurance policies. 

T a b l e 6, based on questionnaire returns from 520 banks 
covering 881,267 personal loans made in 1938 and totaling 
$196,527,000, shows that in amount^^ approximately 56 per
cent of these loans were represented by comaker notes. Single-
name notes ranked second in frequency, amounting to 21 
percent of the total, and secured loans accounted for the re
maining 23 percent (15 percent secured by conditional sales 
contracts and the like, and 8 percent by savings passbooks, 
stocks and bonds, or life insurance policies). 

See C h a p t e r s 6 a n d 7. 
1^ An analysis of t h e c o n t r i b u t i o n of p e r s o n a l l o a n s to net e a r n i n g s involves 
p r o b l e m s of cost a l l o c a t i o n . T h e s e ques t ions a r e discussed in C h a p t e r s 6 a n d 7. 

T h i s classification of loans c o n f o r m s to business u s a g e a n d is used t h r o u g h 
o u t this study. S i n g l e - n a m e loans i n c l u d e those b e a r i n g s ignatures of h u s b a n d 
a n d wife . C o m a k e r l o a n s c a r r y , o n t h e face of t h e n o t e , t h e n a m e s of o n e o r 
m o r e c o m a k e r s . S e c u r e d loans a r e those w h i c h give t h e l e n d e r s o m e f o r m o f 
securi ty o t h e r t h a n ( h a t p r o v i d e d by a m a k e r ' s o r c o m a k e r ' s n a m e . 

In r e g a r d to t y p e of l o a n t h e n u m b e r d i s t r i b u t i o n does not differ significantly 
f r o m t h e a m o u n t d i s t r i b u t i o n . 



T A B L E 6 
OS 
OO 

P E R C E N T A G E D I S T R I B U T I O N O F L O A N V O L U M E A L L P E R S O N A L L O A N S 

C o 
m a k e r 

S ingle -
N a m e S e c u r e d ' ' S e c u r e d " T o t a l N u m b e r A m o u n t 

(in t h o u s a n d s ) 

B A N K S 

R E P O R T ! 

Size of Bank'' 
U n d e r $ 1 5 0 , 0 0 0 2 0 . 5 6 2 . 8 1 5 . 7 1 . 0 1 0 0 . 0 5 , 9 0 9 $ 6 8 8 1 9 

1 5 0 , 0 0 0 - 2 5 0 , 0 0 0 3 2 . 9 2 9 . 3 3 4 . 7 3 .1 1 0 0 . 0 9 , 0 6 4 1 , 4 8 2 2 9 
2 5 0 , 0 0 0 - 5 0 0 , 0 0 0 3 7 . 0 3 4 . 1 2 3 . 8 5.1 1 0 0 . 0 1 7 , 7 4 1 3 , 0 1 7 4 9 
5 0 0 , 0 0 0 - 7 5 0 , 0 0 0 3 7 . 0 1 7 . 3 3 6 . 2 9 . 5 1 0 0 . 0 1 5 , 4 4 3 2 , 6 1 1 3 7 
7 5 0 , 0 0 0 - 1 , 0 0 0 , 0 0 0 4 6 . 0 1 3 . 7 2 3 . 7 1 6 . 6 1 0 0 . 0 1 8 , 5 3 6 2 , 7 7 4 3 4 

1 , 0 0 0 , 0 0 0 - 2 , 0 0 0 , 0 0 0 4 6 . 9 1 3 . 3 3 5 . 5 4 . 3 1 0 0 . 0 4 8 , 3 3 9 9 , 8 3 7 1 0 0 
2 , 0 0 0 , 0 0 0 - 5 , 0 0 0 , 0 0 0 4 8 . 5 9 . 6 3 7 . 7 4 . 2 1 0 0 . 0 9 0 , 4 3 5 1 7 , 9 4 7 1 1 6 
5 , 0 0 0 , 0 0 0 - 1 0 , 0 0 0 , 0 0 0 5 2 . 6 6.1 3 2 . 9 8 . 4 1 0 0 . 0 4 7 , 6 0 6 1 0 , 8 1 5 4 8 

1 0 , 0 0 0 , 0 0 0 - 5 0 , 0 0 0 , 0 0 0 3 9 . 0 ) 4 . 8 3 5 . 7 1 0 . 5 1 0 0 . 0 1 0 8 , 2 9 6 2 6 , 7 7 4 61 
5 0 , 0 0 0 , 0 0 0 a n d o v e r 6 2 . 9 2 6 . 5 2 . 5 8 .1 1 0 0 . 0 5 1 9 , 8 9 8 1 2 0 , 5 8 2 2 7 

A L L S I Z E S 5 5 . 6 2 1 . 5 1 5 . 0 7 . 9 1 0 0 . 0 8 8 1 , 2 6 7 $ 1 9 6 , 5 2 7 5 2 0 
Region 
N e w E n g l a n d 5 4 . 2 2 4 . 0 1 2 . 2 9 . 6 1 0 0 . 0 3 9 , 4 8 7 $ 7 , 7 3 0 4 8 
M i d d l e A t l a n t i c 6 7 . 6 1 9 . 9 2 . 5 1 0 . 0 1 0 0 . 0 3 9 4 , 9 3 8 9 7 , 3 3 0 1 4 2 
E a s t N o r t h C e n t r a l 3 8 . 7 1 4 . 7 4 0 . 3 6 . 3 1 0 0 . 0 6 7 , 3 3 5 1 5 , 7 3 6 9 6 
W e s t N o r t h C e n t r a l 2 2 . 7 1 6 . 5 5 3 . 2 7 . 6 1 0 0 . 0 6 3 , 1 6 3 1 4 , 9 0 0 8 0 
S o u t h A t l a n t i c 5 2 . 5 5 . 4 3 4 . 9 7 . 2 1 0 0 . 0 6 8 , 5 8 3 1 3 , 7 0 3 6 8 
E a s t S o u t h C e n t r a l 5 6 . 3 1 1 . 9 2 3 . 6 8 . 2 1 0 0 . 0 1 9 , 3 6 8 3 , 6 4 6 1 9 
W e s t S o u t h C e n t r a l 5 0 . 1 2 0 . 4 1 8 . 0 1 1 . 5 1 0 0 . 0 5 0 , 8 2 4 8 , 0 3 0 2 9 
M o u n t a i n 3 5 . 4 1 7 . 2 3 8 . 5 8 . 9 1 0 0 . 0 1 6 , 3 9 1 3 , 3 7 0 19 
P a c i f i c 4 7 . 9 4 0 . 1 1 0 . 4 1 . 6 1 0 0 . 0 1 6 1 , 1 7 8 3 2 , 0 8 2 1 9 

A L L R E G I O N S 5 5 . 6 2 1 . 5 1 5 . 0 7 . 9 1 0 0 . 0 8 8 1 , 2 6 7 $ 1 9 6 , 5 2 7 5 2 0 

• T o t a l loans a n d i n v e s t m e n t s . E a c h level is inclusive o£ t h e lower figure, exc lus ive of t h e h i g h e r . 
" S e c u r e d by c o n d i t i o n a l sales c o n t r a c t s , b a i l m e n t leases, chat te l m o r t g a g e s a n d t h e like. 
' Secured by savings passbooks, s tocks, b o n d s o r life i n s u r a n c e policies . 
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Percentage Distribution of Personal Instalment Loans Made by Reporting Banks of 
Different Sizes and Regional Location, 1938, by Type of Loan 
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For banks with total earning assets between $750,000 and 
$10,000,000, comaker loan's constituted from 46 to 53 percent 
of the dollar amount of all personal loans; for those with 
assets of $10,000,000 to $50,000,000 this type of loan ac
counted for only 39 percent, whereas for the largest banks 
($50,000,000 or more) it rose to nearly 63 percent. Among 
smaller-sized banks (under $750,000) , from a fifth to over a 
third of the personal loans were of the comaker type. Single-
name notes were relatively more common among banks in 
this group than among those of intermediate size ($750,000-
2,000,000); for banks with assets of $2,000,000 to $10,000,000 
the proportion was very low, but for banks having earning 
assets of $50,000,000 or more it came to nearly 27 percent. 
On the whole, the loans secured by savings passbooks, stocks, 
bonds or life insurance made up the smallest segment. Per
sonal loans secured by conditional sales contracts and the 
like^2 ranged from nearly a sixth to more than a third of per
sonal loans for all groups of banks except those with earning 
assets over $50,000,000; for these largest banks less than 3 
percent of the personal loans were backed by this type of 
security. 

T h e comaker personal loan was the most frequent type in 
New England, the Middle and South Atlantic, East and West 
South Central, and Pacific regions, accounting in each for 
about one-half or more of all personal loans. T h e single-
name note was most extensively used in the Pacific region 
(40 percent of all personal loans in that area) and the loan 
secured by conditional sales contracts and the like was most 
widely employed in the East and West North Central, Moun
tain, and South Atlantic regions, tvhere a third to a half of all 
loans were of this type. Loans otherwise secured (by savings 
passbooks, stocks, bonds or life insurance) comprised as much 

T h e s e p r o b a b l y consist p r i n c i p a l l y of cash l o a n s e x t e n d e d t o finance t h e 
p u r c h a s e of d u r a b l e g o o d s . 



4 0 B A N K S A N D I N S T A L M E N T C R E D I T 

C O M A K E R 
S I N G L E -

N A M E 
S E C U R E D ' ' S E C U R E D " 

A L L 

L O A N ! 

Size of Bank'' 

U n d e r 5 1 5 0 , 0 0 0 $ 1 3 0 $ 1 2 2 $ 8 7 $ 2 1 9 $ 1 1 6 

1 5 0 , 0 0 0 - 2 5 0 , 0 0 0 1 4 5 1 2 0 2 6 7 2 6 9 1 6 4 

2 5 0 , 0 0 0 - 5 0 0 , 0 0 0 1 6 9 1 4 6 2 0 3 2 7 5 1 7 0 

5 0 0 , 0 0 0 - 7 5 0 , 0 0 0 1 6 5 1 4 6 1 8 1 1 9 6 1 6 9 

7 5 0 , 0 0 0 - 1 , 0 0 0 , 0 0 0 1 4 3 9 3 1 9 3 2 1 9 1 5 0 

1 , 0 0 0 , 0 0 0 - 2 , 0 0 0 , 0 0 0 1 8 3 1 7 7 2 4 0 3 5 3 2 0 4 

2 , 0 0 0 , 0 0 0 - 5 , 0 0 0 , 0 0 0 1 7 1 1 8 2 2 5 5 2 2 2 1 9 8 

5 , 0 0 0 , 0 0 0 - 1 0 , 0 0 0 , 0 0 0 2 0 0 2 3 0 2 8 3 2 4 8 2 2 7 

1 0 , 0 0 0 , 0 0 0 - 5 0 , 0 0 0 , 0 0 0 2 1 3 1 9 6 3 3 0 2 6 3 2 4 7 

6 0 , 0 0 0 , 0 0 0 a n d o v e r 2 3 4 2 0 1 3 2 6 2 5 6 2 3 2 

Region 

N e w E n g l a n d 1 8 6 1 8 9 2 4 8 2 2 0 1 9 6 

M i d d l e A t l a n t i c 2 4 8 2 3 9 2 4 8 2 5 5 2 4 6 

E a s t N o r t h C e n t r a l 2 1 6 2 0 1 2 6 4 2 7 5 2 3 4 

W e s t N o r t h C e n t r a l 1 8 5 1 6 4 3 1 6 2 3 5 2 3 6 

S o u t h A t l a n t i c 1 7 2 1 6 6 2 5 0 3 0 5 2 0 0 

E a s t S o u t h C e n t r a l 1 7 7 1 5 8 2 3 0 2 3 7 1 8 8 

W e s t S o u t h C e n t r a l 1 5 6 1 2 0 1 9 6 2 3 2 1 5 8 

M o u n t a i n 2 0 5 1 5 3 2 4 6 1 9 0 2 0 6 

P a c i f i c 1 8 4 1 9 1 3 6 1 3 9 5 1 9 9 

A L L G R O U P S $ 2 1 7 $ 2 0 2 $ 2 7 4 $ 2 5 5 5 2 2 3 

N u m b e r of banlcs 
reporting"" 4 9 3 3 2 0 2 8 0 2 6 1 5 2 0 

* T o t a l l o a n s a n d i n v e s t m e n t s . E a c h level is inclusive o f t h e l o w e r figure, ex 
clusive of t h e h i g h e r . 

S ec u r ed by c o n d i t i o n a l sales c o n t r a c t s , b a i l m e n t leases, c h a t t e l m o r t g a g e s a n d 
t h e like. 
' Se cure d by such c o l l a t e r a l as savings passbooks , s tocks a n d b o n d s o r life 
i n s u r a n c e polic ies . 
'' T h e n u m b e r of b a n k s r e p o r t i n g b o t h n u m b e r a n d a m o u n t o f t h e several 
types of l o a n s . 

T A B L E 7 

Average Size of Different Types of Personal Instal
ment Loans Made by Reporting Banks, 1938, by Size 
of Bank and by Region 
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as a tenth of all loans in three regions, New England, Middle 
Atlantic and West South Central . 

T h e average size of various types of loans, and of all loans 
made by 520 reporting banks is indicated in T a b l e 7. O n the 
average, loans secured by conditional sales contracts ranked 
first in size ($274), those secured by savings passbooks and the 
like came second ($255), comaker notes third ($217) , and 
single-name notes last ($202). T h i s ranking does not hold 
consistently for banks of all sizes, but secured notes were 
typically of greater average size than comaker or single-name 
loans. Banks with earning assets above $1,000,000-^ generally 
made loans of higher average amount than did the smaller 
banks, although there were some exceptions. 

T h e Middle Atlantic and the West South Central regions 
shoAved, respectively, the highest and lowest average size of 
loan ($246 and $158) . Less than average loan sizes, for loans 
of all types, were reported for New England, the South At
lantic, the East and West South Central, the Mountain and 
the Pacific regions; loans predominantly larger or close to 
average size were reported for banks in the Middle Atlantic 
and in the East and West North Central states. 

S A L E S F I N A N C I N G A C T I V I T I E S O F C O M M E R C I A L 

B A N K S 

T h e development of an instalment credit mechanism for 
financing consumer purchases of durable goods has occurred 
for the most part A v i t h o u t the direct participation of com
mercial banks. I t is to be credited rather to the sales finance 
companies, which purchase retail instalment paper from 
dealers, and to retail merchants who have provided customers 
with special credit facilities. In recent years, however, com
mercial banks have sought increasingly to share in this type 
2 ' S i n c e l a r g e b a n k s a r e usual ly s i t u a t e d in c i t ies o f s u b s t a n t i a l size, it h a s 
been suggested t h a t t h e a v e r a g e size of loan m a y v a r y also w i t h t h e size of 
t h e c i ty . 
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of consumer instalment credit, and today they are acquiring 
some part of the total volume of sales financing by purchas
ing retail instalment paper from dealers and by arranging 
to finance instalment purchases for individual customers 
through direct loans.^* 

In the main such financing may be regarded as one phase of 
the activity of personal loan departments. T h e r e are, how
ever, some banks which have special time-sales departments 
in addition to their personal loan departments; and there are 
other banks which, though engaged in retail sales financing, 
have no separately organized personal loan departments. For 
these reasons it is not easy to obtain a clearly delineated pic
ture of the sales finance operations of commercial banks. T h e 
activities of banks in financing consumer instalment pur
chases are further obscured by the fact that ordinary personal 
loans may be used for the acquisition of durable goods."^ 

T a b l e 8 presents data, classified according to region and 
type of commodity, on the amount of retail instalment paper 
acquired during 1938 from dealers and individual customers 
by 184 large banks which reported their retail sales finance 
business separately. Of the total volume of $192,500,000, by 
far the greatest proportion went for the financing of auto
mobiles and household appliances; house-heating equipment 
accounted for a small fraction, and furniture, "soft" goods 
and miscellaneous commodities combined, for less than 1 
percent. In all regions except the Middle Atlantic, automo
bile paper represented a greater share of the volume than any 
other type, ranging from 40 percent in the West North Cen
tral to 89 percent in the West South Central. In the Pacific 

A r t h u r T . M o v e r , in discussing t h e results o f a survey c o v e r i n g r e p o r t s f r o m 
m o r e t h a n 2 0 0 b a n k s in t h e M i d w e s t , s tates in r e g a r d to the sources of t h e i r 
re ta i l i n s t a l m e n t p a p e r that " 2 6 . 2 p e r c e n t o f t h e banks a n s w e r i n g t h e ques
t i o n n a i r e m a k e d i r e c t loans only ; 2 3 . 8 p e r c e n t d i s c o u n t dealer p a p e r only ; 5 0 
p e r c e n t will a c c e p t direct loans a n d d i s c o u n t f r o m a d e a l e r . " " A u t o m o b i l e 
S u r v e y , " Banking ( N o v e m b e r 1 9 3 6 ) p. 6 6 . 

T h e banks ' sources of p a p e r , a n d t h e e x t e n t t o w h i c h banks h a v e r e c o u r s e 
o n d e a l e r , m a n u f a c t u r e r o r p u r c h a s e r , will be discussed in C h a p t e r 4 . 
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region, which accounted for well over half of the sales finance 
paper handled by the reporting banks, 83 percent was credited 
to automobile financing. T h e Middle Atlantic, with automo
bile paper amounting to only 17 percent of the sales finance 
volume, is a conspicuous exception. Over two-thirds of the 
volume reported for this region is handled by one large bank 
which accepts no automobile paper; if this bank had been 
omitted from consideration the Middle Atlantic region 
would have had 52.5 percent of its volume in automobile 
paper. Similarly, household appliances, if the figures for this 
bank had been disregarded, would have accounted for 41 
percent of the volume instead of the exceptional figure of 77 
percent. Even among the other regions, however, household 
appliances showed a somewhat erratic distribution, ranging 
from 4 to 35 percent. In most parts of the country house-
heating equipment accounted for a relatively insignificant 
proportion of the reporting banks' total retail instalment 
paper, but in the West North Central region it amounted to 
nearly one-fourth, and in the Mountain states to more than 
one-third. These variations in the relative significance of sales 
financing for the several commodities reflect prevailing differ
ences from one part of the country to another, not only in the 
needs and buying habits of the population but also in the 
operating policies of commercial banks. 

Fluctuations in the volume of retail instalment paper are 
more directly synchronized with changes in consumer income 
than are the fluctuations in personal loans. From T a b l e 9, 
which gives the year-end instalment paper outstandings of 
129 large banks reporting for the three years 1936-38, it may 
be observed that the outstandings of these banks increased 
nearly 34 percent from 1936 to 1937 but declined about 36 
percent from 1937 to 1938. These findings may be compared 
with estimated percentage changes for all consumer retail 
instalment outstandings for the two periods: an increase of 
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10 percent and a decrease of 20 percent respectively.2* Data 
covering a larger number of banks but only the two years 1937 
and 1938 show a slightly sharper percentage decrease from 
1937 to 1938 (39 percent). O n the other hand. T a b l e 2 above 
indicates that personal loan year-end outstandings merely 
registered a slower rate of increase from 1937 to 1938 than 
from 1936 to 1937. Over one-third of the outstandings of 
these reporting banks were accounted for by the Pacific re
gion, where sales financing activities of banks, particularly in 
the field of automobile financing, are more extensive than in 
other regions. O n the whole, the data are insufficient to sup
port any judgment as to whether the sales finance business 
of commercial banks was growing substantially during this 
period in comparison with that of other sales finance 
agencies.^^ 

2 " N a t i o n a l B u r e a u e s t i m a t e s o f y e a r - e n d o u t s t a n d i n g s of i n s t a l m e n t c redi t f o r 
s i x types of r e t a i l e s t a b l i s h m e n t s c o m b i n e d — d e a l e r s in new a n d used p a s s e n g e r 
a u t o m o b i l e s , d e p a r t m e n t , f u r n i t u r e , h o u s e h o l d a p p l i a n c e , j e w e l r y , a n d " a l l 
o t h e r " s t o r e s — f o r these years a r e : 1 9 3 6 , 1 2 , 4 4 6 , 6 0 0 , 0 0 0 ; 1937, $ 2 , 7 2 1 , 0 0 0 , 0 0 0 ; 
1 9 3 8 , $ 2 , 1 8 7 , 5 0 0 , 0 0 0 . N a t i o n a l B u r e a u o f E c o n o m i c R e s e a r c h ( F i n a n c i a l R e 
s e a r c h P r o g r a m ) , The Volume of Consumer Instalment Credit, 1929-38, b y 
D i m c a n H o l t h a u s e n , M a l c o l m M e r r i a m a n d R o l f N u g e n t (ms. 1 9 4 0 ) A p p e n d i x 
A, T a b l e A - 1 , p . 1. T h e s e figures a r e a d j u s t e d t o e x c l u d e r e t a i l i n s t a l m e n t 
sales o f t rucks , m a c h i n e r y a n d o t h e r p r o d u c e r g o o d s . 
2" I n g e n e r a l , sales f inance c o m p a n i e s h a v e c o n t e n d e d t h a t c o m m e r c i a l b a n k s 
did e n j o y a m a r k e d r i se in t ime-sales financing d u r i n g these y e a r s . 



The Legal Status of the Consumer Credit 

Operations of Commercial Banks 

ALTHOUGH an extensive body of legislation has long regulated 
the ordinary operations of commercial banks, their more re
cent activities as agencies of consumer credit have received 
but little specific legislative attention. Banks that make per
sonal loans do so in most cases under general banking stat
utes, state and national, which authorize them to make loans 
and to discount paper, subject to supervision by the proper au
thorities. With very few exceptions, however, these law ŝ make 
no direct reference to loans repayable on an instalment basis. 
T h e rate of simple interest on average outstanding balances 
of instalment loans is higher than the discount rate, depend
ing on the schedule of repayments, and frequently it is high 
enough to conflict with the provisions of the usury statutes. 
Commercial banks are therefore in considerable doubt re
garding the legality of such loans, except in the few states 
which have enacted special legislation to cover instalment 
lending by such institutions. With respect to this phase of 
their operations commercial banks are in a very different 
position from industrial banking companies, credit unions 
and small loan companies, which likewise make instalment 
loans to consumers but are in many states subject to definite 
statutory regulation which sets the maximum rate at which 
they can lend and exempts them from the general statutes 
governing interest. 

Cash instalment lending, however, is but one aspect of the 
consumer credit activities of commercial banks. T h e r e is also 

4 7 
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the financing of time sales which, as we have already noted, 
has been undertaken by many commercial banks in recent 
years. Except in Indiana, Michigan and Wisconsin, instal
ment sales financing is covered neither by the special statutes 
covering personal loan department practice nor by the gen
eral provisions of banking law, so that this important branch 
of banking enterprise remains without specific regulation as 
to customer charges. 

In the following pages we present a summary of the legis
lation governing the personal loan departments of commer
cial banks. T h i s information, derived largely from responses 
to a questionnaire addressed to all state banking departments 
and from the text of state banking statutes, is arranged to 
facilitate a comparison of provisions concerning licensing and 
regulation, customer charges, size of loan, length of contract 
and time-sales financing. 

Replies to the questionnaire were received from all but 2 
S t a t e s , North Dakota and Louisiana. Of the 46 reporting, 10 
had taken some legislative action with respect to personal 
loan departments: Arizona,^ Delaware,^ Maine,^ Michigan,* 
New Jersey, ' New York," North Carolina,'' Ohio,* South 
1 C h a p t e r 6 9 , H o u s e Bill N o . 1 6 9 , effective J u n e 14, 1 9 3 9 . 
2 L a w s o f D e l a w a r e , sees. 1 2 1 - 2 2 , vol . 4 0 . T h e s e a r e sees. 3 5 5 6 - 5 7 of t h e D e l a 
w a r e laws a p p l y i n g to smal l l o a n c o m p a n i e s , b u t n a t i o n a l b a n k s , s t a t e b a n k s 
a n d t r u s t c o m p a n i e s a r e specifically i n c l u d e d in t h e i r provis ions . 
3 M a i n e B a n k i n g L a w , sec. 2 7 , X I X , specifically e m p o w e r s savings b a n k s to 
m a k e p e r s o n a l l o a n s on e n d o r s e d n o t e s . 
* M i c h i g a n financial i n s t i t u t i o n s a c t ( P u b l i c A c t 3 4 1 , session o f 1937 as 
a m e n d e d 1 9 3 9 by S e n a t e Bil l N o . 2 1 2 , Senate E n r o l l e d A c t N o . 7 1 ) , sec. 3 8 . 
T h i s l a w refers t o p e r s o n a l l e n d i n g as " i n d u s t r i a l loan b u s i n e s s , " b u t t h e sec
t ion c i ted appl ies also to p e r s o n a l loans by c o m m e r c i a l b a n k s . 
^ N e w J e r s e y B a n k i n g L a w , sec . 17; 4 - 3 1 . 1 - 8 . A p a r t i c u l a r l y i n t e r e s t i n g s e c t i o n 
of t h e N e w J e r s e y law s t i p u l a t e s t h a t a n y l o a n c o n t r a c t d r a w n u p u n d e r its 
provis ions m u s t i n c l u d e a s t a t e m e n t of t h a t f a c t . 
" N e w Y o r k B a n k i n g L a w , sec . 108-2 . N o o t h e r s ta te h a s as c o m p r e h e n s i v e a 
b o d y o f legis lat ion r e g u l a t i n g p e r s o n a l loan d e p a r t m e n t s . 
^ N o r t h C a r o l i n a B a n k i n g L a w , 1937 s u p p l e m e n t , C h a p t e r 5 , A r t i c l e 5 , sec . 
2 2 0 - a . 
* O h i o G e n e r a l C o d e , sec . 7 1 0 - 1 8 0 ( s p e c i a l - p l a n b a n k i n g s e c t i o n ) g o v e r n s t h e 
o p e r a t i o n s of p e r s o n a l l o a n d e p a r t m e n t s o f c o m m e r c i a l b a n k s . Sec. 7 1 0 - 1 4 8 d - l 
p e r m i t s m u t u a l savings b a n k s t o o p e r a t e s u c h d e p a r t m e n t s . 
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Carolina* and Virginia.** In Wisconsin legislation covering 
personal loan departments was pending . " Of the 36 states 
(including Wisconsin) whose banking departments reported 
that they had no legislation specifically applicable to the 
granting of personal loans by commercial banks, 12 indicated 
that such loans would be affected by their general banking 
statutes.*2 

Almost all states replied to a question*^ about the legal 
maximum interest rate for personal loans made by banks. 
From these responses it is apparent not only that practice 
varies widely, but also that a considerable degree of uncer
tainty prevails as to what rates are permitted by law. In addi
tion to the interest charge, the borrower may have to pay one 
or more special fees—a credit investigation or examination 
fee, a service charge, brokerage fees, insurance premiums, 
fines for late payments, fees for the registration of legal instru
ments, and court costs in case of litigation. I t is impossible to 
determine, from the replies to the questionnaire, w^hether a 
given charge is specifically authorized, expressly forbidden, 
or merely sanctioned as a matter of practice in the absence of 
any statutory pronouncement; about half the reporting states 
" S o u t h C a r o l i n a Session of 1 9 3 5 . P u b l i c A c t 2 7 0 . T h i s s t a t u t e a u t h o r i z e s banks 
" t o m a k e loans p a y a b l e in i n s t a l m e n t s for financing of p u r c h a s e s a n d o t h e r 
des i rable p u r p o s e s . " 
^" S t a t u t e s of V i r g i n i a r e l a t i n g to b a n k s , t rus t c o m p a n i e s , e tc . , sec . 5 5 5 3 , 1938 
Acts of A s s e m b l y . 
11 Bi l l 283-A. d e a l i n g w i t h p e r s o n a l l o a n d e p a r t m e n t s , was r e f e r r e d t o a legis
lat ive c o m m i t t e e M a r c h 3 , 1939 , b u t was n o t r e p o r t e d o u t . 
i - T h e 12 states whose g e n e r a l b a n k i n g s t a t u t e s c o v e r s o m e aspects of p e r s o n a l 
lending by banks a r e : A r k a n s a s , C a l i f o r n i a , C o n n e c t i c u t , I o w a , M a s s a c h u s e t t s , 
O r e g o n , P e n n s y l v a n i a , R h o d e I s l a n d , S o u t h D a k o t a , T e n n e s s e e , T e . x a s a n d 
W y o m i n g . O r e g o n a n d R h o d e Is land r e p o r t e d t h a t t h e y h a d n o spec ia l legisla
tion b u t t h a t t h e u s u r y s ta tutes w o u l d a p p l y to p e r s o n a l loans m a d e by c o m 
mercial b a n k s . T e n n e s s e e r e p o r t e d n o specific r e g u l a t i o n of p e r s o n a l l o a n de
p a r t m e n t s b u t i n d i c a t e d t h a t s u c h l o a n s w e r e m a d e by s o m e b a n k s a n d t h a t 
they c o u l d n o t legal ly c h a r g e m o r e t h a n 6 p e r c e n t . W y o m i n g h a s n o special 
legislation, b u t its g e n e r a l s t a t u t e s c o n t a i n a p r o v i s i o n r e g a r d i n g t h e interest 
ra te o n l o a n s u p t o $ 2 0 0 , 

1̂  " I s t h e m a x i m u m r a t e of interest w h i c h a b a n k in y o u r s ta te m a y c h a r g e o n 
personal loans specified in the b a n k i n g law? I f so, w h a t is this r a t e ? I f t h e 
usury r a t e is a p p l i c a b l e , p lease s t a t e r a t e , " 
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authorize or pertnit one or more of these charges. T h e fees 
most commonly allowed are those for credit investigation or 
service; in about one-fourth of the states reporting, at least 
one of these charges is permissible,^* whereas in nine states all 
special fees and charges are forbidden.^^ 

L I C E N S I N G A N D R E G U L A T I O N 

Provisions for licensing and regulating the personal instal
ment loan business of commercial banks vary greatly among 
those S ta tes wdiich have enacted special legislation. T h e bank
ing laws of Arizona, Maine, North Carolina, South Carolina 
and Virginia do not mention the licensing of personal loan 
departments at all. In Delaware, where banks have the right 
to operate under the small loan law, they may do so without 
procuring a certificate of registration from the state bank 
commissioner. Only in four states are banks required to 
obtain permission to establish personal loan departments. 
Michigan banks seeking to engage in the industrial loan busi
ness (the term used in the Michigan law to refer to personal 
and industrial loans) must apply to the banking department, 
which is directed to consider the financial position of the 
bank (amount of capital and surplus), and the character and 
needs of the community to be served, before it grants a certifi
cate authorizing the applicant institution to make such loans. 
New Jersey banks are required to obtain a license from the 
state banking department before they may establish a per
sonal loan department. In New York the superintendent of 
banks may at his discretion grant a bank permission to open 
a personal loan department if he deems that the convenience 
and advantage of the community would be served thereby. 

" T h e credi t i n v e s t i g a t i o n tee a n d t h e service c h a r g e a r e in t h e o r y dis t inguish
a b l e f r o m e a c h o t h e r . As used by b a n k s , h o w e v e r , t h e terms o v e r l a p a n d n o 
e x a c t d is t inc t ion c a n be d r a w n . 
1 ' A r k a n s a s . I ' lor ida , I n d i a n a , M i n n e s o t a , Mississippi , Missour i , N e w J e r s e y , 
O k l a h o m a , T e n n e s s e e . 
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In Ohio a bank must amend its charter, with the approval of 
the banking superintendent and of its stockholders, to com
ply with the law for special-plan banks before it may establish 
a personal loan department. 

Personal loan departments of banks in Ohio and New York 
are subject to periodic examination by the division of banks, 
conducted in the same general manner as are the examina
tions of other operations of commercial banks, savings banks 
and trust companies. T h e New York law, passed in 1936, 
provides that the records of personal loan departments "shall 
be kept in such form as the superintendent may from time to 
time prescribe." Upon approval of a bank's application to op
erate a personal loan department, the state banking depart
ment sends the bank a copy of the annual report form for 
personal loan departments and a copy of the regulations cov
ering their operations; it also advises how the interest rate 
shall be computed and expressed in loan contracts and rec
ommends the use of certain operating practices. New York 
appears to be the only state which supplies personal loan 
departments with any supervisory material or report forms. 

C U S T O M E R C H A R G E S 

All states in the union have enacted laws establishing a legal 
rate of interest which lenders may not exceed without the 
borrower's consent. By agreement with the borrower, interest 
in excess of this amount may be charged in most states, but 
such an overcharge is limited to the percentage stipulated as 
the "contract ra te . " T a b l e 10 lists legal and contract rates*^ 
for all states and the District of Columbia. Legal rates vary 
from 4 percent in North Dakota to 8 percent in Florida. T h e 
most frequent rate is 6 percent, which applies in 39 states and 
in the District of Columbia. In 11 states the contract rate is 

B o t h these rates a r e " l e g a l " in t h e l i te ra l sense o f t h e ivord. I n this discussion 
we a r e e m p l o y i n g t h e t e r m s " l e g a l r a t e " a n d " c o n t r a c t r a t e " b e c a u s e s u c h 
usage c o n f o r m s to g e n e r a l p r a c t i c e . 
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STATE 
LEGAL 
RATE 

MAXIMUM 
CONTRACT 

RATE 
STATE 

LEGAL 
RATE 

MAXIMUM 
CONTRACT 

RATE 

A l a b a m a 6 8 N e b r a s k a 6 9 

A r i z o n a 6 8 N e v a d a 7 1 2 
A r k a n s a s 6 1 0 N e w H a m p s h i r e 6 a n y 
C a l i f o r n i a 7 1 0 N e w J e r s e y 6 6 
C o l o r a d o 6 a n y N e w M e x i c o 6 1 2 " 

C o n n e c t i c u t 6 1 2 N e w Y o r k 6 6 
D e l a w a r e 6 6 N o r t h C a r o l i n a 6 6 
Dis t r i c t o f C o l u m b i a 6 8 N o r t h D a k o t a 4 7 

F l o r i d a 8 1 0 O h i o 6 8 
G e o r g i a 7 8 O k l a h o m a 6 1 0 

I d a h o 6 8 O r e g o n 6 1 0 
Illinois 5 7 P e n n s y l v a n i a 6 6 
I n d i a n a 6 8 R h o d e I s l a n d 6 3 0 * 
I o w a 5 7 S o u t h C a r o l i n a 6 7 
K a n s a s 6 1 0 S o u t h D a k o t a 6 8 

K e n t u c k y 6 6 T e n n e s s e e 6 6 
L o u i s i a n a 6 8 T e x a s 6 1 0 
M a i n e 6 a n y U t a h 6 lO"' 
M a r y l a n d 6 6 V e r m o n t 6 6 
M a s s a c h u s e t t s 6 a n y V i r g i n i a 6 6 

M i c h i g a n 5 7 W a s h i n g t o n 6 1 2 
M i n n e s o t a 6 8 W e s t V i r g i n i a 6 6 
Mississippi 6 8 W i s c o n s i n 6 1 0 
M i s s o u r i 6 8 W y o m i n g 7 1 0 

M o n t a n a 6 1 0 

' T a k e n f r o m Polk 's Banker's Encyclopedia ( M a r c h 1 9 3 9 ) . S p e c i a l e x e m p t i o n s 
f r o m these r a t e s a r e to b e f o u n d in m a n y s t a t e laws: l o a n s m a d e by personal 
finance c o m p a n i e s , f o r e x a m p l e , a r e a l m o s t a l w a y s e x e m p t f r o m u s u r y s t a t u t e s ; 
D e l a w a r e , I l l inois a n d New Y o r k a l l o w a n y r a t e a g r e e d u p o n for d e m a n d loans 
in a m o u n t s o v e r § 5 0 0 0 s e c u r e d by c e r t a i n k i n d s o f c o l l a t e r a l , e t c . 

T h i s a p p l i e s t o u n s e c u r e d l o a n s ; o n c o l l a t e r a l l o a n s t h e r a t e is 10 p e r c e n t . 
' O n loans u p to $ 5 0 t h e r a t e is 5 p e r c e n t p e r m o n t h f o r t h e first 6 m o n t h s , 2i/2 
p e r c e n t p e r m o n t h t h e r e a f t e r ; o v e r $ 5 0 t h e r a t e is 3 0 p e r c e n t p e r a n n u m . 
* " T h e l a w also al lows 4 p e r c e n t service c h a r g e o n u n p a i d b a l a n c e , in a d d i t i o n 
to 10 p e r c e n t m a x i m u m r a t e . " P o l k , op. cit. 

T A B L E 10 

Legal and Contract Rates in All States and in the 
District of Columbia" 
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also 6 percent; 4 states do not stipulate a contract maximum, 
and 33 states and the District of Columbia fix a contract rate 
higher than the legal rate, the former varying from 7 to 12 
percent. 

Certain types of loans are covered by special legislation 
which exempts them from the laws limiting interest charges. 
T h e interest rate applying to cash advances by personal 
finance companies, for example, is not restricted by such 
statutes. Many banks, however, in the absence of specific leg
islation on this point, have been unable to determine defi
nitely whether their personal instalment loans would be en
titled to such exemption. Undoubtedly some banks would 
attribute their hesitancy to undertake instalment lending to 
this uncertainty. In New York special legislation allowing 
banks to establish and operate personal loan departments 
was not enacted until 1936; before that year several large com
mercial banks refused to risk violation of the statutes govern
ing interest rates by making small instalment loans.*'^ A large 
number of banks have dealt Avith this situation by applying 
the borrower's instalment payments not directly against his 
outstanding indebtedness but to a savings deposit, known as 
an "hypothecated account," which accumulates and is applied 
to the loan upon maturity.*^ 

" W h i l e the a b s e n c e of def ini te l e g i s l a t i o n has to s o m e e x t e n t d e t e r r e d c o m 
mercial b a n k s f r o m m a k i n g small i n s t a l m e n t l o a n s , it is p r o b a b l y t r u e also 
that in m a n y states this a s p e c t of b a n k i n g is t o o r e c e n t to h a v e c r e a t e d a n 
active d e m a n d for s t a t u t o r y c o n t r o l . A c c o r d i n g to t h e R h o d e I s l a n d s t a t e 
Ijanking d e p a r t m e n t , for e x a m p l e , t h e v o l u m e o f s u c h business has n o t as
sumed sufficient p r o p o r t i o n s t o w a r r a n t special legis la t ion . M a s s a c h u s e t t s 
reports t h a t p e r s o n a l l o a n s a r e c o m p a r a t i v e l y n e w in c o m m e r c i a l b a n k i n g 
institutions in t h a t s t a t e , a n d a r e n o t r e g u l a t e d by a n y s t a t u t e s o t h e r t h a n 
those g o v e r n i n g t h e l e n d i n g of f u n d s by c o m m e r c i a l b a n k s . A l a b a m a r e p o r t s 
that too few banks h a v e p e r s o n a l l o a n d e p a r t m e n t s t o r e q u i r e t h e issuance 
of iniiform s u p e r v i s o r y r u l e s . 
• ' 'The interes t c h a r g e o n a l o a n o f $ 1 2 0 0 e x t e n d i n g f o r 12 m o n t h s a t 10 p e r 
cent d i s c o u n t is $ 1 2 0 , so t h a t t h e p r o c e e d s of t h e l o a n c o m e t o $ 1 0 8 0 , I f 
monthly p a y m e n t s a r e a p p l i e d d i r e c t l y a g a i n s t t h e i n d e b t e d n e s s , t h e r a t e of 
interest is 1.66 p e r c e n t p e r m o n t h , w h i c h is a p p r o x i m a t e l y 21 p e r c e n t p e r 
year, d e p e n d i n g o n t h e m e t h o d of c a l c u l a t i o n ; s u c h a r a t e m i g h t b e c o n s i d e r e d 
usurious by t h e c o u r t s . I f t h e h y p o t h e c a t e d a c c o u n t is used, h o w e v e r , t h e 
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Not all of the 10 states which have special personal loan 
legislation applying to commercial banks have set a maximum 
interest rate for such loans. T h e section of the Maine law deal
ing with personal loans does not mention rates. T h e general 
legal rate in that state is 6 percent and any contract rate is 
permitted; moreover the Maine small loan law allows 12 
percent per annum on loans up to $300.i* In Delaware, New 
Jersey, North Carolina and Virginia the rate is 6 percent dis
count payable in advance.^" T h e contract rate of 7 percent 
applies in Michigan and South Carolina, and of 8 percent in 
Arizona, and in all three states interest may be deducted in 
advance. 

New York is the only state which quotes the interest charge 
as a percent of the average unpaid principal balance. T h i s 
rate may not exceed 12 percent per annum. Since the legal 
rate is 6 percent discount on the face of a non-instalment note, 
which would amount to 11 .78 percent on the average unpaid 
balance of a loan paid off in regular instalments, there is little 
actual difference between the two methods of quoting legal 
rates. 

In Ohio n o specific statute governs the interest rate on so-
called special-plan loans. T h e contract rate is 8 percent, but 
special-plan banks (those making "industrial loans") and 
mutual savings banks may require periodic or deposit pay
ments as additional security (with or without an allowance 

e n t i r e $ 1 2 0 0 i n d e b t e d n e s s c o n t i n u e s for t h e ful l year , s i n c e t h e b o r r o w e r ' s 
" r e p a y m e n t s " a c t u a l l y go to b u i l d u p t h e d e p o s i t a c c o u n t . T h i s is a p p l i e d in 
full , a t t h e e n d of t h e p e r i o d , to t h e l i q u i d a t i o n of t h e d e b t , as a g r e e d b e t w e e n 
l e n d e r a n d b o r r o w e r w h e n t h e l o a n is m a d e . I n this case t h e b o r r o w e r h a s 
n o m i n a l l y h a d t h e use o f $ 1 0 8 0 f o r t h e e n t i r e y e a r , o n w h i c h in teres t of $ 1 2 0 
is o n l y 11.1 p e r c e n t . T o m a k e t h e i r posi t ion still m o r e t e n a b l e f r o m t h e l e g a l 
aspect , s o m e b a n k s a l l o w i n t e r e s t o n t h e h y p o t h e c a t e d d e p o s i t as p a y m e n t s 
a c c u m u l a t e in t h e a c c o u n t . 
'9 A l t h o u g h t h e s m a l l l o a n l a w in M a i n e specif ical ly e x c l u d e s b a n k s (sec. 1 5 8 ) 
t h e q u e s t i o n n a i r e r e t u r n f r o m this s t a t e i n d i c a t e d t h a t t h e 12 p e r c e n t r a t e is 
a l l o w e d o n b a n k p e r s o n a l l o a n s . 
2° V i r g i n i a p e r m i t s a m i n i m u m interes t c h a r g e of $ 1 . 



B A N K L A W A N D C O N S U M E R F I N A N C I N G 55 

of interest on sucli deposits), thus effecting an inciease in the 
interest rate beyond the statutory maximum of 8 percent. 

In addition to the states just mentioned, two or three others 
have provisions appUcable to personal loans made by com
mercial banks. T h e Nebraska law makes no explicit stipula
tion concerning small loans or personal loan departments, 
but according to its state banking department some Nebraska 
banks are licensed by the secretary of state; these are exempt 
from the laws regulating interest and permitted to charge up 
to 10 percent discount per annum. In Rhode Island interest 
on all bank loans is subject to the statute governing interest 
rates.2* Wyoming has no personal loan legislation and " the 
general statutes allow 25 percent per annum on loans up to 
$200 ."22 

Charges other than interest, whether authorized or merely 
customary, also differ markedly from state to state. Arizona 
permits only lawful fees for the filing, recording or acknowl
edgment of legal instruments. Delaware authorizes a credit 
investigation fee or service charge, and is one of the few states 
to specify the amount, 2 percent; in addition, non-cumulative 
delinquency fines of 5 percent are permitted in this state. T h e 
Maine law does not mention fees in the section applying to 
personal loans by banks,^* and the North Carolina and Vir
ginia laws contain no provisions regarding charges. In 
Michigan, borrowers may be charged $1 per $50 of the loan 
to cover expenses, including a credit investigation fee and fees 
for the drawing up of necessary papers, but no charge may 
be collected unless the loan is actually made and under no 
circumstances may it exceed $15. T h e New Jersey law states 
that " n o further interest or discount charge, nor any other 
charge whatsoever, shall be made directly or indirectly." 

^1 T h e R h o d e I s l a n d l a w p r o v i d e s f u r t h e r t h a t o n l o a n s of $ 5 0 o r less, 5 p e r 
cent interest p e r m o n t h m a y b e c h a r g e d f o r t h e first 6 m o n t h s , a n d 2i/^ p e r c e n t 
per m o n t h t h e r e a f t e r . 

Q t i e s t i o n n a i r e r e t u r n f r o m W y o m i n g s l a t e b a n k i n g d e p a r t m e n t . 
T h e M a i n e smal l l o a n l a w f o r b i d s a n y b u t " l a w f u l fees . " 
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New York forbids all charges except fines and court costs 
(in cases of default)-* and group insurance premiums. T h e 
Ohio law permits a credit investigation fee, of unrestricted 
amount, but there is no statute either authorizing or for
bidding other charges.-" T h e banking laws of South Carolina 
provide a minimum charge of $1 " in lieu of interest" on 
small loans. 

A number of states, in addition to those with special legis
lation, reported provisions for various charges.^* Some banks 
consider that such supplementary fees constitute the profit 
margin on personal instalment loans when interest alone 
would be inadequate to justify the granting of such credit. Ac
cordingly the legal status of additional charges may be an 
important factor in a bank's determination as to whether or 
not it will engage in consumer instalment lending. 

D e f a u l t c h a r g e s a r e of t w o k i n d s ; (1) o n d e l i n q u e n t p r i n c i p a l p a y m e n t s , 
e i t h e r interest a t n o m o r e t h a n t h e u s u a l 12 p e r c e n t p e r a n n u m on t h e a v e r a g e 
u n p a i d b a l a n c e , o r (a f ter five days d e l i n q u e n c y ) a fine n o t t o e x c e e d 4 p e r c e n t 
o r S2 o n a n y o n e p a y m e n t ( t o t a l fines n o t t o e x c e e d $ 1 5 o r 2 p e r c e n t o f t h e 
total l o a n ) ; ( 2 ) a c t u a l e x p e n d i t u r e s , i n c l u d i n g r e a s o n a b l e fee t o a t t o r n e y f o r 
necessary l i t i g a t i o n . 
" A c c o r d i n g t o t h e s t a t e b a n k i n g d e p a r t m e n t t h e a c t u a l p r a c t i c e in O h i o is t o 
c h a r g e u p to $ 2 p e r $ 1 0 0 , d e p e n d i n g o n t h e size of the l o a n , t h e q u a l i t y o f 
the co l la te ra l a n d t h e c r e d i t r e c o r d o f t h e b o r r o w e r . O n m a n y l o a n s n o c h a r g e 
is m a d e . 

T h e q u e s t i o n n a i r e r e t u r n s f r o m G e o r g i a , K e n t u c k y , N e w H a m p s h i r e , N e w 
M e x i c o a n d V e r m o n t s t a t e t h a t t h e laws of t h o s e s tates m a k e n o p r o v i s i o n 
for a n y fees o r c h a r g e s . I n C o n n e c t i c u t a c r e d i t i n v e s t i g a t i o n fee is a l l o w e d , 
b u t o t h e r c h a r g e s a r e n o t specified a n d a n y m a y be i m p o s e d . I d a h o b a n k s 
i m p o s e a c h a r g e of $1 for e a c h l o a n . .•̂  l ife i n s u r a n c e c h a r g e is p e r m i t t e d in 
M a s s a c h u s e t t s . N e b r a s k a b a n k s m a y c h a r g e , besides interes t , a b r o k e r a g e fee 
of n o t m o r e t h a n 10 p e r c e n t of t h e a m o u n t a c t u a l l y lent , a n d a n e x a m i n a t i o n 
fee o f not m o r e t h a n 50 c e n t s o n l o a n s u p t o $ 5 0 . I n N e v a d a special fees a r e 
n o t s u b j e c t t o r e g u l a t i o n . T h e O r e g o n u s u r y s t a t u t e e x e m p t s " r e a s o n a b l e " 
fees for c r e d i t inves t iga t ion a n d for the r e g i s t r a t i o n of legal d o c u m e n t s . P e n n 
sylvania places n o r e s t r i c t i o n o n c r e d i t i n v e s t i g a t i o n fees a n d p e r m i t s fines 
for l a t e p a y m e n t . R h o d e I s l a n d d o e s n o t r e s t r i c t c r e d i t i n v e s t i g a t i o n fees a n d 
al lows " a n y i n c i d e n t a l c h a r g e . " T h e 4 p e r c e n t " s e r v i c e c h a r g e " w h i c h U t a h 
p e r m i t s in a d d i t i o n t o in teres t is sa id to c o v e r d o c u m e n t a r y fees for t h e most 
p a r t . I n W y o m i n g t h e m a x i m u m interest of " 2 5 p e r c e n t p e r a n n u m " w h i c h 
m a y be a p p l i e d to l o a n s u p to $ 2 0 0 m u s t i n c l u d e all c h a r g e s , inves t iga t ion 
fees a n d t h e h k e . 
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S I Z E O F L O A N S A N D L E N G T H O F C O N T R A C T 

Of the 10 states which have enacted legislation covering loans 
by personal loan departments, 8 place a maximum limit on 
the amount that may be lent to a single customer on an 
instalment basis. Arizona, New Jersey, Maine and South 
Carolina set a flat maximum of § 1 0 0 0 , " and North Carolina 
stipulates a maximum of $1500. In New York the l imit is 
variable, from $500 to $3500, depending on the population 
of the city in which the bank is located.-* According to the 
Delaware law, the maximum size of loan is determined by 
the amount of the lender's capital and surplus.^* In Michigan 
no bank may lend to a single borrower more than 3 percent 
of its capital and surplus.^'*' Ohio and Virginia do not spe
cifically l imit the size of personal loans. 

Only 4 states have set a maximum length of contract for 
personal loans: New Jersey 12 months, New York 15 tnonths,^' 
Michigan 18 months,^^ ^^d Ohio 12 months (on loans made 
by mutual savings banks). South Carolina has fixed a mini
mum contract length of 6 months, but no maximum. 

Michigan permits weekly, semi-monthly or monthly repay
ment instalments, but requires that they be uniform in 
amount. New York specifies "equal or substantially equa l " 

^' S o u t h C a r o l i n a a lso sets a m i n i m u m o f $ 1 0 . 
T h e v a r i o u s l imits a r e set as fol lows: 

$ 3 5 0 0 a p p l i e s in ci t ies w i t h m o r e t h a n 1 , 0 0 0 , 0 0 0 i n h a b i t a n t s ; 
$ 2 5 0 0 in cities w i t h n o t less t h a n 3 0 0 , 0 0 0 o r m o r e t h a n 1 , 0 0 0 , 0 0 0 ; 
$ 1 5 0 0 in cities w i t h n o t less t h a n 2 5 , 0 0 0 o r m o r e t h a n 3 0 0 , 0 0 0 ; 
$ 1 0 0 0 in cities w i t h n o t less t h a n 4 , 0 0 0 o r m o r e t h a n 2 5 , 0 0 0 ; 
$ 5 0 0 in c o m m u n i t i e s w i t h less t h a n 4 , 0 0 0 . 

-" I n d i v i d u a l s m a y b o r r o w u p to $ 5 0 0 f r o m firms h a v i n g a p a i d - i n c a p i t a l o f 
$ 1 0 , 0 0 0 ; f irms w i t h a l a r g e r c a p i t a l m a y l e n d a s i n g l e b o r r o w e r u p to 10 p e r 
cent o f t h e i r c a p i t a l s l o c k a n d s u r p l u s . 
^ T h e M i c h i g a n l a w a p p l i e s to " i n d u s t r i a l l o a n b u s i n e s s . " L o a n s f o r r e a l e s t a t e 
i m p r o v e m e n t s o r r e p a i r s a r e e x c l u d e d f r o m t h e 3 p e r c e n t l i m i t . 

E x c e p t t h a t in t h e c a s e of l o a n s r u n n i n g m o r e t l ian o n e y e a r p r o v i s i o n m a y 
be m a d e for t h e o m i s s i o n o f r e p a ) m e n l s d u r i n g n o m o r e t h a n 3 specified 
m o n t h s . 

L o a n s f o r i m p r o v e m e n t s o r r e p a i r s o n r e a l e s t a t e m a y , h o w e v e r , e x t e n d 
over 2 4 m o n t h s . 
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SUGGESTED UNIFORM PERSONAL INSTALMENT 
LOAN LAW 

T h e questionnaire replies analyzed in the foregoing pages 
testify to the prevailing confusion regarding the legal status 
of personal instalment loans made by commercial banks. In 
states where legislation is lacking, a bank must decide whether 
it is legally empowered to make personal loans, whether such 
loans are subject to the provisions of the general banking laws 
or (in the absence of definite exemption from small loan laws) 
the small loan law of the state, what operating methods may 
be adopted, what interest and other fees may be charged, 
and what records must be kept. On the other hand it must 
take the risk of adverse court decisions in the event of legal 
action on any of these points at some later date. 

In an effort to foster some degree of uniformity in the state 
laws regulating cash instalment loans made by commercial 
banks, the American Bankers Association has prepared a rec
ommended draft of a Personal Instalment Loan Statute. T h e 
text of the draft is quoted below.^^ 

An Act to increase to the public the credit facilities of 
banks, trust companies and national banks doing business in 
this State by fixing the rate of interest or discount that may 
be charged on loans to be repaid in instalments, or by means 
of deposits, and to limit the charges thereon. . . . 

T h e Associa t ion considers t h a t t h e s t a t u t e s o f N e w Jersey , N e w Vork , N o r t h 
C a r o l i n a a n d S o u t h C a r o l i n a a r e modif ied f o r m s of this p r o p o s e d l a w . 

instalments at regular intervals of one month. Delaware and 
Virginia allow weekly, monthly, or other periodic instalments. 
In South Carolina the only stipulation on this score is that 
loans shall be "payable in instalments." T h e uniformity re
quirement is designed, of course, to eliminate the "balloon 
note , " a device which serves to lengthen the period of bor
rower indebtedness. 
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1 . Any bank or trust company heretofore or hereafter 
organized under any general or special law of this State, and 
any national bank doing business in this State, shall have 
power, in addition to such other powers as it may have to 
make loans to any person, firm or corporation in an amount 
not exceeding one thousand dollars ( $ 1 , 0 0 0 ) and to deduct in 
advance from the proceeds of such loan, interest or discount 
at a rate not exceeding any contract rate permitted by law in 
this State, upon the total amount of the loan from the date 
thereof until the maturity of the final instalment, notwith
standing that the principal amount of such loan is required 
to be repaid in instalments, or notwithstanding the loan is 
secured by a deposit account opened by the maker or makers 
concurrently with the making of the loan and assigned as col
lateral security therefor, which deposit account may evidence 
deposits made, or require deposits substandally uniform in 
amount, to be made periodically, with or without interest 
throughout the term for which the note evidencing such loan 
runs. 

2 . No further interest or discount charge, nor any other 
charge whatsoever, shall be made directly or indirectly on any 
such loan or discount of such note by such bank, trust com
pany or national bank in addition to the charges herein ex
pressly provided for, except that there may be charged to 
the borrower 

(a) a penalty not exceeding . . percent (. . %) of the amount 
of any principal payment or payments in default. 

(b) the actual cost of insurance in the case such bank, trust 
company or national bank insures the life of the bor
rower under an insurance policy, and 

(c) a charge in an amount not exceeding one dollar ( $ 1 ) 
per one hundred dollars ( $ 1 0 0 ) , or fraction thereof, of 
loan for the cost of credit investigation or appraisal of 
the security offered as collateral. 

3. All Acts or parts of Acts inconsistent with this Act are 
hereby repealed. 

4 . This Act shall take efifect immediately. 
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TIME-SALES FINANCING 

Commercial banks not only make instalment loans directly 
to consumers but also buy finance paper from dealers and 
lend money on the security of retail sales contracts. T h e lat
ter phase of consumer financing by commercial banks has, 
however, received little legislative attention. As we have men
tioned previously, only three states—Indiana,^* Michigan^' 
and Wisconsin^^—have sales finance laws applicable to com
mercial banks.^^ 

T h e Indiana "Reta i l Installment Sales Act " is a comprehen
sive statute covering transactions up to $1500, regardless of 
the agency through which they are handled. I t requires that 
any person, firm or corporation wishing to purchase instal
ment contracts from a dealer secure a license from the depart
ment of financial institutions, and that all agencies except 
banks be licensed before they may make loans to dealers on 
the security of retail instalment contracts. T h e license fee is 
$10 annually for banks, $100 for other agencies. T h e act 
stipulates in detail what information must appear on the 
written contract,^^ and the department of financial institu
tions is given broad powers to establish a schedule of 
maximum legal charges*^ and delinquency penalties, and to 
regulate time-sales practices. 

" I n d i a n a B a n k e r s Assoc ia t ion , Acts of the State of Indiana Affecting Various 
Financial Institutions ( 1 9 3 5 ) C h a p t e r 12, " R e t a i l Ins ta l l tnent Sales A c t . " 
35 M i c h i g a n Senate Bil l N o . 166, S e n a t e E n r o l l e d Act N o . 144 . 
3" W i s c o n s i n S ta tutes , 1937 , sec. 2 1 8 . 0 1 . 
5" M a i n e has a l icensing a c t r e l a t i n g to t h e i n s t a l m e n t finance business , b u 
banks a r e e x e m p t f r o m its p r o v i s i o n s . A l t h o u g h S o u t h C a r o l i n a p e r m i t s banks 
to m a k e i n s t a l m e n t loans " f o r financing of purcha.ses a n d o t h e r d e s i r a b l e p u r 
p o s e s , " t h e c h a r a c t e r of t h e s t a t u t e indica tes t h a t it was n o t d e s i g n e d t o r e g u 
l a t e retai l i n s t a l m e n t sales a l o n g t h e lines discussed h e r e , 
3 « T h c s t i p u l a t e d i tems a r e cash p r i c e , a m o u n t of d o w n p a y m e n t , u n p a i d bal 
a n c e . cost of i n s u r a n c e , p r i n c i p a l b a l a n c e o w e d ( u n p a i d b a l a n c e phis i n s u r 
a n c e ) . a m o u n t of finance c h a r g e , t i m e b a l a n c e a n d t h e n u m b e r of p a y m e n t s , 
w i t h t h e a m o u n t a n d d a t e o f e a c h (sec. 4 ) . 

3^ I t is m a d e c l e a r t h a t t h e l a w is n o t to be c o n s i d e r e d as r e p e a l i n g a n y e a r l i e r 
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T h e Michigan act covers the time sales of motor vehicles 
only, and makes no specific mention of banks. I t defines the 
term "sel ler" as a person who sells or agrees to sell a motor 
vehicle, or any legal successor in interest of such person. Here 
the question is whether a bank which lends funds to a con
sumer for the purchase of a motor vehicle, taking title to the 
car from the retail dealer until payment is complete, or a 
bank which purchases dealer paper, becomes thereby the 
dealer's "legal successor in interest." I f so, banks clearly fall 
under the provisions of the law which describes, in terms al
most identical with those of the Indiana statute, the informa
tion which must appear on the written contract, and regulates 
repossession practice in considerable detail. 

T h e Wisconsin law, described as a licensing act, is similar 
to the law of Michigan in that it relates to motor vehicle 
business exclusively. It affects motor vehicle salesmen, motor 
vehicle dealers and sales finance agencies. T h u s banks are 
plainly included, as is indicated by the definition of a sales 
finance agency: "any person, firm or corporation engaging 
in this state in the business, in whole or in part, of acquiring 
by purchase or by loan on the security thereof, or otherwise, 
retail instalment contracts from retail sellers in this state." 
Sales finance agencies as thus defined are required to be li
censed by the banking department, the license fee depending 
on the gross volume of business measured by the unpaid bal
ance of the retail contracts. Broad authority to supervise and 

I n d i a n a s ta tutes r e g a r d i n g legal ra tes o f interest , b u t is m e r e l y s u p p l e m e n t a r y 
t h e r e t o . 

I n view of c o m p e t i t i v e c o n d i t i o n s in t h e sales f inance field, t h e s e c t i o n 
of this law- d e a l i n g w i t h t h e finance c h a r g e is o f p a r t i c u l a r in teres t . " T h e 
d e p a r t m e n t , in d e t e r m i n i n g t h e fa i r m a x i m u m finance c h a r g e w h i c h m a y b e 
c o n t r a c t e d for in a n y retai l i n s t a l m e n t c o n t r a c t s , shal l take i n t o c o n s i d e r a t i o n 
t h e avai labi l i ty of c r e d i t facilit ies to individuals w h o d o n o t h a v e t h e secur i ty 
g e n e r a l l y r e q u i r e d by c o m m e r c i a l b a n k s , a n d t h e finance c h a r g e w h i c h will 
be necessary in o r d e r to i n d u c e sufficient a m o u n t s of efficiently o p e r a t e d c o m 
m e r c i a l capi ta l to e n t e r t h e business of m a k i n g r e t a i l i n s t a l m e n t c o n t r a c t s . 
T h e d e p a r t m e n t shall fix c h a r g e s sufficient to p r o v i d e a d e q u a t e c r e d i t faci l i t ies 
for retai l i n s t a l m e n t s a l e s . " 



6 2 B A N K S A N D I N S T A L M E N T C R E D I T 

regulate the operations of such agencies is conferred upon 
the banking commission in connection with its licensing 
powers. I t may, for example, revoke licenses if the sales 
finance agency makes a finance charge in excess of 15 percent 
per annum, or in cases of other violations of the act; it is em
powered also to examine the books of licensees, to define 
unfair practices in the motor vehicle industry and to promote 
the general interests of the retail buyers of motor vehicles. A 
particularly interesting clause stipulates that sales finance 
agencies must be licensed as direct loan companies if they 
wish to make direct loans or to refinance accounts at original 
contract rates.*" 

^° See N a t i o n a l B u r e a u o t E c o n o m i c R e s e a r c h (F inancia l R e s e a r c h P r o g r a m ) , 
Sales Finance Companies and Their Credit Practices, by W . C . P l u m m e r a n d 
R . A. Y o u n g ( 1 9 4 0 ) C h a p t e r 9 , " A b u s e s in R e t a i l I n s t a l m e n t F i n a n c i n g , a n d 
T h e i r R e g u l a t i o n , " for a m o r e d e t a i l e d discussion of s t a t u t e s p e r t a i n i n g t o 
sales financing. 



The Customers of Personal Loan 

Departments 

T H E persons who obtain instalment loans from commercial 
banks may be described in terms of their incomes and their 
vocational, personal and financial characteristics.^ T h e voca
tional characteristics include occupation, industry and sta
bility of occupation; the personal characteristics are age, sex 
and marital status, number of dependents and stability of 
residence; and the financial characteristics cover assets and 
liabilities. T h e amount of the loan obtained by the borrower, 
and the circumstances that induced him to seek a loan are also 
pertinent factors. 

T h e primary data for this study of borrower characteristics 
were furnished by three New York City banks- which operate 
personal loan departments. Since almost half of the banks 
reporting their personal loan volume in response to our ques
tionnaire were located in the Atlantic seaboard states,^ and 
since a substantial part of the volume of this regional group 
originated in a few large institutions in New York City, the 
data contained in this small sample may be considered repre
sentative of a significant part of the dollar volume of personal 
loans made by commercial banks throughout the country. 
T h e y are not, of course, representative of all types of market. 

I n this c h a p t e r w e discuss o n l y cash b o r r o w e r s . D a t a o n t h e c h a r a c t e r i s t i c s 
of individuals financing t i m e sales w e r e n o t a v a i l a b l e . 
2 T h e N a t i o n a l C i t y B a n k , t h e B a n k of t h e M a n h a t t a n C o m p a n y a n d t h e 
M a n u f a c t u r e r s T r u s t C o m p a n y ; t h e s a m p l e s they f u r n i s h e d consis ted of 1 ,000 , 
7 , 1 1 2 a n d 2 6 , 5 6 7 cases respec t ive ly . 
3 T h e N e w E n g l a n d , M i d d l e A t l a n t i c a n d S o u t h A t l a n t i c s ta tes . See T a b l e 1, 
f o o t n o t e c, a b o v e . 

6 3 
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for many relatively small institutions outside of New York 
City now make personal loans.* T o supplement our primary 
data, therefore, we have made a study of 1,468 loan applica
tion schedules supplied by 21 banks in 16 cities situated in 11 
states. Besides indicating some of the characteristics of bor
rowers from non-metropolitan institutions, this sample pro
vides some information not available in the data from the 
three New York banks.^ 

INCOME CHARACTERISTICS OF BORROWERS 

Income is usually considered the most important of the bor
rower characteristics which a personal loan department must 
take into account in passing on a credit risk, since the re
payment of personal loans depends primarily on this factor.® 
T a b l e 11 shows the distributions, by income level, of personal 
loan borrowers and of various population groups in the 
United States. T h e former are classified in three ways: bor
rowers from commercial banks, as represented by the three 
New York banks and by the special sample supplied by 21 
banks; borrowers from personal finance companies, as repre
sented by the customers of the largest chain lender, a com-
•* O f 961 r e p o r t i n g b a n k s , a l m o s t 4 0 p e r c e n t h a d e a r n i n g assets ( loans , dis
c o u n t s a n d i n v e s t m e n t s ) of less t h a n $ 1 , 0 0 0 , 0 0 0 , a n d a l m o s t 8 0 p e r c e n t h a d less 
t h a n $ 5 , 0 0 0 , 0 0 0 . See T a b l e 3 , a b o v e . 
5 I n several of the t a b u l a t i o n s in this c h a p t e r w e h a v e i n d i c a t e d t h e " r a n g e o f 
v a r i a t i o n , " w h i c h r e p r e s e n t s t h e e x t r e m e s f o u n d in t h e s a m p l e s o f t h e differ
ent ins t i tu t ions . T h e fact t h a t in s o m e cases n o r a n g e is m e n t i o n e d s h o u l d 
n o t suggest t h a t t h e r e is n o v a r i a t i o n , for t h e r a n g e is g iven o n l y w h e n it 
is especially c o n s p i c u o u s . 

As a w h o l e , t h e s e c o n d a r y s a m p l e is d o m i n a t e d by b a n k s in l a r g e c i t ies . 
It c o n t a i n s , h o w e v e r , d a t a f r o m s e v e r a l b a n k s in s m a l l e r c o m m u n i t i e s as wel l . 
T h e s a m p l e is n o t l a r g e , a n d t h e d i s t r i b u t i o n s d e r i v e d f r o m it m u s t be r e 
g a r d e d only as a p p r o x i m a t e . O r i g i n a l l y a s s e m b l e d for t h e analysis of risk 
factors in p e r s o n a l l e n d i n g in C h a p t e r 5 b e l o w , it is h e r e a f t e r r e f e r r e d to as t h e 
"special s a m p l e . " 

6 In relat ively few cases is t h e l o a n a s e l f - l i q u i d a t i n g business l o a n , a n d s e l d o m 
is the loan s e c u r e d by assets sufficiently v a l u a b l e to c o v e r t h e u n p a i d b a l a n c e 
in case of defaul t , f o r e c l o s u r e o r repossession. 
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pany whose operations are reasonably typical;^ and non-farm, 
non-relief families throughout the country having a net 
change in cash loan debt in 1935-36.* T h e s e data give rise to 
a number of interesting observations, but since they are 
drawn from several different sources they are not ideal for 
purposes of comparison. W e have therefore found it desirable 
to introduce a column showing "frequency of debt , " by 
which is meant simply the percent of persons indebted in any 
selected population group. I t is not possible, however, to 
show frequency of debt in exactly the same way for all three 
sets of borrowers. T h u s the frequency of cash loan debt in 
the country at large is indicated, for each income level, by 
the percent of families in that income class having a net 
change in cash loan debt, whereas the frequency of such debt 
to banks and to personal finance companies is shown by an 
index. Th is index was computed as follows: for banks the 
percent of "special sample" bank borrowers in each income 
level was divided by the percent of all metropolitan families 
in that level;® and for personal finance companies the percent 

" T h i s c o m p a n y h a d offices in 2 6 s ta tes a n d 2 8 0 ci t ies a t t h e e n d o f 1937 a n d h e l d 
a b o u t 2 0 p e r c e n t o f all r e p o r t e d o u t s t a n d i n g s o f p e r s o n a l f inance c o m p a n i e s . 
' F o r a d e t a i l e d e x p l a n a t i o n o f t h e t e r m " f a m i l i e s h a v i n g a n e t c h a n g e i n 
cash l o a n d e b t " see N a t i o n a l B u r e a u o f E c o n o m i c R e s e a r c h ( F i n a n c i a l R e 
search P r o g r a m ) , The Pattern of Consumer Debt, 193?-J6, A Statistical Analy
sis, by B l a n c h e B e r n s t e i n ( 1 9 4 0 ) C h a p t e r 1 a n d A p p e n d i x E . W h i l e t h e t e r m 
is not e q u i v a l e n t t o " f a m i l i e s i n d e b t e d for cash l o a n s , " t h e figures a r e t h e o n l y 
ones a v a i l a b l e to i n d i c a t e t h e f r e q u e n c y of s u c h d e b t , a n d for t h e p u r p o s e s 
of this discussion t h e y a r e r e a s o n a b l y r e l i a b l e . T h e e s t i m a t e s w e r e buil t u p 
by t h e N a t i o n a l B u r e a u f r o m d a t a a s s e m b l e d by t h e S t u d y o f C o n s u m e r 
Purchases , a W o r k s P r o g r e s s A d m i n i s t r a t i o n p r o j e c t c o n d u c t e d by t h e U . S. 
B u r e a u of L a b o r Stat is t ics a n d t h e B u r e a u of H o m e E c o n o m i c s in c o o p e r a t i o n 
with t h e N a t i o n a l R e s o u r c e s C o m m i t t e e a n d t h e C e n t r a l Stat is t ica l B o a r d . 
' T h e s e t w o d i s t r i b u t i o n s a r e n o t s t r ic t ly c o m p a r a b l e , f o r t h e b a n k d i s t r i b u t i o n 
conta ins single i n d i v i d u a l s , a n d t h e f a m i l y d i s t r i b u t i o n does n o t . N e v e r t h e l e s s , 
the c o m p a r i s o n is jus t i f iable b e c a u s e t h e b a n k - d e b t i n d e x t h u s c o m p u t e d 
p r o b a b l y u n d e r s t a t e s t h e a m o u n t of v a r i a t i o n a m o n g i n c o m e classes. I f s ingle 
individuals were a d d e d t o t h e d i s t r i b u t i o n of m e t r o p o l i t a n famil ies , t h e resul t 
would a l m o s t c e r t a i n l y b e a n i n c r e a s e in t h e p e r c e n t a g e s for t h e l o w e r i n c o m e 
levels a n d a d e c r e a s e in t h e p e r c e n t a g e s for t h e h i g h e r b r a c k e t s , s o t h a t t h e 
index of cash l o a n d e b t f r e q u e n c y in t h e lowest i n c o m e level w o u l d b e s o m e 
what d e c r e a s e d , w h i l e t h a t in t h e h i g h e s t level w o u l d b e i n c r e a s e d . F u r t h e r . 
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BANK BORROWERS 

INCOME 
LEVEL*" 

PERSONAL FINANCE 
COMPANY 

BORROWERS 

T h r e e S p e -
N e w Y o r k c ia l 

B a n k s " Sample"* 

I n d e x of 
D e b t F r e 

q u e n c y ' 

O n e 
L a r g e 

C h a i n ' 

I n d e x of 
D e b t F r e 
q u e n c y * 

V. S. NON-RELIEF, 
NON-FARM FAMILIES 

HAVING NET CHANGE 
IN CASK LOAN DEBT, 

1 9 3 5 - 3 6 

P e r c e n t - P e r c e n t 
a g e D i s - in E a c h 
t r i b u t i o n L e v e l 

POPULATION GROUPS ' 

All All F a m i l i e s F a m i l i e s 
F a m i - a n d Single in M c t r o p -

lies I n d i v i d u a l s olises 

> 
Z 
fi 
M 

> 
z 
a 

Z 

> 

2 
w 
z 
H 

n 
w 
a 

U n d e r $ 5 0 0 

5 0 0 - 1 , 0 0 0 

1 , 0 0 0 - 1 , 5 0 0 

1 , 5 0 0 - 2 , 0 0 0 

2 , 0 0 0 - 2 , 5 0 0 

2 , 5 0 0 - 3 , 0 0 0 

3 , 0 0 0 - 4 , 0 0 0 

4 , 0 0 0 - 5 , 0 0 0 

5 , 0 0 0 a n d o v e r 

4 . 0 

1 9 . 5 

2 5 . 3 

1 8 . 2 

1 4 . 0 

1 0 . 1 

4 . 1 

4 . 8 

A L L LEVELS 1 0 0 . 0 

6 . 0 

2 0 . 5 

2 6 . 2 

1 9 . 7 

9 , 7 

1 0 . 3 

3 . 1 

4 . 5 

1 0 0 . 0 

. 3 3 

. 9 4 

1 . 2 8 

1 . 4 4 

1 . 1 4 

1 . 3 5 

1 . 1 9 

. 6 4 

1 . 0 0 

1 . 3 

1 6 . 5 

3 7 . 2 

2 5 . 3 

1 2 . 2 

4 . 6 

2 . 9 

1 0 0 . 0 

. 3 8 

1 . 6 8 

1 . 9 3 

1 . 6 3 

1 , 2 3 

, 4 2 

1 . 0 0 

4 . 6 4 . 3 1 0 . 6 1 7 . 0 1 1Q 0 
1 8 . 0 6 . 6 2 4 . 7 2 9 . 5 3 J l o . Z 

2 4 , 4 7 . 9 2 4 . 0 2 2 , 1 4 2 1 . 9 

2 1 . 1 9 . 4 1 6 . 4 1 3 . 1 4 2 0 . 5 

1 2 . 6 9 . 2 9 . 5 7 . 5 0 1 3 . 7 

8 , 0 1 0 . 5 5 . 2 3 , 7 4 8 . 5 

5 , 7 8 . 2 4 , 8 3 . 4 3 7 . 6 

2 . 3 9 . 7 1 . 6 1 . 1 7 2 . 6 

3 . 3 7 . 0 3 . 2 2 . 3 4 7 , 0 

1 0 0 . 0 7 . 9 1 0 0 . 0 1 0 0 . 0 0 1 0 0 . 0 

Footnotes for Table 11 are to be found on opposite page. 

Percentage Distributions of Cash Borrowers and of Three Population Groups, by 
Income Level* 
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of borrowers in eacfi income group was divided by the per
cent of all families and single individuals in the country in 
that group. 

T h e index of bank debt frequency may be compared not 
only with the frequency of cash loan debt for all families in 
the United States but also with the debt frequency index for 
personal finance companies. T h e frequency of cash loan debt 
ranges from 4.3 percent for families with incomes under $500 
to 10.5 percent at the $2500-3000 level, an increase of 144 
percent, whereas the index of bank debt frequency rises 
from 0.33 for the income levels under $1000 to 1.44 at the 
$2000-2500 level, an increase of 336 percent. On the other 
hand, the variation in the debt frequency index of personal 
if we h a d c o m p u t e d t h e i n d e x by m e a n s o f t h e N e w V o r k b a n k d i s t r i b u t i o n 
instead of the special s a m p l e d i s t r i b u t i o n , t h e i n d e x for the l o w e r levels w o u l d 
have b e e n still f u r t h e r d e c r e a s e d , a n d t h a t for t h e h i g h e r levels i n c r e a s e d . 

Footnotes for Table 11. 
' See a lso A p p e n d i x B . T a b l e B - 9 . 

F o r t h e b o r r o w e r s f r o m t h e t h r e e N e w Vork b a n k s a n d f r o m t h e personal 
finance c h a i n e a c h i n c o m e level is e x c l u s i v e of t h e l o w e r figure a n d inclusive 
of t h e h i g h e r . I n all o t h e r c o l u m n s e a c h level is inc lusive of t h e l o w e r figure 
and e x c l u s i v e o f t h e h i g h e r . 
' U n w e i g h t e d a v e r a g e of s a m p l e s f r o m t h r e e N e w Y o r k Ci ty b a n k s : 1 ,000 u n 
dated l o a n s m a d e by t h e N a t i o n a l C i t y B a n k ; 7 ,112 l o a n s m a d e b e t w e e n O c t o 
ber 1, 1 9 3 6 , a n d O c t o b e r 1, 1937 , b y t h e B a n k of t h e M a n h a t t a n C o m p a n y ; 
and 2 6 , 5 6 7 loans m a d e d u r i n g 1 9 3 8 by t h e M a n u f a c t u r e r s T r u s t C o m p a n y . 
' ' B a s e d o n the special s a m p l e of 1 , 4 6 8 u n d a t e d l o a n s m a d e by 21 b a n k s . 
• F o r e a c h i n c o m e level t h e p e r c e n t of special s a m p l e b a n k b o r r o w e r s was 
divided by t h e p e r c e n t of famil ies in m e t r o p o l i s e s to yield t h e i n d e x of debt 
f requency . See f o o t n o t e i be low. 
' B a s e d on d a t a for 1 9 3 7 . 
' F o r e a c h i n c o m e level t h e p e r c e n t o f b o r r o w e r s f r o m t h e p e r s o n a l finance 
c o m p a n y c h a i n was d i v i d e d by t h e p e r c e n t of all fami l ies a n d s ingle individuals 
in the c o u n t r y t o yield i n d e x of d e b t f r e q u e n c y . 
^ F i g u r e s taken f r o m B l a n c h e B e r n s t e i n , op. cit., T a b l e B - 3 . 
' F i g u r e s for " A l l F a m i l i e s " a n d " F a m i l i e s in M e t r o p o l i s e s " t a k e n f r o m Na
tional R e s o u r c e s C o m m i t t e e . Consumer Incomes in the United Slates (1938) 
T a b l e 8 , p . 2 5 . T h e s e figures, f r o m w h i c h famil ies o n relief a r e e x c l u d e d , 
cover t h e p e r i o d 1 9 3 5 - 3 6 . F i g u r e s for " .Ml F a m i l i e s a n d Single I n d i v i d u a l s ' f r o m 
ibid.. T a b l e 2, p . 6 ; these likewise c o v e r t h e p e r i o d 1 9 3 5 - 3 6 , b u t i n c l u d e families 
and s ingle individuals o n rel ief . 
' T h e r a n g e of v a r i a t i o n for these t h r e e i n c o m e classes was 1 6 - 3 0 . See a b o v e , 
p. 6 4 , f o o t n o t e 5 . 
' T h e r a n g e o f v a r i a t i o n for these t h r e e i n c o m e classes was 7 - 2 6 . 
" T h e r a n g e of v a r i a t i o n for t h e s e t h r e e i n c o m e classes was 2 . 9 - 1 1 . 
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finance company borrowers, from 0.38 for income groups 
under $1000 to 1.93 for the $1500-2000 group, is fairly close 
to that for borrowers from commercial banks. Personal fi
nance companies appear, however, to serve borrowers of 
lower income than do banks. T h e income level showing the 
highest index of debt frequency for personal finance company 
borrowers is $1500-2000 as compared with $2000-2500 for 
bank borrowers. T h e income levels below $1500 accounted 
for 55 percent of the personal finance company borrowers, 
but for only about 25 percent of the bank borrowers. I n the 
classes with incomes over $2500, however, there were one-
third of the borrowers from the New York banks and one-
quarter of the borrowers from banks in the special sample, 
but only 7.5 percent of those from the personal finance com
pany chain. 

Since the personal finance company distribution is prob
ably weighted by loan operations in middle-sized and smaller 
communities, while the bank distributions are more repre
sentative of metropolitan centers, the two are not entirely 
comparable. A more detailed breakdown of these figures, 
showing the distribution of borrowers by region, size of com
munity and other such factors, might modify these contrasts 
to some degree, but it seems unlikely that it would seriously 
alter the general picture. 

Although only 1.3 percent of the personal finance company 
borrowers and virtually none of the bank borrowers had an
nual incomes of less than $500, it is shown in T a b l e 11 that 
4.6 percent of the non-relief, non-farm families in this income 
group had a net change in cash loan debt during 1935-36. 
T h e difference between these two groups suggests that many 
families in this income class must have had recourse to other 
cash lending agencies, possibly to pawn shops and remedial 
loan societies; some may have borrowed small amounts on 
insurance policies or from credit unions. 
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VOCATIONAL CHARACTERISTICS OF BORROWERS 

T w o occupational distributions of cash borrowers are pre
sented in T a b l e 12, which shows also, for purposes of com
parison, distributions of gainfully employed persons in New 
York City and of non-relief families living in noir-farm com
munities throughout the United States.*** I t appears from this 
table that the occupational distribution of borrowers from 
personal finance companies is virtually identical with that of 
the working population. T h e distribution of borrowers from 
bank personal loan departments, in contrast, shows about 
twice the proportion of clerical workers and only about half 
the proportion of wage-earners as are represented in the data 
covering the general working population.** 

T h e only information on the industries (as distinguished 
from the occupations) to which bank borrowers are attached 
is derived from the special sample. T h e s e data are presented 
in T a b l e 13, which contains also the census classification of 
workers by industry. T h e two distributions, while not strictly 
comparable,*^ point to some significant differences. For ex
ample, 38 percent of the nation's workers are engaged in 
manufacturing and mechanical industries (including build-

T h e s e p o p u l a t i o n g r o u p s w e r e se lec ted f o r c o m p a r i s o n b e c a u s e p e r s o n a l 
finance c o m p a n i e s a n d t h e p e r s o n a l l o a n d e p a r t m e n t s o f b a n k s m a k e m o s t of 
their l o a n s t o t h e u r b a n p o p u l a t i o n . T h e d i s t r i b u t i o n s in T a b l e 12 m a y 
i n c l u d e a few f a r m e r s in t h e business g r o u p , a n d a s m a l l n u m b e r o f f a r m h a n d s 
w h o a r e classified as w a g e - e a r n e r s , but s u c h b o r r o w e r s c o n s t i t u t e a very smal l 
p a r t of t h e total . 
11 A n y o c c u p a t i o n a l g r o u p i n g is s t r o n g l y c o l o r e d by t h e j u d g m e n t o f those w h o 
decide w h a t classifications shal l be used. S ince t h e d i s t r i b u t i o n s in T a b l e 12 
c a m e f r o m different s o u r c e s they a r e n o t s t r i c t l y c o m p a r a b l e . M o r e o v e r , i n 
this a n d in o t h e r tables s h o w i n g c o m p a r i s o n s o f p e r s o n a l l o a n b o r r o w e r s w i t h 
the g e n e r a l p o p u l a t i o n , it will b e n o t e d t h a t t h e v a r i o u s d i s t r i b u t i o n s r e l a t e 
to different p e r i o d s of t i m e . T h u s in T a b l e 12 w e c o m p a r e b a n k b o r r o w e r s 
d u r i n g 1938 ( for t h e m o s t p a r t ) a n d p e r s o n a l finance c o m p a n y b o r r o w e r s 
d u r i n g 1 9 3 5 - 3 6 w i t h o n e p o p u l a t i o n g r o u p d i s t r i b u t e d a c c o r d i n g to t h e C e n s u s 
of 1 9 3 0 . s i n c e f o r s o m e g r o u p s n o m o r e c o m p a r a b l e d a t a a r e a v a i l a b l e this 
d iscrepancy in d a t e s c a n n o t b e a v o i d e d . 

T h e census has a special classification for c le r i ca l o c c u p a t i o n s , w h e r e a s in t h e 
s a m p l e o f b a n k b o r r o w e r s these w o r k e r s a r e d i s t r i b u t e d a m o n g t h e v a r i o u s 
industries in w h i c h t h e y a r e e m p l o y e d . 



T A B L E 12 

OCCUPATIONAL OROUP BANK BORROWERS 

PERSONAL 
FINANCE 

COMPANY 
BORROWERS ' 

WORKING POPULATION 

, ,. . , , N o n - R e l i e f , 
I n d i v i d u a l s „ ' 
• T^i \r ^ A N o n - F a r m 

F a m i l i e s in U . S. ' 

> 
z 
) ^ 

> 
z 
0 

z 

> 
r 
2 
w 
z 
-i 

n 
JS 
w 
O 

W a g e - e a r n e r s 
U n s k i l l e d 
Skilled a n d semi-skil led 

C l e r i c a l 

S a l e s p e r s o n s 

O f f i c e a n d o t h e r n o n - m a n u a l w o r k e r s 

Business 

M a n a g e r s , s u p e r i n t e n d e n t s a n d f o r e m e n 
P r o p r i e t o r s 

Professional 
S c h o o l t e a c h e r s 
O t h e r s 

O t h e r s 

A L L GROUPS 

2 8 . 1 ( 2 4 - 3 2 ) 
13.7 ( 9 . 5 - 1 8 ) 
14.4 

4 4 . 4 

11.1 
33.3 

2 0 . 4 
9.3 

11.1 ( 1 1 - 2 4 ) 

6 . 4 
2.1 
4.3 

0 . 7 

1 0 0 . 0 

5 2 . 4 ( 4 5 - 6 0 ) 

2 5 . 0 

1 4 . 6 ( 1 0 - 2 0 ) 

6 . 8 ( 4 - 1 0 ) 

1 . 2 ' 

1 0 0 . 0 

5 2 

2 5 

1 3 

2 

1 0 0 . 0 

5 2 . 9 

2 0 . 3 

1 9 . 4 

7 . 4 

1 0 0 . 0 

Footnotes for Table 12 are to be found on opposite page. 

Percentage Distribution of Borrowers from Two Personal Loan Departments and Two 
Personal Finance Companies, and of the Working Population, by Occupation" 
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ing trades), while only 19 percent of the bank borrowers are 
employed in manufacturing and building, a variation which 
seems too great to be attributable entirely to inconsistencies 
in classification. Again, the difference between the two groups 
in the public service classification is wide enough (only 2 
percent of the nation's workers as compared with 13 percent 
of the bank borrowers) to deserve special mention, as is also 
the difference found for the trade group, which accounts for 
33 percent of the bank borrowers but for only 17 percent of 
the non-farm workers in the United States.*^ 

T h e industrial classification of workers appears to confirm 
the findings of the occupational classification. Particularly 
noteworthy is its support of the observation that borrowers 
from personal loan departments come predominantly from 
clerical occupations. 

Credit managers have for many years attached great impor
tance to an applicant's employment record, believing that a 
man who retains a position with a reputable concern for a 
1^ W o r k e r s in t h e a g r i c u l t u r a l , f o r e s t r y , fishing a n d m i n i n g i n d u s t r i e s , c o m 
pris ing s o m e 2 4 p e r c e n t o f t h e g a i n f u l l y e m p l o y e d w o r k e r s in t h e U n i t e d 
States , were e l i m i n a t e d e n t i r e l y f r o m t h e census d i s t r i b u t i o n in o r d e r t o 
m a k e it m o r e c o m p a r a b l e w i t h t h e d i s t r i b u t i o n of b a n k b o r r o w e r s ; these i n d u s 
tries a r e u n d e r r e p r e s e n t e d in t h e b a n k s a m p l e . 

Footnotes for Table 12. 
' See a lso A p p e n d i x B , T a b l e B - 6 . H e r e a f t e r all A p p e n d i x tables will b e desig
n a t e d s imply by t h e l e t t e r B in c o n j i m c t i o n w i t h t h e n u m e r a l . 
" U n w e i g h t e d a v e r a g e o t s a m p l e s f r o m two N e w Y o r k Ci ty b a n k s : 1 ,000 u n 
d a t e d l o a n s m a d e by t h e N a t i o n a l C i t y B a n k a n d 2 6 , 5 6 7 l o a n s m a d e d u r i n g 
1938 by t h e M a n u f a c t u r e r s T r u s t C o m p a n y . F i g u r e s in p a r e n t h e s e s i n d i c a t e 
r a n g e o f v a r i a t i o n . 
' U n w e i g h t e d a v e r a g e o f d a t a f o r 1 9 3 5 - 3 6 f r o m t w o large p e r s o n a l f i n a n c e 
chains . F i g u r e s in p a r e n t h e s e s i n d i c a t e r a n g e o f v a r i a t i o n . 
'' D e r i v e d f rom 1 9 3 0 C e n s u s a n d r e p r e s e n t i n g p o p u l a t i o n 10 y e a r s o l d a n d o v e r 
e n g a g e d in g a i n f u l o c c u p a t i o n s . P e r s o n s usually w o r k i n g at a g a i n f u l o c c u p a 
tion b u t t e m p o r a r i l y u n e m p l o y e d a r e i n c l u d e d in this census classif icat ion. 
• B a s e d o n N a t i o n a l R e s o u r c e s C o m m i t t e e , Consumer Incomes in the United 
States ( 1 9 3 8 ) T a b l e l O B , p. 97. T h e o c c u p a t i o n a l s t a t u s of t h e f a m i l y was d e 
t e r m i n e d by t h e m a j o r s o u r c e o f f a m i l y e a r n i n g s ; t h u s if m e m b e r s o f t h e f a m i l y 
received e a r n i n g s f r o m two o r m o r e o c c u p a t i o n s t h e family w a s classified a c 
c o r d i n g to t h e o c c u p a t i o n f r o m w h i c h t h e g r e a t e r p r o p o r t i o n of to ta l f a m i l y 
earnings was d e r i v e d . T h i s t a b u l a t i o n e x c l u d e s f a r m famil ies , w h i c h c o n s t i t u t e 
a b o u t 2 5 . 6 p e r c e n t o t all n o n - r e l i e f families i n t h e U n i t e d Sta tes . 
* F a r m i n g g r o u p . 
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INDUSTRY BANK NON-FARM WORKERS 
BORROWERS' IN THE V. S.^ 

M a n u f a c t u r i n g 

B u i l d i n g t r a d e s 

T r a n s p o r t a t i o n a n d o t h e r p u b l i c utilities 

T r a d e 
W h o l e s a l e a n d retai l 
O t h e r ( f inancial inst i tut ions e t c . ) 

P u b l i c serv ice 

Profess ional serv ice ( n o t o t h e r w i s e spec i 
fied) 

D o m e s t i c a n d p e r s o n a l s e r v i c e 

O t h e r 

A L L INDUSTRIES 

1 8 

1 

1 4 

3 3 
75 
78 

1 3 

7 

5 

gd 

1 0 0 

3 8 ° 

1 0 

17 

9 

1 3 

11» 

1 0 0 

" B a s e d on t h e special s a m p l e of 1 ,468 l o a n s m a d e by 2 1 b a n k s . See a lso T a b l e 
B - 7 . 

D e r i v e d f r o m Census of 1 9 3 0 . T h e s e figures e x c l u d e w o r k e r s in a g r i c u l t u r e , 
m i n i n g , forest ry a n d fishing. 
' T h e c e n s u s classification " M a n u f a c t u r i n g " i n c l u d e s m e c h a n i c a l indust r ies , 
h e n c e b u i l d i n g t rades . 
' Does not i n c l u d e c ler ical w o r k e r s , w h o in this d i s t r i b u t i o n a r e d i v i d e d a m o n g 
t h e i n d u s t r i e s t o w h i c h t h e y a r e a t t a c h e d . 
• I n c l u d e s c le r i ca l ivorkers . 

substantial period of t ime must be reasonably honest and 
stable. T a b l e 14, derived from the special loan sample, shows 
the distribution of borrowers by stability of employment. 
Over one-third had held the same position ten years or 
longer, and almost as many had remained at the same job 
from three to ten years; only about one-fifth reported a tenure 
of less than three years. 

T A B L E 13 

Percentage Distribution of Borrowers from 21 Personal 
Loan Departments and of Non-Farm Workers in the 
United States, by Industry 
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U n d e r 1 5 

1 - 2 7 

2 - 3 9 

3 - 6 1 8 

6 - 1 0 1 8 

10 a n d o v e r 3 8 

N o i n f o r m a t i o n 5 

TOTAL 1 0 0 

" Based o n t h e special s a m p l e of 1 , 4 6 8 l o a n s m a d e by 2 1 b a n k s . See a l s o T a b l e 
B-8. 
" E a c h level is inc lus ive o f t h e l o w e r f igure a n d e x c l u s i v e of t h e h i g h e r . 

PERSONAL CHARACTERISTICS OF BORROWERS 

The age distribution of borrowers from one New York bank 
is given in T a b l e 15, together with the distribution of gain
fully employed persons in New York City. T h e most striking 
difference is to be noted for the borrowers in the age class of 
under 30 years, Avhich includes 32 percent of the gainfully 
employed population of New York City but only 20 percent 
of the bank borrowers. T h i s disparity may indicate either 
that the data are not comparable, or that this bank prefers to 
make loans to fairly ^vell established persons and deliberately 
eliminates a certain proportion of younger applicants. I t may 
imply also that financial difficulties which cause a man to bor
row tend to arise after he reaches the age of thirty, when his 
personal responsibilities normally increase. 

T h e special loan sample provides data on the sex and 
marital status of borrowers. About 61 percent were married 
nien, about 5 percent were married women, about 16 per-

T A B L E 1 4 

Percentage Distribution of Borrowers from 21 Personal 
Loan Departments, by Number of Years in Present 
Employment^ ' 

NUMBER OF YEARS'" PERCENTAGE DISTRIBUTION 
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GAINFULLY EMPLOYED 
AGE BANK BORROWERS" POPULATION OF 

NEW YORK CITY'' 

2 1 - 3 0 ° 2 0 . 1 ( 2 0 - 3 0 ) 3 2 . 1 

3 0 - 4 0 3 4 . 3 2 9 . 0 

4 0 - 5 0 2 6 . 6 2 1 . 0 

5 0 - 6 0 1 4 . 2 ' 1 2 . 0 
( 1 5 - 2 5 ) 

6 0 a n d o v e r 4 . 8 . 5 . 9 

TOTAL 1 0 0 . 0 1 0 0 . 0 

• B a s e d o n a s a m p l e o f 7 , 1 1 2 l o a n s m a d e b e t w e e n O c t o b e r 1, 1 9 3 6 , a n d O c t o b e r 
1, 1937 , by t h e B a n k of t h e M a n h a t t a n C o m p a n y . F i g u r e s in p a r e n t h e s e s i n d i 
c a t e r a n g e of v a r i a t i o n . See a l s o T a b l e B - 2 . 
" D e r i v e d f r o m Census o f 1 9 3 0 . S e e T a b l e 12 , f o o t n o t e d. 
' E a c h level is inc lus ive of t h e l o w e r figure a n d exc lus ive o f t h e h i g h e r . 

cent single men and 12 percent single women. T h e remaining 
6 percent includes persons divorced, separated, widowed and 
not reporting.!* One New York bank found that out of a 
sample of 7,112 loans, 75 percent were made to men, a result 
which conforms closely to the proportion of men in the gain
fully employed population of New York City, 73 percent. 

A classification of borrowers by number of dependents was 
derived from the special sample. T h e average number of de
pendents for these borrowers was approximately 1.5, but 
more than one-quarter of them had no dependents, and one-
fifth had three or more.^^ T h i s sample furnishes data also on 
the borrowers' permanence of residence, a factor which is 

^* See T a b l e B - 3 . I n this a n d o t h e r discussions b a s e d on A p p e n d i x tables w e 
r e f e r only to t h e g o o d - l o a n s a m p l e s . S i n c e b o r r o w e r s w h o s e l o a n s p r e s e n t 
col lec t ion difficulties c o n s t i t u t e a very s m a l l p r o p o r t i o n o t a l l b o r r o w e r s , a n d 
s i n c e t h e i r d i s t r i b u t i o n is l ikely t o be s u b s t a n t i a l l y t h e s a m e as t h a t o f t h e 
g o o d - l o a n s a m p l e s , this l i m i t a t i o n m a y b e d i s r e g a r d e d . 
" See T a b l e B - 4 . 

T A B L E 1 5 

Percentage Distribution of Borrowers from One 
Personal Loan Department, and of the Gainfully 
Employed Population of New York City, by Age 
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U n d e r 1 1 3 

1 - 2 1 4 

2 - 3 1 3 

3 - 6 2 0 

6 - 1 0 1 0 

10 and o v e r 2 6 

N o i n f o r m a t i o n 4 

TOTAL 1 0 0 

" B a s e d o n t h e spec ia l s a m p l e of 1 ,468 l o a n s m a d e by 2 1 b a n k s . See a l s o T a b l e 
B-5. 
'' E a c h level is inc lus ive o f t h e l o w e r f igure a n d e x c l u s i v e of t h e h i g h e r . 

FINANCIAL CHARACTERISTICS OF BORROWERS 

While there is a substantial body of information about bor
rowers' income, little is known about their income-and-
expense balance, and not much more about their assets and 
liabilities. Some banks, though not all, request the borrower 
to state on his application the amount of rent he pays, but 
fê v' ask for any other expense items. T h e special loan sample 
provides some indication of the assets and liabilities reported 
by borrowers of various types. 

About 80 percent had life insurance, and not quite 45 per
cent reported bank accounts; about 18 percent mentioned 
checking accounts only, 20 percent savings accounts only, and 

considered by credit managers to be an index of social sta
bility. As is shown in T a b l e 16, about one-quarter of the 
borrowers had resided at their current address less than two 
years, and another quarter had lived in the same place ten 
years or longer. 

T A B L E 16 

Percentage Distribution of Borrowers from 21 Personal 
Loan Departments, by Number of Years at Present 
Address* 

NUMBER OF YEARS'" PERCENTAGE DISTRIBUTION 
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about 6 percent had both. Approximately 27 percent owned 
real estate, the proportion ranging from 10 to 40 percent, 
depending on the community. Apparently borrowers from 
bank personal loan departments seldom possess securities: 
only about 5 percent of the borrowers covered in the sample 
reported holdings of stocks or bonds.^" T h e s e proportions 
doubtless change from one income level to another, but our 
sample was too small to warrant analysis of such variations. 

On the liability side, 45 percent of the borrowers in the 
special loan sample had charge accounts. T h e figures reported 
by individual banks varied widely, however, from 1 to 85 
percent. T h e special sample shows also that nearly 30 percent 
of the bank borrowers covered had instalment accounts, in
cluding sales finance and cash loan debts, although in this 
case too the individual bank samples varied considerably." 

AMOUNTS BORROWED 

Unlike small loan companies, which are l imited to cash ad
vances of $300 or less, most of the commercial banks make 
many loans for substantially larger amounts. T a b l e 17 shows 
the size distribution of the personal loans of two New York 
banks. Loans of $300 or more constituted almost 30 percent 
of the total number, and those of $500 or more over 10 per
cent. Sixteen percent of the number of loans of these two 
banks were written for amounts under $100. T h e range of 
variation indicates, however, that some banks do not lend less 
than this amount. 

Prudent borrowers restrict their loan demands to a reason
able percentage of their annual income, and many banks as a 
matter of practice enforce an arbitrary maximum percentage. 
One New York bank commonly refuses to lend a sum 

i f ' O n l y a few b a n k s r e p o r t e d o n this i t e m ; t h e v a r i a t i o n r a n g e d f r o m 2 to 10 
p e r c e n t . 
IT See T a b l e B - i i . 
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( 0 - 1 7 ) U n d e r $ 1 0 0 16 
1 0 0 - 1 5 0 2 1 

1 5 0 - 2 0 0 1 4 

2 0 0 - 2 5 0 1 5 
2 5 0 - 3 0 0 5 
3 0 0 - 4 0 0 1 3 
4 0 0 - 5 0 0 4 \ 
5 0 0 - 1 , 0 0 0 8 / 
1 , 0 0 0 a n d o v e r 4 

TOTAL 1 0 0 

( 1 0 - 2 1 ) 

• U n w e i g h t e d a v e r a g e o f s a m p l e s f r o m two N e w Y o r k C i t y b a n k s : 1 ,000 u n 
d a t e d l o a n s m a d e by t h e N a t i o n a l Ci ty B a n k a n d 7 ,112 l o a n s m a d e b e t w e e n 
O c t o b e r 1, 1936 , a n d O c t o b e r 1, 1937 , by t h e B a n k of t h e M a n h a t t a n C o m 
pany. See a lso T a b l e B - 1 2 . 
'' E a c h level is inc lusive of t h e l o w e r figure a n d e x c l u s i v e of t h e h i g h e r . 
' F igures in p a r e n t h e s e s s h o w r a n g e o f v a r i a t i o n . 

amounting to more than 15 or 20 percent of the borrower's 
annual earnings. Since most bank personal loans have 12-
month maturities, monthly payments also are l imited to 15 
or 20 percent of monthly income. According to data pre
sented in a later chapter,** about 10 percent of personal loan 
customers borrow 20 percent or more of their annual income, 
whereas almost half borrow less than 10 percent. 

A distribution of borrowers from one New York bank, ac
cording to the stated reason for borrowing, is given in T a b l e 
18. These data should not, however, be considered represent
ative of all banks, for even if the applicants had truthfully 
reported the real purpose of their loans, there would remain 
certain discrepancies in the classifications employed by differ
ent institutions. T h e r e are a number of reasons for borrow
ing which do not fit precisely into any one category; such 

See C h a p t e r 5 , T a b l e 3 5 ; a l so T a b l e B - 1 0 . 

T A B L E 1 7 

Percentage Distribution of Loans Made by Two 
Personal Loan Departments, by Size of Loan* 

PERCENTAGE DISTRIBUTION " 



78 B A N K S A N D I N S T A L M E N T C R E D I T 

C l o t h i n g 2 

H o u s e h o l d " 1 0 d 

D u r a b l e c o n s u m e r g o o d s 
A u t o m o b i l e s 5 ( 5 - 5 0 ) 

A l t e r a t i o n s a n d i m p r o v e m e n t s 3 d 

M e d i c a l a n d d e n t a l services 1 5 ( 3 - 3 0 ) 

Business use 1 4 ( 3 - 2 5 ) 

R e f i n a n c i n g o f d e b t a n d o t h e r o b l i g a t i o n s 
C o n s o l i d a t i o n o f debts a n d g e n e r a l r e f i n a n c i n g 3 1 ( 1 0 - 5 0 ) 

T a x e s 1 ( 1 - 4 ) 

M o r t g a g e ( p r i n c i p a l a n d i n t e r e s t ) a n d r e p a i r s " 7 d 

I n s u r a n c e 1 ( 1 - 3 ) 

C u l t u r e a n d r e s t 
V a c a t i o n 2 
E d u c a t i o n 2 

M i s c e l l a n e o u s 
H e l p t o r e l a t i v e s 1 
O t h e r 6 

TOTAL 1 0 0 

* B a s e d o n a s a m p l e of 7 ,112 l o a n s m a d e b e t w e e n O c t o b e r 1, 1 9 3 6 , a n d O c t o b e r 
1, 1937, by t h e B a n k of t h e M a n h a t t a n C o m p a n y . See also T a b l e B - 1 5 . 
'' F i g u r e s in p a r e n t h e s e s i n d i c a t e r a n g e of v a r i a t i o n . 
' T h e s e m i g h t h a v e been classified u n d e r " d u r a b l e c o n s u m e r g o o d s . " 
* T h e e s t i m a t e d c o m b i n e d r a n g e of v a r i a t i o n f o r h o u s e h o l d e x p e n d i t u r e s , r e 
p a i r s a n d f u r n i t u r e is 1 4 - 5 0 . 

cases are likely to be allocated differently from one bank to 
another. 

In the single bank to which our data apply, the consolida
tion of existing debts was the reason most frequently re
ported; medical services and business purposes combined 

T A B L E 1 8 

Percentage Distribution of Borrowers from One 
Personal Loan Department, by Intended Use of 
Funds" 

INTENDED USE OF FUNDS PERCENTAGE DISTRIBUTION *> 

N o n - d u r a b l e c o n s u m e r g o o d s 
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ranked second in importance. I n the case of this bank, loans 
for the purpose of purchasing automobiles were relatively 
rare although some institutions (as the range of variation in
dicates) derive a large part of their personal loan business 
from loans to finance automobile purchases. 



Operating Methods and Collection 

Experience 

T H E procedures worked out by commercial banks for grant
ing cash loans to individuals and for financing instalment 
sales of consumer goods are in general similar to those which 
have been developed and tested by other instalment credit 
agencies.* T h e r e are, nevertheless, certain divergences which 
can be traced to differences in the kinds of service offered. 
T h u s commercial banks differ from sales finance companies 
in that they frequently deal directly with the purchaser of 
the commodity instead of with a dealer; commonly also their 
personal loan departments exclude a type of business charac
teristic of most personal finance companies—the extension of 
credit on the security of household chattels. 

Although the basic operating problems of the consumer 
credit division of a commercial bank are similar to those of 
comparable consumer credit agencies, they are quite different 
from the problems encountered in the other departments 
of the bank. From the outset a personal loan department is 
confronted with a new type of loan business; it must deal 
with customers not previously served, except perhaps as de
positors, and must devise a technique for handling credit 
risks which are characteristically imlike those involved in the 
extension of commercial loans. 

1 R e f e r e n c e s in this c h a p t e r to t h e n u m b e r of b a n k s r e p o r t i n g o n v a r i o u s m a t 
ters of pol i cy a n d e x p e r i e n c e a r e based on responses to q u e s t i o n n a i r e s sent by 
t h e N a t i o n a l B u r e a u to a l a r g e n u m b e r of b a n k s t h r o u g h o u t t h e c o u n t r y . See 
.Appendix A for a s t a t e m e n t of t h e n a t u r e a n d e x t e n t o f t h e survey a n d for 
facsimiles o f t h e q u e s t i o n n a i r e s d i s t r i b u t e d . 

8 0 
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METHODS OF OBTAINING BUSINESS 

Personal Loans 
In order to augment the volume of their personal loans, banks 
employ the advertising media which other consumer credit 
agencies have found to be fruitful: they write directly to 
preferred groups of borrowers, and advertise through news
papers, posters, window cards, street-car cards, moving pic
ture screens, billboards and radio. O n the whole, however, 
they find that advertising is less productive than the recom
mendations of present and previous borrowers; in one large 
metropolitan bank such recommendations brought in 45 
percent of the new business. In addition, banks use a num
ber of special plans for attracting borrowers. One such plan 
involves the establishment of relations between the bank 
and industrial or commercial firms whose employees are 
likely to be desirable customers. In a typical arrangement of 
this sort the bank is allowed to notify the firm's employees 
that it will be glad to consider their applications for loans 
at stated rates. In some cases the bank is permitted to insert 
a notice to this effect in the house organ of the firm. T h e bank 
thus acquires a preferred competitive position; officers of 
the firm may further enhance the bank's advantage by rec
ommending it to the employees. W h e r e such an accord be
tween bank and employer exists, employees are sometimes 
granted loans on a single-name basis. 

From the viewpoint of the lender, the plan is advantageous 
because the bank can usually obtain from a designated 
officer of the firm more complete information on employees' 
income and tenure than would othertvise be available. I t 
may arrange also to have repayments deducted by the firm 
from the borrower's paycheck, and thus further reduce the 
likelihood of collection difficulty. Although many of the 
larger personal loan departments have developed schemes of 
this sort, the practice is by no means common; reports from 
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132 banks show that only 26 of them obtained loan volume 
in this way. 

T h e n there is the so-called "executive plan" used by banks 
to build up, from a preferred group of salaried people in rela
tively secure positions, a volume of loans of greater-than-
average size. Business of this type is usually obtained through 
direct mail solicitation. Loans of |2500 or more may be ex
tended to such specially selected customers, often on a single-
name basis, and at a lower discount rate than is applied to 
personal instalment loans of lesser amounts. 

Some commercial banks, like the personal finance and 
industrial banking companies, develop loan volume by ar
ranging with doctors and dentists to have their accounts re
ceivable paid off by means of personal loans to clients. In 
certain cases the doctor is required to guarantee the patient's 
note, but these plans vary so widely that it is hardly possible 
to describe them in general terms. Department stores may 
participate in a similar plan whereby the customer contracts 
for a personal loan to refinance an open-book account or to 
finance planned purchases; in most of these transactions the 
retailer is not required to offer any guarantee of payment. 

Sales Finance Paper 
Banks obtain business for their time-sales departments either 
from dealers or directly from individual purchasers. W h e n 
the bank negotiates with the dealer, it purchases instalment 
paper originated and sometimes guaranteed by him. In this 
respect the bank's procedure is no different from that of the 
sales finance company. Nor have the banks devised any im
portant new schemes for securing the cooperation of dealers. 
One method, typical of the business in general and of auto
mobile financing in particular, is known as "floor-planning," 
and involves the extension of credit on a dealer's wholesale 
stock. O f 141 banks reporting the acquisition of retail auto
mobile time-sales paper from dealers, 74 were extending 
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wholesale credit to dealers on stocks of new cars and 36 of 
these were floor-planning used cars. A few banks extend this 
type of credit even if they acquire retail automobile paper 
exclusively from non-dealer sources. T h u s of 45 banks which 
reported that they bought no new-car retail paper from 
dealers, 6 stated that they made wholesale loans on new cars, 
and of 47 reporting no dealer used-car paper, 2 indicated that 
they floor-planned used cars. 

Data on the dollar volume of retail and wholesale automo
bile financing were reported by 53 banks; these banks had 
purchased during 1938 retail instalment paper amounting to 
$34,700,000, and had made wholesale loans of $27,700,000 
on new and used cars combined. Still more interesting is a 
comparison of the amounts of retail and wholesale automo
bile paper purchased by 43 banks which obtained some or 
all of their paper from dealers. T h e y reported approximately 
$31,800,000 of retail automobile paper purchased and $22,-
300,000 of wholesale loans on automobile inventories, of 
which $21,500,000 was applied to new-car and $800 ,000 to 
used-car financing. I n addition they acquired $34,100,000 of 
retail automobile paper from sources other than dealers. 

T h e s e figures for wholesale and retail financing must be 
compared cautiously, however. T h e duration of wholesale 
loans is generally shorter than that of retail loans, and if these 
loans were renewed at fairly brief intervals, being considered 
as new loans with each renewal, the average outstandings on 
wholesale financing in 1938 would be considerably smaller 
than the foregoing data indicate. Nonetheless it seems clear 
that banks obtaining retail sales finance paper from dealers 
do carry in addition a substantial amount of wholesale loans, 
incurring the special risks incident to this type of operation. 

T h e method of obtaining time-sales paper described with 
reference to automobile dealers has been developed also for 
department stores and public utilities. T h e department store 
arrangement is simple: the bank purchases contracts that have 
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originated in the department store, sometimes on a recourse 
or insurance basis modeled after the F H A insurance plan, 
with the store giving the bank a percentage guarantee com
puted on all the contracts purchased.^ Th i s guarantee pro
vides that all uncollectible notes up to the amount of the 
reserve must be repurchased by the store for the amount of 
the unpaid balance, or else replaced by non-delinquent notes. 
Some large banks similarly purchase instalment accounts re
ceivable from mail order houses. T h e bank buys a block of 
such accounts and holds this paper until it is paid, the mail 
order company attending to all credit investigations and col
lections. A percentage guarantee may provide that if the bank 
has purchased $1,000,000 worth of paper it is protected up to 
$100,000 of this amount; or the mail order company may 
agree to substitute new contracts for any that create a collec
tion problem. 

Under a related plan banks purchase instalment sales con
tracts througit public utilities and through dealers who sell 
appliances to the customers of utilities. If a dealer sells the 
appliances, the interest of the utility company is confined 
largely to increasing the consumption of po^ver through the 
sale and use of appliances. T h e dealer therefore originates 
the contracts, the utility accepts or rejects them after an 
investigation of credit risks, and the bank purchases them in 
groups. T h e customer usually receives a combined bill for 
the instalment payment due and for the utility's services. T h e 
bank may obtain a guarantee from either the dealer or the 
utility, or from both; it may also participate in some arrange
ment for the disposition of repossessed appliances. If, how
ever, the appliances are sold through the lUility's own oiulets, 
the utility will sell the instalment contracts thus originated 
directly to the bank and take all responsibility for collections. 

When a bank cannot make arrangements to acquire con-

- T h e s e t t i n g u p a n d t h e a d m i n i s t r a t i o n o t loss reserves o n r e t a i l i n s t a l m e n t 
p a p e r a c q u i r e d f r o m d e a l e r s a n d o t h e r s o u r c e s a r e discussed also in C h a p t e r 6. 
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tracts directly from dealers, or prefers not to do so, it may use 
other methods of obtaining sales finance business. I t may, 
for example, secure the cooperation of automobile salesmen 
ivho will urge customers to finance their car purchases 
through the bank's time-sales division, or it may even pay a 
commission to customers who send in new clients. 

Banks frequently augment their time-sales business through 
advertising programs which invite buyers of automobiles or 
other goods to finance such purchases by means of a direct 
cash instalment loan. As a variation of this method a small 
number of banks issue a letter of credit for the convenience 
of the purchaser. T h e letter of credit is then presented by 
the customer to the dealer, who signs a statement to the effect 
that the deal is made in good faith and correctly described on 
the appropriate documents. W h e n the dealer has received 
payment for the merchandise he has no further concern with 
the transaction, for the buyer now makes his payments di
rectly to the bank. T h e charge to the borrower includes in
terest and the cost of Avhatever credit investigation fee and 
insurance the bank requires. When a bank employs this 
method of time-sales financing, it has no recourse on the 
dealer and must itself dispose of any articles repossessed.* 

T h e relative importance of the several sources from which 
banks obtain sales finance paper is indicated in Tab les 19 
and 20. T a b l e 19, based on reports from 164 banks, shows that 
automobiles accounted for almost 55 percent of the sales 
finance business done by these banks in 1938, and that 52 
percent of their automobile paper was obtained from pur
chasers and 46 percent from dealers. Of these 164 banks a 
group of 114, which in 1938 had a combined business amount-
' AW t h e p lans d e s c r i b e d a b o v e a r e b a s e d , of c o u r s e , o n a r e g u l a r m o n t h l y , 
s e m i - m o n t h l y o r w e e k l y p a y m e n t by t h e b o r r o w e r o r p u r c h a s e r . I n a p r e d o m i 
nant ly a g r i c u l t u r a l a r e a , t h e r e f o r e , s u c h s c h e m e s a r e of l i m i t e d a p p l i c a b i l i t y . 
Some b a n k s in f a n n i n g c o m m i m i t i e s h a v e w o r k e d o u t a r r a n g e m e n t s w i t h 
dealers in a g r i c u l t u r a l e q u i p m e n t w h e r e b y f a r m e r s c a n p u r c h a s e d u r a b l e 
goods u n d e r a r e p a y m e n t s c h e d u l e specia l ly a d a p t e d to t h e i r r e g u l a r flow 
of f a r m i n c o m e . 
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SOURCE OF PAPER TOTAL NUMBER 
TYPE OF 

TOTAL 
AMOUNT OF BANKS 

COMMODITY P u r - D e a l  M a n u 
TOTAL 

( i n t h o u  REPORT
c h a s e r s ers f a c t u r e r s ( J triers s a n d s ) ING 

A u t o m o b i l e s 5 2 . 4 4 6 . 4 1 . 2 1 0 0 . 0 S 7 9 , 7 3 2 1 4 9 
H o u s e h o l d a p 

p l i a n c e s 6 5 . 1 2 8 . 2 .7 5 . 0 1 0 0 . 0 5 7 , 5 3 1 8 6 
H o u s e - h e a t i n g 

e q u i p m e n t 3 . 2 8 4 . 0 1 1 . 8 1 . 0 1 0 0 . 0 6 , 7 6 4 5 2 
F u r n i t u r e 3 1 . 0 6 0 . 0 5 . 0 4 . 0 1 0 0 . 0 4 2 0 2 9 
Soft g o o d s 2 7 . 7 3 8 . 4 3 3 . 9 1 0 0 . 0 1 1 2 6 
M i s c e l l a n e o u s 3 7 . 1 6 0 . 7 2 . 2 1 0 0 . 0 5 0 2 1 4 

ALL COMMODI

TIES 5 4 . 9 4 1 . 5 . 9 2 . 7 1 0 0 . 0 $ 1 4 5 , 0 6 1 1 6 4 

* B a s e d o n q u e s t i o n n a i r e r e t u r n s f r o m 164 b a n k s . 

ing to $32,000,000 in automobile financing alone, reported 
that this amount was almost equally divided between new-
and used-car contracts. T a b l e 19 reveals also that dealers 
were the largest source of paper attributable to instalment 
sales of all other commodities except appliances; and that for 
appliances the retail purchaser was the most important source. 
Manufacturers supplied about one-third of the paper arising 
from the sale of soft goods.* 

T a b l e 20, based on reports from 263 banks, shows how 
many of these institutions received paper from the sources 
enumerated. T h e r e is, of course, a good deal of overlapping, 
since some banks employ several sources. I t is significant, how
ever, that 90 percent of the banks that handled automobile 

* A b o u t half of t h e sales f inance v o l u m e of these 164 banks c a m e f r o m inst i tu
tions in t h e Pacif ic s tates , w h i c h r e p o r t e d t h a t 5 1 . 8 p e r c e n t o f t h e i r business 
was o b t a i n e d f r o m d e a l e r s , 4 7 . 1 p e r c e n t d i rec t ly f r o m p u r c h a s e r s , a n d 1.1 
p e r c e n t f r o m o t h e r sources . 

T A B L E 19 

Percentage Distribution of Sales Finance Paper 
Obtained from Various Sources by Reporting Banks, 
1938, by Type of Commodity Financed* 
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TYPE OF 
D e a l 

e r s 

M a n u  F i n a n c e O b t a i n  N o t O b 
coMMODrry P u r 

c h a s e r s 

D e a l 
e r s 

f a c 
t u r e r s 

C o m 
p a n i e s 

O t h e r s i n g 
P a p e r 

t a i n i n g 
P a p e r 

A u t o m o b i l e s 2 0 9 1 7 8 1 2 1 0 2 2 3 2 31 

H o u s e h o l d 
a p p l i a n c e s 62 1 5 2 2 0 5 3 1 6 9 9 4 

H o u s e - h e a t i n g 
e q u i p m e n t 5 2 8 1 7 3 2 1 0 3 1 6 0 

F u r n i t u r e 2 6 5 9 3 2 1 7 7 1 8 6 

Soft g o o d s 8 1 2 4 1 2 0 2 4 3 

M i s c e l l a n e o u s 1 8 2 7 3 1 1 3 5 2 2 8 

" B a s e d o n q u e s t i o n n a i r e r e t u r n s f r o m 2 6 3 b a n k s . 

Reports from 145 banks indicate the extent to which sales 
finance paper is obtained on a recourse or repurchase basis. 
T h e great majority of these banks have full recourse on the 
dealer in case of default. O f 114 banks reporting on their 
automobile sales finance paper, 88 stated that full recourse 
was required for all of it; a similar situation prevails with 
respect to paper obtained from dealers for household ap
pliances, house-heating equipment and other types of mer
chandise. Paper acquired from manufacturers, on the other 
hand, is generally bought without recourse, regardless of the 
type of commodity financed.^ 
^ F u l l r e c o u r s e , n o n - r e c o u r s e a n d g e n e r a l r e p u r c h a s e a g r e e m e n t s a r e discussed 
in N a t i o n a l B u r e a u of E c o n o m i c R e s e a r c h ( F i n a n c i a l R e s e a r c h P r o g r a m ) , Sales 
Finance Companies and Their Credit Practices, by W . C . P l u m m e r a n d R . A. 

paper acquired at least part oE their supply from car pur
chasers themselves; only 77 percent drew some of their auto
mobile paper from dealers. For all other commodities dealers 
were the most frequent source of financing business. 

T A B L E 20 

Number of Reporting Banks Obtaining Sales Finance 
Paper From Various Sources, 1938, by Type of 
Commodity Financed" 

SOURCE OF PAPER NUMBER OF BANKS 
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ORGANIZATION OF CONSUMER LOAN 
DEPARTMENTS 

Because the granting of personal loans and the financing of 
instalment sales require highly specialized operating tech
niques, many banks have set up separate departments for 
the conduct of this business. In some cases the departments 
were not established until a reasonably large volume of busi
ness had been developed; in others a personal loan depart
ment and a time-sales department were formally organized 
before any considerable volume of loans was obtained. As 
we have already noted, many banks make consumer loans but 
have not set up a special department to handle them. 

Departmentalization is designed to facilitate the handling 
of loan applications and to reduce the costs of collection. 
Consumer instalment loans are granted only after interviews 
with prospective borrowers, and if the accounts become de
l inquent they necessitate numerous follow-up procedures as 
well. These tasks cannot readily be assumed by other depart
ments of the bank. Furthermore, the amount of detail per dol
lar of personal loans outstanding is much greater than for 
regular commercial loans. 

Although most banks have acknowledged the advantages 
of a strictly departmentalized system, many have considered 
it unnecessary to employ a specially trained person to organize 
the consumer credit department. T h u s 121 out of 138 report
ing banks stated that they had not engaged a specially trained 
man to set up their consumer loan department or depart
ments but had merely transferred an employee from some 

V o u n g ( 1 9 4 0 ) C h a p t e r 1 1 . See also F e d e r a l T r a d e C o m m i s s i o n , Report on Motor 
Vehicle Industry, 7 6 t h C o n g r e s s , 1st Session, H o u s e D o c u m e n t N o . 4 6 8 , p p . 
9 2 7 - 2 8 f o r def ini t ions o f t h e s e t h r e e p l a n s . A s d i s t i n c t f r o m t h e full r e c o u r s e 
a r r a n g e m e n t , t h e g e n e r a l r e p u r c h a s e a g r e e m e n t calls t o r n o specific d e a l e r 
l iabi l i ty o n i n d i v i d u a l c o n t r a c t s b u t does r e q u i r e t h a t t h e d e a l e r r e p u r c h a s e 
a repossessed c o m m o d i t y f r o m t h e financing a g e n c y for t h e a m o u n t of t h e 
c u s t o m e r ' s u n p a i d b a l a n c e if t h e a r t i c l e is r e t u r n e d to t h e d e a l e r in g o o d 
c o n d i t i o n w i t h i n 9 0 days a f t e r t h e c u s t o m e r ' s d e f a u l t . 
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O t h e r department. T h e banks which did appoint trained 
men drew them from personal finance, industrial banking or 
sales finance companies. 

Personal loan departments in all commercial banks have 
the same basic functions: they take loan applications 
from would-be borrowers, secure and analyze the necessary 
credit information, decide whether or not to grant the loans, 
keep records and make collections. Departmental structure 
varies, however, according to the amount of business trans
acted. I f the volume is small, the bank employees may handle 
loan operations along with their other duties. I f it is large, a 
full-time employee will probably be assigned to do part of 
the work, such as interviewing applicants, while the bank 
tellers will receive payments. Most departments are located 
in the regular bank offices, so that it is feasible for certain 
bank employees to do part-time work, but a large, highly 
specialized department, which may be located in a separate 
building, cannot operate on this basis. 

Because xvorkers in other departments are so frequently 
employed on a part-time basis in the personal loan depart
ment, it is difficult to determine the number of accounts 
handled per worker, a measure of efficiency often cited by 
other consumer credit agencies. In the present study, banks 
were asked to report on the number of full- and part-time 
employees in their personal loan departments, and usable 
returns were received from 133 institutions. T h e average 
number of workers was then studied in relation to the total 
personal loan outstandings of such departments." According 
t o this analysis departments with outstandings up to $100,000 
employed, on the average, one full-time and one half-time 
worker; those with $100,000 to $250,000 about three full-
time workers; those with $250,000 to $500,000 four full-time 

' A l l p a r t - t i m e w o r k e r s w e r e c o u n t e d as h a l f - t i m e w o r k e r s ; this p r o b a b l y re 
sulted in a n o v e r s t a t e m e n t of t i m e e m p l o y e d in s o m e d e p a r t m e n t s . 
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workers and those with $500,000 to $1,000,000 about seven 
full-time workers.^ 

T h e extent to which time-sales financing is handled in per
sonal loan departments is indicated by reports from 164 
banks; in 97 the personal loan department took charge of all 
sales financing transactions, in 45 cases it handled some of 
the latter, and in only 22 were the two types of business al
located to separate departments.* 

PERSONAL LOAN PROCEDURE 

T h e main outlines of lending procedure do not vary substan
tially from one bank to another. T h e process of passing on 
the applicant's credit standing begins with the first interview. 
I f at that t ime the prospective borrower provides satisfactory 
information concerning his income and occupation and the 
purpose of the loan, he is commonly asked to fill out a 
formal loan application blank. Banks operating branches 
divide the work of interviewing customers and distributing 
forms among the various offices. Application forms are usually 
returned to the head office, where credit investigation is 
centralized, unless a bank has a large number of branches; 
in such cases loan applications may be investigated at several 
different offices. 

In banks with a small amount of personal loan business the 
work of credit investigation is not likely to be highly sys
tematized, but in institutions with a large volume it follows a 
definite routine. Let us describe the process most commonly 
" N o a t t e m p t was m a d e to s tudy t h e o r g a n i z a t i o n o f banks w i t h o u t s t a n d i n g s 
in excess of $ 1 , 0 0 0 , 0 0 0 ; this g r o u p i n c l u d e s a n u m b e r o f b a n k s t h a t h a v e d e 
p a r t m e n t s e m p l o y i n g several h u n d r e d p e o p l e . 
^ D e p a r t m e n t s t h a t h a n d l e b o t h types a r e k n o w n by a great v a r i e t y of n a m e s . 
A p a r t i a l list fo l lows : P e r s o n a l C r e d i t D e p a r t m e n t , P e r s o n a l L o a n D e p a r t m e n t , 
P e r s o n a l Savings D e p a r t m e n t , P e r s o n a l L o a n - S a v i n g s D e p a r t m e n t , P e r s o n a l 
C r e d i t Division, P e r s o n a l L o a n C e n t e r , I n s t a l m e n t L o a n D e p a r t m e n t , L o a n 
Service D e p a r t m e n t , I n s u r e d B u d g e t L o a n D e p a r t m e n t , P r e m i u m F u n d P l a n , 
V e a r - t o - P a y L o a n D e p a r t m e n t , T i m e P l a n W a y , E m p l o y e e s C r e d i t P l a n , C o n 
s u m e r C r e d i t D e p a r t m e n t . 
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used in a department with a substantial volume of loans, 
where the borrower is likely to be unknowm to the bank and 
where speed in granting credit is an important competitive 
factor. T h e application received by the credit department 
bears a number for general identification, as well as a branch 
number if the bank has more than one office. I t may be time-
stamped to provide a check on the speed of investigation. 
Applications are sorted as received, by type of loan security 
and perhaps by broad classifications as to size of loan, in order 
that the credit investigation may be specialized along these 
lines. 

T h e primary purpose of the credit investigation is to verify 
the information given on the loan application. T h e name and 
address of the borrower may be checked first; a bank with a 
large loan business may maintain an address file so that it can 
determine whether any credit difficulties have been experi
enced with loan applicants or comakers from a given address. 
If the amount requested is large, say $1000 or more, a card 
may be mailed to the applicant, asking for his signature for 
comparison with that on the loan application. T h e bank 
checks the applicant's record in its own credit files; these 
generally contain names and brief records of all previous 
makers and comakers. 

All banks depend rather heavily on local credit information 
and credit exchange agencies. Some cities have a number of 
these organizations, others have very few; even where only 
one exists its membership may be l imited, so that not all 
lenders in the community can have access to its central files. 
There are two types of credit agency, and they operate either 
separately or in combination: the credit information service, 
which prepares data on the paying record of borrowers; and 
the "clearing house," which maintains a central file of bor
rowers and can determine whether the applicant has ever had 
a loan from any other member of the credit exchange bureau. 
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T h e bank using the latter service must find out from the 
lending agency to which it is referred what the borrower's 
credit record has been. If the loan is a large one the bank 
may obtain also a special commercial report and a litigation 
report covering any suits and judgments in which the appli
cant has been involved. Banks differ considerably in their 
evaluation of the several kinds of credit report; some claim, 
for example, that the borrower's department store credit 
record is not particularly significant, while others take an op
posite view. 

According to reports from 141 banks the most important 
source of credit information concerning applicants for per
sonal loans is the bank's own commercial credit department; 
the outside sources were ranked by these banks in the fol
lowing order of importance: retail credit exchange agencies, 
the applicant's employer, his bank, his creditors, mercantile 
credit agencies, and bank and other personal loan credit 
exchange bureaus. 

T h e bank staff checks independently the employment 
record and income statement of the applicant—if possible 
with a responsible officer of the employing firm—his bank 
references, and the telephone number cited by him. It may 
verify the business position of the applicant who describes 
himself as owner, partner or officer in a corporation, and 
check on the statements he has made concerning comakers or 
the value of his collateral. 

W h e n the credit investigation is completed the application 
is referred to the loan committee or to the officer responsible 
for granting loans, along with the applications submitted in 
connection with any previous loans to the same borrower. An 
applicant who has already been refused a loan may or may 
not be rejected when this fact becomes known. T h e record of 
an earlier loan, of course, provides detailed information con
cerning collection experience with the prospective borrower. 
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Although a recommendation to reject may have been made 
at some point during the investigation, the responsibility of 
making the final decision rests with the loan officer. 

T h e percentage of loan applications that are ultimately 
rejected is conditioned by a bank's policies and standards. 
Reports from 118 banks show that most of them reject be
tween 1 and 25 percent of their applications; 85 reports were 
distributed evenly within this range. Some banks rejected 
much more than 25 percent, but these were in the minority. 

If a prospective borrower has instalment debts outstanding, 
the bank usually requires that they be consolidated and paid 
off from the proceeds of the new loan. Of 135 banks report
ing on this topic, 81 made such a demand, 36 did not, and 
the remainder adapted their policy to the borrower's credit 
record. 

W h e n all documents pertaining to an accepted loan, in
cluding the note with appropriate signatures, are filled out 
satisfactorily, the borrower is notified and a cashier's check 
is sent to him for the amount of the advance, together with 
directions for payment. Some banks use a coupon book for 
this purpose, with a separate page showing the amount and 
date for every due payment. Accounting cards are set up for 
accepted loans; the most important of these is the ledger card 
containing a description of the loan, the schedule of repay
ments and similar information. 

Repayments on loans are either accepted as a direct reduc
tion of the principal of the loan or are treated as hypothecated 
deposits. Where the latter practice prevails the special de
posit built up out of the instalment payments is used at the 
maturity of the loan to repay the face amount of the note. A 
total of 128 banks, perhaps not an entirely representative 
group, replied to a question regarding this practice: 71 re
ported that payments were applied directly to a reduction of 
the loan and 57 that they were hypothecated. Most of the 
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banks paid no interest on these deposits, although a few re
ported paying as much as 2 percent. 

As payments or deposits are received they are posted on the 
ledger cards. These cards are checked daily for payments due 
and from them is prepared a list of delinquencies to be han
dled by the collection department. 

Under the usual collection system, the bank notifies the 
borrower of a delinquency after the waiting period, if one is 
allowed, has expired, and assesses the delinquency fee at the 
same time. In general comakers are not notified until the 
borrower has been given an opportunity to make the pay
ment, and the first notice to comakers is often in the form of 
a request that they use their influence to have the maker fulfil 
his obligation. If the delinquency continues, a more urgent 
notice is sent to both maker and comaker. W h e n the bank 
gives up all hope of collecting from the maker it may exercise 
its right to accelerate the note—that is, to require that the 
entire unpaid balance be paid at once—and concentrate en
tirely on the comakers. Where the loan is secured by stocks, 
bonds or a savings passbook the obligation will probably be 
settled at this point; but in the case of one- and two-name 
paper the bank may have to threaten court action if payment 
is not made. 

In many cases a delinquent note is adjusted so that the bor
rower will resume payments. T h e adjustment may consist of a 
refinancing of the loan, an extension of its maturity without 
a new contract, a shifting of payment dates or some other 
arrangement designed to assist the borrower to meet his com
mitments. 

T h e procedure outlined above will necessarily vary with 
the type of loan. Notes secured by automobile collateral, for 
example, require different collection methods because of the 
special nature of the security; loans made by special arrange
ment with outside firms may involve a simpler credit investi
gation or another collection technique. 
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SALES FINANCE PROCEDURE 

T h e basic factors in all sales financing operations are the 
dealer or seller, the purchaser, and the value of the collateral. 
T h e relations of the bank with the dealer are conditioned by 
the terms on which the contract is obtained. If the bank ac
quires the paper directly from the retail purchaser, the dealer 
merely receives the advance payment for the merchandise 
and certifies that the contract is made in good faith. W h e n 
the paper is bought from the dealer on a recourse or general 
repurchase agreement a more complete examination of the 
dealer's credit standing is necessary. Indeed a bank which 
does a large volume of time-sales financing regards verifica
tion of the dealer's credit as an important function of its credit 
department, and especially Avhen the bank, besides financing 
a dealer's retail instalment sales, is also making a commercial 
loan to finance his inventory on the so-called "floor-plan" 
basis. W h e n such a floor-plan is in effect the bank must main
tain an outside force to check the dealer's inventory at fre
quent intervals and see that the merchandise security is not 
disposed of in contravention of contractual agreements. 

T h e r e are other arrangements with dealers besides the 
dealer recourse or general repurchase plan. For example, a 
bank may finance t ime sales of such merchandise as radios or 
other electric goods under a l imited guarantee from the dealer 
and a full guarantee from the manufacturer, or may enter into 
agreements with utility companies for the discounting of 
all paper arising out of instalment sales of appliances to the 
utility's customers. I f under such an arrangement the dealer, 
manufacturer, utility, or a combination of these, is subject to 
recourse, the retail purchaser's credit record need not be 
investigated as carefully by the bank. 

When a bank deals directly with the retail purchaser, it 
requires him to fill out an application blank similar to that 
used in the personal loan department, covering his employ-
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ment, income, address, assets and liabilities, the merchandise 
to be purchased, the amount o£ the contract, the down pay
ment and other pertinent items. T h e credit department veri
fies these statements by the same methods it employs in 
making personal loans; sometimes it supplements the infor
mation by calling for a credit report from an outside agency. 
Although the investigation may be less exhaustive when the 
contract is purchased with recourse on the dealer than when 
the only security is the buyer's note plus the merchandise 
sold, the bank never purchases a contract without making 
some examination of the risk involved. 

Regardless of the source of the contract, the customer is 
always asked to sign a note for the unpaid balance of the pur
chase price plus an amount representing the credit investiga
tion charge and the interest or financing charge. T h e cost to 
the borrower of the insurance required by the bank to pro
tect the collateral may or may not be included in the note. 
Payments are then arranged according to a plan essentially 
similar to that employed for cash loans. 

In some respects the most significant element in the time-
sales financing transaction is the merchandise which serves as 
security for the loan. Although the bank may act on the as
sumption that its interests are protected primarily by the 
purchaser's income, the contract nearly always provides for 
repossession of the merchandise if the buyer should fail to 
fulfil his agreement. Whether or not the instalment sales con
tracts acquired by the bank are purchased under a dealer 
recourse or repurchase agreement, the bank protects its inter
est by means of a conditional sales agreement under which 
title to the merchandise rests with the bank, or a bailment 
lease whereby the purchaser merely leases the goods from the 
bank on certain terms and takes title only after the contract 
has been paid out. 

T h e appraisal of merchandise security is a difficult and 
complicated task. A bank that finances instalment purchases 



O P E R A T I O N A N D C O L L E C T I O N 9 7 

of refrigerators, for example, must be familiar with a wide 
assortment of makes, models and price lines, and must be able 
to predict the probable decline in their value with the passage 
of t ime. Similar difficulties are encountered in the financing 
of used cars and, to a lesser degree, of new cars as well. In 
general, however, down payment and maturity requirements 
offer some protection against depreciation of the value of the 
commodity which serves as security. 

LOAN TERMS 

Personal Loans 
Commercial banks ordinarily restrict consumer instalment 
loans to certain amounts and lengths of contract. From ques
tionnaire returns of 563 banks, summarized in T a b l e 21 , it 
appears that nearly all banks have set maximum and mini
mum limits to the amount they will advance on a personal 
instalment contract. Slightly more than 25 percent reported 
$1000 as a maximum and another 25 percent a maximum of 
less than $1000; the remainder were willing to make loans in 
excess of that amount.® Over 80 percent of these banks also 
had a minimum limit of $50 or less,*** and approximately 16 
percent a min imum of over $50 . T h e most frequent com
bination was a $1000 maximum and a $50 minimum. 

T a b l e 22, presenting data on lengths of contract from 594 
banks, shows that the most common l imitation on maturity, 
reported by 77 banks, was a maximum of 12 months and no 
minimum. T h e r e is rather wide variation, however, in the 
limits cited by reporting banks, and this particular combina
tion cannot be regarded as typical of commercial bank policy. 
General practice can be stated more accurately in terms of 

' T h o s e r e p o r t i n g " n o m a x i m u m l i m i t " a r e c lassed w i t h t h e g r o u p wi l l ing 
to lend o v e r $ 1 0 0 0 . 
1" Banks r e p o r t i n g " n o m i n i m u m l i m i t " a r e classed w i t h this g r o u p . 
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Number of Banks Reporting Various Minimum and Maximum Sizes for Personal 
Loans* 
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MINIMUM LENGTH 
MAXIMUM LENGTH OF CONTRACT 

(in m o n t h s ) TOTAL 
PERCENTAGE 

(in m o n t h s ) 3 6 9 - 1 0 1 2 1 4 - 1 5 1 8 2 0 2 4 2 6 - 3 0 3 6 6 0 

U I S l K l B U l l U r 
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3 1 1 1 3 7 5 3 1 1 1 3 1 4 1 9 6 1 6 . 2 

4 - 5 1 1 1 3 8 8 2 1 3 4 5 . 7 
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• B a s e d o n q u e s t i o n n a i r e r e t u r n s f r o m 5 9 4 b a n k s . 

to 

Number of Banks Reporting Various Minimum and Maximum Contract Lengths for 
Personal Loans" 
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the most common range of limits; thus 5 4 5 of the 594 report
ing banks set a lower limit of 6 months or less, and 411 set the 
upper limit between 12 and 18 months.^^ 

Sales Finance Contracts 
In time-sales financing the length of the contract is usually 
limited, and in addition the purchaser is commonly required 
to make a minimum down payment which is expressed as a 
percentage of the cash price of the merchandise . T h e s e stipu
lations vary for different commodities, and may fluctuate also 
over a period of time with changes in credit conditions. They 
constitute the lender's protection against excessive deprecia
tion of the merchandise which secures the loan. O f 193 banks 
reporting on automobile paper, 113 stated that the maximum 
contract length was 18 months, 34 had a m a x i m u m of 24 
months and 25 a l imit of 12 months.^^ For household appli
ance paper the 95 reporting banks were divided into four al
most equal groups, specifying m a x i m u m periods of 12, 18, 24 
and 30 months each. Lengths of contract for furniture and 
soft goods seem to be considerably shorter than for the other 
types of commodity discussed; the most frequently reported 
maxima were 12 and 18 months for furni ture , and 12 months 
or less for soft goods. T h e number of reports on these two 
items was small (41 and 9 respectively) and for this reason the 
findings cannot be considered conclusive. 

More than 90 percent of the 196 banks reporting on the 
down payments stipulated for automobi le contracts stated 
that their minimum requirement was between 25 and 40 
percent; the most common down payment, however, was 33.3 
percent.!^ T e r m s for household goods were reported by 83 

" M a x i m u m l o a n sizes a r e f ixed by l a w in 8 s t a t e s , a n d m a x i m u m contrac t 
l e n g t h s in 4 s tates . See C h a p t e r 2 . 
12 M a x i m u m c o n t r a c t l e n g t h s t e n d t o b e s h o r t e r f o r u s e d - c a r p a p e r t h a n for 
n e w - c a r p a p e r . 
13 T h e m i n i m u m d o w n p a y m e n t f o r t i m e sales o f n e w c a r s is g e n e r a l l y lower 
t h a n f o r used c a r s . 
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banks, for furniture by 33 and for soft goods by 4 ; for these 
commodities a min imum down payment of 10 percent was 
favored most widely. T e r m s for house-heating equipment 
appear to be somewhat more liberal than those for other 
commodities; of 57 banks, 20 reported 10 percent, 12 re
ported 10 to 25 percent, and 11 reported 33.3 percent as the 
minimum down payment required. 

COLLECTION E X P E R I E N C E 

Personal Loan Collections 
Like customers of other consumer credit agencies, borrowers 
from the personal loan departments of commercial banks 
sometimes terminate their indebtedness before the set date 
of maturity, either by paying off the debt in cash or by re
financing the loan. O f 55 banks reporting on cash prepay
ments for the year 1938, 28 stated that from 1 to 5 percent, 
and 11 that from 6 to 10 percent of their personal loans were 
so terminated. Prepayment by refinancing may be accom
plished in two ways: under one scheme the borrower merely 
extends the payment period by signing a new note for the 
unpaid balance; under the other he refinances the old balance 
and obtains additional funds at the same t ime. Borrowers who 
receive additional funds are probably better-than-average 
credit risks, while those who merely refinance an unpaid 
balance are more likely to be among the relatively poor risks. 
In the present study 61 banks reported cases of loans made 
merely to refinance outstanding balances; about one-half of 
these indicated that 5 percent or less of their loans were 
terminated in this way during 1938. Of another group of 
banks of equal size, one-half reported that 10 percent or less 
of their loans were paid off by new contracts providing addi
tional cash. I f both types of refinancing are combined, it is 
found that for 44 of the 61 banks the proportion of all loans 
paid off in 1938 by means of refinancing ranged from 1 to 35 
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EXTENT OF 

DELINaUENCv'' 

PERCENT OF OUTSTANDING LOANS DELINQUENT 
EXTENT OF 

DELINaUENCv'' 
0 - . 9 1 - 1 . 9 2 - 2 . 9 3 - 4 . 9 5 - 6 . 9 7 - 9 . 9 

1 0 a n d 
O v e r 

3 0 d a y s 1 7 7 8 2 6 1 4 3 5 4 1 1 5 0 
3 1 - 5 9 d a y s 2 9 9 7 3 4 3 2 7 2 3 3 1 0 

6 0 d a y s a n d o v e r 3 6 0 5 1 3 6 1 2 11 1 7 

* B a s e d o n q u e s t i o n n a i r e r e t u r n s f r o m 4 7 8 b a n k s . 
M e a s u r e d by n u m b e r of days e l a p s e d f r o m d a t e o n w h i c h p a y m e n t was d u e . 

number of days which had elapsed since the date when pay
ment was due, and to state what percentage of their loans 
outstanding at the end of 1938 were delinquent by 30 days, 
by 31-59 days, and by 60 days or more. As shown in T a b l e 23, 
the range most frequently reported on 30-day delinquency 
was from 0 to 0.9 percent; a number of banks stated that 10 
percent or more of their outstanding loans were delinquent 
to this extent. For the two other delinquency periods the re
ports were concentrated in the low percent classes. 

According to reports from 104 personal loan departments, 
few comaker loans are paid by the comaker; 46 of these banks 
stated that less than 0.25 percent of their comaker loans were 
paid off in this manner, and 89 that less than 1 percent were 

percent, and that for 27 of these banks it varied from 6 to 20 . 
O n the subject of delinquency, the data made available to 

us are much more conclusive, since they represent reports 
from 478 personal loan departments. I n T a b l e 23 delinquent 
loans outstanding at the end of 1938 are classified by the ex
tent of delinquency. Because banks define delinquency in 
different ways, they were asked to measure it uniformly by the 

T A B L E 23 

Number of Banks Reporting Various Percentages of 
Delinquency on Personal Loans Outstanding Decem
ber 31, 1938, by Extent of Delinquency" 
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SO terminated. Of 96 banks reporting on loans paid off by dis
posal of collateral, 59 had no loans at all in this class and 28 
had less than 1 percent. 

Before we turn to the final stage of customer default, that 
is, the point at which loans are charged off as losses, another 
collection device sometimes used by personal loan depart
ments should be mentioned. T h e note signed by a cash bor
rower usually contains an "acceleration clause" giving the 
holder of the note, in the event of default on a payment, the 
option of demanding immediate settlement of the entire 
balance due.** Since this demand is not made until all nor
mal collection procedures have failed, the extent of accelera
tion on notes may be regarded as an indication of serious 
collection difficulty. T h e need for such drastic action seems 
to arise, if at all, before delinquency has passed the 90-day 
stage. O f 529 reporting banks, 433 indicated that notes were 
accelerated before they had become 90 days delinquent, and 
of these 383 set 60 days as the maximum delinquency per
mitted before acceleration. Only a very small proportion of 
bank personal loans are accelerated, however. Of 436 banks 
reporting on this topic, 204 stated that n o notes had been 
accelerated, 93 reported acceleration on less than 1 percent of 
their notes, 50 banks on 1 to 2 percent, and 33 banks on 2 to 
3 percent.*^ 

It would seem reasonable to assume that almost all ac
counts for which full payment had been demanded before 
maturity would be turned over to an attorney for collection 
if the demand were not met. Questionnaire returns from 101 
banks indicate, however, that this step is rarely taken; 72 
percent reported either that no accelerated account had been 

n o t e is s o m e t i m e s sa id to h a v e b e e n " m a t u r e d " w h e n this o p t i o n is 
exercised, b u t t h e m o r e c o m m o n t e r m is " a c c e l e r a t e d . " 

F r o m a s u p p l e m e n t a r y b r e a k d o w n o£ these figures a c c o r d i n g t o t h e r e g i o n 
in w h i c h t h e ijank is l o c a t e d , it a p p e a r s t h a t these s t a t e m e n t s a r e a n a c c u r a t e 
indicat ion of t h e e x p e r i e n c e of v a r i o u s sect ions of t h e c o u n t r y . 
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placed in the hands of an attorney, or that less than 1 percent 
had been thus treated.^* 

Questionnaire returns from 83 banks show what percent
age of unsecured and comaker notes turned over to attorneys 
were taken into court, and what percentage were finally paid; 
45 of these banks stated that none of their accounts eventu
ated in court action, and 19 reported less than 1 percent. 
Some of the others indicated that nearly all attorney accounts 
ended up in court. Returns from 52 banks showed that the 
number of single-name and comaker loans which were turned 
over to attorneys for collection and finally paid ranged from 
" n o n e " to " a l l " ; this result is not very i l luminating, espe
cially since banks vary widely in their determination of the 
point at which collection difficulty is considered serious 
enough to warrant an attorney's attention. 

W h e n all attempts to collect a loan are unavailing, the ac
count is charged off as a bad debt. Data on charge-offs of 
personal loans are available from two sources—responses to 
our questionnaire and reports made to the New York state 
banking superintendent by state banks with personal loan 
departments. 

T h e questionnaire data are presented in a regional break
down in T a b l e 2 4 . " For 171 banks giving both the number 
and the amount of charge-offs, the average unpaid balance on 
loans charged off during 1938 was |108, but ranged from $83 
in the West South Central region to $140 in the East North 
Central . A larger number of banks—209—supplied figures 
on their total personal loan outstandings as of the end of 
1938, as well as on the volume of charge-offs during the year, 

1^ T h e low p e r c e n t a g e m a y possibly reflect a m i s u n d e r s t a n d i n g of t h e t e r m 
" a c c e l e r a t i o n " in this p a r t of t h e q u e s t i o n n a i r e . A l t h o u g h a n a t t e m p t was 
m a d e to define t h e t e r m c l e a r l y , s o m e b a n k s m a y h a v e i n t e r p r e t e d t h e ques
t ion to m e a n t h e p e r c e n t a g e of t o t a l l o a n s collected t h r o u g h a n a t t o r n e y . 
" T h e d a t a in T a b l e 2 4 r e f e r t o all charge-offs d u r i n g 1 9 3 8 r e g a r d l e s s of the 
d a t e w h e n t h e o r i g i n a l l o a n s w e r e m a d e ; t h e y d o n o t i n c l u d e r e c o v e r i e s be
c a u s e q u e s t i o n n a i r e i n f o r m a t i o n r e g a r d i n g t h e l a t t e r w a s t o o f r a g m e n t a r y 
f o r use . 
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1 7 1 BANKS 2 0 9 BANKS 

REGION 
Charge-Offs 

NUMBER OF TOTAL TOTAL CHARGE- NUMBER OF 

T o t a l A v e r a g e 
BANKS CHAROE- OUTSTAND OFF PER BANKS 

T o t a l T o t a l A v e r a g e 
REPORTING OFFS'" INGS*' CENTAGE REPORTING 

N u m b e r Amount*" A m o u n t 
REPORTING OFFS'" 

N e w E n g l a n d 2 0 1 $ 2 3 . 8 $ 1 1 8 1 2 $ 3 1 . 4 $ 3 , 5 4 0 . 0 . 8 9 1 3 

M i d d l e A d a n t i c 8 0 3 8 8 . 4 1 1 0 4 3 6 6 . 3 2 0 , 2 9 1 . 6 . 3 3 5 1 

E a s t N o r t h C e n t r a l 1 9 2 2 6 . 8 1 4 0 3 2 3 0 . 3 9 , 4 2 9 . 9 . 3 2 3 7 

W e s t N o r t h C e n t r a l 3 2 2 3 0 . 5 9 5 2 7 4 8 . 0 9 , 1 8 4 . 9 . 5 2 3 5 

S o u t h A t l a n t i c 1 5 3 1 3 . 6 8 9 2 5 1 9 . 9 7 , 4 0 6 . 8 . 2 7 3 2 

E a s t S o u t h C e n t r a l 4 9 5 . 7 1 1 6 6 7 . 7 2 , 1 1 3 . 7 . 3 6 7 

W e s t S o u t h C e n t r a l 5 8 4 . 8 8 3 1 2 8 . 7 3 , 9 6 6 . 4 . 2 2 1 6 

M o u n t a i n 3 3 3 . 0 9 1 5 3 . 2 1 , 4 9 1 . 3 . 2 1 8 

P a c i f i c 1 5 6 1 6 . 6 1 0 6 9 1 6 . 4 4 , 7 5 3 . 2 . 3 5 1 0 

A L L REGIONS 1 , 9 6 7 $ 2 1 3 . 2 $ 1 0 8 1 7 1 $ 2 3 1 . 9 $ 6 2 , 1 7 7 . 8 . 3 7 2 0 9 
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• B a s e d o n q u e s t i o n n a i r e r e t u r n s . T h e t w o g r o u p s of b a n k s a r e n o t m u t u a l l y e x c l u s i v e . 
*• I n t h o u s a n d s . 

o 

Number, Total Amount and Average Amount of Charge-Offs of Personal Loans of 
171 Banks, 1938, and Charge-Offs of 209 Banks, 1938, in Percent of Total Personal 
Loans Outstanding December 31, 1938, by Region" 
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thus making possible a computation of the percentage rela
tion of charge-offs to outstandings. T h e s e data show that rela
tively few personal loans were written off as losses. For the 
country as a whole the average charge-oft percentage was 0.37, 
varying from 0.21 in the Mountain states to 0.89 in New 
England. I f charge-offs were related to the total volume of 
loans made during 1938 rather than to loans outstanding at 
the year end, these percentages would be still lower. A com
mon method of estimating volume from outstandings is to 
multiply the latter by 1.54; applying this method to the fig
ures in T a b l e 24, and relating charge-offs to the resulting 
estimated volume, we find that the ratio of charge-offs to the 
total volume of loans made in all regions combined was 0.24 
percent. 

Data from the New York state banking department, which 
requires that charge-offs be reported according to the year in 
which the loan was made, and that they be net of all recover
ies on loans granted during that year, provide a charge-off 
percentage which, though constantly subject to correction, is 
nevertheless representative of the final experience on loans 
made during a given year. These data, presented in T a b l e 25, 
show that at the end of 1938 net charge-offs for the period 
1936-38 amounted to 0.12 percent of total personal loans. T h e 
percentages for 1936, 1937 and 1938 were 0.27, 0.20 and 0.04 
respectively. T h i s downward trend in the charge-off ratio is 
not unexpected, for at the time the state report was compiled, 
the loans made in 1938—and to a lesser degree those made in 
1937—had not been on the books long enough to give rise to 
all the charge-offs that would eventually occur. For loans 
granted during 1937 the charge-off percentage was only 0.05 
at the end of that year, a figure which is close to the 0.04 
percent reported for loans made in 1938. T h e low charge-off 
percentage for the three-year period naturally reflects the 
small proportion reported at the end of 1938. 

For the entire period 1936-38 the charge-off percentage on 
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YEAR 
TOTAL NET AMOUNT 

CHARGED OFF*" 

TOTAL 
LOANS MADE 

PERCENT OF TOTAL LOANS 

N e t R e s e r v e 
C h a r g e - o f f s for Losses 

1 9 3 6 S 1 0 , 7 6 6 $ 3 , 9 9 5 , 8 6 4 . 2 7 . 2 9 

1 9 3 7 4 8 , 1 1 1 2 3 , 8 1 5 , 0 6 2 . 2 0 . 3 5 

1 9 3 8 1 0 , 6 3 0 2 7 , 8 6 9 , 3 7 8 . 0 4 . 5 2 

1 9 3 6 - 3 8 6 9 , 5 0 7 5 5 , 6 8 0 , 3 0 4 . 1 2 . 4 3 

• B a s e d o n r e p o r t s m a d e t o t h e N e w Y o r k s t a t e b a n k i n g d e p a r t m e n t . 
" T o t a l charge-offs less recover ies . Charge-of fs a n d r e c o v e r i e s a r e classified 
a c c o r d i n g t o t h e y e a r in w h i c h t h e l o a n s w e r e m a d e . 

personal loans made by New York state banks was much 
smaller than the reserve generally set up for losses. According 
to our questionnaire returns there was considerable variation 
in bank policy with regard to both loss reserves and the han
dling of losses on defaulted notes. Most frequently the reserve 
represented from 0.5 to 2 percent of the face amount of the 
notes written, or from 1 to 25 percent of the interest earned 
on loans. A smaller number of banks reported that their re
serves covered 0.5 to 2 percent of their outstandings. 

Sales Finance Collections 
Questionnaire data covering charge-ofF experience on loans 
made to finance the instalment purchase of automobiles and 
other goods likewise show a low ratio of net losses to out
standing loans. A group of 155 banks reported their 1938 
charge-offs and recoveries; 119 of them, with automobile 
finance paper of $15,500,000 outstanding, reported no losses 
at all, and 36 others, with outstanding automobile paper of 
$69,200,000, had an average net charge-off percentage of 0.12. 

T A B L E 2 5 

Total Net Charge-Offs of Personal Loans, and Net 
Charge-Offs and Loss Reserves in Percent of Total 
Personal Loans Made, for 65 New York State Banks, 
1936-38" 
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On finance paper secured by goods other than automobiles 
the net percentage was 0.24. T h e favorable charge-off record 
for sales finance paper reflects the fact that through recourse 
and general repurchase agreements a substantial share of the 
loss risk is transferred to the dealer from whom the bank 
purchases the paper. 

Reserves against sales finance losses are set up in sev
eral different ways. In response to our questionnaire 56 banks 
indicated their methods of computing such reserves; these 
institutions may be divided about equally into 4 groups: (1) 
those which set up the reserve as a percentage of average out
standing balances (I to 4 percent); (2) those treating it as a 
percentage of the volume of loans made (0.5 to 5 percent); 
(3) those fixing it as a proportion of gross income (10 to 25 
percent); and (4) those measuring it in terms of earnings (1 
to 30 percent). Not much significance can be attached to 
these percentages, however, since a bank's policy may depend 
primarily upon the length of time the reserve system has been 
in operation. 



Factors Affecting Credit Risk in 

Personal Lending 

T H E credit standing of an applicant for a personal loan is 
investigated intensively because it indicates, within reason
able limits, the likelihood of repayment. I t should not be 
assumed, however, that a bank officer can foretell with cer
tainty how faithfully a borrower will meet his obligations; 
few applicants have economic prospects so bad that there is 
not some small chance of repayment, and few are so well sit
uated that there is not some possibility of delinquency or 
even default. T h e selection of borrowers must therefore rest 
on probabilities. On the basis of experience, and to some ex
tent intuition, the loan officer decides which applicants are 
more likely to default than others or which loans are likely 
to involve collection costs so great as to render the transaction 
unprofitable. 

Willingness and ability of the borrower to repay the loan 
are the primary factors to be considered in any appraisal of 
credit risks. Applicants who may be attempting fraud are 
clearly undesirable, as are those who, though not strictly dis
honest, may appear to be irresponsible. T h e second criterion, 
ability to repay, may be tested by several standards: by per
sonal characteristics such as age, sex and family status; and 
by the borrower's occupational or economic position, income 
and net worth. 

In general, then, the bank is interested in the moral , per
sonal, vocational and financial characteristics of the applicant 
for a personal loan. T h e would-be borrower is asked to 

109 
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supply credit references, banking connections and informa
tion concerning his charge accounts, since these give some 
evidence of his probity. Age, sex, marital status, number of 
dependents and permanence of residence, are pertinent per
sonal characteristics. T h e nature of the applicant's occupation, 
his tenure of employment, and the industry in which he is en
gaged are clues to his ability to pay. His income, assets (real 
estate, household goods, automobiles, stocks and bonds) and 
debts (mortgages, charge accounts and instalment accounts) 
serve to indicate his financial capacity. These characteristics 
are all, of course, interrelated. Personal traits affect, and are 
in turn affected by, an applicant's occupation and earning 
power. A balanced income-expenditure relationship, or a 
substantial net worth, reflects not only the borrower's finan
cial capacity but also his prudence and foresight in the man
agement of his affairs. 

T h e following pages are devoted to a statistical analysis of 
the principal factors affecting credit risk. T h e information 
on which the study is based was obtained from a sample of 
2,765 applications of persons to whom loans were granted. 
T h e data, secured through the cooperation of 21 large banks 
operating personal loan departments in 16 cities situated in 
11 states,! are presented in a series of tables giving the distri
butions of good and of bad loans according to the several risk 
factors selected. T h e information covering this group of bor
rowers pertains only to their financial, personal and voca
tional characteristics. N o direct information was requested 
on past payment record, legal actions or the quality of refer
ences given, and consequently the analysis provides no ade-

^ T h e c o o p e r a t i n g b a n k s w e r e a s k e d t o p r o v i d e r a n d o m s a m p l e s o f g o o d a n d 
b a d l o a n s . G o o d l o a n s w e r e d e f i n e d a s t h o s e w h i c h paid o u t w i t h o u t a n y 
spec ia l c o l l e c t i o n difficulty a n d b a d l o a n s as t h o s e w h i c h e i t h e r w e r e excessively 
d e l i n q u e n t o r e n d e d in d e f a u l t . T h e d r a w i n g of t h e s a m p l e s w a s subject t o 
o n l y t w o c o n d i t i o n s : (1) t h a t t h e l o a n s in b o t h s a m p l e s w e r e m a d e w i t h i n t h e 
s a m e p e r i o d of t i m e ; a n d (2) t h a t t h e i r d i s t r i b u t i o n s over t h a t p e r i o d w e r e 
n e a r l y ident ica l . A l t h o u g h t h e r e is n o c e r t a i n t y t h a t t h e d r a w i n g was t ruly 
r a n d o m w e h a v e b a s e d o u r c o n c l u s i o n s o n s u c h a n a s s u m p t i o n . 
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quate treatment of wfiat we fiave called moral characteristics. 
These may be inferred from the data only insofar as they are 
suggested by such related factors as stability of employment 
and of residence, and character of occupation. 

PROCEDURE IN T H E ANALYSIS OF BAD-LOAN 
EXPERIENCE 

Our sample consists of records of actual borrowers, some of 
whom repaid their personal loans substantially as scheduled 
and some of whom did not. Since these borrowers had al
ready passed through a selection process at the hands of 
credit men, the sample cannot be considered completely rep
resentative of the general r u n of personal loan applicants. 
T h e results may suffice to show whether or not credit men 
should have been more selective than they were, but they do 
not indicate whether they should have been less selective. 
T h e r e is no way of measuring what proportion of rejected 
applications would have proved satisfactory if accepted, and 
it is therefore impossible to eliminate the bias attributable 
to the prior selection of risks. 

T h e nature of this bias is illustrated in T a b l e 26 which 
summarizes the reasons for the rejection of 1,713 personal 
loan applicants by a metropolitan bank. T h e first two rea
sons—too much borrowing and weak statement—account for 
about 50 percent of the total number of rejections and suggest 
that the vocational and financial characteristics of these 
prospective borrowers were unsatisfactory. Re ject ions of 
this nature might well be expected to bias the sample. On 
the other hand, rejections for "fai lure to mention existing 
loans with other members , " a reason which presumably indi
cates dishonesty or irresponsibility, may not bias the sample 
appreciably; and the same may be true of the last four items 
in the table. T h e reason "poor previous credit record with us 
or others" may indicate dishonesty or irresponsibility, in 
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T A B L E 26 

Percentage Distribution of 1,713 Personal Loan 
Applications Rejected by a Metropolitan Bank, by 
Reason for Rejection 

REASON FOR REJECTION PERCENT 

T o o m u c h b o r r o w i n g 8 . 3 
W e a k s t a t e m e n t 4 3 . 9 " 
P o o r previous r e c o r d with us or o t h e r s 1 7 . 4 
F a i l u r e to m e n t i o n exist ing loans w i t h o t h e r m e m b e r s 2 1 . 8 
C o m a k e r in o p e n legal a c c o u n t w i t h o t h e r s 1 . 5 
B o r r o w e r in o p e n legal a c c o u n t w i t h o t h e r s 1 . 5 
J u d g m e n t r e c o r d w i t h o u r b a n k . 4 
O t h e r reason s 5 . 2 

TOTAL 1 0 0 . 0 

* T h i s class consists chiefly of a p p l i c a t i o n s s h o w i n g insufficient i n c o m e , u n 
s t a b l e e m p l o y m e n t , u n s a t i s f a c t o r y c o m a k e r s a n d t h e l ike . 

which case these rejections probably are not a source of bias. 
If, however, rejection attributed to this cause results from 
financial weakness, it might well bias the sample. 

Our Study of credit experience is necessarily based on cer
tain arbitrary assumptions. In the first place we have assumed 
that all loans can be divided into two mutually exclusive 
classes, one consisting of good loans with which the bank had 
no special collection difficulty, and one of bad loans which 
gave rise to one or more of the following collection prob
lems: the bank collected from a comaker; the bank took- legal 
action; the loan was excessively delinquent;^ the bank 
charged off the loan.* In the second place we have assumed 
- " E x c e s s i v e d e l i n q u e n c y " was def ined as 9 0 days o r m o r e . 
3 I n spi te of these s t a n d a r d i z e d c r i t e r i a for c h a r a c t e r i z i n g a l o a n as g o o d o r 
b a d , t h e r e w e r e inevi tably c e r t a i n b o r d e r l i n e cases t h a t c o u l d b e c a t a l o g u e d 
as b a d loans only a r b i t r a r i l y , .Moreover , t h e r e was c o n s i d e r a b l e v a r i a t i o n 
a m o n g t h e s a m p l e s as to t h e r e l a t i v e s ignif icance of t h e different types o f 
b a d loans . T h u s , a l t h o u g h legal a c t i o n o r c o l l e c t i o n f r o m a c o m a k e r o c c u r r e d 
in 37 percent of t h e b a d - l o a n cases r e p o r t e d by all b a n k s c o m b i n e d , s u c h 
t r e a t m e n t was r e p o r t e d by o n e b a n k for 9 6 p e r c e n t of its cases, a n d by two 
o t h e r s for o n l y 6 p e r c e n t . See T a b l e B - 1 . 
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that each of our supposedly mutually exclusive classes has 
some distinguishing characteristics, even though in other 
respects the two samples may be identical. 

It is scarcely to be expected that banks operating in dif
ferent regions, serving different classes of customers and fol
lowing different policies, would have uniform experience. 
Therefore, for each of the factors to be analyzed, we have 
supplemented the composite analysis for all banks by an in
dividual analysis for each bank that submitted a sufficiently 
large sample. These individual analyses, which are presented 
in Appendix B, indicate the degree of variation among banks 
and the extent to which the average experience of all banks 
typifies the experience of any one bank. It will be seen that 
in some instances the individual samples differ widely from 
one another, and thus from the average of the composite 
sample, and that in others the composite findings are valid 
also for most of the separate banks. 

T h e tables used in the main body of the following discus
sion are based on the entire sample, comprising 1,468 good 
loans and 1,297 bad loans. But in these summary tabulations, 
which represent a combination of the samples of all banks, 
the separate distributions of good and of bad loans for each 
bank have been so weighted that the combined sample may 
be considered to comprise 1,294 good loans and the same 
number of bad loans.* The banks cooperating in this survey 
were asked to submit approximately equal-sized samples of 
the two types of loans, because an equal division is most effi
ciently studied. A group of only two hundred cases, for ex
ample, would be large enough to be of some interest if it 
were divided equally; but if the group contained only two or 
three bad loans out of two hundred—a proportion which 
might result from a random drawing from all the loans in a 
bank's portfolio—it would be useless for our present pur-

* F o r m e t h o d of w e i g h t i n g see .Appendix B , p . 2 7 4 . 
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poses.s Even though our good-loan sample accounts for a far 
smaller proportion of all good loans than the bad-loan sample 
does of all bad loans, a sample of one hundred good loans is 
just as representative of an indefinitely large universe of good 
loans as a sample of one hundred bad loans is of an indefi
nitely large universe of bad loans. This is true because the 
sampling error, which measures the extent to which a sample 
may be considered representative of the larger universe, de
pends on the absolute number of cases in the sample, and not 
on its proportion to the whole. 

T h e computation of sampling error is an important part 
of this analysis. If a sample of good loans shows characteris
tics different from those of a sample of bad loans, it is always 
possible that the difference is merely a matter of chance; and 
the smaller the sample the greater is this possibility. Several 
tests of statistical significance have been devised to determine 
the limits of probable sampling error. In the present study 
we applied the Chi-square test,^ using the 1 percent standard 
of statistical significance. Accordingly, when we found a 
difference in the distributions of good-loan and bad-loan 
samples we did not accept this difference as evidence of a 
genuine characteristic of the whole body of loans from which 
the sample ŵ as drawn unless we could show that there was 
no more than one chance in a hundred that a difference sub
stantially as large would be found in a random sample from 
a universe which actually had no such characteristic. For ex-

' B u t if the difficulty o r cost of o b t a i n i n g s a m p l e s of o n e type w e r e g r e a t e r 
t h a n that for s a m p l e s of t h e o t h e r type it w o u l d be p r e f e r a b l e to h a v e m o r e 
of t h e f o r m e r s a m p l e . If , for e x a m p l e , t h e r e w e r e reason to s u p p o s e t h a t it r e 
q u i r e d m u c h i n o r e clerical l a b o r to obtain a n d t a b u l a t e b a d - l o a n as c o m p a r e d 
to g o o d - l o a n cases, efficiency w o u l d r e q u i r e m o r e g o o d - l o a n cases t h a n b a d . 
^ A c o m p l e t e d e s c r i p t i o n o f this test w o u l d n o t be p e r t i n e n t t o t h e p r e s e n t 
s tudy. .\ g o o d e x p l a n a t i o n , w i t h e x a m p l e s a n d m e t h o d s of c o m p u t a t i o n , m a y 
he f o u n d in G e o r g e W . S n c d e c o r , Stalistirnl Methods Applied to Experiments 
in Agriculture and Biology ( .\mes, I o w a , 1937) C h a p t e r s 1 a n d 9. See also 
R . A. F isher , Statistical Methods for Research Workers ( L o n d o n a n d E d i n 
b u r g h , 6 t h e d . 1936) C h a p t e r 4 . 
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ample, if a sample of 100 good loans contained 45 percent of 
cases without bank accounts and 55 percent with accounts, 
and if a sample of bad loans contained 55 percent without 
and 45 percent with bank accounts, it would not be reason
able to infer any relationship between the ownership of a 
bank account and bad-loan experience, for there is about one 
chance in seven that such a sample distribution would be due 
to chance alone. But if the distribution were 40-60 percent in 
the good-loan sample and 60-40 percent in the bad-loan 
sample, it would be reasonable to infer such a relationship, 
for there is not one chance in a hundred that such a distri
bution could be due only to chance. 

T h e Chi-square test, on which such computations are 
based, serves as a check only against the chance errors that are 
likely to occur when small samples are used; it does not 
guard against clerical errors, misstatements, and ambiguous 
or incomplete data, which may be found in samples of any 
size. W e have applied this test to the various distributions 
presented in the following pages. In a few instances the dif
ferences in the good-loan and bad-loan distributions proved 
of doubtful statistical significance or of no significance at all; 
in each such case this finding is pointed out in the text. 

Because of the nature of personal lending it is customary 
in the business to assume that any applicant is a good risk 
unless positive evidence can be found to the contrary. In 
credit analysis it is therefore more important to determine 
the characteristics of the particularly bad borrowers than it 
is to determine the characteristics of the good ones. T h e fol
lowing tables show the ratio of the percentage of bad loans 
to that of good loans in each class; this ratio is called the 
"index of bad-loan experience." Since the ratio or index for 
all classes combined is I (100 percent to 100 percent), a ratio 
greater than 1 indicates a worse-than-average risk, and con
versely. Th is method gives no indication of the ratio of all 
bad loans to all good loans in any particular class. I f the gen-
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A P P L I C A B I L I T Y OF F I N D I N G S 

It should be evident from the foregoing discussion of the 
nature of the data and of the assumptions basic to the analy
sis, that the results obtained cannot be applied mechanically 
and without regard for special circumstances. Statistical analy
ses of the kind we are here attempting are necessarily based 
on averages and probabilities, and therefore can reveal only 
tendencies, not certainties. It cannot be too strongly empha
sized, moreover, that this study serves only to evaluate the 
relative merits of actual borrowers, and does not touch upon 
the qualities of potential borrowers who have been denied 
or who have never sought loan service. If, as a matter of pol
icy, a bank sought to reduce its losses by cutting down its 
loan volume, a study of this sort would indicate the most 
unsatisfactory types of current borrowers, and these could be 
eliminated first. If, on the other hand, it were the bank's pol
icy to increase volume through the extension of loan service 
to new classes of borrowers, a study based on actual current 
borrowers would give but little indication of the character
istics of the better risks. In such a case probably the only 
feasible procedure would be to make experimental loans to 
persons of various classes hitherto considered unacceptable; 
after enough experience had been gained, the more unsatis
factory groups could be eliminated. 

There are other important considerations which must not 

eral ratio of all bad loans to all good loans for all classes had 
been determined by some other means, we could have ar
rived at a rough estimate of the absolute ratio for any par
ticular class merely by multiplying the absolute general ratio 
by the bad-loan index for that class; under present circum
stances, however, the absolute ratio of bad loans to good 
could not be calculated. 
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be neglected in any interpretation of the results of this analy
sis—especially the interrelationships between credit risks, 
volume of business and prohts. T h e tables presented in the 
following pages show numerous classes of borrowers which 
are distinctly below average in the sense that they contain a 
larger proportion of all the bad loans than of all the good 
loans. For example, the class of unskilled and semi-skilled 
laborers (Table 31) accounts for 11.1 percent of the bad 
loans and for only 5.8 percent of the good loans, but a credit 
official would not be likely to decide to refuse loans to all 
such workers merely because the group as a whole stood be
low average. O n the contrary, he would have to weigh the 
advantage of el iminating the 11.1 percent of bad loans 
against the disadvantage of el iminating the 5.8 percent of 
good loans. Since the number of good loans in the bank's 
portfolio is much larger than the number of bad loans, 
elimination of 5.8 percent of the former would involve a 
greater reduction of volume than cutting out 11.1 percent of 
the latter. A decision to eliminate any given class of bor
rowers would depend on other factors, for example the rate 
charged on loans or the ordinary costs of handling loans in 
addition to the estimated bad-debt loss for the class in 
question. 

Considerations such as these—we shall not attempt to pre
sent an exhaustive list—suggest how the findings should be 
modified in regard to particular circumstances. I t is possible, 
however, to apply a statistical test in order to determine 
which factors are in general the more reliable indicators of 
risk. T h e Chi-square test serves to el iminate certain factors 
for which there is no statistical evidence of significance, but 
it sheds no light on the relative importance of the factors that 
do appear to be significant. 

In order to show their relative merits as risk indicators, we 
have computed for each of the factors under consideration 
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a very rough gauge called the "index of distribution differ
ence" or simply the "efficiency index." Such computation is 
a relatively simple procedure. 

For any given factor the various classes constituting the dis
tribution may be recombined into two general groups, those 
whose index of bad-loan experience shows them to be worse 
than average, and those which appear from the index to be 
average or better than average. T h e worse-than-average 
group will contain a certain percent of the bad loans and a 
somewhat smaller percent of the good loans. 

T h e efficiency index is the difference between these two 
percentages, and is equivalent to the difference between the 
percentages of good and of bad loans in the group made up 
of average and better-than-average loans. If this index is 0, 
obviously all classes are average classes, and the distribution 
of good loans is identical with that of bad loans; therefore if 
any class of borrowers is rejected, the same percentages of 
good loans and bad loans will be eliminated. If the index is 
100, the better-than-average group contains all the good loans 
and the worse-than-average all the bad loans; thus rejection of 
any worse-than-average class would eliminate only bad loans. 
T h e nearer the index stands to 100 the greater is the differ
ence between the percentage of bad loans and the percentage 
of good loans that would be eliminated if a worse-than-
average class were rejected. 

When the various risk factors are compared, those with 
the larger indexes of distribution difference are those with 
the greater differences between the good-loan and bad-loan 
distributions, and hence they are the factors to be regarded 
as the more reliable indicators of credit risk. This index, 
then, provides a rough estimate of the reliability of any 
factor as an indicator of credit risk, although the degree of 
reliability is necessarily conditioned by various modifying 
influences. 
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Personal Characteristics of Borrowers 
W e have examined for their bearing upon credit experi
ence such personal characteristics of borrowers as age, sex, 
marital status, number of dependents and duration of resi
dence. Percentage distributions of our good-loan and bad-
loan samples, and indexes of bad-loan experience, are shown 
according to these characteristics in Tab les 27, 28, 29 and 30. 

I t appears from an analysis of borrowers' ages that this fac
tor is significantly related to credit risk. T h e index of bad-
loan experience for borrowers over 50, as shown in T a b l e 27, 
is only 0.58, while that for borrowers between 21 and 25 years 
of age is 1.15. Not only is this difference too large to be 
attributed to sampling error, but it is confirmed by the tabu
lations of the individual bank samples.'' T h i s observed rela
tionship must nevertheless be weighed against other circum
stances, since age as a factor in credit risk is necessarily 
related to and modified by other factors, such as marital 
status, income, occupation, tenure of employment, permanence 
of residence and the like. Indeed the apparent connection be
tween bad-loan experience and age of borrower may reflect in 
large measure the indirect influence of these other factors. 

Credit risk seems to be affected also by the sex of borrowers, 
as is shown in T a b l e 28, but its relation to marital status is at 
best questionable. T h e index of bad-loan experience for 
married men is 1.08 and for single men 1.37, and the corre
sponding indexes for women are 0.44 and 0.43. T h e compara
tively favorable credit index for women as compared with 
that for men may be due, however, to other factors. Women 
are more commonly employed in clerical positions, which are 
among the better-risk occupations, and there are relatively 
few women borrowers in the wage-earning class, which com
prises comparatively poorer risks. T h e fact that women bor-
' See T a b l e B-2. 
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LOAN SAMPLE 
AGE OF BORROWER 

G o o d B a d 

INDEX OF 
BAD-LOAN 

EXPERIENCE'' 

2 1 - 2 5 1 2 . 4 1 4 . 2 1 . 1 5 
2 6 - 3 0 1 9 . 8 2 0 . 2 1 . 0 2 
3 1 - 3 5 1 7 . 1 2 0 . 8 1 . 2 2 
3 6 - 4 0 1 5 . 3 1 8 . 1 1 . 1 8 
4 1 - 4 5 1 3 . 2 1 1 . 8 . 8 9 
4 6 - 5 0 9 . 6 7 . 9 . 8 2 
O v e r 5 0 1 2 . 6 7 . 0 . 5 8 

TOTAL 1 0 0 . 0 1 0 0 . 0 I . 0 0 

E f f e c t i v e n u m b e r o f c a s e s r e p o r t i n g 
i n f o r m a t i o n " 1 , 2 6 7 1 , 2 5 0 

P e r c e n t n o t r e p o r t i n g information"* 2 . 2 3 . 5 

I n d e x o f d i s t r i b u t i o n d i f f e r e n c e ' 8 . 7 

• B a s e d o n a s a m p l e o f 1 , 4 6 8 g o o d l o a n s a n d 1 ,297 b a d l o a n s o b t a i n e d f r o m t h e 
p e r s o n a l l o a n d e p a r t m e n t s of 21 b a n k s in 16 c i t ies in 11 s ta tes . I n d i v i d u a l b a n k 
s a m p l e s a r e p r e s e n t e d s e p a r a t e l y in A p p e n d i x B ; they w e r e c o n s o l i d a t e d for 
this t a b l e a n d s u b s e q u e n t tables by w e i g h t i n g of e a c h b a n k ' s g o o d - l o a n a n d 
b a d - l o a n d i s t r i b u t i o n s , so t h a t t h e c o m b i n e d s a m p l e m a y b e c o n s i d e r e d to 
c o m p r i s e t h e s a m e n u m b e r ( 1 , 2 9 4 ) o f g o o d a n d of b a d l o a n s . 
'• R a t i o of t h e b a d - l o a n p e r c e n t a g e to t h e g o o d - l o a n p e r c e n t a g e . 
" T h i s is n o t s t r ic t ly a def ini te n u m b e r of cases, b u t r a t h e r a c o n s e r v a t i v e indi
c a t i o n o t t h e size of t h e s a m p l e t o r t h e p u r p o s e o f d e t e r m i n i n g s a m p l i n g e r r o r . 
T h e p e r c e n t a g e d i s t r i b u t i o n s o f t h e s e to ta ls a r e a v e r a g e s w e i g h t e d so t h a t t h e 
g o o d - l o a n s a m p l e s of i n d i v i d u a l b a n k s c o n s t i t u t i n g t h e a v e r a g e a r e r o u g h l y 
o t t h e s a m e size as t h e b a d - l o a n s a m p l e s . T h e c o m p o s i t e a v e r a g e d i s t r i b u t i o n s 
m a y b e c o n s i d e r e d to b e b a s e d o n a n u m b e r of cases a t least as l a r g e as t h e 
n u m b e r h e r e g iven . T h e "ef fec t ive n u m b e r " e x c l u d e s cases n o t r e p o r t i n g 
a n d will differ f r o m t h e t o t a l n u m b e r ( 1 , 2 9 4 ) f r o m t a b l e t o t a b l e . 
"' N u m b e r o f cases n o t r e p o r t i n g , in p e r c e n t o f t h e n u m b e r r e p o r t i n g . A per 
c e n t a g e c o m p u t e d in this way is m o r e c o m p a r a b l e w i t h t h e d i s t r i b u t i o n per
c e n t a g e s t h a n o n e based o n t h e t o t a l n u m b e r ot loans . 

' T h i s i n d e x , w h i c h is a p e r c e n t a g e , r e p r e s e n t s t h e p r o p o r t i o n o f e a c h per
c e n t a g e d i s t r i b u t i o n for w h i c h t h e r e is n o c o u n t e r p a r t in t h e o t h e r . F o r 
e x a m p l e , if a g iven class i n t e r v a l c o n t a i n s 10 p e r c e n t o f t h e g o o d l o a n s a n d 
15 p e r c e n t of t h e b a d l o a n s , t h e s m a l l e r of t h e t w o p e r c e n t a g e s m a y be con
s idered as c o m m o n to b o t h d i s t r i b u t i o n s , a n d t h e dif ference , 5 p e r c e n t , m a y 
be r e g a r d e d as b e l o n g i n g exc lus ively to t h e b a d - l o a n d i s t r i b u t i o n . T h e sum 
of t h e s m a l l e r p e r c e n t a g e s o t all classes, d e d u c t e d f r o m 1 0 0 , is a n i n d e x of the 
difference b e t w e e n the t w o d i s t r i b u t i o n s ; it is a lso e q u a l t o h a l f t h e s u m of t h e 
differences, o r t h e s u m of t h e differences in all t h e w o r s e - t h a n - a v e r a g e classes, 
o r t h e s u m in all t h e b e t t e r - t h a n - a v e r a g e classes. I t is necessar i ly 0 p e r c e n t if 
t h e two d i s t r i b u t i o n s a r e i d e n t i c a l in f o r m , a n d it a p p r o a c h e s 100 as they 
b e c o m e m o r e a n d m o r e d i s s i m i l a r . See a b o v e , p p . 1 1 7 - 1 8 . 

T A B L E 27 

Percentage Distribution of Good-Loan and Bad-Loan 
Samples, by Age of Borrower* 
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rowers engage in better-risk occupations serves partly, though 
by no means entirely, to explain their better credit records. 
T h e differences in the indexes for married and for single 
men, and for married and for single women, are not statisti
cally significant. T h u s on the basis of these figures marital 
status cannot be regarded as a relevant consideration. 

T A B L E 28 

Percentage Distribution of Good-Loan and Bad-Loan 
Samples, by Sex and Marital Status of Borrower* 

SEX AND MARn-AL 
STATUS OF BORROWER 

LOAN SAMPLE 

G o o d B a d 

INDEX OF 
BAD-LOAN 

EXPERIENCE 

M a r r i e d 
M a l e 6 1 . 4 6 6 . 3 1 . 0 8 

F e m a l e 5 . 0 2 . 2 . 4 4 

S ingle 
M a l e 1 6 . 1 2 2 . 1 1 . 3 7 

FemEdc 1 1 . 6 5 . 0 . 4 3 

O t h e r s ' " 5 . 9 4 . 4 . 7 5 

TOTAL 1 0 0 . 0 1 0 0 . 0 1 . 0 0 

E f f e c t i v e n u m b e r o f c a s e s r e p o r t i n g 
i n f o r m a t i o n 1 , 2 9 4 1 , 2 9 4 

I n d e x o f d i s t r i b u t i o n d i f f e r e n c e 1 0 . 9 

• See f o o t n o t e s t o T a b l e 2 7 . 
I n c l u d e s p e r s o n s d i v o r c e d , s e p a r a t e d , w i d o w e d a n d n o t r e p o r t i n g . 

T h e number of the borrower's dependents seems to have 
little bearing on his behavior as a debtor. For persons with 
no dependents the index of bad-loan experience show^n in 
T a b l e 29 is 0 .83; for borrowers with one or more dependents 
it is greater, but not sufficiently to suggest that number of 
dependents is an important risk factor. T h e average number 
of dependents is 1.5 in the good-loan sample, and 1.8 in the 
bad-loan sample. 
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T A B L E 2 9 

Percentage Distribution of Good-Loan and Bad-Loan 
Samples, by Number of Borrower's Dependents" 

NUMBER OF 
BORROWER'S DEPENDENTS 

LOAN SAMPLE 

G o o d B a d 

INDEX OF 
BAD-LOAN 

EXPERIENCE 

0 2 9 . 4 2 4 . 4 . 8 3 

1 2 7 . 1 2 5 . 5 . 9 4 

2 2 1 . 2 2 1 . 6 1 . 0 2 

3 1 2 . 5 1 7 . 9 1 . 4 3 

4 6 . 8 6 . 7 . 9 9 

5 a n d o v e r 3 . 0 3 . 9 1 . 3 0 

TOTAL 1 0 0 . 0 1 0 0 . 0 1 . 0 0 

E f f e c t i v e n u m b e r o f cases r e p o r t i n g 
i n f o r m a t i o n 1 , 1 5 2 1 , 1 3 5 

P e r c e n t n o t r e p o r t i n g i n f o r m a t i o n 1 0 . 6 1 2 . 3 

I n d e x o f d i s t r i b u t i o n d i f f e r e n c e 6 . 7 

ttSee f o o t n o t e s t o T a b l e 2 7 . 

T A B L E 3 0 

Percentage Distribution of Good-Loan and Bad-Loan 
Samples, by Stability of Borrower's Residence" 

YEARS AT 
LOAN SAMPLE INDEX OF 

BAD-LOAN 
EXPERIENCE 

PRESENT ADDRESS 
G o o d B a d 

INDEX OF 
BAD-LOAN 

EXPERIENCE 

0 - 1 1 3 . 5 2 1 . 6 1 . 6 0 

1 - 2 1 4 . 5 1 8 . 8 1 . 3 0 

2 - 3 1 3 . 7 1 6 . 0 1 . 1 7 

3 - 6 2 1 . 1 2 0 . 2 . 9 6 

6 - 1 0 1 0 . 1 7 . 2 . 7 1 

1 0 a n d o v e r 2 7 . 1 1 6 . 2 . 6 0 

TOTAL 1 0 0 . 0 1 0 0 . 0 1 . 0 0 

E f f e c t i v e n u m b e r o f c a s e s r e p o r t i n g 

i n f o r m a t i o n 1 , 2 4 9 1 , 2 4 0 

P e r c e n t n o t r e p o r t i n g i n f o r m a t i o n 3 . 6 4 . 3 

I n d e x of d i s t r i b u t i o n difTerence 1 4 . 7 

• See f o o t n o t e s t o T a b l e 2 7 . 
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Stability of borrower's residence, as covered in T a b l e 30, 
may be regarded as an indication of risk. T h e index of bad-
loan experience is 0.60 for borrowers who have maintained 
a continuous residence for 10 years, and rises steadily to 1.60 
for those who have dwelt at the same address for less than one 
year. T h i s difference, though not marked, is confirmed by 10 
of the 12 individual bank samples.* 

Vocational Characteristics of Borrowers 
Vocational characteristics, while dependent to a certain de
gree on personal attributes, may be regarded for purposes of 
this analysis as essentially distinct. T h e y include the nature 
of the borrower's work or occupation, the nature of his em
ployer's business (or his own, if he is self-employed) and his 
tenure of employment. 

I t was not a simple matter to classify good and bad loans 
by occupation of borrower. For one thing, the small size of 
the sample necessitated a division into rather broad occupa
tional groups comprising a somewhat heterogeneous collec
tion of specific occupations. T h e n too, statements concerning 
borrowers' occupations were frequently ambiguous or en
tirely lacking, so that many loans were difficult to classify by 
any occupational grouping. Such cases had to be classed as 
miscellaneous or placed arbitrarily in the class that seemed 
most appropriate. Although the number of cases classified as 
miscellaneous is less than 5 percent in both loan samples, a 
much larger proportion of the cases might properly have 
been allocated to any one of several groups. 

T a b l e 31, which presents these data arranged according to 
the index of bad-loan experience, must therefore be viewed 
with circumspection. T h e professional group stands at the 
top of the list, with an index of 0.58, and the wage-earner 
group, with an index of 1.52, at the bottom. Among the 
sub-groups the lowest indexes of bad-loan experience are those 
* S e e T a b l e B-5. 
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LOAN SAMPLE INDEX OF 

OCCUPATION BAD-LOAN 
G o o d B a d EXPERIENCE 

Professions 1 1 . 2 6 . 5 . 5 8 

T e a c h e r s , nurses , d o c t o r s , t e c h n i 
c i a n s , l a w y e r s 8.0 3.6 .45 

A r t i s t s , a c t o r s , m u s i c i a n s , m i s c e l 
l a n e o u s professions 3.2 2.9 .91 

C l e r i c a l 4 2 . 8 3 4 . 1 . 8 0 

T y p i s t s , s t e n o g r a p h e r s , a c c o u n t 
a n t s , e t c . 24.2 10.6 .44 

R e t a i l salespersons 4.0 3.7 .93 
O t h e r c l e r i c a l : a g e n t s , m e s s e n 

gers , e t c . 8.0 8.6 1.08 
O u t s i d e s a l e s m e n , c o m m e r c i a l 

r e p r e s e n t a t i v e s 6.6 11.2 1.70 

P o l i c e m e n , firemen, e t c . 2 . 4 2 . 0 . 8 3 

P r o p r i e t o r s 1 3 . 0 1 3 . 2 1 . 0 2 

R e t a i l d e a l e r s 2.6 2.5 .96 

O t h e r s 10.4 10.7 1.03 

M a n a g e r s a n d officials 8 . 0 1 0 . 2 1 . 2 8 

W a g e - e a r n e r s 1 9 . 6 2 9 . 8 1 . 5 2 

Skilled l a b o r 8.7 11.5 7. .32 

D r i v e r s 2.4 3.6 7 . 5 0 

Unski l led a n d semi-skil led l a b o r 5.8 11. 1 1.92 

S e r v i c e t r a d e s 2.7 3.6 1.33 

M i s c e l l a n e o u s 3 . 0 4 . 2 1 . 4 0 

TOTAL 1 0 0 . 0 1 0 0 . 0 1 . 0 0 

Eflfective n u m b e r o f cases r e p o r t i n g 
i n f o r m a t i o n 1 , 2 9 4 1 , 2 9 4 

I n d e x o f d i s t r i b u t i o n d i f f e r e n c e 1 9 . 1 

« S e e f o o t n o t e s t o T a b l e 2 7 . 

T A B L E 3 1 

Percentage Distribution of Good-Loan and Bad-Loan 
Samples, by Occupation of Borrower" 
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of such clerical workers as typists, stenographers, accountants 
(0.44) , and of such professional workers as teachers, nurses, 
doctors, technicians, lawyers (0 .45) ; the highest are those of 
unskilled and semi-skilled wage earners (1.92) and of outside 
salesmen and commercial representatives (1.70). T h e tend
ency of professional persons to constitute a better-than-aver
age risk group and of ivage-earners to be worse-than-average 
risks is confirmed by 11 out of 12 of the individual bank 
samples.® 

I t is difficult also to analyze bad-loan experience according 
to the industry in which the borrower or his employer is en
gaged, and the indications mentioned here must be subject 
to the same reservations that apply to the data on occupa
tional distribution. T a b l e 32 suggests that from the stand
point of credit risk the best industrial affiliations are utilities, 
professional services, independent hand trades and public 
service, for which the indexes are 0.67, 0.68, 0.71 and 0.76 
respectively. T h e groups with the worst indexes are building 
trades ( I . 7 I ) and miscellaneous transportation (1.51) ; still 
below average but considerably better than the two just men
tioned are domestic and personal service (1.19) and manufac
turing (1.13). T h e trade group, as a unit, occupies an inter
mediate risk position (1.05), but its sub-group containing 
employees of banks and other financial institutions has the 
lowest index in the table (0.55) . 

Like stability of residence, tenure of employment (analyzed 
in T a b l e 33) seems to indicate better-than-average credit 
risks. For persons holding the same position ten years or 
more the index of bad-loan experience is 0.59, as compared 
with 2.28 for those whose employment tenure was less than 
one year; the same relationship obtained in all individual 
bank samples ." I t should be recalled that borrowers in the 
lower age groups appear to be less favorable credit risks than 

" See T a b l e B - 6 . 
1° See T a b l e B - 8 . 
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INDUSTRIAL AFFILIATION 
OF BORROWER 

LOAN SAMPLE 

G o o d B a d 

INDEX OF 
BAD-LOAN 

EXPERIENCE 

Uti l i t ies ' ' 9 . 9 6 . 6 . 6 7 

Professional s e r v i c e 6 . 8 4 . 6 . 6 8 

I n d e p e n d e n t h a n d t r a d e s 2 . 1 1 . 5 . 7 1 

P u b l i c service 1 3 . 0 9 . 9 . 7 6 

T r a d e 3 3 . 0 3 4 . 6 1 . 0 5 
W h o l e s a l e a n d r e t a i l 14.6 7 7 . 7 1.21 
B a n l t i n g a n d b r o k e r a g e 5.5 3.0 .55 
O t h e r f o r m s o f t r a d e " 12.9 13.9 1.08 

M a n u f a c t u r i n g 1 8 . 5 2 0 . 9 1 . 1 3 

D o m e s t i c a n d p e r s o n a l s e r v i c e 4 . 8 5 . 7 1 . 1 9 

M i s c e l l a n e o u s t r a n s p o r t a t i o n ' * 3 . 7 5 . 6 1 . 5 1 

B u i l d i n g t r a d e s 1 . 4 2 . 4 1 . 7 1 

M i s c e l l a n e o u s 6 . 8 8 . 2 1 . 2 1 

TOTAL 1 0 0 . 0 1 0 0 . 0 1 . 0 0 

E f f e c t i v e n u m b e r o f cases r e p o r t i n g 

i n f o r m a t i o n 1 , 2 9 4 

I n d e x of d i s t r i b u t i o n d i f f e r e n c e 1 1 . 6 

1 , 2 9 4 

• See footnotes t o T a b l e 2 7 . 
" R a i l r o a d , b u s a n d s t e a m s h i p t r a n s p o r t a t i o n , c o m m u n i c a t i o n ( o t h e r t h a n 
p o s t a l ) , gas a n d e l e c t r i c ut i l i t ies , 
" R e a l es ta te , i n s u r a n c e , a d v e r t i s i n g , p r i n t i n g a n d publ ishing , e t c . 
^ T a x i a n d t r u c k i n g service , g a r a g e service , a u t o r e p a i r , filling s ta t ions , e tc . 

those in the upper age groups; and since a short tenure of 
employment is more often than not associated with youth, 
the high index for short tenure classes may be attributable 
in part to the lower average ages of the borrowers in these 
classes. 

T A B L E 3 2 

Percentage Distribution of Good-Loan and Bad-Loan 
Samples, by Industrial Affiliation of Borrower" 
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YEARS IN PRESENT 
OCCUPATION'' 

LOAN SAMPLE 

G o o d B a d 

INDEX OF 
BAD-LOAN 

EXPERIENCE 

0 - 1 5 . 7 1 3 . 0 2 . 2 8 

1 - 2 7 . 4 1 1 . 1 1 . 5 0 

2 - 3 9 . 5 1 2 . 4 1 . 3 1 

3 - 6 1 8 . 5 2 4 . 4 1 . 3 2 

6 - 1 0 1 9 . 3 1 5 . 7 . 8 1 

1 0 a n d o v e r 3 9 . 6 2 3 . 4 . 5 9 

TOTAL 1 0 0 . 0 1 0 0 . 0 1 . 0 0 

E f f e c t i v e n u m b e r o f c a s e s r e p o r t i n g 
i n f o r m a t i o n 1 , 2 2 6 1 , 2 1 6 

P e r c e n t n o t r e p o r t i n g i n f o r m a t i o n 5 . 5 6 . 4 

I n d e x o f d i s t r i b u t i o n d i f f e r e n c e 1 9 . 8 

• See f o o t n o t e s to T a b l e 2 7 . 
I" E a c h level is i n c l u s i v e of t h e l o w e r figure a n d e x c l u s i v e of t h e u p p e r . 

Financial Characteristics of Borrowers 
For borrowers from commercial banks, the relation of bad-
loan experience to income contrasts with that disclosed in 
findings for both personal finance companies and sales finance 
companies . " In the present study the indexes of bad-loan 
experience ( T a b l e 34) show no income class that departs 
markedly from the average. T h e lowest index is 0.68 for the 
group with annual incomes of $4800 and over, and the high
est is 1.15 for persons with $1200-1800. One might conclude 
from this table that there is a tendency for bad-loan experi-

11 See N a t i o n a l B u r e a u o f E c o n o m i c R e s e a r c h ( F i n a n c i a l R e s e a r c h P r o g r a m ) , 
Personal Finance Companies and Their Credit Practices by R . A . Y o u n g a n d 
Associates ( 1 9 4 0 ) C h a p t e r 4 , p p . 9 6 - 9 9 , a n d N a t i o n a l B u r e a u of E c o n o m i c 
R e s e a r c h ( F i n a n c i a l R e s e a r c h P r o g r a m ) , Sales Finance Companies and Their 
Credit Practices, by W . C. P l u m m e r a n d R . A . Y 'oung ( 1 9 4 0 ) C h a p t e r 7. 

T A B L E 3 3 

Percentage Distribution of Good-Loan and Bad-Loan 
Samples, by Borrower's Tenure of Employment" 
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AhfNUAL INCOME 
LOAN SAMPLE INDEX OF 

BAD-LOAN 
EXPERIENCE 

OF BORROWER'' 
G o o d B a d 

INDEX OF 
BAD-LOAN 

EXPERIENCE 

U n d e r $ 1 2 0 0 1 1 . 9 1 1 . 0 . 9 2 
1 2 0 0 - 1 8 0 0 2 8 . 4 3 2 . 8 1 . 1 5 
1 8 0 0 - 2 4 0 0 2 8 . 1 2 8 . 1 1 . 0 0 
2 4 0 0 - 3 0 0 0 1 3 . 7 1 4 . 2 1 . 0 4 
3 0 0 0 - 3 6 0 0 7 . 7 6 . 2 . 8 1 
3 6 0 0 - 4 8 0 0 5 . 5 4 . 5 . 8 2 
4 8 0 0 a n d o v e r 4 . 7 3 . 2 . 6 8 

TOTAL 1 0 0 . 0 1 0 0 . 0 1 . 0 0 

E f f e c t i v e n u m b e r o f cases r e p o r t i n g 
i n f o r m a t i o n 1 , 2 6 0 1 , 2 4 0 

P e r c e n t n o t r e p o r t i n g i n f o r m a t i o n 2 . 7 4 . 3 

I n d e x of d is t r ibut ion d i f f e r e n c e 5 . 0 

• See f o o t n o t e s t o T a b l e 27 . 
" E a c h level is inclusive of t h e l o w e r figure a n d e x c l u s i v e o f t h e u p p e r . 

ence to improve slightly with income level, but the change is 
neither regular nor sufficently marked to be significant. 

Although these composite data seem to indicate at least 
that bank credit men take adequate account of borroAver in
come in selecting personal loan risks, there appears to be 
considerable variation in the samples of individual banks.*^ 
For some, credit experience tends to improve as income in
creases; for others it seems to become worse. In this connec
tion we may observe that certain banks, as a matter of policy, 
grant no loans to persons in the very low income classes; one 
metropolitan bank, for example, restricts its personal loan 
facilities almost exclusively to applicants with annual in
comes over $1000, and principally to those with incomes 

12 See T a b l e B-9. 

T A B L E 3 4 

Percentage Distribution of Good-Loan and Bad-Loan 
Samples, by Annual Income of Borrower" 
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above $1200. From the corresponding studies of customers of 
personal finance and sales finance companies one might infer 
that such a restrictive policy would eliminate income groups 
whose index of bad-loan experience is likely to he high. I t is 
more difficult, however, to explain why the higher-income 
groups do not show up as better credit risks than they appear 
from this sample. Borrowers' income may well be a less valu
able gauge of credit risk than stability of income. T h e infor
mation presented in T a b l e 34 refers to the statement of in
come at the time of application for credit, but does not show 
that the income stated was maintained for the duration of 
the loan. I f stability of income is more significant than 
amount, the factors that reflect stability, such as duration of 
present employment and nature of occupation, may possibly 
constitute a more important guide to credit risk than amount 
of income. 

I t is generally considered that the amount of a borrower's 
income determines the amount of loan he can repay without 
difficulty. Hence T a b l e 35 presents a distribution of the good 
and bad loans according to amount of note in percent of an
nual income. Since most of the loans in this sample were 
made on a 12-month basis this classification is virtually equiva
lent to a classification according to monthly payment in 
percent of monthly income. One would expect a high fre
quency of default when there is a high ratio of monthly pay
ment to income, for such a ratio indicates a considerable 
burden upon the borrower; indeed, some banks have limited 
their loans to what they consider the maximum ratio con
sistent with safe return. I t is rather surprising, therefore, to 
find that the distributions in T a b l e 35 afford scant evidence 
that low note-income ratios result in better risks. W h e n the 
note is no more than 4 percent of annual income the 
index of bad-loan experience is 0.90; when the note is be
tween 15 and 19 percent of income the index is 0.89, though 
when it is 20 percent or more the index is 1.27. T h e s e differ-
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AMOUNT OF NOTE IN 
PERCENT OF ANNUAL 

LOAN SAMPLE INDEX OP 
BAD-LOAN 

INCOME OF BORROWER G o o d B a d EXPERIENCE 

0 - 4 9 . 8 8 . 8 . 9 0 
5 - 9 3 9 . 6 4 0 . 6 1 . 0 3 

1 0 - 1 4 2 6 . 6 2 5 . 0 . 9 4 
1 5 - 1 9 1 2 . 9 1 1 . 5 . 8 9 
2 0 a n d o v e r 1 1 . 1 1 4 . 1 1 . 2 7 

TOTAL 1 0 0 . 0 1 0 0 . 0 1 . 0 0 

E f f e c t i v e n u m b e r o f cases r e p o r t i n g 
i n f o r m a t i o n 1 , 2 5 4 1 , 2 3 5 

P e r c e n t n o t r e p o r t i n g i n f o r m a t i o n 3 . 2 4 . 8 

I n d e x o f d i s t r i b u t i o n d i f f e r e n c e 4 . 0 

• S e e f o o t n o t e s t o T a b l e 2 7 . 

ences are not sufficiently great—nor is the trend from low to 
high sufficiently consistent—to indicate significance. More
over, the individual samples show marked variation.!^ In 
general, the findings suggest that bank personal loan depart
ments adhere to such a conservative lending policy that they 
rarely overtax the borrower's capacity to repay. 

T h e items relevant to the borrower's balance sheet—his 
assets and liabilit ies—are covered in T a b l e 36. O n the asset 
side there are four items which seem to be fairly closely re
lated to bad-loan experience: life insurance, bank accounts, 
real estate and securities. Any one of these items indicates 
better-than-average risk, and this indication is confirmed, in 
general, by the individual bank samples.^* For borrowers 
with life insurance the index of bad-loan experience is 0.88, 

" See T a b l e B - 1 0 . 
" S e e T a b l e B - I I . 

T A B L E 3 5 

Percentage Distribution of Good-Loan and Bad-Loan 
Samples, by Amount of Note in Percent of Annual 
Income of Borrower* 



T A B L E 36 

PERCENTAGE 

Good Loans 

DISTRIBUTION 

Bad Loans 

INDEX OF 
BAD-LOAN 

EXPERIENCE 

INDEX OF 
DISTRI
BUTION 
DIFFER

ENCE 

EFFECTIVE 
NUMBER 
OF CASES 

REPORTING 
INFORMATION 

NxmBER NOT REPORT
ING IN PERCENT OF 

TOTAL NUMBER 

Y e s N o " Y e s N o ' ' Y e s N o ' ' 

INDEX OF 
DISTRI
BUTION 
DIFFER

ENCE 

EFFECTIVE 
NUMBER 
OF CASES 

REPORTING 
INFORMATION G o o d B a d 

Asset Items 

Life i n s u r a n c e 8 1 . 8 1 8 . 2 7 1 . 4 2 8 . 6 . 8 8 1 . 5 7 1 0 . 4 1 , 2 9 4 3 . 0 7 . 1 

B a n k a c c o u n t 4 4 . 6 5 5 . 4 2 1 . 5 7 8 . 5 . 4 8 1 . 4 2 2 3 , 1 1 , 2 9 4 5 . 5 1 1 . 1 

R e a l e s t a t e 2 7 . 3 7 2 . 7 1 3 . 3 8 6 . 7 . 4 9 1 . 1 9 1 4 . 0 1 , 2 9 4 0 e 

S e c u r i t i e s 5 . 4 9 4 . 6 2 . 0 9 8 . 0 . 3 7 1 . 0 4 3 . 4 7 1 8 1 2 . 6 1 5 . 3 

A u t o m o b i l e s 4 5 . 5 5 4 . 5 4 2 . 5 5 7 . 5 . 9 3 1 . 0 5 3 . 0 8 2 4 3 0 . 2 2 5 . 0 

H o u s e h o l d g o o d s 4 7 . 8 5 2 . 2 4 0 . 6 5 9 . 4 . 8 5 1 . 1 4 7 . 2 8 2 4 3 7 . 7 3 9 . 5 

Liability Items 

C h a r g e a c c o u n t 4 5 . 2 5 4 . 8 3 5 . 6 6 4 . 4 . 7 9 1 . 1 8 9 . 6 1 , 2 9 4 6 . 7 1 5 . 2 

I n s t a l m e n t a c c o u n t ' ' 2 7 . 8 7 2 . 2 3 3 . 9 6 6 . 1 1 . 2 2 . 9 2 5 . 1 1 , 2 9 4 1 2 . 2 1 3 . 5 

> 
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• See f o o t n o t e s t o T a b l e 2 7 . 
' I n c l u d e s those n o t r e p o r t i n g . 
' B o r r o w e r s n o t r e p o r t i n g real es ta te w e r e c o n s i d e r e d as p e r s o n s n o t o w n i n g r e a l e s t a t e . 
* I n c l u d e s sales finance a n d p e r s o n a l l o a n d e b t . 

Percentage Distribution of Good-Loan and Bad-Loan Samples, by Selected Asset and 
Liability Items of Borrower* 
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and for diose without it and those not reporting the index is 
1.57. Borrowers reporting bank accounts show an index of 
0.48, and those without bank accounts or not reporting have 
an index of 1.42. T h e indexes for owners of real estate and 
securities are 0.49 and 0.37, and for non-owners 1.19 and 1.04 
respectively. Of these four assets life insurance is the most 
common (reported by 82 percent of the good-loan sample 
and 71 percent of the bad-loan sample), followed in order by 
bank accounts (reported by less than half of the good-loan 
and less than one-fourth of the bad-loan sample), real estate 
(reported by slightly more than one-fourth and one-eighth of 
the two groups respectively) and securities (reported by very 
small fractions in both samples). 

Less definite indications of credit risk are two other types 
of assets which are sometimes reported. For the owners of 
automobiles and of household goods the indexes of bad-loan 
experience are 0.93 and 0.85 respectively, and for non-owners 
they are 1.05 and 1.14. T h e s e indexes, like those for the four 
types of assets mentioned above, suggest that ownership 
makes for a better risk than non-ownership, but since in both 
cases information was lacking for a large fraction of the total 
number of borrowers, these findings cannot be considered 
particularly significant. 

T w o types of liabilities are analyzed also in T a b l e 36. T h e 
index of 0.79 for borrowers carrying charge accounts, as com
pared with 1.18 for those who do not, indicates that the for
mer are better risks; the index of 1.22 for those with instal
ment accounts, as compared with 0.92 for those without, 
shows exactly the opposite for instalment debtors. B u t since 
the individual bank samples yield contradictory results,*^ and 
since a large number of cases reported no information, these 
liabilities should not be regarded as significant factors in 
themselves. T h e y do, however, permit the bank to benefit 
from the recorded experience of other creditors. 
"See Table B-II. 
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AMOUNT OF NOTE" 

LOAN SAMPLE 

G o o d B a d 

INDEX OF 
BAD-LOAN 

EXPERIENCE 

U n d e r $ 1 0 0 6 . 8 1 0 . 8 1 . 5 9 

1 0 0 - 2 0 0 4 2 . 2 4 0 . 2 . 9 5 

2 0 0 - 3 0 0 1 9 . 4 1 9 . 5 1 . 0 0 

3 0 0 - 4 0 0 1 5 . 7 1 5 . 3 . 9 7 

4 0 0 - 5 0 0 5 . 2 4 . 8 . 9 2 

5 0 0 - 1 0 0 0 9 . 2 7 . 8 . 8 5 

1 0 0 0 a n d o v e r 1 . 5 1 . 6 1 . 0 7 

TOTAL 1 0 0 . 0 1 0 0 . 0 1 . 0 0 

Effec t ive n u m b e r o f ceises r e p o r t i n g 
i n f o r m a t i o n 1 , 2 8 9 1 , 2 9 4 

P e r c e n t n o t r e p o r t i n g i n f o r m a t i o n . 4 

I n d e x o f d i s t r i b u t i o n d i f f e r e n c e 4 . 2 

• See footnotes t o T a b l e 2 7 . 
' E a c h level is inc lusive o f t h e l o w e r figure a n d e x c l u s i v e o f t h e u p p e r . 

Characteristics of the Loan 
In an examination of factors contributing to credit risk, con
sideration must be given not only to characteristics of the 
borrower but also to certain features of the loan transaction 
itself. Among these are the amount of the loan, the security 
for the loan, the duration of the repayment period, and the 
purpose for which the loan is made. 

T h e first of these four considerations, the amount of loan, 
already treated in its relation to the borrower's income, is not 
shown to be significantly related to bad-loan experience. 
Table 37 gives indexes of bad-loan experience which are very 
much the same for all note amounts over $100 ; notes of less 
than $100 appear worse than average. In general these find
ings are contrary to the results of similar analyses of credit 

T A B L E 37 

Percentage Distribution of Good-Loan and Bad-Loan 
Samples, by Amount of Note* 
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risk for personal finance companies where, with the exception 
of loans of the maximum size ($300), charge-off experience 
seems to be worse for the larger debt.*" I t should be empha
sized, however, that in both of these analyses the findings are 
far from conclusive. 

T h e distribution of loans according to type of security in 
T a b l e 38 shows but one point of interest: loans made on the 

T A B L E 38 

Percentage Distribution of Good-Loan and Bad-Loan 
Samples, by Type of Security* 

LOAN SAMPLE 
TYPE OF SECURrPY 

INDEX OF 
BAD-LOAN 

G o o d B a d EXPERIENCE 

S i n g l e - n a m e 1 8 . 6 1 4 . 9 . 8 0 
O n e c o m a k e r 1 8 . 7 1 7 . 3 . 9 3 
T w o c o m a k e r s 4 7 . 3 4 5 . 4 . 9 6 
T h r e e o r m o r e c o m a k e r s 8 . 2 1 4 . 6 1 . 7 8 
O t h e r ( m o s t l y a u t o m o b i l e c h a t t e l 

m o r t g a g e ) 7 . 2 7 . 8 1 . 0 8 

TOTAL 1 0 0 . 0 1 0 0 . 0 l .OO 

E f f e c t i v e n u m b e r o f cases r e p o r t i n g 
i n f o r m a t i o n 1 , 2 9 4 1 , 2 9 4 

I n d e x o f d i s t r i b u t i o n d i f f e r e n c e 7 . 0 

* See f o o t n o t e s t o T a b l e 2 7 . 

security of three or more comakers, for which the index is 
1.78, seem to be relatively poor risks. Th is does not mean 
that an applicant is a bad risk if he can produce a large num
ber of comakers; it indicates, rather, that banks make a prac
tice of requiring additional comakers from persons they pre
judge to be poor risks or from those who originally offered 
comakers with unsatisfactory credit standing. Conversely, 
i t should not be supposed that single-name security is better 
than comaker security merely because it shows a slightly 
" R. A. Y o u n g a n d Associates , op. cit.. C h a p t e r 4 , p p . 9 6 - 9 9 . 
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lower index of bad-loan experience; the probabilities are 
that banks grant single-name loans only to borrowers whom 
they consider better-than-average risks. 

It will be observed from T a b l e 39, which shows the distri
bution of loans according to length of contract, that well over 
three-fourths of all the loans represented by the sample ma
tured in 12 months. It may be that the lower-than-average 
indexes of bad-loan experience for loans running less than 12 
months are indicative of a general tendency, but this is by 
no means certain in view of the inconsistencies of the indi
vidual samples.!^ 

T A B L E 3 9 

Percentage Distribution of Good-Loan and Bad-Loan 
Samples, by Length of Loan Contract" 

CONTRACT LENGTH" 
( i n m o n t h s ) 

LOAN 

G o o d 

SAMPLE 

B a d 

INDEX OF 
BAD-LOAN 

EXPERIENCE 

1 - 6 3 . 8 2 . 4 . 6 3 

7 - 1 1 7 . 3 5 . 8 . 7 9 
12 7 8 . 2 8 0 . 8 1 . 0 3 

1 3 - 1 7 3 . 6 4 . 6 1 . 2 8 

18 a n d o v e r 7 . 1 6 . 4 . 9 0 

TOTAL 1 0 0 . 0 1 0 0 . 0 1 . 0 0 

E f f e c t i v e n u m b e r o f c a s e s r e p o r t i n g 
i n f o r m a t i o n 1 , 2 7 8 1 , 2 7 5 

P e r c e n t n o t r e p o r t i n g i n f o r m a t i o n 1 . 3 1 . 5 

I n d e x o f d i s t r i b u t i o n d i f f e r e n c e 1 . 4 

* See footnotes t o T a b l e 27 . 

" E a c h level is inc lusive of t h e l o w e r f igure a n d e x c l u s i v e of t h e u p p e r . 

A number of qualifications must necessarily be attached to 
any interpretation of the analysis of loans according to in
tended use of funds, or reason for borrowing. In the first 
place, the statement made by the applicant may not be alto-
" See T a b l e B - I 4 . 
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gether true, and it cannot easily be checked by a bank. In the 
second place, the reported reasons are frequently too diverse 
for classification. It is customary to classify the intended uses 
of funds according to standard categories—refinancing of old 
indebtedness, medical expense, purchase of automobile, bus
iness needs and the like—but actually a great many loans 
cannot be fitted into any one of these categories. One bor-

T A B L E 4 0 

Percentage Distribution of Good-Loan and Bad-Loan 
Samples, by Intended Use of Funds" 

INTENDED USE OF FUNDS** 
LOAN SAMPLE 

G o o d B a d 

INDEX OF 
BAD-LOAN 

EXPERIENCE 

T a x e s 3 . 5 1 . 1 . 3 1 
V a c a t i o n 3 . 8 2 . 2 . 5 8 
H o u s e h o l d 1 1 . 7 7 . 0 . 6 0 

H e l p for r e l a t i v e 2 . 8 1 . 8 . 6 4 

P u r c h a s e of a u t o m o b i l e 1 2 . 0 9 . 9 . 8 3 

M i s c e l l a n e o u s 2 0 , 4 1 9 . 8 . 9 7 

M e d i c a l a n d d e n t a l 1 3 , 3 1 5 . 6 1 . 1 7 

Business 6 . 6 8 . 0 1 . 2 1 

P u r c h a s e of c l o t h i n g 1 . 7 2 . 2 1 . 2 9 

C o n s o l i d a t i o n of d e b t s 2 4 . 2 3 2 . 4 1 . 3 4 

TOTAL 1 0 0 . 0 1 0 0 . 0 1 . 0 0 

EfTective n u m b e r o f c a s e s r e p o r t i n g 
i n f o r m a t i o n 1 , 2 9 4 1 , 2 9 4 

I n d e x o f d i s t r i b u t i o n d i f f e r e n c e 1 2 . 4 

* See f o o t n o t e s t o T a b l e 2 7 . 
'' B e c a u s e so m a n y cases g a v e a c o m b i n a t i o n o t two o r m o r e r e a s o n s t h e fol
lowing sys tem o t classification was a d o p t e d . U n d e r " c o n s o l i d a t i o n of d e b t s " 
w e r e i n c l u d e d o n l y t h o s e cases g i v i n g c o n s o l i d a t i o n o f d e b t s o r g e n e r a l re
financing as t h e o n l y p u r p o s e of b o r r o w i n g . U n d e r t h e o t h e r h e a d i n g s were 
includetl cases g i v i n g o n l y t h e r e a s o n i n d i c a t e d by t h e h e a d i n g , o r g i v i n g that 
reason in c o m b i n a t i o n w i t h c o n s o l i d a t i o n of debts o r r e f i n a n c i n g . A l l o ther 
c o m b i n a t i o n s — a s for e x a m p l e , t a x e s a n d v a c a t i o n — w e r e classified u n d e r "mis
c e l l a n e o u s , " w h i c h i n c l u d e s a lso m i s c e l l a n e o u s s ingle r e a s o n s a n d a few cases 
not r e p o r t i n g r e a s o n s . 
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rower, an accounting-machine mechanic, intended to use the 
funds borrowed to "purchase a new trumpet and join 
union" ; another wanted a loan for dental expenses and a 
vacation; a third sought to pay off a loan company and buy 
spring clothes. Since there are too many possible combina
tions of reasons to permit a separate classification for each 
combination, some sort of arbitrary scheme had to be de
vised for the present purpose. T a b l e 40 presents such an 
arrangement, with the categories proceeding from low to 
high indexes of bad-loan experience. T h e variation in bad-
loan experience is considerable, but the significance of this 
variation is open to some question. T h e individual samples 
do not provide substantial confirmation of the indications of 
the composite sample. 

RELATIVE IMPORTANCE OF RISK FACTORS 

From the foregoing tabulations a number of items of infor
mation requested on the application blanks made out by 
successful applicants for personal loans appear to be relevant 
indicators of credit risk. T h e s e items are not, of course, the 
only ones that can be held to be pertinent; there are some on 
which no information was obtained but which bankers never
theless regard as significant. T h e r e are others which might be 
supposed to be important but which turned out to be of 
slight relevance in our analysis of credit factors, possibly be
cause they had been fully taken into account by the bank offi
cers who made the initial selection of borrowers. Successful 
lending necessitates a knowledge of the relative importance 
of as many credit risk factors as can be isolated, and in making 
a final decision on a loan application the responsible officer 
must give due weight to each factor. 

Some notion of the bankers' views regarding the problem 
of risk selection is afforded by T a b l e 4 1 , which represents 

See T a b l e B - 1 5 . 
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NUMBER OF BANKS REPORTING 
WEIGHTED 

CREDIT FACTOR F i r s t S e c o n d T h i r d SCORE"" 
P l a c e P l a c e P l a c e " 

F i n a n c i a l c h a r a c t e r i s t i c s 2 5 3 0 3 0 4 1 3 
Assets 5 5 5 84 
Liabi l i t ies 15 12 10 183 
I n c o m e b a l a n c e 5 13 15 146 

V o c a t i o n a l c h a r a c t e r i s t i c s 2 3 3 2 3 4 4 0 0 
W o r k p e r f o r m e d 4 8 9 7 0 0 
I n d u s t r y a n d e m p l o y e r 1 3 17 
Stabi l i ty o f e m p l o y m e n t 18 24 22 283 

P a s t p a y m e n t r e c o r d 2 0 2 4 1 5 • 2 5 4 

C h a r a c t e r a n d r e p u t a t i o n 3 0 1 0 1 1 2 3 5 

C r e d i t r a t i n g 1 8 11 6 1 6 1 

P e r s o n a l c h a r a c t e r i s t i c s 3 9 1 0 1 2 1 
A g e 3 2 7 
M a r i t a l s t a t u s 2 18 
N u m b e r o f d e p e n d e n t s 3 6 6 70 
Stabi l i ty o f r e s i d e n c e 1 1 12 

L o a n c h a r a c t e r i s t i c s 7 1 0 6 1 0 8 
S e c u r i t y 5 5 7 53 
D u r a t i o n 2 5 5 55 

* F o u r t e e n b a n k s did n o t list a n y f a c t o r i n t h i r d place . 
"> D e t e r m i n e d for t h e first five r a n k i n g s as follows: first p l a c e was r a t e d 5, 
second 4 , t h i r d 3 , f o u r t h 2, fifth I . 

responses from 1 2 6 banks to a request for an appraisal of the 
relative importance of several credit factors other than in
come. T h e various factors are listed in the order of impor
tance indicated by these estimates, which was determined by 
an arbitrary method of weighted scoring. As arranged in the 
table, the most important factors are those relating to finan-

T A B L E 4 1 

Relative Importance of Factors Other Than Income 
in the Appraisal of a Loan Applicant's Credit 
Standing, as Estimated by 126 Banks 
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cial strength; only slightly less important are vocational char
acteristics. T h e borrower's past payment record, which falls 
in third place, is closely related to character and reputation, 
which comes fourth; if these two were grouped together the 
combined group would take first place. 

A table of this sort must be interpreted with caution be
cause of the wide variation in the use of certain terms. T h u s 
when the bank uses the term "credit rat ing," it may mean 
character and reputation or past payment record, or it may 
refer to the bank's own credit appraisal based on all available 
information. 

I t is clear from T a b l e 41 that there is considerable diversity 
of opinion as to what factors are relatively more important. 
T h e r e is, however, some evidence of uniformity in the whole 
set of judgments. Just over half of the 126 reporting banks 
listed stability of employment in one of the first three places; 
61 gave similar prominence to past payment record and 51 to 
character and reputation. 

In our detailed analysis of credit risks the factors of char
acter and past payment record, which are apparently consid
ered important by bankers, were omitted because no direct 
data on these characteristics of borrowers were available. Of 
the factors treated in the analysis, the following, in estimated 
order of importance, were found to be the most significant 
indicators of credit risk: possession of a bank account, stabil
ity of employment, nature of occupation, permanence of 
residence, ownership of real estate and industrial affiliation. 



Customer Charges 

CUSTOMER charges on personal cash loans represent a com
posite of several different items, as do also the finance charges 
on time-sales transactions. In the case of the cash instalment 
loan the total charge may include not only an interest or 
discount rate, but also a credit investigation fee or service 
charge, and a charge for group life insurance to cover the 
unpaid balance if the borrower should die before completing 
his payments. T h e fine levied on delinquent instalment pay
ments is also a money cost, but it probably does not enter into 
the price that the borrower considers at the t ime he contracts 
for his loan. I f a borrower is choosing between two competing 
lenders he will, of course, take into consideration not only 
the interest and credit investigation costs, but also the non-
price features of the loan contract, especially the security 
requirements (comaker, chattel mortgage, or other) and the 
number of months allowed for repayment. Although these 
latter features are significant from a competitive point of 
view, we shall deal exclusively with the price characteristics 
of loans in the present chapter.* 

T h e sales finance charge is likewise a composite; it may 
include—in addition to a charge representing the application 
of a certain interest rate to the unpaid balance of the cash 
selling price—a fee for insurance on the purchased com
modity which serves as security for the loan, and possibly 
other costs as well.^ 

• S e e C h a p t e r s 1, 4 a n d 9 for a discussion o f t h e n o n - p r i c e c h a r a c t e r i s t i c s of 
p e r s o n a l cash l o a n s . 
2 F o r a discussion of t h e n o n - p r i c e f e a t u r e s o f t ime-sales financing c o n t r a c t s 
see C h a p t e r 4 . 
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CASH INSTALMENT LOANS 

Interest Charges 
T h e method used by commercial banks in quoting interest 
and discount rates on personal cash loans differs considerably 
from that follou'ed by personal finance companies. Whi le the 
latter quote a monthly rate on the unpaid balance, the banks 
customarily quote a rate of discount which they deduct from 
the face amount of the loan at the time the money is ad
vanced. Of 134 banks reporting on their methods of handling 
interest charges, 109 followed this practice. T h e essential dif
ference between the discount method and the method of 
adding interest to the face of the note is that the former 
results in a slightly higher charge than the latter: 6 percent 
discounted is equivalent to 6.38 percent interest added. 

A few banks quote combination rates, but by no means as 
frequently as do personal finance companies. T h e r e are scat
tered instances, for example, in which the discount rate is 
quoted by banks at 6-5 percent graduated at $250,* or 10-8 
percent graduated at $500. An unusual combination rate 
quoted by one bank is 8-7-6-5 percent, graduated at $200 , 
$350 and $500. Occasionally a minimum charge is set; thus 
there may be a discount rate of 5 percent and a minimum 
charge of $2, or an 8 percent discount with a $1 m i n i m u m 

3 W i t h this g r a d u a t e d r a t e t h e a m o u n t of t h e l o a n u p t o a n d i n c l u d i n g $ 2 5 0 
is d i s c o u n t e d a t 6 p e r c e n t , a n d t h e a m o u n t a b o v e $ 2 5 0 a t 5 p e r c e n t . 

T h e data for the following sections on cash instalment loan 
and sales financing charges were obtained from replies to 
questionnaires distributed by the National Bureau during 
the period December 1938 to J u l y 1939, and from corre
spondence with bank officers during the period November 
1939 to February 1940. T h e dating of the information on 
which the analyses are based is significant in view of the fact 
that in some communities rates have tended to decline. 
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charge on all loans. A somewhat different principle is followed 
by one bank which offers 6 percent discount with a minimum 
monthly charge of $ 1 . 

T h e form of rate quotation is sometimes complicated by 
the fact that repayments are frequently accumulated in an 
hypothecated deposit on which the borrower may receive 
interest. One bank employing this procedure reports that it 
pays l'/2 percent interest on the hypothecated deposit and 
deducts its insurance charge from this amount, crediting the 
borrower with the balance when the loan is paid off. 

There are distinct variations in the interest or discount 
rates applied to personal loans in different parts of the coun
try. Data on this point are presented in Table 42, which is 
based on questionnaire responses from more than 500 banks 
in the nine regional divisions* of the country. Since dis
count rates tend to be lower in large banks than in small 
banks, as subsequent data will show,^ some degree of regional 
difference may be attributed to the fact that the large and 
small banks reporting to us were distributed unevenly in 
the several areas. T o make allowance for this possibility 
"standard" rates computed for each region are included also 
in Table 42. These standard rates were obtained as follows: 
the average rate charged by banks in any size class in any 
region was weighted, not by the number of banks in that size 
class in that region, but by the number of banks in that size 
class in the entire country. Thus the "standard" regional 
rates are the average rates that would be found if the size 
distribution of banks were uniform throughout all the 
regions. Because the averages are weighted by the number 
of banks rather than by the volume of loans made by banks 
charging different rates, the average rates are somewhat 
higher than they would have been had we used this alterna-

* U . S. C e n s u s r e g i o n a l divis ions a r e used h e r e . F o r a list o f t h e s ta tes in 
e a c h r e g i o n see a b o v e , C h a p t e r 1, T a b l e I , f o o t n o t e c. 
5 See T a b l e 4 4 , below. 
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T A B L E 42 

Number of Reporting Banks Charging Various Dis
count Rates on Personal Loans, by Region and by 
Type of Loan 

DBCOUNT RATES NUMBER 
OF 

BANKS 
AVER-

ACE 
STAND

ARD 9 % 4 % 
a n d 8 % 7 % 6 % 5 % a n d REPORT- RATE' RATE" 

O v e r U n d e r ING 

N e w E n g l a n d 
S i n g l e - n a m e 1 3 3 3 37 5 . 9 5 . 9 
C o m a k e r 1 4 1 3 4 5 6 . 0 5 . 9 
C o l l a t e r a l " 1 3 0 11 i 4 3 5 . 7 5 . 7 

M i d d l e A t l a n t i c 
S i n g l e - n a m e 1 1 0 9 1 2 1 1 2 3 5 . 9 5 . 9 
C o m a k e r 1 1 2 2 1 3 1 3 6 5 . 9 5 . 9 
C o l l a t e r a l " 9 6 21 8 1 2 5 5 . 7 5 . 8 

E a s t N o r t h C e n t r a l 
S i n g l e - n a m e 1 6 3 6 6 6 8 1 1 7 6 . 4 6 . 3 
C o m a k e r 1 6 3 3 7 1 9 1 2 0 6 . 3 6 . 3 
C o l l a t e r a l " 4 17 6 9 2 5 "l 1 1 7 6 . 0 6 . 0 

W e s t N o r t h C e n t r a l 
S i n g l e - n a m e 6 3 0 2 3 1 8 2 2 8 1 7 . 2 7 . 0 
C o m a k e r 5 3 3 1 8 2 4 3 1 8 4 7 . 1 7 . 0 
C o l l a t e r a l " 3 2 1 11 3 5 8 3 8 1 6 . 6 6 . 2 

S o u t h A d a n t i c 
S i n g l e - n a m e 2 7 3 5 2 4 6 8 6 . 3 6 . 3 
C o m a k e r 2 7 4 5 9 3 7 5 6 . 3 6 . 3 
C o l l a t e r a l " 4 3 5 5 1 0 1 7 3 6 . 0 6 . 0 

E a s t S o u t h C e n t r a l 
S i n g l e - n a m e 1 5 1 3 1 9 6 . 7 6 , 4 
C o m a k e r 1 6 1 6 2 3 6 . 7 6 . 4 
C o l l a t e r a l " 1 4 i 1 7 i 2 4 6 . 5 6 . 3 

W e s t S o u t h C e n t r a l 
S i n g l e - n a m e 1 4 1 0 1 5 3 3 3 8 . 0 8 . 1 
C o m a k e r 1 3 1 2 1 6 4 3 6 7 . 9 8 . 1 
C o l l a t e r a l " 1 3 7 2 1 2 3 37 7 . 6 7 . 7 

M o u n t a i n 
S i n g l e - n a m e 3 8 2 2 7 2 2 7 . 0 6 . 9 
C o m a k e r 3 8 2 2 8 2 3 6 . 9 6 . 8 
C o l l a t e r a l " 3 4 3 3 8 1 2 2 6 . 5 6 . 3 

Pacif ic 
S i n g l e - n a m e 3 7 1 0 2 2 2 7 . 0 7 . 2 
C o m a k e r 4 6 1 2 2 2 4 7 . 0 7 . 1 
Col la tera l " 1 5 i 11 4 2 2 6 . 5 6 . 5 

A L L REGIONS 
S i n g l e - n a m e 3 0 7 4 6 6 3 0 8 41 3 5 2 2 6 , 5 
C o m a k e r 2 9 7 9 5 9 3 5 3 4 5 1 5 6 6 6 . 5 
C o l l a t e r a l " 2 2 4 9 3 9 3 2 8 91 1 5 5 4 4 6 . 2 

* I n t h e c o m p u t a t i o n of t h e a v e r a g e , ra tes of 9 p e r c e n t a n d over w e r e 
c o u n t e d as 9i/^ p e r c e n t , a n d r a t e s of 4 p e r c e n t a n d u n d e r as 3^.4 p e r c e n t . 

See p. 142 for e x p l a n a t i o n of m e t h o d of c o m p u t i n g s t a n d a r d r a t e . 
' Secured by savings passbooks , s tocks a n d b o n d s , life i n s u r a n c e policies , e t c . 
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tive weighting system. It is likely, furthermore, that weight
ing by volume would have sharpened the interregional dif
ferences. 

Discount rates on personal loans are shown by this table to 
be lowest in the New England and Middle Atlantic states 
and highest in the West South Central states. T h e other 
regions fall roughly into two groups: the discount rates are 
somewhat lower in the South Atlantic, East South Central 
and East North Central states than in the Mountain, Pacific 
and West North Central states. Average rates vary from just 
under 6 percent in the New England and Middle Atlantic 
states to aboiu 8 percent in the West South Central states. In 
the New England and Middle Atlantic regions the minor 
divergences from the conventional 6 percent rate are mainly 
downward. In the East North Central, South Atlantic, East 
South Central and Pacific regions the concentration is also 
at the 6 percent rate, with the differential moving chiefly up-

T A B L E 4 3 

Average Discount Rates" Quoted by Reporting Banks 
on Three Types of Personal Loans, by Region 

REGION 

TYPE OF LOAN NUMBER 
OF BANKS 

REPORTING 
REGION 

S i n g l e - N a m e C o m a k e r C o l l a t e r a l ' ' 

NUMBER 
OF BANKS 

REPORTING 

N e w E n g l a n d 6 . 0 6 . 0 5 . 7 3 4 

M i d d l e A t l a n t i c 5 . 9 5 . 9 5 . 7 1 2 4 

E a s t N o r t h C e n t r a l 6 . 4 6 . 3 6 . 0 1 1 2 

W e s t N o r t h C e n t r a l 7 . 0 6 . 9 6 . 3 5 0 

S o u t h A d a n t i c 6 . 2 6 . 2 5 . 9 3 4 

E a s t S o u t h C e n t r a l 6 . 8 6 . 8 6 . 7 19 

W e s t S o u t h C e n t r a l 8 . 3 8 . 1 7 . 8 2 9 

M o u n t a i n 7 . 1 7 . 1 6 . 7 21 

Pac i f i c 6 . 9 6 . 8 6 . 4 21 

A L L REGIONS 6 . 5 6 . 4 6 . 1 4 4 4 

" E a c h r a t e is w e i g h t e d by t h e n u m b e r of b a n k s specifying t h a t r a t e . 
Secured by savings passbooks , s tocks a n d b o n d s , life i n s u r a n c e pol ic ies , e tc . 
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SIZE OF BANK'' 
TYPE OF LOAN 

SIZE OF BANK'' 
S i n g l e - N a m e C o m a k e r C o l l a t e r a l 

U n d e r 8 1 5 0 , 0 0 0 1 1 7 1 1 7 1 1 1 
1 5 0 , 0 0 0 - 2 5 0 , 0 0 0 1 1 3 1 1 2 1 1 5 
2 5 0 , 0 0 0 - 5 0 0 , 0 0 0 1 0 6 1 0 6 1 0 7 

5 0 0 , 0 0 0 - 7 5 0 , 0 0 0 1 0 5 1 0 6 1 0 8 
7 5 0 , 0 0 0 - 1 , 0 0 0 , 0 0 0 1 0 3 1 0 3 1 0 5 

1 , 0 0 0 , 0 0 0 - 2 , 0 0 0 , 0 0 0 1 0 1 9 9 9 7 

2 , 0 0 0 , 0 0 0 - 5 , 0 0 0 , 0 0 0 9 7 9 7 9 7 
5 , 0 0 0 , 0 0 0 - 1 0 , 0 0 0 , 0 0 0 9 7 9 8 9 6 

1 0 , 0 0 0 , 0 0 0 - 5 0 , 0 0 0 , 0 0 0 9 3 9 5 9 4 

5 0 , 0 0 0 , 0 0 0 a n d o v e r 9 2 9 4 9 3 

* W'eighted a v e r a g e o f t h e r a t i o o f t h e a v e r a g e r a t e for t h e specified class in 
any r e g i o n t o t h e " s t a n d a r d " r a t e for t h a t r e g i o n . 
' ' T o t a l loans, d i s c o u n t s a n d securi t ies . T o t a l n u m b e r ot b a n k s r e p o r t i n g 
was 4 4 4 . 
° Secured by savings passbooks , s tocks a n d b o n d s , l i fe i n s u r a n c e policies , e t c . 

ward, especially in the Pacific states. T h e Mountain states 
show no distinct concentration of rates, but the West South 
Central region is characterized by a definite concentration at 
the levels of 8 percent and 9 percent and over. In all regions 
notes extended on collateral security carried the lowest rate; 
when the rates quoted on single-name and comaker notes 
were not identical, those on the latter tended to be slightly 
lower. 

Not all of the banks represented in Table 42 reported rates 
on all three types of loans. Table 43 shows the average rates 
charged on single-name, comaker and collateral loans by 444 
banks reporting on all three types. From this tabulation it 
appears that these banks charge, on the average, very nearly 
the same rates as the banks covered in Table 42. 

T h e relationship between size of bank and quoted discount 
rates on personal loans is indicated in Table 44, which gives 

T A B L E 4 4 

Index of Discount Rates" Quoted by Reporting Banks 
on Three Types of Personal Loans, by Size of Bank 
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indexes of rates for single-name, comaker and collateral loans. 
With few exceptions, banks in the larger size classes tend to 
quote lower interest rates than those in the smaller ones: the 
index on single-name and comaker notes dropped from 117 
for banks with earning assets of less than $150,000 to 92 and 
94, respectively, for banks with $50,000,000 and over; on col
lateral notes the decline was from 111 to 93. These findings 
do not demonstrate conclusively, however, that it is less 
expensive for the consumer to borrow from a large than from 
a small bank, for the indexes refer only to the discount ele
ment in the total customer charge. Before the entire problem 
of consumer cost can be resolved, account must be taken of all 
the component parts of the personal loan charge. Neverthe
less, the data presented in Table 47, which indicate that 
most banks do not charge a credit investigation fee in addi
tion to the discount, suggest that the differentials given in 
Table 44 are fairly representative of relative consumer costs. 
Although the latter table is made up of responses from 444 
banks which state that they have personal loan departments, 
it is possible that some of the small-sized banks may actually 
make their personal loans on a non-instalment basis as they 
do commercial loans. If this is the case, the discount rates 
reported by these small banks are (except for the necessary 
correction to allow for the discounting of interest) approxi
mately the per annum rates realized by such banks on the 
amount advanced, and not, as in the case of instalment loans, 
about one-half that rate. But even if faulty reporting may 
have introduced a bias of this sort, it is probably not serious 
enough to impair the finding that discount rates are higher 
in small than in large banks. 

Charges for Credit Investigation, Insurance and 
Delinquency 
In states where such action is not prohibited, many banks 
impose in addition to the interest charge a fee for the investi-
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F l a t d o l l a r fee 1 0 7 
U n d e r Jl .OO 24 

1 . 0 0 45 
1 . 5 0 5 
2 . 0 0 24 
2 . 5 0 4 
3 . 0 0 1 
5 . 0 0 4 

F l a t p e r c e n t a g e fee 4 4 
1 p e r c e n t o r less 12 
2 p e r c e n t 21 
O v e r 2 p e r c e n t 6 
N o t specified 5 

" A c t u a l c o s t " o f inves t iga t ion 8 

T O T A L 1 5 9 

' O f 5 9 4 banks r e p o r t i n g o n t h i s ques t ion , 4 2 4 r e p l i e d t h a t t h e y c h a r g e d n o 
c redi t inves t igat ion fee . O f t h e r e m a i n i n g 170 t h e r e w e r e 9 t h a t cal led t h e 
fee a "service c h a r g e . " Since 11 of the 170 did n o t specify t h e i r m e t h o d of 
c h a r g i n g t h e fee this t a b l e is b a s e d o n 159 r e p o r t s . 

T h e r e w e r e 121 b a n k s w h i c h r e p o r t e d t h a t they did n o t c o l l e c t a c r e d i t 
invest igat ion fee if t h e l o a n a p p l i c a t i o n w e r e r e j e c t e d , a n d 13 w h i c h r e p o r t e d 
t h a t they d i d col lec t it in these c i r c u m s t a n c e s . 

gation of tfie applicant's credit standing. Out of 594 banks 
responding to the question, " D o you charge a credit investi
gation fee?" 170 banks answered affirmatively. Although 9 
of them referred to it as a service fee, their method of quota
tion did not distinguish this charge from a credit investiga
tion fee. In no case did a bank report a total cost to the 
customer which included both a credit investigation fee and 
a service charge. 

As may be observed from T a b l e 45 , which represents the 

T A B L E 4 5 

Number of Banks Reporting Specified Credit Investi
gation Fees" 

NUMBER OF BANKS 
TYPE AND AMOUNT OF FEE 

REPORTING 
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replies of 159 banks specifying their methods of calculating 
the fee for credit investigation, a flat dollar charge regard
less of the size of the loan is more common than a fixed 
percentage charge. O f 107 banks which reported the flat dol
lar charge, 45 specified $1 as the amount, 24 charged $2 and 
an equal number less than $1 . In 4 banks the fee was as high 
as |5. Percentage fees were quoted most often as 2 percent of 
the loan (21 banks), and the next most frequent charge was 
1 percent or less (12 banks). Occasionally the principle of 
minimum or maximum charge is applied to this fee: it may 
then be quoted, e.g., as 1 percent with a $2 minimum, or as 
2 percent with a $10 maximum, but this method appears to 
be much less common than the flat charge. Another variation 
is found when the credit investigation fee applies only to 
loans of a certain size; it may, for example, be 2 percent on 
loans up to $300, or 75 cents on loans up to $100, but this 
method also is used relatively infrequently. 

Out of 134 banks, 121 reported that they did not collect a 
credit investigation fee if the loan application were rejected; 
only 13 answered that the fee was collected regardless of the 
decision on the loan application. 

An additional charge sometimes borne by the borrower is 
the premium for a group life insurance policy which serves to 
protect comakers or the borrower's estate in the event of his 
death before full payment of his debt. Commercial banks 
vary in their attitudes with respect to such insurance; accord
ing to questionnaire replies from 133 widely separated per
sonal loan departments, 46 did, and 87 did not, require bor
rowers to provide life insurance on comaker and unsecured 
loans. Of those banks which did make the stipulation, about 
half stated that a separate charge was imposed for this service. 

Additional data on charges for group life insurance on 
personal loans were obtained by correspondence with 22 
banks which operate relatively large personal loan depart
ments. T h i s correspondence shows that the cost of insurance 
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to the borrower is usually quoted as a flat fee per $100 of 
funds advanced, although in some cases it is calculated as a 
flat monthly rate per $100 of unpaid balance. T h e former 
type of rate quotation was cited by most of the reporting 
banks; it ranged from 50 cents to $1 per $100 advanced, with 
the rates of most of the banks at the upper limit. T h e small 
number of companies which quoted their rates on a monthly 
basis charged 10 cents per month for each $100 loaned. 

There appear to be several methods of computing the cost 
of this insurance coverage to the bank and of making re
mittances to the insurance company. Most banks pay the 
insurance company a sum computed as a stipulated per
centage either of the loan balance outstanding at the end of 
the month or of the average loan balance outstanding over 
the month. This rate is generally about .1 percent on loan 
balances outstanding, and comes to approximately 65 percent 
of the charge commonly paid by the borrower. According to 
another method, the bank pays 60 or 65 percent of the 
premiums collected for the policies issued. T h e difference 
between the cost of the loan insurance to the bank and the 
charge collected from the borrower is approximately the 
same regardless of the method by which the bank makes its 
remittance. In a few instances banks reported that they re
ceived a rebate or dividend, based on claims paid on insured 
loans; presumably such a rebate would be received only if 
the bank remitted to the insurance company more than the 
usual 65 percent of the amount collected from the borrower. 
Changes in the rates which banks pay to insurance companies 
for this type of protection are based on changes in the death 
rate of borrowers or, more rarely, on changes in the average 
age of borrowers. 

Less frequent is the credit insurance scheme whereby a 
borrower, instead of providing a comaker, pays a fee to pro
tect his loan. Such a plan is now used by the Marquette Na-
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N U M B E R O F B A N K S 
T Y P E A N D A M O U N T O F F I N E 

REPqRTING 

P e r c e n t a g e o f d e l i n q u e n t p a y m e n t 7 5 
2 p e r c e n t 5 

4 p e r c e n t 7 
5 p e r c e n t 60 
7 - 1 5 p e r c e n t 3 

M o n e t a r y c h a r g e p e r d e l i n q u e n t p a y m e n t 14 

2 5 c e n t s 4 
5 0 c e n t s 6 

5 0 c e n t s to $ 1 . 0 0 3 
G r a d u a t e d ' ' / 

C h a r g e a c c o r d i n g to p e r i o d o f d e l i n q u e n c y 6 

2 5 c e n t s p e r d a y / 
2 5 c e n t s first d a y , 1 0 c e n t s d a i l y t h e r e a f t e r 1 
5 0 c e n t s first d a y , 1 0 c e n t s d a i l y t h e r e a f t e r 1 

1 p e r c e n t p e r w e e k 1 
1 p e r c e n t p e r m o n t h / 

G r a d u a t e d " / 

C h a r g e a c c o r d i n g t o n u m b e r o f n o t i c e s 3 
2 5 c e n t s e a c h n o t i c e / 
2 5 c e n t s e a c h n o t i c e , e x c e p t first 1 

2 5 c e n t s first n o t i c e , 5 0 c e n t s s e c o n d 1 

T O T A L 9 8 

• O f 139 b a n k s r e p o r t i n g o n this q u e s t i o n 3 0 r e p l i e d t h a t they c h a r g e d n o 
d e l i n q u e n c y fee a n d 1 d i d n o t a n s w e r def ini te ly . Since 1 0 o f t h e r e m a i n i n g 
108 did n o t i n d i c a t e t h e i r m e t h o d of c a l c u l a t i n g t h e fee this t a b l e is b a s e d 
o n 98 r e p o r t s . 

A m o u n t i n g to a b o u t 4 p e r c e n t . 
" A m o u n t i n g t o a b o u t 1 p e r c e n t p e r d a y . 

* " M a r q u e t t e N a t i o n a l R e f u n d s o n P e r s o n a l L o a n Risk P r e m i u m , " American 
Banker ( A u g u s t 3 , 1 9 3 9 ) p . 3. 

tional Bank of Minneapolis," which requires the borrower 
who desires to dispense with a comaker to pay, in addition to 
a 3 percent interest charge and a $5 service charge, a credit 

T A B L E 4 6 

Number of Banks Reporting Specified Delinquency 
Fines* 



S T A T U S O F C U S T O M E R C H A R G E S I 5 I 

insurance fee of $5 per $100 of money borrowed. Part of the 
insurance fee covers life insurance on the borrower, and the 
remainder goes into a loss reserve for a group of loans made 
according to this plan. At the end of the insurance period 
the unused portion of the reserve is returned, pro rata, to 
the borrowers in this group. 

Charges or fines levied on delinquents seem to be much 
more common than credit investigation charges. Out of 139 
banks replying to a question on this item, 108 stated that they 
imposed delinquency penalties with a view to discouraging 
tardy payment. As is evident from T a b l e 46, the methods of 
calculating this charge are far from uniform. T h e fine may be 
expressed as a given percentage of the delinquent payment, as 
a flat monetary charge per delinquent payment, as a charge 
proportionate to the number of days of delinquency, or as 
a given amount per delinquency notice sent to the borrower. 
T h e first and most common method was reported by 75 out of 
98 banks; four-fifths of this number made a charge of 5 per
cent. Of the remaining 23 banks, 14 imposed a monetary 
charge ranging from 25 cents to $1 per delinquent payment. 

Aggregate Cost to the Consumer 
T h e aggregate cost to the consumer for a personal loan from 
a commercial bank may be computed in monetary terms. 
While this total money cost cannot be viewed as interest in the 
legal sense of the word, it may be expressed in terms of in
terest and compared with respect to different rate schedules. 

T a b l e 47 presents a classification of 543 banks according 
to their quoted discount rates and their credit investigation 
fees. T h e table applies solely to comaker loans for which, as 
we have already noted, the rates are sometimes lower than for 
single-name notes and usually higher than for loans backed 
by savings passbooks, life insurance policies and similar forms 
of security. Moreover, since some banks tend to charge lower 
rates on loans of larger size, this distribution cannot be con-



T A B L E 47 10 

INTEREST RATE CHARGED 

CREDIT INVESTI

GATION FEE 3 % 4 % 5 % 6 % 7 % 8 % 9 % 1 0 % 1 2 % 
1 0 - 8 % 6 - 5 % 

a t $ 1 5 0 a t $ 2 5 0 

NUMBER 
OF 

BANKS 
REPORTING 

> 
Z 

> 
Z 
o 

z 
H 
> 

w 
z 
H 

n 

w 
o 

D o l l a r fee 
$ . 2 5 - . 5 0 

. 5 0 - 1 . 0 0 
1 . 0 0 - 1 . 5 0 
1 . 5 0 - 2 . 0 0 
2 . 0 0 - 3 . 0 0 
3 . 0 0 - 4 . 5 0 
4 . 5 0 - 6 . 0 0 

P e r c e n t a g e fee 
1 p e r c e n t 
2 p e r c e n t 

3 p e r c e n t 

N o c h a r g e 

TOTAL 

1 

2 4 1 3 1 0 
6 3 9 2 1 4 8 
4 7 11 

2 2 2 2 4 
1 1 1 1 1 5 

1 2 

3 6 2 4 7 

5 0 3 3 9 

3 8 

4 9 

7 2 

7 8 

1 8 

1 8 

7 
1 6 

3 

4 1 7 

5 4 3 

* R e p o r t s f r o m a smal l n u m b e r of b a n k s h a v e b e e n r e s t a t e d so t h a t they will c o n f o r m to this t y p e o f t a b u l a t i o n . 

Number of Reporting Banks Charging Various Specified Interest Rates and Credit 
Investigation Fees on Comaker Personal Loans* 
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sidered representative of advances in excess of $300. T l i e latter 
are rare, however; comaker loans in amounts up to $300 
make up the bulk of personal loans. 

T a b l e 48 expresses the total money costs and the true 
annual interest rates on 12-month loans of $50, $100 and $300 
according to various rate schedules. W h e n studied in con
junction with T a b l e 47, this tabulation shows the actual 
money costs of certain representative rate schedules applying 
to comaker loans. T h u s we may note from T a b l e 47 that of 
the 543 reporting banks, 339 charged a 6 percent rate on 
comaker loans, and that of these banks 247 made no charge 
for credit investigation. W e may then observe from T a b l e 48 
that the rate charged by these 247 banks, if deducted in 
advance from the face of the note, would amount to annual 
interest of 11.8 percent on a declining balance for a $100 loan 
of 12-month duration. I f interest were added to the face of 
the note and not deducted from it, the annual interest rate 
would be l l . l percent on each of the three amounts of note 
analyzed in the table. A loan of $100 extending over 12 
months at a 6 percent discount rate plus a credit investigation 
fee of $1 would cost the borrower 13.9 percent per annum, 
exclusive of insurance, and 15 percent inclusive of an insur
ance fee of 50 cents. T h e cost to the borrower for a loan 
larger or smaller than $100 at these same charges, or for loans 
made at other rates classified in T a b l e 47, can be estimated 
readily from T a b l e 48. 

A study of these two tables reveals that the charges re
ported by the banks covered in T a b l e 47 would equal, for a 
personal loan of $100 running for 12 months, true annual 
interest rates ranging from 7.7 percent (for 4 percent quoted 
discount, with no extra charges) to 30.0 percent (for 12 
percent quoted discount, with a $2 credit investigation fee) . 
T h e bulk of the reporting banks extend loans at rates amount
ing to an annual interest cost of approximately 12 to 17 
percent on declining balances. Since larger banks tend to 
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Total Money Cost and True Annual Interest Rate on 12-Month Personal Loans of 
$50, $100 and $300, by Various Hypothetical Rate Schedules 

RATE SCHEDULE $ 5 0 LOAN $ 1 0 0 LOAN $ 3 0 0 LOAN 

Q u o t e d C r e d i t I n s u r  T o t a l T r u e A n n u a l T o t a l T r u e A n n u a l T o t a l T r u e A n n u a l 
I n t e r e s t I n v e s t i  a n c e M o n e y I n t e r e s t M o n e y I n t e r e s t M o n e y I n t e r e s t 

R a t e g a t i o n F e e C o s t R a t e ' C o s t R a t e " C o s t R a t e " 
( p e r c e n t ) F e e ( p e r c e n t ) ( p e r c e n t ) ( p e r c e n t ) 

3 ^ $ 1 . 7 5 6 . 5 6 . 7 $ 3 . 5 0 6 . 5 6 . 7 $ 1 0 . 5 0 6 . 5 6 . 7 
$ 2 . 0 0 3 . 7 5 1 3 . 8 1 5 . 0 5 . 5 0 1 0 . 1 1 0 . 7 1 2 . 5 0 7 . 7 8 , 0 

4 2 . 0 0 7 . 4 7 . 7 4 . 0 0 7 . 4 7 . 7 1 2 . 0 0 7 . 4 7 . 7 

5 2 . 5 0 9 . 2 9 . 7 5 . 0 0 9 . 2 9 . 7 1 5 . 0 0 9 . 2 9 . 7 
1 . 0 0 3 . 5 0 1 2 . 9 1 3 . 9 6 . 0 0 1 1 . 1 1 1 . 8 1 6 . 0 0 9 . 8 1 0 . 4 
2 . 0 0 $ 5 0 5 . 0 0 1 8 . 4 2 0 . 5 7 . 5 0 1 3 . 8 1 5 . 0 1 7 . 5 0 1 0 . 8 1 1 . 4 

6 . . 3 . 0 0 1 1 . 1 1 1 . 8 6 . 0 0 1 1 . 1 1 1 . 8 1 8 . 0 0 1 1 . 1 1 1 . 8 
5 0 3 . 5 0 1 2 . 9 1 3 . 9 6 . 5 0 1 2 . 0 1 2 . 8 1 8 . 5 0 1 1 . 4 1 2 . 1 

1 . 0 0 4 . 0 0 1 4 . 8 1 6 . 0 7 . 0 0 1 2 . 9 1 3 . 9 1 9 . 0 0 1 1 . 7 1 2 . 5 
1 . 0 0 5 0 4 . 5 0 1 6 . 6 1 8 . 2 7 . 5 0 1 3 . 8 1 5 . 0 1 9 . 5 0 1 2 . 0 1 2 . 8 
2 . 0 0 5 . 0 0 1 8 . 4 2 0 . 5 8 . 0 0 1 4 . 8 1 6 . 0 2 0 . 0 0 1 2 . 3 1 3 . 2 
2 . 0 0 5 0 5 . 5 0 2 0 . 3 2 2 . 8 8 . 5 0 1 5 . 7 1 7 . 1 2 0 . 5 0 1 2 . 6 1 3 . 5 

> 
z 

> 
Z 
o 
z 

H 
>• 
r 
g 
w 
z 

o 
M 
o 



T A B L E 48 (Concluded) 

RATE SCHEDITLE $50 LOAN SI00 LOAN S300 LOAN 

Q u o t e d C r e d i t I n s u r  T o t a l T r u e A n n u a l T o t a l T r u e A n n u a l T o t a l T r u e A n n u a l 
I n t e r e s t I n v e s t i  a n c e M o n e y I n t e r e s t M o n e y I n t e r e s t M o n e y I n t e r e s t 

R a t e g a t i o n F e e C o s t R a t e " C o s t R a t e " C o s t R a t e " 

( p e r c e n t ) F e e ( p e r c e n t ) ( p e r c e n t ) ( p e r c e n t ) 

7 $ 3 . 5 0 1 2 . 9 1 3 . 9 S7 .00 1 2 . 9 1 3 . 9 $ 2 1 . 0 0 1 2 . 9 1 3 . 9 

SI . 00 $50 5 . 0 0 1 8 . 4 2 0 . 5 8 . 5 0 1 5 . 7 17 .1 2 2 . 5 0 1 3 . 8 1 5 . 0 

2 . 0 0 5 . 5 0 2 0 . 3 2 2 . 8 9 . 0 0 1 6 . 6 1 8 . 2 2 3 . 0 0 14 .1 1 5 . 3 

8 4 . 0 0 1 4 . 8 1 6 . 0 8 . 0 0 1 4 . 8 1 6 . 0 2 4 . 0 0 1 4 . 8 1 6 . 0 

1 . 0 0 5 . 0 0 1 8 . 4 2 0 . 5 9 . 0 0 1 6 . 6 1 8 . 2 2 5 . 0 0 1 5 . 4 1 6 . 8 

2 . 0 0 50 6 . 5 0 2 4 . 0 2 7 . 6 1 0 . 5 0 1 9 . 4 2 1 . 6 2 6 . 5 0 1 6 . 2 1 7 . 9 

9 4 . 5 0 1 6 . 6 1 8 . 2 9 . 0 0 1 6 . 6 1 8 . 2 2 7 . 0 0 1 6 . 6 1 8 . 2 

10 5 . 0 0 1 8 . 4 2 0 . 5 1 0 . 0 0 1 8 . 4 2 0 . 5 3 0 . 0 0 1 8 . 4 2 0 . 5 

12 6 . 0 0 2 2 . 1 2 5 . 2 1 2 . 0 0 2 2 . 1 2 5 . 2 3 6 . 0 0 2 2 . 1 2 5 . 2 

2 . 0 0 8 . 0 0 2 9 . 5 3 5 . 1 1 4 . 0 0 2 5 . 8 3 0 . 0 3 8 . 0 0 2 3 . 4 2 6 . 8 

-I 
> 
H 
d 

in 

O 

O 
c 

H 
O 

w 
so 

n 
X 

> 
o 
M 

24 

n - f l 
^ w h e r e n * T h e t r u e a n n u a l i n t e r e s t r a t e g iven h e r e is c o m p u t e d a c c o r d i n g to t h e c o n s t a n t r a t i o m e t h o d ; r a t e — 

is i h e n u m b e r of e q u a l m o n t h l y i n s t a l m e n t s , I is t h e total m o n e y in teres t c h a r g e , a n d P is t h e a m o u n t a c t u a l l y rece ived by 
t h e b o r r o w e r . 

T h e c o i u p u t a l i o n of t h e first c o l u m n is b a s e d o n t h e s u p p o s i t i o n t h a t c h a r g e s a r e a d d e d to t h e i n t e r e s t - b e a r i n g a m o u n t , 
o f t h e s e c o n d o n t h e a s s u m p t i o n t h a t c h a r g e s a r e d e d u c t e d f r o m t h e i n t e r e s t - b e a r i n g a m o u n t . ^ 
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charge lower interest rates than smaller banks, the bulk of 
the loans fall wdthin the lower limit of this range. For a few 
large metropolitan banks which make personal loans at 4 per
cent discount or under, the true annual interest rate would 
be 7.7 percent or less. 

T h e ultimate cost to the borrower of a loan repaid before 
the final date of maturity cannot be computed unless account 
is taken of the rebate granted. Under the rebating system 
very frequently employed, the bank returns to the borrower 
the full amount of unearned interest for the period for which 
the loan has been prepaid. Of 86 banks reporting their rebat
ing method in enough detail to justify comparisons, 47 used 
this full rebate scheme. Other schemes vary only with respect 
to the system of computation or to the differential between 
the actual unearned interest and the amount rebated. Several 
methods are apparently in wide use. One is to return one-half, 
one-third or three-fourths of the unearned interest; another 
is to rebate at a rate involving a 1 or 2 percent differential 
as compared with the original rate of discount; a third is to 
set a minimum service charge applicable to all prepaid loans 
and to pay only that part of the unearned discount which is 
in excess of this amount. 

S A L E S F I N A N C I N G 

T h e sales financing activities of commercial banks are con
ducted according to two general methods:'' the bank either 
obtains sales finance paper directly from the consumer or 
discounts consumer notes for retail dealers. Although com
mercial banks tend to follow one practice or the other, such 
information as is available indicates that the two are some
times employed concurrently by the same bank. T h e direct 
transaction with the consumer is much the simpler of the 
two methods, at least as far as the problem of customer charges 
' See a b o v e . C h a p t e r 4 . 
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is concerned, for tlie second arrangement involves a calcula
tion of dealer loss reserves which is likely to vary from bank 
to bank. 

Customer Charges on Direct-to-Consumer Financing 
T h e time-sales department of a commercial bank usually 
quotes its direct-to-consumer charge on automobile time-sales 
contracts as a percentage per annum discount exclusive of 
insurance charges. Since reports on rates charged are avail
able only from 17 companies, it is not possible to discuss the 
level of finance charges conclusively. T h e lowest new-car 
rate reported was 4 percent discount and the highest 8 per
cent. Eleven banks charged a 5 percent discount on some of 
their new-car notes. Rates are higher for used cars, generally 
by 1 percent, and some banks also provide differentials in 
rates to take account of differences in the maturity of the 
loan, the equity of the borrower and the age of the car 
purchased. 

For time sales of automobiles, both new and used, buyers 
are usually required to purchase fire and theft insurance and 
collision insurance—$50, $75 or $100 deductible—depending 
on the value of the car. W h e n a car is financed directly it is 
customary for the bank to permit the buyer to arrange for 
the required insurance through any agent he chooses. In the 
present study some banks reported that they did act as agent 
in selling automobile insurance, many stated that they re
ceived no commission for this service, and one bank wrote 
that it placed insurance with its own affiliate. Generally, the 
amount charged for insurance is added to the face of the note 
and paid off in instalments. A few banks reported exceptions 
to this procedure, however, for cases where it would reduce 
the buyer's equity in the car below the point considered de
sirable by the bank. 

In direct financing banks prefer, of course, to set up a 
reserve out of finance charges to cover losses incident to re-
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possession. Only limited data are available on the amount of 
reserves set up. One commercial bank finances used cars at 
6 percent for the two most recent models and at 6 percent 
plus $10 for the next two in order of age. T h e $10 charge is 
then treated as a reserve against losses. 

Customer Charges and Reserves on Instalment Paper 
Obtained through Dealers 
From the information at hand it appears that where com
mercial banks finance the instalment purchase of automo
biles, new or used, through arrangements with retail car 
dealers, the customer pays charges which are either equal to 
or slightly higher than those he would pay for direct financ
ing. Financing transacted directly with the consumer tends 
to cost around 5 percent on new cars, whereas new-car paper 
discounted for dealers generally involves a customer charge 
of 6 percent. Further comparison of the rates paid by con
sumers under these tw'o methods of financing is afforded by 
reports from seven banks which engage in both. Four of these 
institutions maintained the same rates for both types of 
paper, but three made the direct-to-consumer advances at a 
lower rate than that charged for paper discounted for dealers. 
Used-car paper is discounted for both consumers and dealers 
at a rate 1 or 2 percent higher (depending on the age of the 
car) than that for neu-car paper. For purposes of convenience 
dealers are sometimes provided with rate charts, similar to 
those used by sales finance companies. By consulting the chart 
the dealer can compute readily the finance charge on any 
given unpaid balance. Some banks have reported, however, 
that they dispense with the rate chart and simply stipulate 
the rate at which the customer finance charge is to be 
computed. 

An obvious difference between the two methods of obtain
ing automobile finance paper, and incidentally one w^hich 
accounts in part for the customer charge differential, revolves 
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about the issue of loss reserve. If the dealer assumes liability 
for losses under a recourse or repurchase arrangement, a 
dealer reserve is usually set up out of the finance charge.^ 
Several methods of establishing the dealer reserve are fol
lowed. First, banks may discount consumer notes for a dealer 
at a rate lower than that charged the customer. T h e differen
tial varies between I and 2 percent of the amount of the note 
in the few cases for which information on this point is avail
able. T h e sum is then set up as a dealer reserve, against which 
losses on the notes are charged. When the contract is paid out 
in full, that portion of the dealer reserve which ŵ as set up 
against the contract is released and paid to the dealer at some 
stated interval^—monthly, semi-annually or annually. T h e 
amount of the reserve is conditioned mainly by the extent of 
the dealer's liability, although the dealer's financial standing 
constitutes another significant factor in its determination. It 
is commonly observed that the reserves allowed for weaker 
dealers are usually smaller than those held for the stronger 
establishments, and that a dealer who is able to originate a 
large volume of paper is likely to obtain a more liberal reserve 
arrangement than a dealer whose volume of business is 
smaller. 

Some banks prefer to let the dealer reserve increase to a 
stipulated percentage of notes outstanding, and then repay 
the excess to the dealer on a monthly basis. One bank re
ported this ratio as 5 percent, another as 3 percent and a 
third as 10 percent. Problems frequently arise in connection 
with the accounts to be charged against the reserve. One 
* A d e a l e r reserve is a p o r t i o n o f t h e finance c h a r g e w h i c h t h e financing 
a g e n c y r e t a i n s in a n a c c o u n t for the benefit of the d e a l e r , to be a p p l i e d 
against possible d e a l e r losses o r repossessions w h e n t h e d e a l e r endorses t h e 
p a p e r o r e x e c u t e s a r e p u r c h a s e a g r e e m e n t . W h e n p a p e r is d i s c o u n t e d by t h e 
financing a g e n c y w i t h n o d e a l e r l iabil i ty , a n y r e s e r v e set u p o u t of the finance 
c h a r g e serves m a i n l y t o r e t a i n t h e dealer 's p a t r o n a g e . S u c h a n a c c o u n t m i g h t 
be t e r m e d a d e a l e r subsidy o r bonus to d i s t i n g u i s h it f r o m t h e d e a l e r r e s e r v e . 
.A. dealer pack is a n a d d i t i o n m a d e to t h e s t a n d a r d finance c h a r g e a n d is 
passed on to t h e d e a l e r by t h e financing a g e n c y in a d d i t i o n t o a n y r e s e r v e 
which t h e contract m a y s t i p u l a t e . 
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bank states that any payment 10 days delinquent is charged 
against the reserve, but apparently the usual practice is to 
allow the dealer to charge against the reserve any losses he 
incurs on notes he has guaranteed for the bank. Another 
bank reports that the reserve on a note is returned to the 
dealer when one-half the amount of the note has been paid. 

In other cases notes originated by dealers are discounted by 
the bank at the same rate charged the customer, and a por
tion of the finance charge is set up as a dealer reserve to 
cover losses arising out of customer default and repossession, 
reconditioning and resale of the collateral. In effect, this 
method differs from that described above only in that the 
note is not formally discounted at a rate lower than the 
charge to the customer. In both cases the dealer executes a 
repurchase agreement, and an arrangement is made by which 
the unused reserve is credited to the dealer. These two meth
ods do not, apparently, make for any difference in the amount 
of the finance charge paid by the consumer. Sometimes dealers 
originate time-sales notes which banks discount without dealer 
endorsement; in such cases the bank may set up its own loss 
reserve. A different reserve practice, reported by a few banks, 
is to hold back a certain percent of the amount of the note 
discounted. This procedure is comparatively rare, however; 
it is used mainly when banks purchase contracts from dealers 
who are considered to be in a weak financial position. 

A different method of handling dealer paper was described 
by a few other banks. These institutions vote a line of credit 
to the dealer, generally at a 6 percent discount rate. The 
dealer may then borrow up to the limit of this credit line 
on his 30-, 60-, or 90-day demand notes secured by customers' 
automobile paper. One bank reported that it loaned up to 
75 percent of the posted collateral and that the dealer substi
tuted a new note for an old note that became 65 days de
linquent. In this instance the bank had no control over cus
tomer charges. Another bank stated that its loans of this type 
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might be either secured or unsecured. A third permitted the 
dealer to discount notes up to the amount of his line of 
credit, on a full recourse basis, but required him to keep a 
20 percent cash reserve with the bank against his outstanding 
notes. 

T h e practice of commercial banks with respect to insurance 
on cars financed through arrangements with dealers does not 
vary substantially from that described above in connection 
with direct-to-consumer financing. T h e insurance charge is 
quoted separately in most cases, and normally provides for 
the same coverage, i.e., fire, theft and deductible collision. 
Sometimes but not usually the insurance is sold by the bank 
as agent. T h e dealer, if permitted by state law, may sell the 
insurance and receive the commission, or the customer may 
obtain the necessary policy through an agent of his own 
choosing, in which case he may include the premium in the 
amount to be financed. It appears that banks which do a sub
stantial volume of sales finance business, whether direct-to-
consumer or through dealers, find it to their advantage to 
place all of their insurance with one or two companies. In 
this way they not only achieve accounting economies but 
also expedite settlements and exert some influence toward 
having the necessary repairs made by the dealer who sold the 
car. Repair work is of considerable importance to certain 
dealers, and since sales finance companies generally arrange 
to have repairs made on this basis the commercial bank with 
a large volume of sales finance business is likely to follow suit. 

Commercial banks' charges for loans made to finance the in
stalment purchase of household appliances are roughly similar 
to their charges for new-automobile financing. Customer 
paper generally carries a financing charge of either 5 or 6 
percent of the original unpaid balance, more frequently the 
latter. Because many notes arising out of the sale of house
hold appliances are likely to be of small face amount, min
imum charges are sometimes stipulated. Thus the basic rate 
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may be 6 percent discount, with a $5 minimum for notes 
running 6 months, $7.50 for notes maturing in 9-12 months 
and $10 for all notes running for 15 months or longer. In 
most cases the bank provides the dealer with a rate chart, 
similar to those used by sales finance companies. 

In appliance financing, as in automobile financing, dealer 
reserves and the handling of accounts give rise to special 
problems. If it discounts dealers' accounts on a full or limited 
recourse basis, the bank finds it necessary to build up a re
serve which usually reverts to the dealer when the cus
tomer's note is paid out. Current methods of establishing this 
reserve are similar to those already described for automo
bile financing: the paper is discounted at less than the cus
tomer rate and the difference is set up as a reserve, or else 
the notes are discounted at the same rate charged the customer 
and a portion of the face amount of the customer's note, some
times as much as 10 percent, is held back as a reserve. 
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Income, Expenses and Profits 

I N BRANCHING out into the field of consumer credit commer
cial banks have been motivated largely by the desire to secure 
"an outlet for idle funds," to share in "the success of other 
consumer credit agencies," or to enjoy "the high interest 
rates obtainable on small accommodation loans to cus-
tomers."! An examination of the profit experience of banks 
which have engaged in this activity is therefore of particular 
interest. Data on the income, expenses and earnings of bank 
personal loan departments are scarce and difficult to obtain. 
Some information on the subject has been supplied to us 
directly by banks responding to our questionnaires, and addi
tional data, furnished by the department of banking of the 
state of New York, cover personal loan departments of state 
banks under its supervision for the period 1937-38. 

Conclusions based on data of such limited scope must neces
sarily be tentative, the more so because of the lack of uniform 
accounting standards for personal loan department records. 
The latter deficiency is pointedly illustrated by responses to 
our questions as to whether the personal loan department 
were charged with some percent of the bank's overhead and 
whether it paid interest on bank funds employed. Of 112 
banks answering the first question, 63 replied that they did 
not allocate any overhead to their personal loan departments; 
and of 104 banks reporting on the second, 85 stated that they 
made no charge for interest on bank funds employed.^ Supple-

^See C h a p t e r 1 . 
- I n this c o n n e c t i o n see the c o r r e s p o n d e n c e b e t w e e n W a l t e r Meiss , E x e c u t i v e 
G e n e r a l A g e n t , T h e L o n d o n A s s u r a n c e , N e w Vork , a n d L e h m a n P l u m m e r , 

163 
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mentary information concerning the cost accounting practices 
of commercial banks operating personal loan departments 
was obtained from correspondence with a selected group of 
banks.^ T h e replies received from 25 widely separated insti
tutions have been used as the basis of the following dis
cussion. 

Any consideration of the cost accounting practices of per
sonal loan departments must be prefaced by several general 
observations. First, there appears to be no broad agreement 
as to the items which should be classified under "general 
overhead expense." One bank considers the costs incidental 
to the maintenance of its general service departments—ac
counting, advertising, legal, etc.—as overhead expenses but 
excludes from these its expenses for executives' salaries. An
other includes the latter item in general overhead, but treats 
the former almost entirely on a direct cost basis. In the second 
place, the problem of cost allocation becomes more compli
cated with increasing integration of the various departments 
of the bank. Thus banks which have established their personal 
loan departments in separate buildings can, and apparently 
do, allocate costs far more easily than the much larger 
number which handle part or all of their small personal loans 
in conjunction with some other bank operation, e.g., with 
the savings department. In the third place, a bank is not 
likely to make a careful analysis of personal loan department 
costs unless that department carries a substantial volume of 
business; there is a clearly observable tendency for banks to 

V i c e P r e s i d e n t , C e n t r a l N a t i o n a l B a n k a n d T r u s t C o m p a n y , D e s M o i n e s , 
I o w a , p u b l i s h e d i n Banking ( J u l y 1 9 3 9 ) p p . 2 2 - 2 3 . 
^ T h e s e b a n k s w e r e asked t h e f o l l o w i n g q u e s t i o n s : T o w h a t e x t e n t d o y o u 
a l l o c a t e g e n e r a l o v e r h e a d e x p e n s e s t o y o u r p e r s o n a l l o a n d e p a r t m e n t ? H o w 
d o you d e t e r m i n e t h e a m o u n t of s u c h o v e r h e a d ? H a v e y o u u n d e r t a k e n to 
e s t i m a t e t h e cost o f m a k i n g p e r s o n a l l o a n s of v a r i o u s types? I f so, what 
i t e m s h a v e y o u i n c l u d e d a n d w h a t is y o u r m e t h o d of f i g u r i n g t h e s e costs? 
I n p a r t i c u l a r , h a v e y o u e s t i m a t e d t h e p e r - p a y m e n t cost o f h a n d l i n g personal 
i n s t a l m e n t loans? I n a c c o u n t i n g t o r t h e d e p a r t m e n t ' s i n c o m e , d o y o u figure 
y o u r u n e a r n e d i n c o m e on a n e q u a l m o n t h l y i n s t a l m e n t basis o r by some 
o t h e r m e t h o d ? 
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undertake a more precise allocation of costs as the volume of 
their personal loans increases. Since most consumer instal
ment lending departments are at present closely bound up 
with general banking operations and have not yet developed 
a large volume, few banks have made any exhaustive efforts 
to determine the costs of consumer lending, although many of 
them are showing increasing interest in this direction. 

Despite the lack of uniformity in practice, a bank's method 
of determining the costs of its personal loans will conform 
to some one of several typical patterns. Each bank reporting 
on this topic stated that its department was charged with all 
the expenses that could be considered direct costs of its opera
tion. These include the salaries of employees in the depart
ment, any special advertising expenses, and such outlays as 
would he required for insurance, stationery and supplies, 
credit agency reports, court proceedings, telephone and tele
graph, and postage. T h e departments are commonly expected 
also to carry the expenses involved in the use of special ma
chinery and equipment. Aside from these features, which are 
common to all methods of cost calculation, practice varies 
widely. Some banks require the personal loan department to 
support a share of general overhead expenses, and others do 
not. T h e latter generally have such small departments that 
they consider it unnecessary to make a complete adjustment of 
costs. If a bank does decide to allocate a share of its general 
overhead expenses to the personal loan department it must 
first fix a basis for pro-rating them. Of several methods of pro
rating, the one most frequently reported is as follows: all the 
expenses of the bank are classified into two groups, direct and 
indirect. T h e ratio of total indirect expense to total direct 
expense is then computed and a given department is charged 
with an indirect or overhead expense derived by application 
of this percentage to its direct expenses. Thus, if total indirect 
expenses are 25 percent of total direct expenses, each depart-
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ment adds 25 percent to its direct expenses to cover general 
overhead. 

Another method, less widely employed, requires a distribu
tion of the burden of general overhead according to some 
rough estimate of the time devoted to the department by the 
various service departments and officers of the bank. A simpler 
method was reported by one bank, which charged the cost of 
operating various service departments on a direct basis, so far 
as possible, and pro-rated the remainder according to the pro
portion of the number of employees in the personal loan de
partment to the total number of employees in the bank. 
Another bank stated that its personal loan department was 
charged with overhead on the basis of what these expenses 
might be if it were operating as a separate business. Still 
another charged the personal loan department with its own 
direct costs and with an additional 3 percent per annum for 
the money needed to cover "general overhead expense " and 
"executive supervision." T h e amount of money used by the 
department was calculated in proportion to average daily out
standing loan balances; in addition, the department was 
charged with its own losses. 

In several instances banks reported that their personal loan 
department operations were closely integrated with those of 
some other department and that the expenses of both opera
tions were combined. One bank stated that the costs of its 
personal loan and savings departments were handled in this 
way; another that its sales financing costs were combined with 
the expenses of the commercial department in which this 
operation was conducted. 

G R O S S I N C O M E 

Gross income of personal loan departments per $100 of loan 
account runs higher than gross income on other loans and 
investments of banks, but the expenses are higher as well. In 
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GROSS NEW YORK STATE BANKS" 
BANKS 

INCOME 
PER $ 1 0 0 KEPLY Average Loan Account^ Tear of Organization of 

OF AVER- Personal Loan Department" 

AGE LOAN ft"^™ $ 7 5 , 0 0 0 O v e r „ , 

ACCOUNT" ^'^^^'^^ o r u n d e r $ 7 5 , 0 0 0 1 9 3 6 1 9 3 7 1 9 3 8 T o t a l 

U n d e r $ 6 5 1 1 1 5 6 
6 - 8 8 5 2 7 3 4 3 1 0 
8 - 1 0 1 3 7 3 1 0 5 5 1 0 

1 0 - 1 2 11 16 7 2 3 1 8 5 1 2 4 
1 2 a n d o v e r 2 9 5 1 4 13 1 1 1 5 

TOTAL 3 9 3 8 17 5 5 4 0 1 5 1 0 6 5 

• E a c h level i n c l u d e s t h e l o w e r figure a n d e x c l u d e s t h e u p p e r . 
" R e p o r t i n g b a n k s w e r e s i t u a t e d in t h e f o l l o w i n g regions : N e w E n g l a n d , 2 ; 
M i d d l e A t l a n t i c , 10; E a s t N o r t h C e n t r a l , 5 ; W e s t N o r t h C e n t r a l , 5 ; S o u t h 
A t l a n t i c , 5 ; E a s t S o u t h C e n t r a l , 1 ; W e s t S o u t h C e n t r a l , 4 ; M o u n t a i n a n d 
Pla in , 3; Pacif ic , 4 . 
' B a s e d o n d a t a f u r n i s h e d by t h e N e w Y o r k s t a t e d e p a r t m e n t o f b a n k i n g . 
" Refers only to p e r s o n a l l o a n d e p a r t m e n t s o r g a n i z e d b e f o r e 1 9 3 8 ; t h e a v e r a g e 
gross r e t u r n for t h e s e 5 5 b a n k s was 10.8 p e r c e n t . 
" T h e a v e r a g e gross r e t u r n for these 6 5 b a n k s w a s 10.6 p e r c e n t . 

one group of 55 divided according to size of average loan 
account and the other group, consisting of 65 banks, divided 
according to the year in which their personal loan depart
ments were organized. Of the banks throughout the country 
replying to our questionnaires, one-third reported a gross in
come of 18-10 per $100 of average loan account, and another 
third $10 or more per |100. A larger proportion of the New 
York state banks showed the higher rate of gross earnings: 

Table 49 we have employed this measure of gross income as 
the basis for the distribution of 39 banks reporting to our 
questionnaires and of two groups of New York state banks, 

T A B L E 49 

Distribution of 39 Banks Replying to Questionnaires, 
and of Two Groups of New York State Banks, by Gross 
Income Earned in 1938 per $100 of Average Personal 
Loan Account 
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two-thirds of those whose personal loan departments were or
ganized before 1938 earned $10 or more per $100 of average 
funds employed. In both groups 60 percent of the banks 
earned between $ 8 and $12 per $100 of average earning 
assets. 

When the New York state banks are classified according to 
the year in which their personal loan departments were or
ganized it is found that 31 of the 40 banks whose departments 
began operations in 1936 earned during 1938 $10 or more per 
$100 of average funds employed, but that only 6 of the 15 
departments established in 1937 and only 2 of the 10 set up in 
1938 reported gross income of this amount. 

Since a large proportion of all the banks furnishing infor
mation on gross income in response to questionnaires, or re
porting such information to the New York state department 
of banking, charged at least 6 percent discount on personal 
instalment loans in 1938—amounting on a 12-month loan to 
an interest rate of 11.8 percent per annum on the unpaid 
balance—it is surprising that any of these personal loan de
partments should have reported gross income of less than $10 
per $100 of average personal loan balance. T h e finding may 
be explained, however, on either of two grounds: some banks 
may grant all or part of their loans at less than 6 percent 
discount, or they may use a method of accruing income 
which gives misleading results. 

According to information submitted by 20 banks, the dis
count charged on personal loans is taken into an earned in
come account in three different ways. Under one method the 
whole discount is treated as earned income at the time the 
loan is made; this is called "taking income on a cash basis." 
By a second method, discount is taken into earnings in 
equal amounts (daily, weekly or monthly) over the period 
of the loan. According to the third method, discount is con
sidered earned income by amounts (computed daily, weekly 
or monthly) that are in proportion to the anlount of the 
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unpaid balance of the loan; for example, on a 12-month loan 
12/78 of the discount is taken into earned income at the end 
of the first month, 11 / 7 8 at the end of the second month, etc. 
T h e first method operates to anticipate income entirely and 
the second understates earned income up to a point and over
states it during the remainder of the period. T h u s if earned 
interest is taken in equal monthly instalments the resulting 
figure is an understatement in years of increasing volume and 
an overstatement in years of decreasing volume, as compared 
with the figure that would be obtained if earned income 
were proportioned to outstandings, a method whereby gross 
income approximates the per annum equivalent of the 
loan charge—interest plus investigation, service and other 
charges.* T h e r e was a strong upward trend in the volume of 
bank personal loan department business from 1937 to 1938; 
furthermore, many of the departments covered by our data 
were new enough to be experiencing initial expansion. It is 
only reasonable to conclude, therefore, that to some extent 
the cases in which gross income was under $10 per $100 of 
average loan account, presented in Table 49 above, represent 
understatements resulting from the use of an equal-monthly-
payment method of accounting for earned interest. 

The gross income of bank personal loan departments is 
derived, as was shown in Chapter 6 , not only from interest 
or discount on customers' notes, but also from a variety of 
other charges, such as fees for credit investigation, service or 
collection fees, insurance charges and fines for delinquency. 
Interest or discount is the most important source, accounting 

* S e e O t t o C. L o r e n z a n d M o t t S m i t h , Financial Problems of Instalment Selling 
(1931) C h a p t e r 13 . A n a c c e p t a b l e f o r m u l a f o r c o m p u t i n g e a r n e d i n c o m e f o r 
any m o n t h so as t o m a k e s u c h i n c o m e p r o p o r t i o n a l to o u t s t a n d i n g s is 

2 . " ~ ^ ^ • F , in w h i c h F is t h e a m o u n t o f d i s c o u n t ( i n t e r e s t plus o t h e r 
n{n + \) 

c h a r g e ) , n t h e t o t a l n u m b e r of m o n t h s t h e n o t e r u n s , a n d t t h e given m o n t h . 
T h i s f o r m u l a c a n b e a p p l i e d i m m e d i a t e l y t o t h e c u r r e n t l o a n a c c o u n t if t h e 
a m o u n t of l o a n s of any g i v e n l e n g t h m a d e in a n y g iven m o n t h in t h e p a s t 
is k n o w n . 
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for 80 to 100 percent of gross income. Of 57 banks replying 
to our questionnaire, 18 received 100 percent of their gross 
income from interest or discount charges, 21 received 95 to 
100 percent, and 9 received 90 to 95 percent. T h e median 
for the entire group was above 95 percent; this may be com
pared with the median for New York state banks, which was 
between 90 and 95 percent. 

Concerning other sources of income—investigation fees, 
service charges and delinquency fines—information obtained 
through questionnaires was far from adequate. Of 54 banks 
supplying such data, 43 reported no income from credit in
vestigation fees; of the remaining 11 banks, 2 stated that such 
fees accounted for over 20 percent of their gross income, 2 
derived 10 to 20 percent of their gross income in this way, 5 
reported 5 to 10 percent, and 2 less than 5 percent. 

Litt le can be said regarding service charges as a source of 
income. Although such charges are specifically permitted in 
some states, and are not expressly prohibited in others, they 
are imposed in a manner which makes it difficult to dis
tinguish them from the credit investigation charge. Indeed, 
as we have indicated previously, no bank reporting to us 
stated that i t levied both a credit investigation fee and a 
service charge. 

Income from fines on delinquent accounts is a relatively 
unimportant source of gross earnings. Of 54 banks reporting 
on this i tem, 34 realized some income from delinquency penal
ties but 20 made no charges of this sort. In the former group, 
2 banks derived more than 8 percent of their gross income 
from fines, 8 banks from 4 to 8 percent and 24 banks under 
4 percent (19 of these less than 2 percent). For 65 New York 
state bank personal loan departments operating in 1938 the 
proportions were much the same: 19 reported no income from 
delinquency fines, 2 obtained such income in excess of 8 
percent, 11 between 4 and 8 percent and 33 under 4 percent 
(19 of these under 2 percent). For the entire group of 65 New 
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E X P E N S E S 

T h e best available data on the costs or expenses of bank per
sonal loan departments are those covering state banks report
ing to the New York state department of banking. Table 50 
gives the percentage distribution of total expenses (including 
reserves for charge-offs) and of operating expenses (excluding 
reserves for charge-offs) of these banks for the period 1937-38. 
Salaries constituted the major item, accounting for more than 
two-fifths of total expenses and for more than half of operat-

T A B L E 5 0 

Percentage Distribution of Total and Operating Ex
penses of Personal Loan Departments of Reporting 
New York State Banks, 1937-38," by Item of Expense 

ITEM 
TOTAL OPERATING 

ITEM EXPENSES'" EXPENSES" 

Salar ies 4 3 . 2 5 2 . 3 

Officers rj.o 15.8 
O t h e r s 30.2 36.5 

R e s e r v e for c h a r g e - o f f a c c o u n t s * 1 7 . 3 . , 
I n s u r a n c e ( n e t ) ' 7 . 3 8 . 9 

R e n t 6 . 5 7 . 9 

Adver t i s ing 5 . 4 6 . 5 

L e g a l 2 . 8 3 . 3 

O t h e r 1 7 . 5 2 1 . 2 

TOTAL 1 0 0 . 0 1 0 0 . 0 

• B a s e d on d a t a f u r n i s h e d by t h e N e w Y o r k s t a t e d e p a r t m e n t o t b a n k i n g 
cover ing 55 b a n k s in 1937 a n d 6 5 b a n k s in 1 9 3 8 . T h e cost o f m o n e y is e x 
c l u d e d f r o m e x p e n s e i t e m s by t h e d e p a r t m e n t o f b a n k i n g . 
'' I n c l u d i n g reserves for c h a r g e - o f f a c c o u n t s . 
' E x c l u d i n g reserves f o r c h a r g e - o f f a c c o u n t s . 
" I n c l u d i n g a c t u a l net c h a r g e - o f f for banks n o t e m p l o y i n g a charge-off r e s e r v e . 
" P a y m e n t s for g r o u p l i te i n s u r a n c e o n b o r r o w e r s , m i n u s c h a r g e s to b o r r o w e r s 
for this service . 

York state banks the average proportion of gross earnings 
derived from delinquency fines in 1938 was 4.8 percent. 
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ing expenses—proportions that are not inconsistent with ex
pense experience among personal finance companies.^ Admin
istrative and supervisory salaries came to as much as 13 
percent of total expenses and 16 percent of operating ex
penses, while other salaries amounted to 30 and 37 percent 
respectively. Reserves for charge-offs, excluded from operat
ing expenses, accounted for 17 percent of total expenses. 
Other expenses, ranked in order of importance, were insur
ance, rent, advertising and legal costs. Miscellaneous outlays, 
not readily classifiable, amounted to 18 percent of total ex
penses and to 21 percent of operating expenses. 

Operating expenses per |100 of loan account for the per
sonal loan departments of these New York state banks varied 
widely. Though observed differences may reflect real varia
tions in costs, they may be attributed also to lack of uni
formity in accounting practice, notably with respect to the 
allocation of bank overhead and, for small personal loan de
partments, to the allocation of cost factors which are tanta
mount to overhead from the standpoint of the department.* 
As T a b l e 51 shows, 34 out of 55 banks whose departments 
were organized before 1938 reported operating costs of less 
than $5 per $100 of average loan account. Such costs were gen
erally lower, furthermore, for banks with average loan ac
counts of $75,000 or less than for banks with loan accounts 
in excess of $75,000, and somewhat lower for departments 
organized in 1937 than for those set up in 1936. 

UNIT COST OF PERSONAL LOANS 

Seven of the 25 banks that reported on their methods of cost 
accounting for personal loan departments gave estimates of 

' See N a t i o n a l B u r e a u of E c o n o m i c R e s e a r c h ( F i n a n c i a l R e s e a r c h P r o g r a m ) , 
Personal Finance Companies and Their Credit Practices, by R . A . Y o u n g a n d 
Associates ( 1 9 4 0 ) C h a p t e r 5 . 
' F o r a s m a l l p e r s o n a l l o a n d e p a r t m e n t o p e r a t e d by a p a r t - t i m e e m p l o y e e , 
for e x a m p l e , a l m o s t a l l e x p e n s e s consist o f a r b i t r a r i l y a l l o c a t e d o v e r h e a d costs. 
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the expense involved in making individual personal loans. 
T w o of these indicated that the determination of such costs 
had also shown up differences in the costs of making and 
handling various types of loans. In all other cases the bank 
had merely arrived at a figure which represented the total 
cost of making and collecting a loan, or the cost of making 
the loan and a per-payment cost of servicing instalment pay
ments. Of two banks reporting a total cost per loan, one esti
mated the amount at just over $4.00 and the other at exactly 
$5.00. T h e difficulty of interpreting data of this kind is illus
trated by the banks' statements concerning their cost esti
mates. From these statements it appears that the bank with 
the higher estimate of cost per loan took less account of 
overhead expenses than the bank with the lower estimate. 

T A B L E 5 1 

Distribution of Two Classifications of Reporting New 
York State Banks, by Operating Cost in 1938 per SlOO 
of Average Personal Loan Account* 

OPERATING COST AVERAGE LOAN ACCOUNT' 
YEAR OF ORGANIZATION OP 

PERSONAL LOAN 

P t K J > 1 0 0 OF 

AVERAGE LOAN 
$ 7 5 , 0 0 0 O v e r 

T o t a l 

DEPARTMENT 

ACCOUNT*' o r U n d e r $ 7 5 , 0 0 0 
T o t a l 

1 9 3 6 1 9 3 7 1 9 3 8 T o t a l 

U n d e r $ 3 7 1 8 5 3 3 1 1 

3 - 4 1 1 2 1 3 6 7 1 1 4 

4 - 5 1 0 3 1 3 1 3 1 3 

5 - 6 4 5 9 9 1 1 0 

6 - 7 2 2 4 2 2 1 5 

7 - 8 1 2 3 1 2 2 5 

8 - 9 1 1 1 1 2 

9 - 1 0 1 2 3 2 1 3 

10 a n d o v e r 1 1 1 1 2 

TOTAL 3 8 17 5 5 4 0 15 10 6 5 

' B a s e d on d a t a f u r n i s h e d by t h e N e w Y o r k s t a t e d e p a r t m e n t o f b a n k i n g . 
^ E a c h level i n c l u d e s t h e l o w e r figure a n d e x c l u d e s t h e u p p e r . 
° Refers only t o p e r s o n a l l o a n d e p a r t m e n t s o r g a n i z e d b e f o r e 1 9 3 8 . 
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All 3 of the banks that estimated the cost of servicing loans, 
as distinct from the cost of making them, agreed that the 
per-payment expense of collection was from 25 to 30 cents. 
This same cost was reported also by a fourth bank, which 
calculated further that this personal loan transaction, con
ducted in its savings department, would cost as much as a 
savings account transaction. A fifth bank, making its esti
mate on the same assumption, nevertheless set the cost of 
collecting each instalment payment at 10 cents. It should be 
added that in one of the cases just mentioned the estimate of 
25-30 cents excluded any charge for money used and made no 
provision for special collection difficulties. 

There was more variation in reports on the separate cost 
of making a loan. One bank estimated this item at |1.50, 
another at $1.80, and a third at $3.00 to $3 .25 . In each case 
account was taken of overhead charges, although the details 
of the calculations, which would doubtless explain the wide 
discrepancy between the estimates, were not disclosed. If we 
consider, finally, both the cost of making and the cost of 
servicing loans, and compare the combined sum with the 
single per-loari cost estimates, we find that costs of individual 
loan transactions range from $4 .00 to nearly $7.00 for this 
small group of banks. 

RELATION OF COSTS TO SIZE OF LOAN ACCOUNT^ 

No extensive body of factual data is available for a study of 
variations in loan costs according to either the size of the 
personal loan account or the characteristics of the personal 
loans made. Nevertheless we shall attempt to treat these mat
ters analytically, drawing upon such fragmentary data as have 
been made available to us to illustrate their more significant 
aspects. 

As in other types of enterprise in which there are fixed cost 

' S i z e o f l o a n a c c o u n t re fers t o t h e v o l u m e o f l o a n b a l a n c e s o u t s t a n d i n g . 
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elements, the average loan costs of any personal loan depart
ment tend to vary inversely with the size of the account, at 
least up to the point where per dollar or per uni t loan cost is 
lowest. T h a t level we may designate as the point of optimum 
utilization of personal loan department facilities. Certain 
costs, such as officers' salaries and rent,® tend to be constant in 
dollar amount even with wide ranges of loan volume. By 
their very constancy they make possible a declining overhead 
cost per dollar or per unit loan as the loan account increases 
in size, at least until office space becomes overcrowded, admin
istrative supervision inefficient, or further expansion virtually 
impossible with existing facilities. Other costs per dollar or 
per unit loan may, for any but a newly established depart
ment, increase or decrease with the size of the loan account, 
depending more or less on the degree to which they are fixed 
or overhead elements in personal loan department expense. 

T h e behavior of per dollar personal loan department costs 
over the two-year period of expanding volume, 1937-38, may 
be observed from T a b l e 52, which covers state banks report
ing to the New York state department of banking. T h e total 
volume of loans made by these banks during 1938 was iibout 
18 percent greater than in 1937, but the average amount of 
funds employed increased nearly 45 percent, indicating a bal
ance of new loans over repayments and perhaps also a length
ening of the average span of loan contracts. From 1937 to 
1938 there was an increase in all cost items per $100 of loans 
made, except in advertising," thus operating costs (excluding 
charge-offs)!" rose from $1.87 to $2.28, while total costs 

" As was s h o w n in T a b l e 5 0 , these i tems t o g e t h e r a v e r a g e d 2 4 p e r c e n t o f t h e 
o p e r a t i n g e x p e n s e s of p e r s o n a l l o a n d e p a r t m e n t s of r e p o r t i n g N e w Y o r k 
s tate b a n k s in 1 9 3 7 - 3 8 , a n d 19 .5 p e r c e n t of t h e t o t a l e x p e n s e s , i n c l u d i n g 
reserves f o r c h a r g e - o f f s . 
" .Many o t t h e p e r s o n a l l o a n d e p a r t m e n t s of r e p o r t i n g b a n k s w e r e new in 1 9 3 7 
a n d relat ively h i g h a d v e r t i s i n g costs in t h a t y e a r m a y be a s c r i b e d in p a r t t o 
the initial p u b l i c i t y r e q u i r e d . 
l O T h e N e w V o r k s t a t e d e p a r t m e n t of b a n k i n g e n c o u r a g e s t h e se t t ing u p o f 
special p e r s o n a l l o a n d e p a r t m e n t reserves f o r h a n d l i n g charge-offs , a n d 
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COSTS PER $ 1 0 0 
OF LOANS MADE 

COSTS PER $ 1 0 0 
OF AVERAGE 

LOAN ACCOUNT 

1 9 3 7 1 9 3 8 1 9 3 7 1 9 3 8 

S a l a r i e s 
Off icers 
O t h e r s 

$ . 3 1 

. 6 5 

$ . 3 5 

. 8 6 

$ 
1 

. 8 1 

. 7 2 

$ . 7 5 

1 . 8 5 

I n s u r a n c e ( n e t ) . 1 7 . 2 0 . 4 5 . 4 3 

R e n t . 1 4 . 1 8 . 3 8 . 3 9 

A d v e r t i s i n g . 1 8 . 1 0 . 4 8 . 2 1 

L e g a l . 0 4 . 1 0 . 1 0 . 2 1 

O t h e r . 3 8 . 4 9 1 . 0 2 1 . 0 6 

OPERATING COSTS $ 1 . 8 7 $ 2 . 2 8 $ 4 , . 9 6 $ 4 . 9 0 

R e s e r v e for c h a r g e - o f f s ' ' . 3 8 . 4 8 1 . 0 1 1 . 0 4 

O t h e r c h a r g e - o f f s , m i n u s r e c o v e r i e s . 0 4 . 0 9 . 1 1 . 2 0 

TOTAL COSTS $ 2 . 2 9 $ 2 . 8 5 $ 6 . 0 8 $ 6 . 1 4 

* B a s e d o n r e p o r t s s u b m i t t e d t o t h e s u p e r i n t e n d e n t of b a n k s of t h e s ta te o t 
N e w Y o r k ; figures for 1937 c o v e r 5 5 b a n k s w i t h a v e r a g e e m p l o y e d funds of 
$ 8 , 9 6 0 , 9 8 1 ; t h o s e for 1 9 3 8 a p p l y t o 6 5 b a n k s w i t h a v e r a g e e m p l o y e d funds 
o f $ 1 2 , 9 7 2 , 3 8 9 . T o t a l p e r s o n a l l o a n s of t h e s e t w o g r o u p s w e r e $ 2 3 , 8 1 2 , 3 1 0 a n d 
$ 2 7 , 8 6 8 , 8 1 7 respect ively . 
' ' A c t u a l charge-offs m i n u s r e c o v e r i e s a g a i n s t reserves a m o u n t e d , p e r $ 1 0 0 of 
l o a n s m a d e , to $ .07 in 1 9 3 7 , a n d t o $ .17 in 1938 ; p e r $ 1 0 0 o f a v e r a g e l o a n 
a c c o u n t they c a m e to $ . 1 8 in 1937 a n d $ .37 in 1 9 3 8 . 

m o s t banks u n d e r its s u p e r v i s i o n t r e a t charge-offs i n this w a y , d e b i t i n g net 
charge-offs (charge-offs m i n u s r e c o v e r i e s ) to s u c h reserves . A s a c o n s e q u e n c e 
it has n o t b e e n feasible h e r e t o c o n s i d e r charge-offs o f b a d l o a n s a s a n i t e m 
in o p e r a t i n g costs . 

T A B L E 5 2 

Operating Costs and Total Costs of Personal Loan 
Departments of Reporting New York State Banks, 
1937-38, per $100 of Loans Made and per $100 of 
Average Loan Account" 
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mounted from $2.29 to $2.85. Expressed in relation to average 
loan account rather than to volume of loans made, some cost 
items declined—officers' salaries, insurance and advertising— 
and some went up—other salaries, rent, legal expense and 
"miscellaneous." Operating costs per $100 of average loan 
account declined from $4.96 to $4.90, but total costs rose 
from $6.08 to $6.14. 

These changes in loan costs do not accurately reflect the 
reaction of costs to increases in personal loan business, be
cause some of the personal loan departments of these reporting 
banks were newly established in 1938. If, however, we con
sider only the personal loan departments that were operating 
in 1936 and 1937, and assume that these were well established 
by 1938, we may draw some general inferences from these 
data. Table 53 presents two distributions of such banks ac
cording to the additional cost per $100 of the increase in loan 
outstandings—in other words, the per dollar marginal cost 
of personal loan department operations.^! T h e underlying 
figures are doubtless conditioned by wide variation in meth
ods of allocating costs, and also by divergences in accounting 
practice; moreover, our assumption that they have been re
ported by well-established personal loan departments is ad
mittedly arbitrary.!^ Nevertheless even results that are no 
more than very rough approximations are adequate for our 
purposes, since the object is merely to illustrate how per 
dollar marginal loan cost varies with changes in the loan 
account. 

T h e table shows a wide diversity in per dollar marginal 
cost among the banks represented, but it shows also a signifi
cant central tendency. A total of 43 banks out of 55 had an 
additional cost of less than $4 for each $100 of additional 
outstandings, and of these 12 had less total expense when they 

11 T h i s is e x c l u s i v e o f c h a r g e - o f f o r b a d - l o a n e x p e n s e , as e x p l a i n e d a b o v e . 
i ^ O f the p e r s o n a l l o a n d e p a r t m e n t s u n d e r review 4 0 w e r e e s t a b l i s h e d i n 
1936 a n d 15 in 1 9 3 7 . 
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ADDITIONAL C O S T PER 
AVERAGE LOAN ACCOUNT 

YEAR 
T t O N 

OS ORGANIZA-
OF PERSONAL 

$ 1 0 0 OF INCREASE IN 
LOAN ACCOUNT'' 

$ 7 5 , 0 0 0 O v e r 
T o t a l 

LOAN DEPARTMENT $ 1 0 0 OF INCREASE IN 
LOAN ACCOUNT'' 

o r U n d e r $ 7 5 , 0 0 0 
T o t a l 

1 9 3 6 1 9 3 7 T o t a l 

N e g a t i v e m a r g i n a l cost 1 1 1 1 2 1 0 2 1 2 

U n d e r $1 3 3 6 4 2 6 

1 - 2 7 2 9 4 5 9 

2 - 3 6 3 9 7 2 9 

3 - 4 4 3 7 6 1 7 

4 - 5 1 1 2 1 1 2 

5 - 6 , , 1 1 1 1 

6 - 7 1 1 1 I 

7 - 8 

8 - 9 1 1 1 1 

9 - 1 0 
1 0 a n d o v e r 4 3 7 5 2 7 

TOTAL 3 8 17 5 5 4 0 1 5 5 5 

• B a s e d o n d a t a f u r n i s h e d b y t h e N e w Y o r k s tate d e p a r t m e n t of b a n k i n g , 
c o v e r i n g 5 5 banks w h o s e p e r s o n a l l o a n d e p a r t m e n t s w e r e o r g a n i z e d b e f o r e 
1938 . 
' ' R a t i o , i n d o l l a r t e r m s , of a d d i t i o n a l e x p e n s e f r o m 1 9 3 7 t o 1 9 3 8 to a d d i t i o n a l 
funds e m p l o y e d . E a c h level i n c l u d e s t h e l o w e r figure a n d e x c l u d e s t h e u p p e r . 

employed additional funds, that is, they had a negative per 
dollar marginal cost. T h e median marginal cost for all 55 
banks was $2 per |100 of additional loan account. Of the 
38 banks whose average loan account was |75,000 or under, 
31 had a marginal cost under $4, with the median at about 
$1.50, and II had a negative marginal cost. Of 17 banks with 
average loan outstandings in excess of $75,000, there were 12 
which had a marginal cost under $4, with the median at about 
$3, but in this group only 1 showed a negative marginal cost. 
Marginal costs under $4 were reported by about the same 

T A B L E 5 3 

Two Distributions of Reporting New York State 
Banks, 1938, by Additional Cost per 5100 of Increase 
in Loan Account of Personal Loan Departments" 
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proportion of personal loan departments organized in 1937 
as of those organized in 1936, but fewer of the more recently 
established departments had a negative marginal cost. 

A comparison of the per dollar marginal cost figures in 
Table 53 with the average cost figures in Table 51 is par
ticularly rewarding. It reveals, for example, that only 21 of 
the 55 banks had operating costs of less than $4 per $100 of 
average loan account, but that for 43 of these 55 banks the 
increase in operating costs per $100 of additional account 
came to less than $4. Among the 38 banks having average 
personal loan accounts of $75,000 or less, 18 had operating 
costs of less than $4 per $100 of average loan account and 31 
had operating costs of less than $4 per $100 of additional 
loan account. A similar relationship is characteristic of the 
17 banks with average loan accounts of more than $75,000. 
For all 55 banks the median average cost ivas a little over $4, 
as compared with a median marginal cost of $2. 

If these banks are distributed, as in Table 54, by the ratio 
of per dollar marginal cost to average cost—a ratio which 
may be designated as the index of cost elasticity for increases 
in loan account—another interesting comparison may be 
drawn. An index of more than 1 means that cost in handling 
a larger loan account increases more than proportionately to 
the loan account; an index number bet^veen 1 and 0 means 
that cost increases less than proportionately to the loan ac
count; and if the index is negative, cost and loan account 
move in opposite directions, the former falling as the latter 
rises. Of the 55 banks, 18 had elasticity indexes of more than 
1, and 26 had indexes between 1 and 0; for II banks the in
dexes were negative. In other words, for nearly half of the 
New York state banks in 1938, the cost of handling a larger 
loan account increased less than proportionately to the loan 
account; for about a third it increased more than propor
tionately; and for one-fifth cost and amount of loan account 
moved in opposite directions, the former declining and the 
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INDEX OP COST 
ELASTICITY FOR 

INCREASES IN 

AVERAGE LOAN ACCOUNT 

$ 7 5 , 0 0 0 O v e r 

YEAR OF ORGANIZA
TION OF PERSONAL 
LOAN DEPARTMENT 

T o t a l 
LOAN ACCOUNT*' o r U n d e r $ 7 5 , 0 0 0 

1 9 3 6 1 9 3 7 T o t a l 

U n d e r 0 1 0 1 1 1 1 0 1 11 
0 - . 2 5 3 4 7 5 2 7 

. 2 5 - . 5 0 5 1 7 4 3 7 

. 5 0 - . 7 5 6 3 9 7 2 9 

. 7 5 - 1 . 0 0 1 2 3 2 1 3 
1 . 0 0 - 1 . 2 5 5 3 8 4 4 8 
1 . 2 5 - 1 . 5 0 1 1 1 1 
1 . 5 0 - 1 . 7 5 2 I 3 2 1 3 
1 . 7 5 - 2 . 0 0 1 1 1 1 
2 . 0 0 - 3 . 0 0 1 1 1 1 
3 . 0 0 a n d o v e r 2 2 4 3 1 4 

TOTAL 3 8 1 7 5 5 4 0 1 5 5 5 

* B a s e d o n d a t a f u r n i s h e d b y t h e N e w Y o r k s t a t e d e p a r t m e n t of banking, 
c o v e r i n g p e r s o n a l l o a n d e p a r t m e n t s o r g a n i z e d b e f o r e 1 9 3 8 . 
^ R a t i o ot p e r d o l l a r m a r g i n a l cost t o a v e r a g e cost f o r 1 9 3 8 . E a c h level includes 
t h e l o w e r figure a n d e x c l u d e s t h e u p p e r . 

latter rising. Variations in the size of loan departments had 
little effect upon this distribution except that among the 
larger loan departments only I showed decreasing cost with 
increasing loan account. Of the 15 departments organized in 
1937 a slightly greater proportion—two-fifths, as compared 
with the average one-third—showed disproportionately large 
costs for the handling of larger loan accounts. On the whole 
it seems reasonable to conclude that additional business en
tailed a less than proportionate addition to expenses, for re
gardless of department size and degree of development, well 
over half of the reporting banks showed either decreasing 

T A B L E 54 

Two Distributions of Reporting New York State 
Banks, 1938, by Index of Cost Elasticity for Increases 
in Loan Account" 
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RELATION OF UNIT LOAN COST TO LOAN 
CHARACTERISTICS 

If costs are analyzed according to the size of the loans which 
make up the volume, the costs per dollar of loans made, or 
per dollar of average loan account, will obviously be lower 
on loans of larger size. T h e costs per unit loan are quite 
another matter, however; while they cannot be estimated wdth 
any exactitude according to loan size, they are if anything 
slightly higher on larger loans. A brief consideration of the 
principal components of loan cost will indicate how differ
ences in loan size tend to affect unit loan costs ." 

Costs of credit investigation are likely to be no greater for 
larger loans; although it is true that applicants for such loans 
are generally investigated exhaustively, they are more likely 
to have well-established connections, and to provide refer
ences which simplify the credit investigation. T h e per-
payment cost of collection, or loan service per paymeAt, is 
necessarily the same for larger as for smaller loans. Special 
delinquency expense and bad debt loss may be distributed 
" T h e a d d i t i o n a l e x p e n s e i n v o l v e d in a n e x p a n s i o n o f t h e a v e r a g e l o a n 
a c c o u n t will d e p e n d to a c o n s i d e r a b l e d e g r e e o n t h e t y p e ot l o a n f r o m w h i c h 
the v o l u m e is d e r i v e d . 
" F o r p u r p o s e s o f cost analysis , t h e e x p e n s e s o f b a n k p e r s o n a l l o a n d e p a r t 
m e n t s m a y b e b r o k e n d o w n a c c o r d i n g to t w o e q u a l l y logica l systems of classifi
c a t i o n : o n e a r r a n g e d a c c o r d i n g t o t h e source of e x p e n s e , s u c h as p e r s o n a l 
service, r e n t , o u t l a y s t o r s u p p l i e s , legal fees, p a y m e n t t o r u s e of c a p i t a l o r 
credit ; t h e o t h e r a c c o r d i n g to t h e function for w h i c h e x p e n s e is i n c u r r e d , 
such as c r e d i t i n v e s t i g a t i o n cost , h a n d l i n g o r service cost , c o l l e c t i o n c o s t 
arising f r o m d e l i n q u e n c y a n d loss, c r e d i t a n d l ife i n s u r a n c e cost, a d m i n i s 
t ra t ive cost , a d v e r t i s i n g a n d o t h e r costs of o b t a i n i n g business , a n d m o n e y 
cost, i n c l u d i n g a c t u a l cost o f b o r r o w e d f u n d s plus a " n o r m a l " r e t u r n o n 
o t h er funds, as r e c k o n e d b y r e t u r n s t h a t w o u l d b e o b t a i n a b l e f r o m a l t e r n a t i v e 
uses ( o p p o r t u n i t y c o s t ) . E i t h e r classification m a y h a v e m u c h in its favor for a n 
est imate of p e r d o l l a r o r p e r u n i t l o a n cost , b u t c o n v e n i e n c e u l t i m a t e l y 
requires t h a t costs be c o m b i n e d i n t o as t e w ca tegor ies as possible . I n t h e 
following discussion a f u n c t i o n a l cost c lassif icat ion is e m p l o y e d . 

costs with additional employment of funds, or costs that in
creased less markedly than the loan business itself.^* 
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LOAN PROFITABILITY BY SIZE AND LENGTH 
OF NOTE 

From the point of view of profitability, any personal loan 
application is worthy of acceptance if the additional cost of 
acquiring and handling it is less than the additional revenue 
it will yield. T h e additional cost will vary, of course, with 

" See C h a p t e r 5 , T a b l e 3 7 . 
^ ' F r o m v e r y l i m i t e d d a t a t h e r e a p p e a r s to be w i d e v a r i a t i o n in t h e cost of 
m o n e y c h a r g e d to p e r s o n a l l o a n d e p a r t m e n t s by b a n k s m a k i n g s u c h a charge . 
O f 18 b a n k s r e p o r t i n g cost o f m o n e y c h a r g e d to p e r s o n a l l o a n d e p a r t m e n t s , 
3 c h a r g e d 2 p e r c e n t o r less, 6 f r o m 2 t o 3 p e r c e n t , 6 f r o m 3 to 4 p e r c e n t , and 
3 b a n k s 5 p e r c e n t o r o v e r . 

I ' l t is poss ible t h a t l o a n s o f l o n g e r d u r a t i o n m a y h a v e a h i g h e r r a t e of 
loss, but s u c h a n a s s u m p t i o n is n o t b o r n e o u t by t h e s a m p l e d a t a discussed in 
C h a p t e r 5 . See also A . L . K i l g u s , " S p r e a d i n g L o a n s o v e r 18 M o n t h s , " American 
Industrial Banker ( D e c e m b e r 1 9 3 7 ) . 

unequally by size of loan, although data previously presented 
suggest that such variation is not marked.*® On the other 
hand, the cost to the personal loan department of money used 
is greater for larger loans*^ and fixed expenses or overhead 
(administrative supervision and rent) may be distributed in 
such a way as to place an additional burden upon these loans. 
Higher money costs and possibly a greater proportion of over
head may therefore counterbalance the other items and result 
in slightly greater costs for larger than for smaller loans, but 
the difference can scarcely be substantial. 

Costs per unit loan appear to vary also with length of note. 
For present purposes such components of cost as credit inves
tigation expense, delinquency or bad debt loss*^ and money 
costs may be regarded as constant, irrespective of note dura
tion. But cost of collection, which is probably constant per 
payment, is proportionate to number of payments; and it is 
possible that a relatively larger portion of the fixed or over
head costs might appropriately be charged against longer 
loans. 
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the extent to which personal loan department facilities are 
utilized. T h e more closely utilization of facilities approaches 
the point of lowest direct cost per unit loan,!* ĵ̂ g more nearly 
is the additional (i.e., marginal) cost per unit loan equal to 
average direct cost. T h e following discussion of loan profita
bility is based on the assumption that this equality is in fact 
approximated. 

Because of the lack of appropriate cost data it is not pos
sible to illustrate the relations between loan profitability and 
sizes and lengths of notes except by the use of hypothetical 
cost schedules. Accordingly, Tables 55 and 56 have been con
structed to show net prime earnings on loans of various 
sizes and durations. T h e net prime earnings on each amount 
and length of note are calculated by subtraction of the esti
mated direct cost of making a loan, that is, all costs exclusive 
of overhead charges, from the income anticipated from the 
loan. T a b l e 55 presents such figures, computed in such a way 
as to conform to average cost data reported by 65 state banks 
to the New York state department of banking for 1938.!® 
This table shows the profitability of different sizes and lengths 
of note according to two cost schedules—one (Schedule A) 
a medium cost level and the other (Schedule B ) a relatively 
low cost level. In each schedule the direct costs taken into 
account are: (a) the per-loan cost of investigation and acquisi
tion, (b) the per-payment service cost, (c) a special delinquency 
collection cost expressed on a per-loan, per-year basis and 

1* T h i s is t h e p o i n t o f full u t i l i z a t i o n of e x i s t i n g o p e r a t i n g p e r s o n n e l a n d 
e q u i p m e n t , n o t t h e p o i n t o f ful l u t i l iza t ion of c o m p l e t e p e r s o n a l l o a n d e 
p a r t m e n t faci l i t ies , i n c l u d i n g h o u s i n g s p a c e , a d m i n i s t r a t i v e supervis ion a n d 
o t h e r g e n e r a l o v e r h e a d i t e m s . T h e l a t t e r is m e a s u r e d by t h e lowest total 
cost per u n i t l o a n , t h a t is, d i r e c t costs plus o v e r h e a d costs . 
1 ' A l t h o u g h T a b l e 5 5 h a s b e e n c o n s t r u c t e d t o a c c o r d w i t h r e p o r t e d figures, 
this c o n f o r m i t y m i g h t h a v e b e e n a c h i e v e d w i t h m a n y o t h e r sets of h y p o 
thetical figures. T h e r e p o r t i n g d e p a r t m e n t s w e r e re la t ive ly smal l ; t h r e e -
q u a r t e r s of t h e m h a d o u t s t a n d i n g s of $ 7 5 , 0 0 0 o r less. T h e y h a d been o p e r a t i n g , 
in 1938, for v a r y i n g l e n g t h s o f t i m e ; 4 0 w e r e organized in 1 9 3 6 , 15 in 1 9 3 7 
a n d 10 in 1938 . 
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00 
•4̂  

6-MONTH NOTE 12-MONTH NOTE 18-MONTH NOTE"* 

Schedule A Schedule B Schedule A Schedule B Schedule A Schedule B 

OF NOTE 

6 P e r c e n t 
C h a r g e 

C o m b i 
n a t i o n 

C h a r g e 

6 P e r c e n t 
C h a r g e 

6 P e r c e n t 
C h a r g e 

C o m b i 

n a t i o n 

C h a r g e 

6 P e r c e n t 
C h a r g e 

6 P e r c e n t 
C h a r g e 

C o m b i 
n a t i o n 

C h a r g e 

6 P e r c e n 

C h a r g e 

$ 2 5 $ - 3 . 3 8 0 $ - 2 . 9 8 $ - 4 . 8 3 c $ - 4 . 0 3 $ - 6 . 2 8 0 $ - 5 . 0 8 
5 0 - 2 . 7 5 0 - 2 . 3 5 - 3 . 4 5 " - 2 . 6 5 - 4 . 1 5 0 - 2 . 9 5 
7 5 - 2 . 1 3 fi - 1 . 7 3 - 2 . 0 8 0 - 1 . 2 8 - 2 . 0 3 0 - . 8 3 

1 0 0 - 1 . 5 0 - 1 . 1 0 - . 7 0 0 . 1 0 . 1 0 0 1 . 3 0 
1 2 5 - . 8 8 e - . 4 8 . 6 8 0 1 . 4 8 2 . 2 3 c 3 . 4 3 
1 5 0 - . 2 5 fl . 1 5 2 . 0 5 0 2 . 8 5 4 . 3 5 0 5 . 5 5 
1 7 5 . 3 8 fl . 7 8 3 . 4 3 ° 4 . 2 3 6 . 4 8 0 7 . 6 8 
2 0 0 1 . 0 0 fl 1 . 4 0 4 . 8 0 $ 5 . 0 0 5 . 6 0 8 . 6 0 $ 8 . 0 0 9 . 8 0 
2 2 5 1 . 6 3 $ 2 . 2 5 2 . 0 3 6 . 1 8 5 . 6 3 6 . 9 8 1 0 . 7 3 9 . 0 0 1 1 . 9 3 
2 5 0 2 . 2 5 2 . 5 0 2 . 6 5 7 . 5 5 6 . 2 5 8 . 3 5 1 2 . 8 5 1 0 . 0 0 1 4 . 0 5 
2 7 5 2 . 8 8 2 . 7 5 3 . 2 8 8 . 9 3 6 . 8 8 9 . 7 3 1 4 . 9 8 1 1 . 0 0 1 6 . 1 8 

3 0 0 3 . 5 0 3 . 0 0 3 . 9 0 1 0 . 3 0 7 . 5 0 1 1 . 1 0 1 7 . 1 0 1 2 . 0 0 1 8 . 3 0 
3 5 0 4 . 7 5 3 . 5 0 5 . 1 5 1 3 . 0 5 8 . 7 5 1 3 . 8 5 2 1 . 3 5 1 4 . 0 0 2 2 . 5 5 
4 0 0 6 . 0 0 4 . 0 0 6 . 4 0 1 5 . 8 0 1 0 . 0 0 1 6 . 6 0 2 5 . 6 0 1 6 . 0 0 2 6 . 8 0 
4 5 0 7 . 2 5 4 . 5 0 7 . 6 5 1 8 . 5 5 1 1 . 2 5 1 9 . 3 5 2 9 . 8 5 1 8 . 0 0 3 1 . 0 5 
5 0 0 8 . 5 0 5 . 0 0 8 . 9 0 2 1 . 3 0 1 2 . 5 0 2 2 . 1 0 3 4 . 1 0 2 0 . 0 0 3 5 . 3 0 
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> 
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Footnotes for Table 55 are to be found on opposite page. 

Hypothetical Net Prime Earnings on Personal Loans of Different Sizes and Durations 
under Direct Cost Schedules Consistent with Expenses Reported by 65 New York 
State Banks for 1938" 
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(d) the cost of estabUshing a bad-loan reserve. Table 55 treats 
also two types of charges—a straight charge of 6 percent per 
annum on the amount of the note and a combination charge 
made up of a 3 percent per annum discount, a $1.80 credit 
investigation fee and a service charge of $2.40 per annum. 

Table 56, constructed from more fragmentary cost informa
tion furnished to us by individual banks, presents similar 
figures; these are appropriate to a medium-sized city bank 
whose personal loan department has an average account of 
$150,000 to $200,000 and operates close to the point of lowest 
direct cost per unit loan. T h e tabulation is based on one cost 
schedule and on three types of customer charges. 

It should be emphasized that in both tables fixed or over
head costs are excluded from the cost schedules and that the 
classifications given are functional and somewdiat crude. They 
are based, furthermore, on certain assumptions concerning 
the relations between the direct per-loan cost and the size 
and length of notes. For example, the cost calculations pro
ceed from the assumption that the credit investigation ex
pense and other costs of acquiring a loan are the same f̂ or all 

Footnotes for Table 5 5 . 
* Net p r i m e e a r n i n g s e q u a l l o a n i n c o m e m i n u s a v e r a g e d i r e c t costs. T h e cost 
schedules u n d e r l y i n g these figures a r e p u r e l y h y p o t h e t i c a l , b u t they h a v e b e e n 
c o n s t r u c t e d t o c o n f o r m to e x p e n s e d a t a r e p o r t e d to t h e N e w Vork s t a t e d e 
p a r t m e n t of b a n k i n g by 6.5 N e w Y o r k s ta te b a n k s whose p e r s o n a l loan d e p a r t 
m e n t s o p e r a t e a t v a r i o u s levels o f d i rec t cost . S c h e d u l e A r e p r e s e n t s a m e 
d i u m level of d i r e c t cost , S c h e d u l e B a low level , as fol lows: 

Direct Costs Schedule A Schedule B 
Cost of i n v e s t i g a t i o n a n d a c q u i s i t i o n , p e r l o a n . . . $ 1 . 8 0 $ 1 . 8 0 
Service cost ( c o l l e c t i o n ) , p e r p a y m e n t . 2 0 .15 
Special d e l i n q u e n c y c o l l e c t i o n , p e r l o a n p e r y e a r 2 . 0 0 1 .80 
B a d - l o a n r e s e r v e , p e r $ 1 0 0 o f loans m a d e . 5 0 .50 

T h e c o m b i n a t i o n c h a r g e i n c l u d e s $ 1 . 8 0 c r e d i t i n v e s t i g a t i o n fee, $ 2 . 4 0 p e r 
a n n u m service c h a r g e , 3 p e r c e n t p e r a n n u m d i s c o u n t c h a r g e . T h e m a x i m u m 
per a n n u m p e r s o n a l l o a n c h a r g e p e r m i t t e d by t h e N e w Y o r k b a n k i n g l a w is 
equivalent t o 12 p e r c e n t s i m p l e in teres t on t h e a v e r a g e u n p a i d b a l a n c e . 
" Personal l o a n s m a d e by N e w Y o r k s t a t e b a n k s m a y n o t r u n for m o r e t h a n 
15 m o n t h s ; m o r e o v e r , a 6 p e r c e n t p e r a n n u m c h a r g e o n a n 1 8 - m o n t h n o t e 
exceeds the legal l i m i t of 12 p e r c e n t s imple in teres t on ; i v e r a g e u n p a i d b a l a n c e . 
" O n notes o f this a m o u n t a n d l e n g t h t h e c o m b i n a t i o n c h a r g e w o u l d e x c e e d 
the legal l i m i t o f 12 p e r c e n t s i m p l e interes t o n t h e a v e r a g e u n p a i d b a l a n c e . 
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6 P e r  8 P e r  C o m b i  6 P e r  8 P e r  C o m b i  6 P e r  8 P e r  C o m b i AMOUNT 
OF NOTE c e n t c e n t n a t i o n c e n t c e n t n a t i o n c e n t c e n t n a t i o n 
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1 2 5 . 3 5 1 . 6 0 1 . 9 8 2 . 8 4 5 . 3 4 5 . 0 9 5 . 3 2 9 . 0 7 8 . 2 0 
1 5 0 . 8 9 2 . 3 9 2 . 3 9 4 . 1 3 7 . 1 3 6 . 1 3 7 . 3 6 1 1 . 8 6 9 . 8 6 
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3 5 0 5 . 2 1 8 . 7 1 5 . 7 1 1 4 . 4 5 2 1 . 4 5 1 4 . 4 5 2 3 . 6 8 3 4 . 1 8 2 3 . 1 8 
4 0 0 6 . 2 9 1 0 . 2 9 6 . 5 4 1 7 . 0 3 2 5 . 0 3 1 6 . 5 3 2 7 . 7 6 3 9 . 7 6 2 6 . 5 1 
4 5 0 7 . 3 7 1 1 . 8 7 7 . 3 7 1 9 . 6 1 2 8 . 6 1 1 8 . 6 1 3 1 . 8 4 4 5 . 3 4 2 9 . 8 4 
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IS 
> 

> 
Z 
o 

z 
H 
> 

z 
H 

n 

n 
a 

* N e t p r i m e e a r n i n g s e q u a l l o a n i n c o m e m i n u s a v e r a g e d i r e c t costs . T h e cost s c h e d u l e u n d e r l y i n g these figures is p u r e l y 
h y p o t h e t i c a l , b u t it has been c o n s t r u c t e d to c o n f o r m to d i r e c t cost d a t a a p p l i c a b l e to a l o a n d e p a r t m e n t w h i c h has a n 
a v e r a g e a c c o u n t o t $ 1 5 0 , 0 0 0 - 2 0 0 , 0 0 0 , a n d w h i c h o p e r a t e s a t a p p r o x i m a t e l y its h ighest efficiency level in t e r m s of d i r e c t 
cost (persoiuiel a n d e q u i p m e n t , n o t i n c l u d i n g o v e r h e a d ) . T h e d i r e c t cost s c h e d u l e is b a s e d o n t h e f o l l o w i n g i t e m s : 

t ;ost of inves t iga t ion a n d a c q u i s i t i o n , p e r l o a n $ 1 , 0 8 
Service cost ("collection) p e r p a y m e n t .103 
Special d e l i n q u e n c y c o l l e c t i o n , p e r loan p e r y e a r 1 .30 
B a d - l o a n reserve , p e r $ 1 0 0 l o a n e d .84 

' ' T h e c o m b i n a t i o n c h a r g e i n c l u d e s .$2 c redi t i n v e s t i g a t i o n fee, $ 1 . 5 0 p e r a n n u m service c h a r g e a n d 5 p e r c e n t p e r a n n u m 
d i s c o u n t c h a r g e . 

Hypothetical Net Prime Earnings on Personal Loans of Different Sizes and Durations 
When Personal Loan Department Facilities Are Utilized to Point of Lowest Average 
Direct Cost" 
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sizes of notes^" and that the routine collection costs are con
stant per payment. Again, the special costs incurred in collect
ing delinquent accounts are spread uniformly over all loans 
and treated as a flat amount per year regardless of size and 
maturity; and the reserve for bad-loan charge-offs is charged 
on a percentage basis, so that it varies with the amount but 
not with the length of the notes. Finally, the cost schedules 
do not take account of the cost of money.-^ 

Despite these qualifications some broad generalizations can 
nevertheless be drawm with reference to the profitability (net 
prime earnings) of personal loans of various sizes and lengths. 
Tables 55 and 56 show that larger loans are more profitable 
(or less unprofitable) than smaller loans, and that, with the ex
ception of the very small loans, profitability is greater on the 
longer than on the shorter maturities. Table 55 indicates that 
on loans made at a 6 percent charge and according to Schedule 
A costs, the break-even point for a 6-month loan falls between 
the $150 and $175 sizes, for a 12-month loan between $100 
and $125, and for an 18-month loan betw'een $75 and $100. 
Break-even points for loans made according to the lo^tcr-cost 
Schedule B occur, of course, at lower amounts. On the basis 
of the 8 percent charge shown in Table 56, and of the cost 
schedule assumed in that table, the break-even point is 
reached betw-een $50 and $75 for 6- and 12-month loans and 
between $25 and $50 for 18-month notes. Under the higher 
combination charge profitability increases also with both size 

™ I t is a s s u m e d also t h a t t h e cost is the s a m e f o r all b o r r o w e r s , a l t h o u g h costs 
of i n v e s t i g a t i o n a n d a c q u i s i t i o n a r e p r o b a b l y l o w e r o n l o a n s m a d e to f o r m e r 
a n d r e p e a t b o r r o w e r s t h a n o n loans to n e w b o r r o w e r s . 

21 Cost o t m o n e y c a n be a l l o w e d for o n a n y a c c e p t a b l e p e r c e n t a g e basis s i n c e 

it will v a r y w i t h b o t h t h e a m o u n t a n d t h e l e n g t h of t h e n o t e . It is p o s s i b l e 

to o b t a i n n e t p r i m e e a r n i n g s , inclusive of m o n e y cost , by d e d u c t i n g t h e cost 

of m o n e y o n t h e a v e r a g e a m o u n t o u t s t a n d i n g for a n y size of l o a n . T h e 

la t ter m a y b e d e r i v e d f o r a l o a n r e p a y a b l e in equal i n s t a l m e n t s by m u l t i p l i 

ca t ion of t h e a m o u n t o t n o t e by ^^-ti w h e r e n is t h e n u m b e r o f e q u a l 
2 n ' 

p a y m e n t s . 
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and length of note: this rate is found to yield a profit for all 
sizes and maturities of loans for which it has been computed. 

In a state where a maximum inclusive personal loan charge 
is set by statute, say at 12 percent simple interest per annum 
on the average unpaid balance, the combination charge cited 
would result in an illegal rate for the smaller-sized loans. A 
combination charge set to conform to the legal maximum 
may be consistent with the latter only for loans of certain 
sizes and lengths. In Table 55, for example, the combination 
rate is consistent with the New York state maximum at $225 
for 6-month loans and at $200 for 12-month and 18-month 
loans,-- but it is not consistent with that maximum for loans 
of smaller size. 

T h e foregoing discussion of the combination charge takes 
account only of loan profitability. It disregards the fact that 
a charge of this sort bears most heavily upon borrowers of 
small loans, who as a rule are least able to support the cost. 
Such a rate, furthermore, is not easily understood by the bor
rower, who for this reason cannot readily compare it with 
loan rates charged by other credit agencies.^^ 

PERSONAL LOAN DEPARTMENT NET PROFITS 

The personal loan departments of New York state banks re
porting for 1938 showed a net profit of 5.7 percent on the 
average loan account before setting up reserves for losses and 
allowance for charge-offs, and a profit of 4.5 percent after 
provision for such reserves and charge-offs. If accounting 
accuracy is assumed, both profit rates appear to have been 
substantially in excess of rates earned by most banks on total 

22 P e r s o n a l i n s t a l m e n t l o a n s r u n n i n g 18 m o n t h s are n o t legal in N e w Y o r k 
state . 
23 See T . O . Y n t e m a , " T h e M a r k e t for C o n s u m e r C r e d i t : A Case o f ' I m p e r f e c t 
C o m p e t i t i o n , ' " Annals of American Academy of Political and Social Science 
( M a r c h 1 9 3 8 ) . See also R . A . Y o u n g a n d Associates , op. cit.. C h a p t e r 7. 
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NET PROFITS AVERAGE LOAN ACCOUNT 

PER $ 1 0 0 OF 
AVERAGE LOAN $ 7 5 , 0 0 0 O v e r 

YEAR OF ORGANIZA
TION OF PERSO.NAL 
LOAN DEPARTMENT 

T o t a l 
ACCOUNT" o r U n d e r $ 7 5 , 0 0 0 ^^^^ ^^^^ 

U n d e r 0 ( n e t 
l o s s O - $ 6 ) 4 1 5 4 1 5 
$ 0 - 2 4 2 6 4 2 6 

2 - 4 5 7 1 2 8 4 1 2 
4 - 6 1 4 5 1 9 1 5 4 1 9 
6 - 8 1 0 1 11 7 4 1 1 
8 a n d o v e r 1 1 2 2 . . 2 

TOTAL 3 8 17 5 5 4 0 1 5 5 5 

* B a s e d o n d a t a f u r n i s h e d b y t h e N e w V o r k s t a t e d e p a r t m e n t of b a n k i n g . 
E a c h level i n c l u d e s t h e l o w e r figure a n d e x c l u d e s t h e u p p e r . 

Banks with loan accounts of $75,000 or under had, in general, 
higher profit rates than banks wath loan accounts in excess 
of this figure, a fact which may indicate that banks witli 
smaller personal loan departments do not allocate overhead 
to these divisions as precisely as do those with larger volume. 

2* C o m p u t e d f r o m d a t a o n n o n - m e m b e r i n s u r e d b a n k e a r n i n g s a n d e x p e n s e s 
in F e d e r a l D e p o s i t I n s u r a n c e C o r p o r a t i o n , Annual Report, 193S, p p . 2 1 6 - 1 7 . 

earning assets. Data covering profits on the entire banking 
activities of these banks are not available for comparison, but 
it is known that for 7,231 non-member insured commercial 
banks in the United States the profit rates on average earning 
assets were 2.6 and 0.7 percent, before and after charge-offs.^* 

Table 57 shows that of 55 New York state banks, 2 reported 
net profits amounting to 8 percent or over on average per
sonal loan account, 30 between 4 and 8 percent, and 18 
under 4 percent; 5 had net losses ranging up to 6 percent. 

T A B L E 57 

Distribution of Two Classifications of Reporting New 
York State Banks, by Net Profits in 1938 per $100 of 
Average Loan Account* 
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Only 1 bank with a loan account over $75,000 reported a net 
loss, and this loss was less than 1 percent. 

Of the banks whose departments were organized in 1937, 
none had profit rates of 8 percent or more, and only 1 re
ported a loss (less than 1 percent). Four-fifths of these banks 
were distributed evenly in the three profit levels between 2 
and 8 percent. On the basis of personal loan department net 
profits, the banks whose departments were organized in 1936 
were more widely distributed, but in this group too the 
majority showed profit rates between 2 and 8 percent on 
average loan account and there was a marked concentration 
at 4-6 percent. 

There is considerable interest in determining how large a 
loan account a personal loan department should have if it 
is to yield a profit. Available data do not serve to answer 
this question satisfactorily although some useful indications 
are to be found among questionnaire responses. A number 
of banks operating personal loan departments made esti
mates of the minimum annual volume of business necessary 
to render their departments profitable, taking into account 
existing personnel, prevailing charges and other relevant con
siderations. A wide variety of opinion was expressed in these 
replies, but they may be summarized within the following 
ranges based on number of employees: one full-time em
ployee, $75,000-100,000; 2 to 4 full-time employees, $100,000-
200,000; 5 to 10 full-time employees, $400,000-500,000; 11 
to 25 full-time employees, $500,000-2,000,000. Such estimates, 
of course, are highly impressionistic; a closer inspection of 
costs by reporting banks might have produced different re
sponses. As we have stated frequently, there is no agreement 
among banks as to accounting standards for allocating bank 
overhead to personal loan departments; nor is there any ac
cord on the equally important question of whether the per
sonal loan department should be charged with interest on 
the funds it employs. 
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COST OF SALES FINANCE P A P E R 

T h e cost characteristics of sales finance paper acquired by 
banks from dealers or from individual customers may be de
scribed broadly in terms similar to those applied in the pre
ceding discussion to cash instalment loans. Costs per dollar 
of average sales finance outstandings, or costs per unit of 
paper handled, are likely, however, to difEer in magnitude 
from similar costs for personal loans. If paper is acquired 
mainly from dealers or manufacturers, the cost of obtaining 
and maintaining dealer contacts must be considered. On the 
other hand, since it is the dealer who originally grants the 
credit, and since the customer establishes an equity in the 
article financed by his down payment, the credit investiga
tion is usually less costly than that required for personal 
loans. T h e dealer's endorsement under a full recourse or re
purchase agreement in effect shifts bad-debt loss to him, al
though it also necessitates special costs for credit investiga
tion of the dealer by the bank. 

Automobile paper probably carries lower per-dollar and 
per-unit costs than the typical personal loan contract. Fre
quently it is acquired through dealers or with their collabora
tion; for the most part the dealer assumes liabiliiy in the 
event of default by the purchaser, and he is therefore respon
sible for a prior credit investigation. Even when the bank 
assumes full risk of repayment the cost per dollar and per 
unit of paper acquired is probably lower than on personal 
loan paper, for the average size of automobile sales finance 
contracts runs higher than the average size of notes handled 
by personal loan departments. Then, too, the purchaser's 
equity, which is a strong deterrent to delinquency or per
manent default, is relatively large in automobile contracts. 

Routine collection or service costs probably do not differ 
appreciably as between personal loans and sales finance paper, 
but special delinquency costs may be much greater in sales 
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financing. In addition failure or dishonesty on the part of 
the dealer may create special costs not encountered in the 
personal loan business; such costs may arise in connection 
with both retail and wholesale paper. Again, the low interest 
rates which banks charge dealers for wholesale paper in order 
to obtain a share of the retail paper may result in wholesale 
loans that prove unprofitable. Dealer reserves in sales financ
ing, set up to provide the dealer with a cushion against pros
pective losses, create an additional cost element; indeed com
petition with other sales finance agencies may cause banks 
to establish reserves above anticipated loss levels and thus to 
decrease their participation in the charge to the customer. 
Insurance is another special cost in retail sales financing, 
particularly of atuomobiles, although it may in practice yield 
a small income in excess of the expense. 
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Commercial Bank Financing of 

Consumer Instalment Credit Agencies 

BANKS have long supplied other consumer credit agencies 
with operating funds, although it is only recently that they 
have begun to extend instalment credit directly to consumers. 
Sales finance companies from their inception have relied 
heavily on bank loans, and personal finance companies, 
within the last decade, have come to draw nearly one-third 
of their funds from this source. Industrial banking companies 
and credit unions, on the other hand, do not as a rule procure 
funds from banks. T h e former obtain their working capital 
largely from deposits and from sales of investment certificates, 
and the latter are financed through the sale of shares to mem
bers; occasionally, however, both these agencies make use of 
commercial bank facilities. 

COMMERCIAL BANKS AS A SOURCE OF FUNDS 

The extent to Avhich commercial banks finance consumer 
credit agencies is indicated in Table 58, which shows the 
major sources of funds (in percent of total assets) of sales 
finance companies, personal finance companies, industrial 
banking companies and credit unions for the year 1937. From 
these data it is obvious that bank financing was much more 
important to sales finance companies than to the other three 
agencies; more than half the combined funds of 48 sales 
finance companies came in that year from short-term credit 

193 
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SOURCES OF FUNDS 
4 8 SALES 
FINANCE 

COMPANIES' 

2 0 PERSONAL 
FINANCE 

COMPANIES'" 

6 9 INDUSTRIAL 
BANKING 

COMPANIES" 

2 , 2 4 8 
CREDIT 

UNIONS* 

B o r r o w i n g s 6 9 . 0 3 5 , 3 8 3 . 4 2 . 3 

S h o r t - t e r m d e b t " 53.8 29.3 .9 2.3 
D e p o s i t s 82.5' 
F u n d e d d e b t 15.2 6.0 

E q u i t y a c c o u n t 2 0 , 1 4 8 . 5 1 0 . 1 9 5 . 4 * 

P r e f e r r e d s tock 3.3 7 5 . 5 • 
C o m m o n s t o c k a n d 10.1 

surplus 16.8 33.0 95.^ 

T o t a l assets'" $ 1 , 8 1 1 $ 2 2 6 $ 1 7 5 $ 1 9 

* B a s e d o n y e a r - e n d ( c a l e n d a r o r fiscal) d a t a f r o m 4 8 sales finance c o m p a n i e s 
a n d f r o m t h e N a t i o n a l C r e d i t Office, I n c . 
'' B a s e d o n ) e a r - e n d ( c a l e n d a r o r fiscal) d a t a f r o m t h e N a t i o n a l C r e d i t Office, 
I n c . , c o v e r i n g 2 0 p e r s o n a l finance c o m p a n y c h a i n s . 
' B a s e d o n y e a r - e n d d a t a f r o m t h e F e d e r a l D e p o s i t I n s u r a n c e C o r p o r a t i o n 
for 6 9 indust r ia l b a n k i n g c o m p a n i e s . Since all s t a t e s d o n o t g r a n t s u c h com
p a n i e s a d e p o s i t - t a k i n g p r i v i l e g e s i m i l a r to t h a t e x e r c i s e d by b a n k s insured 
by t h e F D I C , t h e i n s t i t u t i o n s c o v e r e d in this t a b l e a r e n o t r e p r e s e n t a t i v e of 
t h e w h o l e b o d y of i n d u s t r i a l b a n k i n g c o m p a n i e s . T h e y d o , h o w e v e r , represent 
s u c h a l a r g e p r o p o r t i o n o f t h e i n d u s t r i a l b a n k i n g v o l u m e of t h e c o u n t r y that 
the i n c l u s i o n of c o m p a n i e s w h i c h a r e n o t p e r m i t t e d t o take deposi ts would 
n o t be likely to a l t e r these p e r c e n t a g e s s u b s t a n t i a l l y . 

^ Y e a r e n d d a t a d e r i v e d f r o m t h e c o m b i n e d b a l a n c e sheets of 2 , 2 4 8 federal 
c r e d i t u n i o n s r e p o r t i n g t o t h e F a r m C r e d i t A d m i n i s t r a t i o n . 
• M a i n l y b a n k d e b t . 
' I n c l u d e s $ 3 2 , 2 7 4 , 0 0 0 o f h y p o t h e c a t e d deposi ts . 
« I n c l u d e s shares , u n d i v i d e d profi ts a n d profi t a n d loss. 
'' I n m i l l i o n s . 

derived largely from banks. T h e 20 personal finance com
panies represented in the table obtained nearly 30 percent of 
their funds by means of short-term borrowing, while the in
dustrial banking companies and credit unions covered in 
the tabulation acquired only 0.9 and 2.3 percent respectively 
in this way. Supplementary data, not included in the table. 

T A B L E 5 8 

Sources of Funds of Four Types of Consumer Credit 
Agencies, 1937, in Percent of Total Assets 
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show that the proportion of personal finance companies' funds 
supplied by banks has increased markedly since 1929.* 

Table 59 presents data obtained from 181 large banks 
whose total outstanding loans amounted to almost $7,000,-
000,000 at the end of 1937 and to more than $6,000,000,000 
at the end of 1938. Loans made by these reporting banks to 
all consumer credit agencies combined came, at the end of 
1937, to $505,000,000 or 7.4 percent of these banks' total out
standing loans, and at the end of 1938, to $254,000,000 or 
4.2 percent. 

Loans to sales finance companies were extended by all ex
cept 9 of the reporting banks, and constituted in both years 
by far the largest part of the volume of loans to consumer 
credit agencies; $440,000,000 of such loans were outstanding 
December 31, 1937, and $201,000,000 a year later. T h e im
portance to banks of sales finance company borrowing is 
illustrated further by the fact that 36 oiu of the 181 report
ing banks also held sales finance company debentures to the 
amount of $9,000,000 and $8,000,000 at the close of 1937 and 
1938 respectively. 

Of the 181 reporting banks, 109 made loans to personal 
finance companies, aggregating $55,000,000 and $46,006 000 
in year-end outstandings for 1937 and 1938 respectively. Loans 
to industrial banking companies were granted by only 16 of 
the reporting banks, and were relatively insignificant in 
volume. 

The relationship between commercial banks and other 
consumer credit agencies is of particular interest because 
banks not only furnish part of the funds of these agencies 
but compete directly ivith them in the consumer instalment 
credit market. It is note^vorthy, therefore, that while the 
total loans of the 181 reporting banks dropped I I percent 

' S e e N a t i o n a l B u r e a u of E c o n o m i c R e s e a r c h ( F i n a n c i a l R e s e a r c h P r o g r a m ) , 
Personal Finance Companies and Their Credit Practices, by R . A . Y o u n g a n d 
Associates ( 1 9 4 0 ) T a b l e 3 , p . 4 0 . 
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LOANS OUTSTANDING DECEMBER 3 1 , 1 9 3 7 LOANS OUTSTANDING DECEMBER 3 1 , 1 9 3 8 

Loans to Consumer Credit Agencies 
TYPE OF AGENCY 

Loans to Consumer Credit Agencies 

Total 
Loans'" A m o u n t ' ' 

P e r c e n t P e r c e n t -
o f T o t a l a g e D i s -

L o a n s t r i b u t i o n 

Total 
Loans'" A m o u n t ' ' 

P e r c e n t 
o f T o t a l 

L o a n s 

P e r c e n t 
a g e Dis 
t r i b u t i o n 

NUMBER OF 
BANKS 

REPORTING 

Sales finance 
c o m p a n i e s $ 6 , 8 3 0 $ 4 4 0 6 . 4 8 7 . 3 $ 6 , 1 0 1 $ 2 0 1 3 . 3 7 9 . 1 1 7 2 

P e r s o n a l finance 
c o m p a n i e s 6 , 0 4 7 5 5 . 9 1 0 . 9 5 , 5 9 1 4 6 . 8 1 8 . 1 1 0 9 

I n d u s t r i a l b a n k 
ing c o m p a n i e s 1 , 3 0 9 2 . 2 . 3 1 , 2 2 6 1 . 1 . 4 1 6 

O t h e r s 1 , 7 2 9 8 . 5 1 . 5 1 , 5 0 5 6 . 4 2 . 4 3 0 

TOTAL $ 6 , 8 6 2 ° $ 5 0 5 7 . 4 1 0 0 . 0 $ 6 , 1 3 6 ° 8 2 5 4 4 . 2 1 0 0 . 0 1 8 1 ° 
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" B a s e d on q u e s t i o n n a i r e r e t u r n s f r o m 181 b a n k s . 
'' I n m i l l i o n s . 
' I f a biink r e p o r t e d t h a t it m a d e l o a n s to m o r e t h a n o n e t y p e o t a g e n c y , figures for t h a t b a n k w e r e i n c l u d e d m o r e t h a n 
o n c e t i n d e r " T o t a l L o a n s " a n d " N u m b e r o f B a n k s R e p o r t i n g . " F o r this r e a s o n t h e totals for these c o l u m n s d o n o t r e p r e 
sent the s u m of t h e i n d i v i d u a l figures. 

I n a d d i t i o n t o t h e l o a n s i n c l u d e d in this t a b u l a t i o n , 3 6 of these b a n k s , w i t h to ta l y e a r - e n d o u t s t a n d i n g l o a n s of $ 2 , 3 1 4 , -
0 0 0 , 0 0 0 a n d $ 2 , 0 5 6 , 0 0 0 , 0 0 0 for 1937 a n d 1 9 3 8 respect ively , r e p o r t e d $ 9 , 0 0 0 , 0 0 0 a n d $ 8 , 0 0 0 , 0 0 0 of sales finance c o m p a n y 
d e b e n t u r e s held at t h e e n d of these t w o years . 

Total Year-End Outstanding Loans, Year-End Outstanding Loans to Various Con
sumer Credit Agencies, and Consumer Credit Agency Loans in Percent of Total Loans 
of Reporting Banks for 1937 and 1938, by Type of Borrowing Agency" 
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from 1937 to 1938, their loans to consumer credit agencies 
declined by almost 50 percent. T h e decline was not uniform 
with respect to all types of agencies, however. Outstanding 
loans to personal finance companies dropped from $55,000,-
000 to $46,000,000, or about 16 percent, but increased in 
relative importance, from 11 percent of all loans to consumer 
credit agencies outstanding at the end of 1937 to 18 percent 
a year later. Loans to sales finance companies were much 
more sharply reduced, falling from $440,000,000 to $201,-
000,000, a decline of 54 percent; at the end of 1937 they 
represented 87 percent of all loans to consumer credit agencies 
outstanding, but at the end of 1938 only 79 percent. 

BANK LOANS TO SALES FINANCE COMPANIES 

It is the principal business of sales finance companies to pur
chase or discount dealers' retail instalment sales paper, but 
such retail financing is usually closely associated with whole
sale financing, that is, the financing of dealers' stocks and 
inventories. In addition, sales finance companies may make 
personal cash loans, directly or through a subsidiary, discount 
accounts receivable, or discount instalment paper to firtarice 
the purchase by business firms of commercial and industrial 
equipment. T h e i r demand for banking accommodation neces
sarily reflects all of these credit activities. Since the retail 
dealer's business depends on the flow of consumer incomes, 
the volume of sales finance company transactions moves in 
direct correspondence with fluctuations in industrial employ
ment and payrolls. Bank credit therefore serves as a buffer 
source of funds, expanding as the volume of retail instalment 
buying grows, contracting as it diminishes. Even in times of 
severe business depression, however, sales finance companies 
are seldom free of bank debt, for banks do more than finance 
a variable margin of working capital according to business 
fluctuations. They supply regularly some part of the em-
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T A B L E 60 

Sources of Funds and Receivables of 72 Sales Finance 
Companies, 1925, and of 48 Sales Finance Companies, 
1934-38, in Percent of Total Assets" 

SOURCES OF FUNDS 1 9 2 5 1 9 3 4 1 9 3 5 1 9 3 6 1 9 3 7 1 9 3 8 

B o r r o w i n g s 6 9 . 8 5 1 . 3 5 7 . 7 6 4 . 1 6 9 . 0 5 6 . 3 

S h o r t - t e r m d e b t 64.9 47.3 53.4 48.4 53.8 36.2 
B a n k d e b t 2 4 , 0 3 2 . 7 2 8 . 9 3 4 . 4 2 0 . 0 
O p e n m a r k e t > 0 1 . o 1 9 . 5 1 8 . 0 1 7 . 1 1 7 . 0 1 2 . 4 
O t h e r 3 . 3 3 . 8 2 . 7 2 . 4 2 . 4 3 . 8 

F u n d e d d e b t 4.9 4.0 4.3 15.7 15.2 20.1 

E q u i t y a c c o u n t 2 3 . 3 3 5 . 3 2 8 . 7 2 2 . 5 2 0 . 1 3 0 . 2 

P r e f e r r e d s t o c k 77 rt 6.7 6.6 3.6 3.3 4.8 
C o m m o n s t o c k 7/. y \ . 1 1 
S u r p l u s 5.4 

> 28.6 22.1 18.9 16.8 > 25.4 

T o t a l b o r r o w e d a n d 
e q u i t y funds 9 3 . 1 8 6 . 6 8 6 . 4 8 6 . 6 8 9 . 1 8 6 . 5 

R e c e i v a b l e s 8 0 . 3 8 2 . 3 8 7 . 1 8 7 . 7 8 8 . 1 8 5 . 1 

T o t a l assets'" $ 6 8 7 $ 7 6 9 $ 1 , 0 6 8 $ 1 , 5 3 5 $ 1 , 8 1 1 $ 1 , 2 3 6 

B a n k l ines (in p e r 
c e n t of b a n k d e b t ) • • 2 5 9 . 5 1 5 8 . 5 1 5 2 . 3 1 3 8 . 7 3 3 7 . 2 

" Y e a r - e n d figures for 1 9 2 5 a d a p t e d f r o m B a n k Service D e p a r t m e n t of t h e Na
t ional C r e d i t Office, I n c . , A Study of Specialized Finance Companies ( 1927) ; 
figures f o r 1 9 3 4 - 3 8 b a s e d o n y e a r - e n d ( c a l e n d a r o r fiscal) d a t a f r o m 4 8 sales 
finance c o m p a n i e s a n d t h e N a t i o n a l C r e d i t Office, I n c . T h e 4 8 sales finance 
c o m p a n i e s a r e i d e n t i c a l f o r e a c h of t h e five years . 
"" I n m i l l i o n s . 

ployed working capital o£ these companies, not only by 
making direct loans to them but also by purchasing their 
notes in the open market and, to some extent, by taking over 
their debentures. 

Table 60 shows the various sources of funds used by 72 
large sales finance companies in 1925 and by 48 large com
panies from 1934 through 1938. T h e 72 companies in the 
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first group obtained almost 65 percent of their funds through 
short-term borrowing, of which approximately 62 percent 
was represented by bank loans and open market sales of 
paper; their funded debt constituted about 5 percent of their 
total assets. For the second group of 48 companies, short-
term debt amounted in 1934 to only 47 percent of their 
funds, of which bank debt accounted for 24 percent and open 
market sales for almost 20 percent. T h e relative importance 
of short-term debt in general and of short-term bank debt in 
particular fluctuated considerably over the five-year period. 
For both types of debt the peak was reached in 1937, a year 
of relatively high sales finance volume, when direct bank 
loans furnished 34 percent of the total funds of the group of 
48 companies; the lowest point came in 1938, a year of rela
tively small volume, when such bank loans constituted only 
20 percent of their funds. Between the end of 1937 and the 
end of 1938 their total short-term debt decreased by one-
third and short-term bank debt by more than 40 percent. 

T h e relative importance of open market sales of paper 
declined in each year during this period, falling from almost 
20 percent of the total assets of the 48 companies in 1934 to 
about 12 percent in 1938. T h e sale of debentures increaAt'd: 
in 1934-35 funded debt constituted only about 4 percent of 
the assets of this group, whereas in 1936-37 it amounted to 
over 15 percent, and in 1938 to 20 percent. 

T a b l e 61 gives sources of funds in 1937 and 1938 for the 
same group of 48 companies, broken down into national, 
regional and local firms. In both years direct bank loans were 
relatively less important to national companies than to re
gional and local firms. T h e y supplied about 44 percent of 
the funds of regional and local companies in 1937, and about 
32 percent of the funds of the national companies. A similar 
relationship prevailed in 1938, but there was a general decline 
in bank loans id that year: regional firms obtained only about 
28 percent of their financing from banks, local firms 34 per-
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SOURCES OF FUNDS 

3 NATIONAL 5 REGIONAL 4 0 LOCAL 
COMPANIES COMPANIES COMPANIES 

1 9 3 7 1 9 3 8 1 9 3 7 1 9 3 8 1 9 3 7 1 9 3 8 

B o r r o w i n g s 7 0 . 4 5 7 . 7 6 2 . 9 4 8 . 9 6 4 . 1 5 4 , 1 

S h o r t - t e r m d e b t 52.6 33.8 56.1 39.1 62. .6 52.4 

B a n k d e b t 3 1 . 8 1 7 . 1 4 4 . 7 2 8 . 5 4 3 , . 7 3 3 . 7 
O p e n m a r k e t 1 8 . 2 1 2 . 6 1 0 . 1 8 . 9 1 4 , , 9 1 4 . 8 
O t h e r 2 . 5 4 . 1 1 . 3 1 . 7 4 , , 0 3 . 9 

F u n d e d d e b t 77.S 23.9 6.8 9.8 1. .5 1.7 

E q u i t y a c c o u n t 1 7 . 9 2 9 . 7 2 6 . 5 4 0 . 3 2 7 , , 7 3 8 . 7 

P r e f e r r e d s t o c k 2.8 2.2 9.4 13.7 10. .8 15.4 
C o m m o n s tock 

a n d s u r p l u s 15.1 25.5 17.1 26.6 16. 9 23.3 

T o t a l assets'* $ 1 , 4 4 0 $ 9 7 5 $ 2 0 4 $ 1 3 7 $ 1 6 8 $ 1 2 4 

* Based o n y e a r - e n d ( c a l e n d a r o r fiscal) d a t a o b t a i n e d f r o m 4 8 sales finance 
c o m p a n i e s . N a t i o n a l c o m p a n i e s o p e r a t e i n all s tates , r e g i o n a l c o m p a n i e s in 8 
o r m o r e s tates , a n d loca l c o m p a n i e s in less t h a n 8 s t a t e s . 
" I n m i l l i o n s . 

cent and nationals 17 percent. According to this table, the 
sale of open market paper was less important to regional sales 
finance companies than to the other two groups: the national 
companies acquired 18 percent and 13 percent of their funds 
from this source in 1937 and 1938 respectively, local com
panies about 15 percent in both years, and regional com
panies only 10 percent in 1937 and 9 percent in 1938. 

Table 61 shows also that the significance of debentures as 
a source of funds varies directly with the size of the company; 
in both years this source was used most extensively by national 
companies, to a lesser degree by regional companies, and to a 
very limited extent by local companies. For each group of 

T A B L E 6 1 

Sources of Funds of 3 National, 5 Regional and 40 
Local Sales Finance Companies, 1937-38, in Percent 
of Total Assets" 
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companies its relative importance was greater in 1938 than 
in 1937. 

Cyclical fluctuations in the borrowings of sales finance 
companies exert a powerful influence on the total loan volume 
of the commercial banks which accommodate them. As can 
be computed from Table 60, the total borrowed funds, short-
and long-term, of the 48 large sales finance companies, more 
than tripled between 1934 and 1937 (rising from |395,000,000 
at the end of 1934 to $1,249,000,000 at the end of 1937); over 
the same period their direct bank borrowing increased by 238 
percent (from $185,000,000 to $623,000,000) and their open 
market borrowing ($150,000,000 in 1934) doubled. In 1938 
their total borrowed funds declined to $696,000,000, a drop 
of 44 percent from the 1937 level, while direct bank borrow
ing fell 60 percent and open market borrowing 50 percent. 
The 172 large banks (covered in Table 59) which reported 
loans of $440,000,000 to sales finance companies at the end 
of 1937 had a decline in total loans during the following 
twelve months of $729,000,000, or 10.7 percent. In this period 
their loans to sales finance companies dropped $239,000,000, 
or 54.3 percent; the reduction in their loans to sales fina,ice 
companies therefore accounted, in this year of sharp credit 
contraction, for one-third of the decline in their total loans. 

Terms of Bank Loans to Sales Finance Companies 
Bank credit lines are usually arranged by sales finance com
panies according to maximum expected needs, so that they 
exceed actual borrowings. T h e 48 companies covered in 
Table 60, for example, had credit lines over two and a half 
times as great as their actual bank borrowings at the end of 
1934, a year of low sales finance volume, and at the end of 
1937, a year of peak volume, their credit lines nevertheless 
exceeded borrowings by more than a third. Credit lines are 
subject to revision as business prospects change; thus con-
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TYPE OF SHORT-TERM 
BORROWING 

1 9 3 4 1 9 3 5 1 9 3 6 1 9 3 7 1 9 3 8 

B a n k l o a n s 5 0 . 7 6 1 . 3 5 9 . 7 6 3 . 9 5 5 . 4 

U n s e c u r e d 47.3 57.3 53.8 57.6 48.0 
S e c u r e d ' ' 9.4 9.8 5.6 5.9 7.4 
O t h e r .2 .3 .4 

O p e n m a r k e t p a p e r 4 1 . 3 3 3 . 6 3 5 . 2 3 1 . 5 3 4 . 1 

O t h e r 8 . 0 5 . 1 5 . 1 4 . 6 1 0 . 5 

TOTAL 1 0 0 . 0 1 0 0 . 0 1 0 0 . 0 1 0 0 . 0 1 0 0 . 0 

T o t a l s h o r t - t e r m b o r r o w i n g s " $ 3 6 3 $ 5 7 1 $ 7 4 4 $ 9 7 5 $ 4 4 8 

" B a s e d o n y e a r - e n d ( c a l e n d a r o r fiscal) d a t a o b t a i n e d f r o m 4 8 l a r g e sales 
finance c o m p a n i e s . 

S e c u r e d by c o l l a t e r a l t rus t n o t e s . 
" I n m i l l i o n s . 

finance companies, collateral trust loans constituted only 7 
percent of all notes payable in 1938, and in each year of the 
period 1934-37 accounted for less than 10 percent of the 
2 B a s e d o n B a n k S e r v i c e D e p a r t m e n t o f t h e N a t i o n a l C r e d i t Office, I n c . , A 
Study of Specialized Finance Companies ( 1 9 2 7 ) . 

siderable variation may occur, botii from year to year and 
seasonally within the year, in the actual amount of credit 
arranged and in the relationship of borrowings to total credit 
lines. 

For more than a decade bank loans to sales finance 
companies have shown a definite trend from secured to unse
cured loans. In 1925 collateral trust notes comprised 65 per
cent of the total notes payable of 72 larger sales finance com
panies,^ but today most such notes are unsecured. According 
to Table 62, which shows, by type of loan, the percentage 
distribution of the short-term borrowings of 48 large sales 

T A B L E 62 

Percentage DistribuUon of Short-Term Borrowings of 
48 Sales Finance Companies, 1934-38, by Type of 
Borrowing" 



L O A N S T O C O N S U M E R C R E D I T A G E N C I E S 2O3 

total.^ T h e trend toward unsecured borrowing has been de
plored by some bankers.* Although the fact is not revealed by 
T a b l e 62, most of the bank borrowing of national companies 
and of the larger regional firms has been unsecured in recent 
years; the secured loans have gone chiefly to the smaller sales 
finance companies. 

Wi th respect to maturity, bank loans to sales finance com
panies range from those made on a demand basis to notes 
which run for 24 months or, in very rare cases, for an even 
longer period. T a b l e 63 shows the minimum and maximum 
maturities on loans to sales finance companies at the end of 
1938, as reported by 156 large banks located in various parts 
of the country. T h e most frequently mentioned minimum 
was 3 months, reported by 45 percent of these banks, and the 
most common maximum was 6 months, reported by 47 per
cent. A total of 67 banks stated that the bulk of their loans to 
sales finance companies extended over 6-month periods, 43 
reported a preponderance of 3-month loans, and 22 that most 
of these notes ran 4 to 5 months. For 15 banks the majority 
of loans to sales finance companies extended longer th^n 6 
months (11 of these banks reporting a period in excess of 9 
months) and for 9 banks most of the loans matured in less 
than 3 months. 

T h e interest rates charged by banks for direct loans to sales 
finance companies ranged at the end of 1938 from 1 to 12 per
cent,® according to reports from 142 banks with a large volume 
of such loans. As T a b l e 64 indicates, for 81 banks, or almost 
^ S u p p l e m e n t a r y d a t a , n o t t a b u l a t e d h e r e , s h o w t h a t of t h e to ta l l o a n s t o 
sales finance c o m p a n i e s h e l d by a g r o u p of 166 b a n k s a t t h e e n d of 1 9 3 7 , 
82 p e r c e n t w e r e u n s e c u r e d , 15 p e r c e n t w e r e s e c u r e d a n d 3 p e r c e n t w e r e o p e n 
market ; a n d of a l l s u c h l o a n s held by a s i m i l a r g r o u p o f 177 b a n k s a t t h e 
end ot 1938 , 73 p e r c e n t w e r e u n s e c u r e d , 19 p e r c e n t w e r e s e c u r e d a n d 8 p e r c e n t 
were o p e n m a r k e t . 

* Pr ivately c i r c u l a t e d address o f A . W . N e w t o n b e f o r e t h e A s s o c i a t i o n o f 
Reserve City B a n k e t s a t W h i t e S u l p h u r S p r i n g s , A p r i l 27 , 1 9 3 7 . Finance Com
panies, p p . 1 7 - 1 8 . 

^ T h e 12 p e r c e n t r a t e is e x c e p t i o n a l . 
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MINIMCIM 
MATURITY 

MAXIMUM MATURITY 
( i n m o n t h s ) 

TOTAL 
( in m o n t h s ) 

1 to 2 3 4 to 5 6 7 to 8 9 Over 9 

D e m a n d 2 1 2 5 
1 to 2 2 4 5 1 7 3 1 0 8 4 9 
3 3 4 4 2 1 4 7 7 0 
4 to 5 9 2 2 1 3 
6 1 2 3 6 
7 to 8 
9 

Over 9 1 7 8 

TOTAL 2 4 8 7 4 7 2 7 2 9 

D i s t r i b u t i o n o f 
banks b y 
m a t u r i t y 
m o s t f r e 
q u e n t l y re
q u i r e d 8 4 3 2 2 6 7 2 2 11 1 5 6 " 

" B a s e d o n q u e s t i o n n a i r e r e t u r n s f r o m 1 5 6 b a n k s . 
^ E x c l u d e s 5 b a n k s w h i c h d i d n o t r e p o r t o n m a x i m u m a n d m i n i m u m m a 
turi t ies . 
' I n c l u d e s I b a n k w h i c h r e p o r t e d d e m a n d n o t e s as m o s t c u s t o m a r y . 

60 percent of those reporting, the minimum rate was 1.5 
percent, and for 22 banks it was even lower. Maximum rates 
between 2.5 and 5.5 percent were reported by over half of 
the banks, and one-quarter of these obtained rates between 
3.5 and 4.5 percent. Only 3 of the 142 banks reported a 
maximum rate in excess of 6.5 percent. T h e commonest rate 
on loans of this sort appears to be 1.5 percent; this was the 
prevailing rate for most of the sales finance company loans 
made by 79 of the reporting banks. Of the remaining 63 

T A B L E 6 3 

Number of Banks Reporting Various Maximum and 
Minimum Maturities, and Usual Maturities, Prevail
ing December 31, 1938, on Loans to Sales Finance 
Companies* 
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MINIMUM R A T E ' ' 
U n d e r 

1 . 5 % 
1 . 5 % 

1 . 5 
t o 

2 . 5 % 

2 . 5 
t o 

3 . 5 % 

3 . 5 
t o 

4 . 5 % 

4 . 5 
to 

5 . 5 % 

5 . 5 
t o 

6 . 5 % 

O v e r 

6 . 5 % 

T O T A L 

U n d e r 1.5% 1 6 2 2 4 4 2 1 2 2 

1 .5 13 5 1 2 2 9 1 2 9 1 8 1 

1 .5 to 2 . 5 1 3 1 2 7 

2 . 5 to 3 . 5 1 1 1 3 

3 . 5 t o 4 . 5 1 5 1 7 

4 . 5 t o 5 . 5 2 7 9 

O v e r 5 . 5 1 1 2 

T O T A L 1 19 8 1 8 3 5 2 5 2 2 3 1 3 1 " 

D i s t r i b u t i o n o f 
banks b y r a t e 

m o s t f re
q u e n t l y r e 

q u i r e d 3 7 9 7 1 5 1 3 2 0 4 1 
\ 

1 4 2 

" B a s e d o n q u e s t i o n n a i r e r e t u r n s f r o m 142 b a n k s . 
'' E a c h level is i n c l u s i v e of t h e l o w e r figure a n d e x c l u s i v e o f t h e u p p e r . 
' E x c l u d e s I I b a n k s n o t r e p o r t i n g o n m a x i m u m a n d m i n i m u m ra tes . 

banks, 2 0 extended such loans customarily at 4 . 5 to 5 . 5 per
cent, 1 5 at 2 . 5 to 3 . 5 percent, 1 3 at 3 . 5 to 4 . 5 percent and 
only 5 banks at 5 . 5 percent and over. Since most loans to 
sales finance companies are concentrated among the larger 
banks from which our sample was drawn, these rates are prob
ably typical. 

National sales finance companies obtain lower rates than 
companies of more limited scope. Of 8 2 banks reporting on 
this question, 1 3 indicated that there was a difference of less 
than 1 percent between the interest rates for nationals and 
those for other companies; 3 4 banks reported a differential 

T A B L E 6 4 

Number of Banks Reporting Various Maximum and 
Minimum Rates, and Usual Rates, Prevailing Decem
ber 31, 1938, on Loans to Sales Finance Companies* 

MAXIMUM RATE'' 
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of 1 to 2 percent, 22 banks 2 to 3 percent and 13 banks more 
than 3 percent. 

Open Market Paper of Sales Finance Companies 
Since 1922 sales finance companies have procured some of 
their working funds by selling their paper through commer
cial paper dealers in the open market. This procedure, which 
distributes the paper among banks and other financial insti
tutions, developed swiftly—from 1922 to 1926 the number 
of companies using the open market rose from 6 to 76.*' Per
haps the concurrent development of direct lending relations 
with banks operated to check the growth in the use of open 
market facilities; at any rate by 1938 only 56 sales finance 
companies were drawing funds from this source.'' Incidentally, 
commercial paper brokers have stated that foreign central 
banks which maintain balances in American markets include 
in their short-term investments some open market paper of 
sales finance companies. 

T h e maturity terms for sales finance company paper, like 
those for most open market commercial paper, range up to 6 
months. Prevailing interest rates appear, however, to run 
somewhat higher than those which apply to commercial paper 
classed by the market as prime. Table 65 classifies reporting 
banks by minimum and maximum rates required on paper 
held at the close of 1938, when a rate of 0.625 percent was 
current in the market for prime paper.^ Interest rates received 
on open market sales finance company paper by these banks 
ranged from just under 1 to 4.5 percent. Out of 54 banks, 22 
reported minimum rates of less than 0.75 percent, and 20 
minimum rates between 0.75 and 1.25 percent. For maximum 
rates 18 banks set rates of less than 1.25 percent, 16 reported 
1.25 to 1.75 percent, and 13 obtained rates of 1.75 percent 

8 N a t i o n a l C r e d i t Office, I n c . , op. cit. 
' • R e c o r d s of t h e N a t i o n a l C r e d i t Office, I n c . 
8 A s r e p o r t e d by t h e B o a r d o f G o v e r n o r s of t h e F e d e r a l R e s e r v e System. 
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MINIMUM 
RATE'' U n d e r 

. 7 5 % 
. 7 5 t o 
1 . 2 5 % 

1 . 2 5 t o 
1 . 7 5 % 

1 . 7 5 t o 
2 . 2 5 % 

O v e r 
2 . 2 5 % 

TOTAL 

U n d e r . 7 5 % 1 9 9 2 1 2 2 

. 7 5 t o 1 . 2 5 8 6 2 4 2 0 

O v e r 1 . 2 5 1 2 2 5 

TOTAL 1 17 1 6 6 7 4 7 ° 

D i s t r i b u t i o n o f 
banks b y r a t e 
most f r e q u e n t l y 
r e q u i r e d 9 31 9 2 3 5 4 

* Based o n q u e s t i o n n a i r e r e t u r n s f r o m 5 4 b a n k s . R a t e s o n a s m a l l a m o u n t o t 
o p e n m a r k e t p a p e r of p e r s o n a l finance c o m p a n i e s a r e i n c l u d e d . 
'' E a c h level is inc lus ive of t h e l o w e r figure a n d e x c l u s i v e o t t h e u p p e r . 
" E x c l u d e s 7 b a n k s n o t r e p o r t i n g on m a x i m u m a n d m i n i m u m rates . 

and above. T h e rates yielded by the bulk of open Aiarket 
paper ranged from 0.75 to 1.25 percent for 31 banks; they 
stood at less than 0.75 percent for 9 banks and at 1.25 percent 
and over for 14 banks. 

Bank Standards for Loans to Sales Finance 
Companies 
T h e sales finance company differs from the ordinary com
mercial or financial enterprise with regard to the problem in 
credit evaluation it presents to the banker. Since the sales 
finance company rarely has physical assets like real estate, 
equipment or merchandise inventories, its credit standing 
must rest chiefly on notes and accounts receivable represent
ing hundreds of relatively small unit transactions. It is the 

T A B L E 6 5 

Number of Banks Reporting Various Maximum and 
Minimum Interest Rates, and Usual Rates, Prevailing 
December 31, 1938, on Open Market Paper of Sales 
Finance Companies" 

MAXIMUM RATE'' 
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banker's initial task, therefore, to ascertain the quality of the 
paper which comprises the company's portfolio, and to ac
quire a knowledge of the operating policies followed in its 
accumulation, since such policies must be reflected ultimately 
in portfolio quality." Only when he has appraised and ap
proved the general quality of the paper does he find it wortli 
while to analyze the balance-sheet relationships and the profit-
and-loss account. T h e poorer the paper, the more acute is 
the company's collection problem and the higher its ratio of 
expenses and losses to earnings. 

In general, sales finance paper is deemed to be of inferior 
quality when the credit rating of the makers is unsatisfactory, 
the down payment or the makers' original equity in the mer
chandise financed is inadequate, and the average length of 
the notes is excessive in view of possible interruptions in the 
flow of the makers' income. T h e banker cannot determine 
accurately the character of the makers of the receivables held 
by a sales finance company, but he can study the company's 
records of repossessions, delinquencies and losses and thus 
arrive at a general impression of the character of its cus
tomers. H e can insist also on information as to the dow-n pay
ments and contract lengths Avhich prevail in the portfolio of 
a given company and estimate roughly, from past records, 
the relative risk inherent in its notes receivable. 

From long experience in granting credit to sales finance 
companies, bank credit officers have developed quite definite 
ideas regarding the down payments and contract lengths that 
should prevail in the portfolio of a conservative company. 
Banks responding to our questionnaires were asked to state 
what terms they considered desirable in connection with 
automobile financing, which accounts for the bulk of sales 
finance company business. 

° Pr iva te ly c i r c u l a t e d a d d r e s s by A. W . N e w t o n b e f o r e t h e F e d e r a l R e s e r v e 
M e m b e r B a n k Cxjnference, M i n n e a p o l i s , M a r c h 12, 1 9 3 8 , Instalment Finance 
Paper, p . 2 3 . 
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For new-car sales the down payment most frequently recom
mended was 33 1 /3 percent of the cash price. T a b l e 66 shows 

T A B L E 66 

Number of Banks Reporting Various Down Payment 
Standards Recommended to Sales Finance Companies 
on New- and Used-Car Retail Paper" 

DOWN PAYMENT RECOMMENDED 
DOWN PAYMENT 
RECOMMENDED 
ON NEW CARS 

ON USED CARS 
TOTAL 

DOWN PAYMENT 
RECOMMENDED 
ON NEW CARS 2 5 % 3 0 % 3 3 } ^ % 3 5 % 4 0 % O v e r 

4 0 % 

TOTAL 

U n d e r 2 5 % 
2 5 

3 0 

3 3 ^ 

O v e r 3 3 H 

1 

2 

2 

2 

2 

4 

2 5 

5 

4 2 

2 

1 

1 

1 

4 

9 

3 7 

1 

1 

9 

3 

8 

3 6 

1 6 

9 1 

3 

TOTAL 5 4 7 6 4 5 1 1 4 1 5 4 

• B a s e d o n q u e s t i o n n a i r e r e t u r n s f r o m 154 b a n k s . 

that almost two-thirds of the 154 reporting banks, which ex
tend a considerable volume of loans to sales financa com
panies, favored this down-payment percentage on new cars; 
almost one-fourth of them endorsed a 25 percent down pay
ment, and one-tenth recommended a 30 percent payment. For 
used cars, too, the down payment most frequently reported 
was 33 1 /3 percent; this was suggested by half of these banks. 
One-third of them preferred 40 percent, and almost one-tenth 
held that the down payment for used-car sales should exceed 
40 percent. 

Answering a similar question about standard contract 
lengths for new-automobile financing, a large majority of 
the reporting banks (122 out of 149) approved an 18-month 
contract for new cars, 20 banks a 24-month contract, 2 banks 
a 20-month contract, and 5 banks a contract of less than 18 
months. For used cars 132 banks favored a 12-month contract, 
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although 13 banks were satisfied with a contract of 18 months; 
a standard maturity of 16 months was favored by 2 banks, and 
2 recommended 9 months or less. 

These recommendations on average down payment and 
contract length for sales finance companies are the general 
reference standards by which the banker tends to assess the 
risk involved in any sales finance company portfolio. From 
the standpoint of his own credit operations, he must pass 
judgment on these matters before he can approve the bank 
credit lines for sales finance companies. Once satisfied that a 
company's portfolio conforms closely enough to preferred 
standards, banks insist that the company's borrowings stand 
in some specified relationship to its net worth, so that they 
may be assured a margin of protection. Of 127 banks report
ing on this topic, 47 stated that they regarded 2'/2-to-l as a 
satisfactory ratio of borrowed funds to net worth, while 41 
allowed a more liberal standard, 3-to-l; 10 banks approved a 
ratio of 4-to-l or higher, 22 banks held to the more conserva
tive standard of 2-to-l and 7 prescribed a still lower ratio. 

T h e ultimate concern of banks which lend to sales finance 
companies is, of course, the liquidity and eventual solvency 
of the borrowing firms. It has been said that "if a finance 
company's debts are so high or its paper is of such length that 
it cannot liquidate itself in six months, its bankers have 
every reason to say that it must bring itself to such a liquidity 
or lose its credit."!" There is, however, little agreement among 
bankers as to what constitutes a conservative liquidity posi
tion for sales finance companies. Of 117 banks responding 
to such a question, 65 maintained that a company should be 
able to liquidate within 5 to 7 months, and 49 specified 6 
months. An 8- to 10-month period was mentioned by 24 
banks, and an 11- to 13-month period by 17 banks. Only 9 
banks recommended periods of 4 months or less, and at the 

1 " P r i v a t e l y c i r c u l a t e d a d d r e s s o t A. W . Nevvton b e f o r e t h e Associa t ion ot 
R e s e r v e C i t y B a n k e r s a t W h i t e S u l p h u r Spr ings , A p r i l 2 7 , 1937 , Finance 
Companies, p . 1 2 . 
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other extreme 2 banks were satisfied with as long a period as 
14 to 16 months. 

Because of the importance that bankers attach to the 
liquidity position of sales finance companies, the latter are 
frequently required to submit, at prescribed intervals, ma
turity schedules of their retail notes receivable. Of 167 banks 
reporting on this question, less than half required such 
schedules; of the remainder, 24 banks demanded maturity 
schedules annually, 46 every 6 months, 5 every 3 months, 
and 7 every month. 

BANK LOANS TO PERSONAL FINANCE 
COMPANIES 

Personal finance companies specialize in small cash loans of 
$300 or less, usually repayable in equal monthly instalments 
and subject to interest on monthly unpaid balances. T h e y 
operate under sanction of special small loan legislation, which 
requires loan offices to be licensed, sets maximum charges 
and otherwise regulates credit operations. Loan offices are 
frequently l inked together under common corporate owner
ship: a few large chain companies account for half or more of 
the total volume of business. Before 1930 over three-quarters 
of the total funds of chain personal finance companies were 
represented by capital stock and surplus, and only one-eighth 
to one-fifth by borrowings, mostly from banks.** T h e situa
tion has changed, however, in recent years; according to 
Table 67 the borrowed funds (largely bank debt) of 9 per
sonal finance companies rose from about 17 percent of total 
assets in 1934 to 34 percent in 1938. 

Despite the increasing importance of bank credit as a source 
of funds for personal finance companies, the total volume of 
their borrowings is small in comparison with that of sales 
finance companies. T a b l e 68 shows that 102 banks, with total 
loans of $6,018,000,000, reported $56,000,000 of loans to 
1' See R . A. V o u n g a n d Associates , op. cit., T a b l e 3 , p . 4 0 . 
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Sources of Funds of 9 Personal Finance Companies, 
1934--38, in Percent of Total Assets* 

S O U R C E S O F F U N D S 1 9 3 4 1 9 3 5 1 9 3 6 1 9 3 7 1 9 3 8 

B o r r o w i n g s 1 7 . 4 2 5 . 6 2 9 . 2 3 3 . 5 3 4 . 0 

E q u i t y a c c o u n t 6 1 . 5 6 9 . 5 6 1 . 7 5 7 . 2 3 6 . 0 

P r e f e r r e d s t o c k 28.2 18.3 18.7 20.8 17.0 
C o m m o n s t o c k a n d s u r p l u s 33.3 51.0 43.0 36.4 19.0 

T o t a l assets'" $ 1 1 9 $ 1 2 1 $ 1 5 6 $ 1 7 2 $ 1 7 7 

* B a s e d o n y e a r - e n d ( c a l e n d a r o r fiscal) d a t a f r o m t h e N a t i o n a l C r e d i t 0 6 5 c e , 
I n c . I t w a s n o t possible to o b t a i n a b r e a k d o w n o f " B o r r o w i n g s " for a l l c o m 
p a n i e s f o r a l l 5 years ; t h e figures o n this i t e m cover b a n k d e b t chiefly. 

I n m i l l i o n s . 

T A B L E 6 8 

Total Year-End Outstanding Loans to Personal 
Finance Companies of 102 Reporting Banks for 1937, 
and of 111 Reporting Banks for 1938, by Type of Loan* 

O U T S T A N D I N G S O U T S T A N D I N G S 

D E C E M B E R 3 1 , 1 9 3 7 N U M B E R D E C E M B E R 3 1 , 1 9 3 8 N U M B E R 

O F B A N K S O F B A N K S 
T Y P E O F L O A N 

P e r c e n t - R E P O R T - P e r c e n t - R E P O R T -

A m o u n t ' ' a g e D i s - I N O A m o u n t ' " a g e Dis - I N G 
t r i b u t i o n t r i b u t i o n 

U n s e c u r e d $ 5 1 9 1 . 1 7 7 $ 4 2 8 9 . 3 7 9 
S e c u r e d " 4 6 . 3 3 4 3 6 . 6 4 5 
O p e n m a r k e t 1 2 . 6 1 4 2 4 . 1 2 1 

T O T A L $ 5 6 1 0 0 . 0 102<i $ 4 7 1 0 0 . 0 1 1 1 ' ' 

T o t a l o u t s t a n d i n g 
loans of r e p o r t 
ing banks '" $ 6 , 0 1 8 $ 4 , 9 7 0 

• B a s e d o n q u e s t i o n n a i r e r e t u r n s f r o m 1 0 2 b a n k s r e p o r t i n g for 1937 a n d 111 
banks r e p o r t i n g for 1 9 3 8 . 
•" I n m i l l i o n s . 
" Se c ure d by c o l l a t e r a l t r u s t n o t e s . 
" I f a b a n k r e p o r t e d t h a t it m a d e m o r e t h a n o n e t y p e o t loan to p e r s o n a l 
finance c o m p a n i e s , figures t o r t h a t b a n k w e r e i n c l u d e d m o r e t h a n o n c e u n d e r 
" N u m b e r o f B a n k s R e p o r t i n g . " F o r this r e a s o n t h e t o t a l s f o r these c o l u m n s 
d o n o t r e p r e s e n t t h e s u m o f t h e i n d i v i d u a l figures. 
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personal finance companies at the end of 1937, and that 111 
banks, with total loans of |4,970,000,000 reported only |47,-
000,000 of such loans at the end of 1938—in each year less 
than 1 percent of total loans. About 90 percent of these loans 
were unsecured. These banks also held 11,000,000 and 
$2,000,000 of open market personal finance company paper 
at the close of 1937 and 1938 respectively, and collateral 
trust notes amounting to $4,000,000 and $3,000,000. 

Terms of Bank Loans to Personal Finance 
Companies 
Maturities for bank loans to personal finance companies were, 
as indicated in Table 69, generally shorter than those re
ported for loans to sales finance companies (Table 63) . While 
a minimum maturity of 3 months or less was specified by 
about 80 percent of the reporting banks for loans to both 
types of companies, a maximum maturity of 3 months or 
less was required by over 32 percent of the banks reporting 
on personal finance company loans but by only 4 percent of 
those reporting on sales finance company loans. Maturities 
not exceeding 6 months were prevalent among 90 percent of 
the banks reporting on personal finance company loans as 
compared with 56 percent of those reporting on sales finance 
company loans. Table 69 shows also that for 62 out of 102 
banks the bulk of personal finance company loans were made 
at maturities of 3 months or less, and that for 22 banks the 
majority of such loans ran for 6 months; only 4 reported that 
most of their personal finance company loans covered a 
period longer than 6 months. 

Not only do maturities tend to be shorter, but interest 
rates tend to be higher on loans to personal finance com
panies as contrasted with sales finance companies. From a 
comparison of Tables 70 and 64 it appears that over three-
fourths of the banks which reported on sales finance company 
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T A B L E 6 9 

Number of Banks Reporting Various Maximum and 
Minimum Maturities, and Usual Maturities, Prevail
ing December 3 1 , 1 9 3 8 , on Loans to Personal Finance 
Companies* 

MINIMUM MATURITY 
( in m o n t h s ) 

MAXIMUM MATURITY 
( in m o n t h s ) 

D e m a n d 1 t o 2 3 4 t o 5 6 O v e r 6 

D e m a n d 
1 t o 2 
3 
4 t o 5 
6 

O v e r 6 

TOTAL 

D i s t r i b u t i o n o f b a n k s 
b y m a t u r i t y m o s t 
f r e q u e n t l y r e 
q u i r e d 1 0 

1 
1 5 
1 2 

2 8 

5 2 

1 9 

1 4 

2 3 
7 
2 

4 1 

2 2 

2 
3 4 
4 6 
1 2 

3 
1 

9 8 ' ' 

1 0 2 

' B a s e d o n q u e s t i o n n a i r e r e t u r n s f r o m 1 0 2 b a n k s . 
'' E x c l u d e s 4 b a n k s n o t r e p o r t i n g o n m a x i m u m a n d m i n i m u m m a t u r i t i e s . 

loans obtained a minimum rate of 1 .5 percent or lower, 
whereas about 4 0 percent of the banks reporting on per
sonal finance company loans obtained such a low rate, and 
almost 4 0 percent maintained minimum interest charges 
ranging from 2 . 5 to 5 . 5 percent. A corresponding tendency is 
to be noted with respect to maximum rates: 6 5 percent of 
the banks reporting on sales finance company loans set the 
maximum at 3 . 5 percent or above, as compared with 7 6 per
cent of those reporting on personal finance company loans. 
For sales finance company loans the greatest concentration of 
reports on maximum rates was noted for the 3 . 5 to 4 . 5 percent 
range (mentioned by 2 5 percent of the reporting banks), but 
for personal finance company loans it was in the 4 . 5 to 5 . 5 
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R A T E ' ' 
1 . 5 % 

1 . 5 t o 

2 . 5 % 

2 . 5 t o 

3 . 5 % 

3 . 5 t o 

4 . 5 % 

4 . 5 t o 

5 . 5 % 

O v e r 
5 . 5 % 

T O T A L 

U n d e r 1 . 5 % 1 1 

1 . 5 1 0 3 4 1 2 5 1 3 5 

1 . 5 to 2 . 5 1 1 1 4 1 8 

2 . 5 t o 3 . 5 1 2 5 4 1 2 

3 . 5 t o 4 . 5 4 6 2 1 2 

4 . 5 to 5 . 5 8 5 1 3 

O v e r 5 . 5 8 8 

T O T A L 1 1 4 6 1 9 2 8 2 1 8 9 » 

D i s t r i b u t i o n o f b a n k s 

b y r a t e m o s t f r e 

q u e n t l y r e q u i r e d 3 1 7 5 1 9 1 7 1 8 9 7 

* B a s e d o n q u e s t i o n n a i r e r e t u r n s f r o m 9 7 b a n k s . ^ 
E a c h level is i n c l u s i v e o t t h e l o w e r figure a n d e x c l u s i v e o f t h e u p p e r . 

' E x c l u d e s 8 b a n k s n o t r e p o r t i n g o n m a x i m u m a n d m i n i m u m r a t e s . 

percent range (cited by 30 percent of the reporting banks). 
Finally, more than half of the banks reporting on sales 
finance company loans stated that most of these loans were 
made at a rate of 1.5 percent, but less than one-third of the 
banks reporting on personal finance company loans applied 
this rate to the bulk of their personal finance company loans. 
Rates between 2.5 and 5.5 percent obtained for a majority 
of the sales finance company loans made by one-third of the 
banks reporting such grants, but rates of 3.5 percent or 
higher were charged on most of the personal finance com
pany loans of more than half of the banks reporting transac
tions in this field. 

T h e shorter maturities and higher rates characteristic of 

T A B L E 70 

Number of Banks Reporting Various Maximum and 
Minimum Rates, and Usual Rates, Prevailing Decem
ber 31, 1938, on Loans to Personal Finance Com
panies* 

M A X I M U M R A T E * * 
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BANK LOANS TO INDUSTRIAL BANKING 
COMPANIES'^ 

T h e consumer credit business of industrial banking com
panies resembles that of personal loan departments of com
mercial banks more closely than it does the activities of per
sonal finance or sales finance companies. Like personal loan 
departments, industrial banking companies engage prin
cipally in making small cash loans, with or without comakers 
and with or without collateral, and many have branched out 
into time-sales financing as well. Unlike personal loan depart
ments, however, they are subject in most states to legislative 
regulation of customer charges as well as size and length of 
note. 

In contrast to sales finance and personal finance companies, 

12 T h e t e r m i n d u s t r i a l b a n k i n g c o m p a n y is used h e r e t o r e f e r to b o t h M o r r i s 
P l a n a n d n o n - M o r r i s P l a n i n s t i t u t i o n s w h i c h specialize in i n s t a l m e n t loans 
t o c o n s u m e r s a n d o b t a i n p a r t of t h e i r f u n d s t h r o u g h t h e a c c e p t a n c e of 
deposi ts o r t h e sale of i n s t a l m e n t i n v e s t m e n t cert if icates . See N a t i o n a l B u r e a u 
of E c o n o m i c R e s e a r c h ( F i n a n c i a l R e s e a r c h P r o g r a m ) , Industrial Banking 
Companies and Their Credit Practices, by R . J . S a u l n i e r a n d Staff ( m s . 1 9 4 0 ) . 

bank loans to personal finance companies reflect a consensus 
among bankers as to the relative risk involved in the exten
sion of credit to the two types of consumer credit agencies. 
This judgment is expressed also in the differences in bank 
standards covering the proper ratio of borrowed funds to net 
worth. While 95 percent of the reporting banks stated that 
for sales finance companies they regarded a ratio of 2-to-l 
or higher as conservative, only 42 percent of the banks report
ing on personal finance company loans considered this ratio 
adequate. For the latter type of agency as many as 31 out of 
97 reporting banks advocated a ratio of 1-to-l or better, 13 
banks stipulated li/a-to-l, 19 banks 2-to-l, 9 banks ZVz-to-l, 
and only 13 banks held that a ratio higher than this was a 
satisfactory basis for the extension of bank credit. 
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whose working funds are obtained largely through bank bor
rowing and the sale of equity securities, industrial banking 
companies secure most of their funds from depositors or from 
the sale of instalment investment certificates. As was indicated 
in T a b l e 58, the time and demand deposits (including hy
pothecated deposits) of 69 industrial banking companies 
accounted for 82.5 percent of their total assets in 1937, while 
short-term borrowings came to less than 1 percent.^^ T a b l e 59 
showed that 16 large banks, with total outstanding loans and 
discounts of 11,309,000,000 at the end of 1937 and of 11,226,-
000,000 at the end of 1938, reported that their loans to indus
trial banking companies amounted to only $2,000,000 in 
1937 and $1,000,000 in 1938—less than 0.5 percent of their 
total loans in either year. According to reports from these 
banks, secured loans constituted about two-thirds of the 
$2,000,000 outstanding to industrial banking companies on 
December 31, 1937, and about half of the $1,000,000 out
standing on December 31 , 1938. 

T h r e e out of 14 reporting banks declared that they made 
loans to industrial banking companies on a demand basis. 
Of the remaining 11, all but one required a minimum 
maturity of 3 months or less. With regard to maximum ma
turity, 7 of the 11 banks set an upper limit of 3 months, 1 
allowed a maximum of 5 months and 3 a maximum of 6 
months. Only I hank granted most of its loans to industrial 
banking companies for as long as 6 months, whereas 11 made 
the greater part of these loans on a 3-month basis. 

Interest rates on loans to industrial banking companies 
varied from 1.5 to 6 percent or over, according to reports 
from a small number of banks. As for the proper relation-
1̂  T h e s e 6 9 firms a r e n o t e n t i r e l y r e p r e s e n t a t i v e of t h e i n d u s t r i a l b a n k i n g 
field, for m o s t i n d u s t r i a l b a n k i n g c o m p a n i e s d o n o t e n j o y d e p o s i t - t a k i n g 
privileges, a n d t h e r e f o r e o b t a i n a l a r g e r p r o p o r t i o n o t t h e i r f u n d s f r o m b a n k 
borrowings a n d f r o m t h e s a l e o t i n s t a l m e n t i n v e s t m e n t cert i f icates . N e v e r 
theless they a c c o u n t f o r s u c h a l a r g e p a r t o t all t h e i n d u s t r i a l b a n k i n g v o l u m e 
of the c o u n t r y t h a t t h e i n c l u s i o n of c o m p a n i e s w h i c h d o n o t e x e r c i s e d e p o s i t -
taking privi leges w o u l d n o t a l t e r these figures to a n y g r e a t e x t e n t . 
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ship of borrowed funds to net worth for such companies, 6 
out of 14 banks reporting advocated a ratio of l-to-2 or less; 
the remaining banks favored a higher ratio and one of them 
stipulated a relationship of l-to-4. 



Competitive Relations 

SINCE the entrance of commercial banks into the field of con
sumer instalment financing, their volume of this business has 
grown rapidly. Recent estimates of the outstandings of the 
four principal cash instalment lending agencies—commercial 
bank personal loan departments, personal finance companies, 
industrial banking companies and credit unions—show that 
the total volume of cash loan outstandings of these agencies 
combined increased steadily from 1934 to 1938.i Further
more, the proportion of these outstandings^ held by com
mercial banks rose from 7.3 to 20.3 percent in this period 
while the proportions ascribed to other cash lending agen
cies, with the exception of credit unions, declined.* Al
though data are not available to show the distribution of 
retail instalment outstandings, trade reports indicate thi-t in 
this field too commercial banks have acquired increasing 
importance in recent years. 

T h e fact that the total volume of cash loans to consumers 
has risen steadily since 1934, so that each type of lending 
agency has been able to increase the aggregate volume of its 
business, helps to explain the competitive conditions which 
prevail in the field. If the total volume of personal loan credit 
were decreasing or even merely constant, the relations among 
the several types of lending institutions would probably be 
1 See N a t i o n a l B u r e a u of E c o n o m i c R e s e a r c h ( F i n a n c i a l R e s e a r c h P r o g r a m ) , 
The Volume of Consumer Instalment Credit, 1929-38, by D u n c a n H o l t h a u s e n , 
M a l c o l m M e r r i a m a n d R o l f N u g e n t (ms. 1 9 4 0 ) C h a p t e r 4 , C h a r t V. 
- Includes o u t s t a n d i n g s of t h e f o u r p r i n c i p a l c a s h l o a n a g e n c i e s , u n r e g u l a t e d 
lenders a n d F H A ( T i t l e I ) i n s u r e d l o a n s . 
^ Ibid., T a b l e B - 4 . P r o p o r t i o n s a r e e x c l u s i v e o f F H A l o a n s m a d e by c o m 
mercial b a n k s . 
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GENERAL CHARACTERISTICS 

While commercial bank personal loan departments differ 
from other consumer credit institutions in a number of im
portant respects, they are subject to certain conditions which 
are common to all types of lending agency. Customer charges, 
for example, rarely constitute a clear-cut competitive issue. 
Borrowers are unlikely to compare very closely the charges 
offered by rival agencies, first, because they are often stated 
in a manner that makes comparison difficult; second, because 
the relationship between borrower and lender is sometimes 
so close that the offer of more favorable terms by a competing 
lender is not a strong enough inducement to cause the bor
rower to transfer his patronage; and third, because the cus
tomer's monthly instalment is not affected substantially by 
differences or changes in customer charges. T h e r e is, in short, 
less shifting than one would expect in view of the variations 
in charges among different consumer credit agencies. 

Even if a borrower does make a study of credit costs, he 
will probably give consideration also to other aspects of the 
transaction. T h e n u m b e r of months permitted for repayment, 
the type of security required for the loan, the extent and 
nature of the credit investigation, and the special conces
sions that may be offered with regard to possible delinquency 
*lbid.. T a b l e B - 9 a n d T a b l e B - U . 

characterized by more intense rivalry. At the end of 1938 the 
outstandings of personal finance companies and industrial 
banking companies were larger than they had been at the 
close of 1929 or at any other time during the intervening 
years.* Despite the more rapid growth of the cash loan out
standings of commercial banks and credit unions, the other 
lending agencies are therefore able to regard their own gains 
with considerable satisfaction. 
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generally count more heavily with the borrower than the 
charge alone. 

In the financing of retail sales, too, charges play a less sig
nificant role in competit ion than one might at first suppose. 
Here the primary concern of the consumer is the acquisition 
of some durable good. T h e cash selling price, the trade-in 
allowance he may be offered, or the absolute amount of the 
periodic payment he is required to make may be of more 
consequence to him than the finance charge involved. It must 
be remembered, furthermore, that the agencies that compete 
for this type of business—industrial banking companies, 
sales finance companies and commercial banks—are more 
likely to center their competitive effort on the dealer who 
sells the commodity than on the ultimate consumer. Once a 
dealer has established a connection with a consumer instal
ment financing agency, he is expected to sell all of his paper 
to that agency. For these reasons, the competition between 
consumer financing agencies frequently consists of attempts 
to establish dealer relations rather than of campaigns to 
attract ultimate purchasers. On the other hand, some national 
sales finance companies have recently advertised directly to 
customers, and a number of commercial banks and industrial 
banking companies are now making intensive efforts to reach 
the consumer directly and to avoid negotiations with dealers. 
T o the extent that these efforts are successful, competition in 
the field of time-sales financing will tend to resemble more 
closely that characteristic of cash lending. 

In the following sections the competitive situation of the 
commercial bank as a consumer credit agency will be con
sidered in terms of the bank's relationship to each of the 
other principal lending institutions. These agencies will be 
compared with commercial banks in respect to the services 
they offer, the terms upon which their contracts are tvTitten, 
the markets they serve and the techniques they employ to 
obtain business. 
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PERSONAL FINANCE COMPANIES AND 
COMMERCIAL BANKS 

Although there is considerable rivalry between personal 
finance companies and the personal loan departments of 
banks, several factors have served to mitigate its intensity. 
One factor has already been mentioned—the growth in the 
aggregate volume of personal finance company outstandings, 
which stood higher at the end of 1938 than at the end of 
1934, and slightly higher than at the close of 1929.® Another 
is the fact that personal finance companies have in general 
specialized in single-name loans granted mainly on the se
curity of household chattels, while commercial banks extend 
somewhat over one-half of their personal loans on a comaker 
basis.* In their advertising personal finance companies have 
taken advantage of this difference by pointing out the confi
dential nature of their lending services. T h e y stress as a 
unique and highly desirable feature the fact that single-name 
loans secured by household chattels may be obtained without 
reference to friends or employer. I t is doubtless true, indeed, 
that many borrowers are willing to pay a higher interest rate 
in order to avoid disclosing their financial position by asking 
a friend to act as comaker. Moreover, the weight attached to 
such considerations by large numbers of potential borrowers 
may have an appreciable effect upon the future competitive 
position of the agencies which require the signatures of 
comakers. 

Commercial banks and industrial banking companies still 
make most of their cash loans on a comaker basis because 
comakers normally increase the protection, enable the lender 
to offer a lower rate and provide an effective and almost cost-

= See a b o v e , p p . 2 1 9 - 2 0 . 
8B. E . H e n d e r s o n , " C o m p e t i t i o n f o r C o n s u m e r C r e d i t . " Banking ( J a n u a r y 
1 9 3 7 ) p. 2 4 . T h e a u t h o r , p r e s i d e n t o f H o u s e h o l d F i n a n c e C o r p o r a t i o n , states 
t h a t p e r s o n a l finance c o m p a n i e s d o n o t f e a r t h e c o m p e t i t i o n of c o m m e r c i a l 
b a n k s b e c a u s e o f t h e c o m a k e r r e q u i r e m e n t o f t h e l a t t e r . 
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less collection service. Nevertheless there is discernible a 
persistent tendency for both types of institution, and particu
larly for industrial banking companies,^ to grant an increas
ing proportion of their loans on a single-name basis. They 
have an advantage over the personal finance companies, fur
thermore, in that they rarely require the additional security 
of a chattel mortgage on household furniture. T h e comaker 
loan remains, however, the mainstay of the personal loan busi
ness of commercial banks. Of more than 881,000 personal 
loans made in 1938 by 520 reporting commercial banks, 56 
percent were of the comaker type, 21 percent were single-
name notes and 23 percent were secured by such collateral 
as conditional sales contracts, savings passbooks, life insur
ance policies and securities. 

In response to the competitive situation, the personal 
finance companies have tended to grant an increasing number 
of loans on a single signature without the protection of a 
household chattel mortgage.* In 1936, for example. House
hold Finance Corporation established several offices exclu
sively for the making of unsecured small loans, and the 
number of these "honor" offices has since been increased." 
With respect to similarity of services offered, it appears there
fore that the competition between small loan companies and 
commercial bank personal loan departments is growing 
sharper. 

While there is some overlapping of their respective markets 
it is nevertheless true that the two types of lending institution 
cater to substantially different classes of borrowers.!** T h e 

" S e e N a t i o n a l B u r e a u o f E c o n o m i c R e s e a r c h ( F i n a n c i a l R e s e a r c h P r o g r a m ) , 
Indvstria! Banking Companies and Their Credit Practices, by R . J . S a u l n i e r 
a n d Staff ( m s . 1 9 3 9 ) C h a p t e r 4 . 
^See N a t i o n a l B u r e a u o f E c o n o m i c R e s e a r c h ( F i n a n c i a l R e s e a r c h P r o g r a m ) , 
Personal Finance Companies and Their Credit Practices, by R . A. Y o u n g a n d 
Associates ( 1 9 4 0 ) p p . 4 9 - 5 0 . 

Ibid., p . 4 9 . 
1" Personal f i n a n c e c o m p a n i e s s o m e t i m e s m i n i m i z e s u c h c o m p e t i t i o n o n t h e 
g r o u n d t h a t b a n k s t a k e o n l y a re la t ively few careful ly se lec ted b o r r o w e r s a n d 
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data available for a study of the borrowers served by com
mercial banks and personal loan companies are not entirely 
comparable, but they indicate that the customers of personal 
finance companies come from lower income groups than 
those of commercial banks. W e have already noted that 55 
percent of the borrowers from personal finance companies 
had incomes of less than $1500 per annum while only about 
2 4 percent of the borrowers from commercial bank personal 
loan departments were in this class.** Wage-earners consti
tuted about 52 percent of the customers of personal finance 
companies but only about 28 percent of the bank borrowers. 
On the other hand 44 percent of the bank borrowers were 
people engaged in clerical work as compared with 25 percent 
of the personal finance company clientele. Finally, banks 
made a larger proportion of their loans to business and pro
fessional borrowers than did personal finance companies.*-

T h e competition between personal finance companies and 
commercial banks is limited to a significant degree also by 
the fact that the former are prohibited by the small loan 
statutes in nearly every state from making loans in excess of 
$300. Commercial banks are generally not subject to this 
sort of restriction*^ although they may voluntarily limit 
themselves to loans of a certain size, e.g., $1500 or less. 

Comparative data on the average size of loans show quite 
clearly the effect of legal restrictions in the case of personal 
finance companies. T h e average size of loans made by a very 
inclusive sample of such companies varied from $126 in 1933 
to $147 in 1937** and the loans made by the two largest chain 
personal finance companies were only slightly greater in 

leave t h e l a r g e r p a r t o f t h e m a r k e t t o o t h e r a g e n c i e s . See B . F . D o u t h i t , 
Personal Finance News ( J u n e 1 9 3 2 ) p . 1 2 . 
" S e e a b o v e . C h a p t e r 3, T a b l e 1 1 . 
12 See a b o v e . C h a p t e r 3, T a b l e 1 2 . 
" See a b o v e . C h a p t e r 2, p . 5 7 . 
" R . A. Y o u n g a n d Associa tes , op. cit., T a b l e 7, p . 47. 
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amount.15 jj^ contrast, the single-name loans made hy the per
sonal loan departments of 520 banks in 1938 averaged $202 . 

Loans made by personal finance companies are on the aver
age smaller than those of their commercial bank competitors 
and the former institutions tend to charge higher rates of 
interest. T h e most typical commercial bank rates on personal 
loans range between 11 and 14 percent per annum Avhen 

computed on declining balances, and the bulk of the bank 
loans are made at the lower limit of this range; some large 
metropolitan banks grant personal loans at a discount of 4 
percent per annum or even less, so that their effective interest 
rates are considerably below 11 percent on unpaid balances.!^ 
It appears that the charges made by personal finance com
panies" come to at least twice as much as the typical rate, 
computed on unpaid balances, charged by commercial banks. 

Another comparison of the interest rates of commercial 
banks with those of personal finance companies may be made 
by reference to data on their gross incomes expressed as a 
percentage of their average employed assets. T h e gross income 
of the personal loan departments of 39 banks reporting to the 
National Bureau ranged from $8 to $10 per $100 of average 
funds employed,!^ but from supplementary information it 
appears that a gross of $12 to $14 would b e more nearly 
typical.'" These figures are to be compared with data for the 
year 1936 on the gross income of personal finance companies, 
which is calculated to have amounted to about $27 per $100 
of average assets employed—approximately double the income 
realized from charges made by the personal loan departments 
of commercial banks.^o 

Competition between personal loan departments and per-
i ^ L o c . cit. 
' ' S e e a b o v e . C h a p t e r 6 , p p . 1 4 1 - 5 6 . 
" F o r a discussion o f p e r s o n a l f inance c o m p a n y rates , see R . A. Y o u n g a n d 
Associates, op. cit., p p . 1 2 4 - 2 8 . 
i» See a b o v e . C h a p t e r 7, T a b l e 4 9 . 
I ' S e e a b o v e . C h a p t e r 6 , p p . 1 5 1 - 5 6 . 
20 R . A. Y o u n g a n d A s s o c i a t e s , op. cit.. T a b l e 32 , p . 113 . 
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sonal finance companies is influenced also by the fact that the 
latter may operate branch offices on a wide scale. Statewide 
branch banking, on the other hand, is permitted in only a 
few states, and even citywide branch banking is prohibited 
by a number of states. In localities where branch banking is 
permitted, the commercial banks have utilized these branches 
for their personal loan business, frequently concentrating 
credit work in one office. Particularly in areas where branch 
banking is prohibited does it appear that an organizational 
advantage lies with the non-banking lending agencies. The 
latter benefit, moreover, from their widespread operations in 
this field: they can gain some efficiency from their large-scale, 
standardized activities, train and maintain a selected per
sonnel, and diversify the risks more successfully. These advan
tages are not, however, of paramount importance in the 
field of consumer lending, because so much of the business 
is based on personal relationships. 

A more significant advantage of personal finance companies 
is the fact that they can usually adapt the location and char
acter of their loan offices to suit particular market needs 
more readily than can commercial banks. Personal finance 
company offices are often located on the second floor of a 
building and are generally much less ornate than the com
mercial bank office. T o the extent that customers prefer to 
conduct their borrowing in such surroundings, and with a 
maximum of privacy, the commercial bank which establishes 
its department on the first floor of its main office is somewhat 
handicapped. T h e short banking hours also tend to give the 
personal finance company an advantage over the personal 
loan department that is established in the main banking 
quarters of a commercial bank. Many banks have attempted 
to resolve the problem by setting up separate offices for the 
conduct of their personal loan business where legal and other 
conditions permit, and in general have tried to conduct 
these operations in locations other than the principal floor of 
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the bank, or branch. When they establish separate offices they 
are able, of course, to keep the personal loan department open 
for business after the regular bank closing hour. 

INDUSTRIAL BANKING COMPANIES AND 

COMMERCIAL BANKS 

Primarily because they resemble each other in the kinds of 
service they offer and in their manner of quoting charges, 
competition between industrial banking companies and com
mercial bank personal loan departments is much keener than 
between banks and other cash lending agencies. Like com
mercial banks, the industrial banking companies engage in 
both instalment cash lending and time-sales financing. T h e 
industrial banking companies are not restricted, as are the 
personal finance companies, to relatively small cash loans. 
Nor do they limit their activities chiefly to sales financing 
as do most of the sales finance companies. Furthermore, the 
charters of many industrial banking companies give them 
the right to do a full banking business; thus in some states 
they can offer lending and deposit services equal in many 
respects to those provided by commercial banks.^! Even in 
states where such companies have only limited banking privi
leges they are often permitted to accept time deposits as well 
as to lend money. T h e chief competitive advantage of the 
commercial bank is the fact that only a few states permit 
industrial banking companies to accept demand deposits. 

Aside from the breadth of their services, industrial banking 
companies resemble commercial banks also in their manner 
of quoting cash loan and time-sales financing charges as a 
certain rate of discount and not (as with the personal finance 
companies) as a rate per month on unpaid principal balances. 
Then too, the cash loans of both types of institution are 

21 See R . J . S a u l n i e r a n d Staff, op. cit.. C h a p t e r 2. for a discussion of t h e legal 
status of i n d u s t r i a l b a n k i n g c o m p a n i e s . 
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generally made on a single-name or a comaker basis. While 
some of the relatively small industrial banking companies 
make loans on the security of household chattels, they account 
for a very small part of the total industrial bank credit 
extended. 

Finally, there are certain organizational similarities be
tween commercial banks and industrial banking companies. 
T h e two agencies operate in general as independent units, 
although some exceptions are to be noted. T h e r e are a few 
extensive branch banking systems, for example, in the state 
of California, and there are also some systems of affiliated 
industrial banking companies. Where widespread branch 
banking systems are permitted, commercial banks can operate 
as statewide consumer credit agencies. In other cases banks 
may conduct only intracity branches, so that in order to gain 
the organizational advantages of a system of branches some 
operate through affiliated companies. Industrial banking com
panies are in substantially the same position where they oper
ate as "banks" in the legal sense, but they enjoy wider branch 
office privileges when they function as non-banking agencies. 
Since, however, there are few important systems of industrial 
banking companies, it is quite accurate to say that on organi
zational grounds neither type of agency has any particular 
competitive advantage over the other. 

Data on borrower characteristics are not available in suffi
cient quantity to enable us accurately to describe and dis
tinguish between the respective markets served by commer
cial banks and industrial banking companies. It appears from 
the incomplete evidence at hand that the markets are similar 
in some respects and different in others. Studies of a sample 
of 1,259 personal cash loans made by commercial bank per
sonal loan departments and of a sample of loans made by a 
group of industrial banking companies indicate that about 
12 percent of the commercial bank borrowers had incomes 
of $1200 or less and that about 16 percent of the industrial 
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bank loans were made to individuals in this income class. 
Further examination of these samples shows that about 18 
percent of the commercial bank borrowers and 20 percent of 
the industrial banking company borrowers received incomes 
of POOO and over. For both agencies, therefore, the bulk of 
borrowers are in the annual income class of $1200-3000.^-
These two lending institutions tend, furthermore, to make 
loans of about the same size: about 50 percent of the notes of 
each are written in amounts of $200 and less. Finally, the 
available data point to the conclusion that in some areas com
mercial banks and industrial banking companies serve ap
proximately the same occupational and industrial groups.-^ 

In a number of cities, however, commercial bank personal 
loan departments and industrial banking companies cater to 
quite different groups of borrowers. Broadly speaking, the 
larger industrial banking companies are in closer competition 
with the commercial bank personal loan departments than 
are the smaller companies. T h e latter appear to supply a 
market more nearly similar to that served by the personal 
finance companies. Again, the smaller companies make some 
loans on the security of household furniture, a practite typi
cal of the small loan company and only rarely followed by the 
commercial bank. 

As regards rate competition between industrial banking 
companies and commercial banks, it appears that the rates 
of the latter are, in general. lower than those of the former. It 
is true that in some cities for which information is available 
the difference is slight, but in the larger centers the banks 
with a substantial volume of cash instalment loans quote 
rates which are either equal to or somewhat lower than those 
offered by their industrial banking competitors. 

Since industrial banking companies and commercial banks 

" C o m p a r e a b o v e , C h a p t e : 5 , T a b l e 3 4 , w i t h R . J . S a u l n i e r a n d Staff, op. cit.. 
C h a p t e r 6, T a b l e 8 . 
23Z.OC. cit. 
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are expanding their volume of business, the competition be
tween them is not as intense as it might otherwise be. Indeed 
some industrial bankers have expressed the thought that the 
entrance of commercial banks into the field of consumer 
credit has tended to improve the prospects of industrial 
banking companies rather than to detract from them. They 
believe that the prestige traditionally enjoyed by banking 
institutions has now spread to other consumer credit agencies, 
and that the practice of lending money to individuals for 
personal use has been raised to a higher status by the partici
pation of commercial banks.^* 

SALES FINANCE COMPANIES AND 

COMMERCIAL BANKS 

In the field of sales financing commercial banks encounter 
the competition of national, regional and local sales finance 
companies and of industrial banking companies as well. The 
crucial element in this competitive situation is the dealer 
rather than the consumer, except in cases where a bank 
negotiates automobile financing directly with the purchaser. 
This the bank may do in either of two ways: it may grant a 
straight cash instalment loan on a single-name or a comaker 
basis, so that the borrower uses the proceeds to make the pur
chase desired, or it may finance the purchase of the auto
mobile on a conditional sales contract or bailment lease. 
Many banks follow the first method in their direct-to-
consumer financing, and the extent to which this practice 
increases must necessarily be reflected in a decline in the 
proportion of goods purchased on an instalment basis.-^ We 

" S e e American Industrial Banker ( A p r i l 1 9 3 8 ) . 
25 See H o l t h a u s e n , M e r r i a m a n d N u g e n t , op. cit.. A p p e n d i x A, T a b l e A-6 
f o r d a t a o n i n s t a l m e n t sales a s a p e r c e n t o f total sales f o r five types of retai l 
e s t a b l i s h m e n t s . T h e series f o r n e w a n d used c a r s s h o w s a t e n d e n c y for instal
m e n t sales to d e c r e a s e s o m e w h a t as a p e r c e n t a g e of t o t a l sales. T h e purcha.se 
o f c a r s f o r c a s h with t h e p r o c e e d s o f a c o m m e r c i a l b a n k p e r s o n a l loan may 

http://purcha.se
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have noted early in this study that the banks reporting to the 
National Bureau received slightly more than 50 percent of 
their total automobile paper directly from purchasers, and 
the remainder from dealers,-*' although in the case of all 
other commodities except household appliances the bulk of 
the paper was obtained through dealers.- ' Specialized sales 
financing agencies, on the other hand, acquire most of their 
paper through dealers. 

T h e increasing significance of commercial bank competi
tion in the field of sales financing has been a matter of deep 
and growing concern to other agencies. I t has been reported 
that associations of automobile dealers have adopted resolu
tions pledging their business to the sales finance companies.^* 
Sales finance companies, in turn, have urged purchasers to 
patronize them rather than the commercial banks o r loan 
companies, maintaining that for approximately the same 
charge the sales finance company offers better service than 
is provided by other institutions.^" 

be a f a c t o r i n this s i t u a t i o n , b u t it is n o t possible to a s c e r t a i n the d e g r e e o f 
its influence as c o m p a r e d to o t h e r f a c t o r s . 
^' 'In s o m e r e g i o n s t h e b a n k s rely o n d e a l e r s f o r p r a c t i c a l l y al l t h e i r k u t o m o -
bile p a p e r . 
-'• See a b o v e . C h a p t e r 4 , T a b l e 19 . 

F o r e x a m p l e , t h e m e m b e r s of t h e S o u t h C a r o l i n a A u t o m o b i l e Dealers A s s o 
ciation, a t t h e i r C o n v e n t i o n o n J u l y 2 6 a n d 2 7 , 1939 , a d o p t e d a r e s o l u t i o n 
pledging t h e m s e l v e s t o p l a c e t h e i r t ime-sa les p a p e r w i t h finance c o m p a n i e s . 
.\ s imilar r e s o l u t i o n was a d o p t e d by t h e P e n n s y l v a n i a A u t o m o t i v e D e a l e r s 
Association in J u n e 1 9 3 9 . {American Finance News, J u l y 18, 1 9 3 9 , p . 2 . ) 
Ear l ier in t h e s a m e y e a r t h e M o n t a n a M o t o r T r a d e s Assoc ia t ion passed a 
resolution u r g i n g all d e a l e r s to c o n t i n u e t r a n s a c t i n g t h e i r e n t i r e b u s i n e s s 
with finance c o m p a n i e s . (American Finance News, A p r i l 1 8 , 1939 , p . 1.) 
- ^ " T h e U . C . C . C a m p a i g n i n c l u d e s n a t i o n a l a d v e r t i s i n g a n d le t ters to a l l 
F o r d , M e r c u r y , Z e p h y r a n d L i n c o l n d e a l e r s . T h e G M A C effort was i n i t i a l l y 
confined t o C l e v e l a n d , in w h i c h c i ty l e t t e r s h a v e b e e n sent t o all o w n e r s o f 
General M o t o r s c a r s . 

" I n b o t h c a m p a i g n s it is p o i n t e d o u t t h a t t h e p u r c h a s e r does n o t u s u a l l y 
save m o n e y , i n s u r a n c e costs b e i n g taken i n t o a c c o u n t , by financing t h r o u g h 
banks o r l o a n c o m p a n i e s , w h i l e h e r u n s t h e risk of less c o n s i d e r a t e t r e a t 
ment in the e v e n t of h a v i n g difficulty in m a k i n g his p a y m e n t s . " (Time-Sales 
Financing, A u g u s t 1 9 3 8 , p . 2 . ) 
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Commercial banks, too, have developed programs to in
crease their automobile sales finance volume. Where they 
seek to obtain the business directly from the consumer, they 
generally appeal to him on the ground of economy. Or they 
may urge local insurance agents to influence car buyers to 
finance their instahnent purchases through banks. If the local 
agent does not write the insurance on cars financed by sales 
finance companies, and if banks will allow the purchaser to 
choose his own agent, it may be that the local insurance agent 
will seek to promote bank financing.^** Furthermore, the 
commercial bank may have an advantage over the sales 
finance company if it is possible for the dealer to share in 
insurance commissions when the bank finances his sales. 
There is some tendency for sales finance companies to meet 
this sor t of competition by the use of similar methods of 
providing insurance services to their customers. 

If a commercial bank desires to obtain its sales financing 
contracts through dealers it must offer the dealer terms that 
are at least as favorable as those current among other sales 
financing agencies. Several important considerations are in
volved in such arrangements. First, the bank is very often 
called upon to finance the dealer's purchases of cars from 
the factory and his holding of these cars in inventory. Such 
wholesale financing is known as "floor-planning" and is sub
ject to special risks, particularly fraudulent conversion. 

T h e extent to which commercial banks have engaged in 
wholesale financing as an adjunct to their retail instalment 
sales financing is revealed by our questionnaire returns. Out 
of 141 banks that reported the acquisition of retail auto
mobile paper from dealers, 74 were extending wholesale 
loans to dealers on new cars and 67 were not; 36 were floor-
planning used cars and 96 were not. These returns show 
further that commercial banks may make loans to dealers to 

See American Industrial Banker ( F e b r u a r y 19-10) p . 2 0 . 
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enable them to carry their inventories even though the banks 
make no retail loans on the dealers' instalment sales.^^ 

T h e necessity of meeting the competition of rival agencies 
through the grant of wholesale loans is not likely to be as 
great, however, when a bank seeks to finance instalment pur
chases of goods other than automobiles. Moreover, the invest
ment which must be made in inventory is normally smaller 
in such cases. Where competition does take the form of 
granting wholesale loans its effect is likely to be a reduction 
of the interest rate applied to these loans rather than of the 
finance charge levied on the consumer. 

Competition for dealers' business may be expressed in other 
ways. A financing agency may, for example, set up a "reserve" 
which permits the dealer to participate in the finance charge, 
or it may allow him to "pack" or inflate the scheduled cus
tomer charge.*- It may even be willing, in order to keep the 
dealer's custom, to finance deals it would otherwise have 
rejected as poor risks. Similarly, the financing agency may 
accept contracts of longer maturity and lower down payment 
than would appear appropriate on grounds of credit risk 
alone. In car financing it is usually necessary, moreover, to 
finance the retail instalment sales of used cars in order to 
obtain the new-car business originated by the dealer—a prac
tice which some banks are reluctant to undertake because of 
the special risks involved. 

Nearly all of these features of the competitive picture are 
absent if the bank obtains its sales finance business directly 
from the consumer. T h e n it need make no concessions to 
dealers; quite independently it can determine its customer 
charge, set credit standards and fix terms for maturity and 
down payment. Nor does the bank have to extend wholesale 

31 See above , C h a p t e r 4 , p p . 8 2 - 8 3 . 
32 See N a t i o n a l B i n e a u of E c o n o m i c R e s e a r c h ( F i n a n c i a l R e s e a r c h P r o g r a m ) , 
Sales Finance Companies and Their Credit Practices, by W . C. P l u m m e r a n d 
R . A. Y o u n g ( 1 9 4 0 ) C h a p t e r 1 1 , for a discussion o t d e a l e r " r e s e r v e s " a n d 
" p a c k s " in sales f inancing . 
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loans to automobile dealers under such circumstances, al
though if it seeks rapidly to expand its volume of time-sales 
financing it generally does turn to dealer contacts. T h e bank 
must normally choose, then, between a large gain in outstand
ings and a more independent credit policy. 

I f the competit ion revolves around the struggle for the 
dealer's favor, the financing agency may allow the dealer to 
set the customer finance charge. In this case the consumer 
may benefit very little, and indeed may actually be harmed, 
by competition.^^ O n the other hand, when banks seek to 
acquire their sales finance business directly from the con
sumer they must offer lower charges or some special service 
in order to attract a volume of business. Competitive effort 
of this kind has a direct effect on consumer charges, and if 
commercial banks increasingly turn their competitive energies 
in this direction such charges are likely to decline. 

W h e n commercial banks obtain their sales finance paper 
through dealers they may also provide the latter with cus
tomer rate charts.^* T h i s practice characteristic of the sales 
finance companies seems to have been adopted by some com
mercial banks which do a substantial amount of instalment 
sales financing. T h e rate chart is important not because it is 
a convenient device for calculating the finance charge in a 
given transaction, but rather because it indicates that the 
financing agency is exercising some degree of control over 
the charges made by the dealer. W h i l e an agency's failure to 
provide a rate chart does not prove conclusively that the 
dealer is permitted to exact any rate he chooses, it does suggest 
that he is allowed some degree of freedom in this respect. In 
reporting to the National Bureau, some banks stated that 
while they supplied no rate charts they did specify the interest 
rate to be applied to the cash-selling price so that the cus-

' ' T h i s t y p e of c o m p e t i t i o n m a y l e a v e c u s t o m e r c h a r g e s substant ia l ly un
c h a n g e d a n d resul t m a i n l y in a m o r e l i b e r a ! d e a l e r " loss r e s e r v e . " 
^* See a b o v e . C h a p t e r 6 . 
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tomer's finance charge might be computed for instalment pur
chases of different types of merchandise. 

Available data concerning competitive charges are not very 
inclusive, but the information at hand indicates that the net 
sales finance charges (exclusive of insurance) of commercial 
banks are either equal to or slightly lower than those current 
among the larger sales finance companies operating in the 
same area. It must be remembered, however, that it is impos
sible to gauge the extent of rate competition in terms of the 
net finance charge alone. Other elements in the customer cost, 
notably the insurance charge,^® may be more flexible than 
the interest rate and thus more sensitive to competitive 
influences. Furthermore, certain concessions which do not 
involve prices may be incorporated in the financing contract. 

As to organizational differences between commercial banks 
and sales finance companies, the former are generally inde
pendent units, while sales finance companies can extend their 
operations over a widt area by setting up branches or agen
cies. In 1937 about 84 percent of the automobile financing 
handled by sales finance companies was concentrated among 
those operating on a national or regional scale.̂ ** Some banks, 
to be sure, can conduct their business on a relatively broad 
geographical basis. This is possible where statewide branch 
banking privileges are granted them, in which case they can 
offer a more satisfactory instalment financing service to dis
tributors of goods than can unit banks. T h e n there are banks 
which operate through subsidiary or affiliated companies and 
in this way gain the advantages of a wider market. 

It is difficult for a bank to finance the instalment sales of 
any given manufacturer's product unless it can operate satis
factorily over an extended area. If the product is distributed 
widely, the bank must conduct a substantial part of its fi-
' ^ A wil l ingness t o a c c e p t i n s u r a n c e w i t h less c o v e r a g e o r to a c c e p t s ingle 
interest i n s u r a n c e m a y e x e r t a c o n s i d e r a b l e inf luence o n c u s t o m e r s s i n c e t h e 
insurance p r e m i u m , especia l ly o n a u t o m o b i l e s , is g e n e r a l l y a s u b s t a n t i a l s u m . 
= « W . C. P l u m m e r a n d R . A . Y o u n g , op. cit.. C h a p t e r 11 , T a b l e 6 7 . 
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nancing by mail, and is then handicapped in its task of in
vestigating credits and making collections. This is an impor
tant consideration, for many banks would like to expand their 
business by servicing all the time sales of local producers. 

Recently there has been initiated in New England a move
ment for bank cooperation in a broad program of instal
ment sales financing. T h e scheme is designed to operate essen
tially as follows: the cooperating banks will solicit actively 
the business of their local manufacturers by promising to 
finance both producer and consumer goods, and will accept 
contracts regardless of the location of the buyer. If a manu
facturer then makes a sale in a city remote from his local 
bank, the latter may send the credit application to the co
operating bank closest to the customer concerned. T h u s each 
cooperating member bank can initiate business for itself and 
for other banks, and receive in turn a certain amount of busi
ness from other members. 

As in the case of other forms of consumer credit, the com
petition for sales finance business is influenced by legal restric
tions. T h e laws affecting sales financing are by no means as 
severe, however, as those which apply to cash lending. Only 
a few states have passed any legislation governing sales financ
ing transactions, and of these Indiana's law is the most 
comprehensive. All sales financing agencies in Indiana are 
required to be licensed, and are subject to regulations cover
ing customer charges, dealer reserves, repossession practice, 
the keeping of records and advertising policy. 

INTERBANK COMPETITION 

Competition for consumer loan volume among commercial 
banks themselves has not been as marked, up to the present 
time, as the rivalry between banks and other agencies of 
consumer credit. Nevertheless interbank competition does 
exist, and it appears to be gaining in intensity. T h e com-
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mercial bank's cash loan market, while substantially different 
from that of most other cash lenders, is almost identical with 
the market of its bank competitors, and for this reason inter
bank competition for personal loans is likely to become in
creasingly keen. It may, indeed, turn out to be as aggressive 
in this branch of consumer financing as the current competi
tive struggle between banks and other types of agencies in the 
field of sales financing. Even now the cash lending policy 
of a commercial bank is more apt to be influenced by the 
policy of other banks than by the methods followed by its 
non-banking competitors. 

This sort of competition has developed only in the past 
three or four years, for prior to that time banks with personal 
loan departments were for the most part too widely separated 
to affect one another's business. More recently, however, com
petition between banks has given rise to rate reductions, 
elaborate advertising campaigns and carefully prepared pro
grams. 

Banks compete with one another also in making loans to 
non-banking consumer credit agencies. Such competition for 
commercial loans is probably an indirect cause of the e x p a n 

sion of commercial banks into the personal loan field. As the 
rate on loans to sales finance and personal finance companies 
declined in recent years (in December 1938 it was generally 
I1/2 percent), many banks sought to improve their financial 
position by establishing consumer credit departments of their 
own. 

In many states the competitive relations between banks 
and non-banking cash loan agencies are influenced by statu
tory enactments. Most small loan and industrial loan laws 
provide that the state supervisory authority may refuse a 
license or permission to incorporate if in his opinion the 
"advantage and convenience" of the community will not be 
served by the establishment of a proposed company. On the 
other hand, sales finance agencies with few exceptions are 
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untouched by such legal restrictions and personal loan or 
time-sales departments of national banks are not generally 
subject to special regulation of their consumer credit activi
ties. Even if state laws were to limit the entry of state banks 
into the field, they would probably not be rigidly enforced 
as long as national banks remained comparatively free of 
restraint. T h e present New York state law regarding personal 
loan departments of state banks contains a "convenience and 
advantage" clause,^'' but it refers only to the personal loan 
departments of state banks. It is unlikely, therefore, that in 
the absence of comparable restrictions on national banks, 
interbank competition will be seriously influenced by statu
tory provisions, although the activities of non-banking cash 
lending agencies in many states are distinctly affected by 
similar legislation.*^ 

R E L A T I O N O F C O S T S T O C O M P E T I T I O N 

In most discussions of the competitive relations between com
mercial banks and other consumer credit agencies consider
able attention is devoted to the special character of the costs 
of consumer lending by commercial banks. It is argued by 
many that the commercial banks do not know how much it 
costs them to make consumer loans and that they therefore 
tend to quote rates which do not yield profits; the inference, 
of course, is that if banks did calculate their costs accurately 
they would find that their current arrangements were un
profitable. Critics of commercial bank personal loan depart
ments frequently point out, moreover, that banks can corn
s ' " T h e s u p e r i n t e n d e n t shal l issue a c e r t i f i c a t e o f a u t h o r i z a t i o n t o o p e r a t e 

a p e r s o n a l l o a n d e p a r t m e n t w i t h i n s i x t y d a y s o f t h e r e c e i p t o f a r e q u e s t . . . 

if h e shal l find a f t e r i n v e s t i g a t i o n t h a t t h e c o n v e n i e n c e a n d a d v a n t a g e o f the 

c o m m u n i t y . . . w o u l d b e s e r v e d by g r a n t i n g s u c h a r e q u e s t . " N e w Y o r k 

S t a t e B a n k i n g L a w , A r t i c l e I I I , S e c t i o n 1 0 8 , 1 ( b ) . 

3 8 See R . A. Y o u n g a n d A s s o c i a t e s , op. cit.. C h a p t e r 1 , a n d R . J . S a u l n i e r a n d 
Staff, op. cit.. C h a p t e r 2 , f o r discuss ions o f legal l i m i t a t i o n s o n p e r s o n a l fi
n a n c e a n d i n d u s t r i a l b a n k i n g c o m p a n i e s , r e s p e c t i v e l y . 
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pete favorably with other types of consumer credit agencies 
because their funds cost them nothing, whereas the non-
banking institutions are required to pay relatively high rates 
for a considerable part of their working capital. 

It is probably true that commercial banks have made little 
effort to determine their consumer loan costs. In most in
stances personal loan departments are small and do not call 
for a very substantial addition to plant or personnel. A 
number of banks have indicated*" that the volume of their 
consumer loan business was insufficient to warrant their mak
ing any special attempt to determine the cost of operating the 
department. Furthermore, many commercial banks maintain 
that they are not in a position to make the detailed investiga
tion basic to a determination of departmental costs, or that 
such research would be unjustifiably expensive. 

With the marked increase in the number of departments 
and the volume of loans, the advantages of an adequate cost 
accounting system in tb's field are coming to be appreciated 
more fully. T h e growing interest in determining the cost 
of operating a consumer loan department contrasts sharply 
with the traditional indifference of many banks to di^part-
mental costing procedures. While a bank may know its total 
costs of operation (subject, of course, to the qualification 
that certain costs are difficult to fix definitely), few are likely 
to know the separate cost of running any particular depart
ment. 

T h e banks, for their part, may well respond to their critics 
that they are no more ignorant of costs than many other con
sumer credit agencies. Since a good deal of competitive effort 
centers around the differentials between rates quoted by the 
same agency for different types and sizes of loans, it would 
appear desirable for all agencies—banking and non-banking 
alike—to ascertain how much it costs them to make and col
lect the various types of loans. Yet many other consumer 

sosee a b o v e . C h a p t e r 7. 
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credit agencies are as unfamiliar with the costs of making and 
handling different types of loans as are the commercial banks. 
A few non-banking agencies have made systematic attempts 
to determine the costs of making various types and sizes of 
loans and some banks have undertaken comparable investi
gations.*" 

T h e competitive behavior of commercial banks, as reflected 
in the rates they quote on loans and especially in the differ
ences between their rates on diverse types of loans, can be 
affected only slightly by considerations of total cost. In the 
absence of satisfactory cost data, moreover, there is no evi
dence to indicate that their rates are unprofitable to them. 
While in many cases banks may arrive at a rough and ready 
measure of the profitability of the consumer credit depart
ment by taking account only of direct costs, they are now 
tending increasingly to ascertain the nature and amount of 
the indirect as well as the direct expenses involved in the ac
quisition and handling of consumer instalment loans. 

COOPERATIVE RELATIONS 

Commercial banks engaged in extending credit to consumers 
have thus far lagged behind other types of consumer lending 
agency in the establishment of cooperative relationships. 
Yet in recent months there has arisen a widespread movement 
to secure more effective cooperation among the personal loan 
and time-sales departments of commercial banks. 

A form of interbank cooperation has existed for some time 
in certain cities for the exchange of credit information, but 
the participants in this sort of enterprise are not always 
commercial banks exclusively. At present commercial bank 
officers are showing increasing interest in the setting up of a 
national organization. 

One attempt in this direction was the formation early in 

*o See a b o v e . C h a p t e r 7. 
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1939 of the Bankers Association for Consumer Credit. T h i s 
Association, organized by several officers of commercial banks 
which had been active in consumer instalment credit opera
tions, announced as its aim the establishment of "a central 
point to which any bank might refer for information relative 
to methods, practices and policies of consumer credit as it 
related to banks." Although the Association intended from 
the beginning to expand its activities to a national scale, 
membership was limited at first to banks in New York, New 
Jersey, Pennsylvania and Ohio, and later extended to In
diana, Iowa, Massachusetts, Michigan, Missouri and Wis
consin. Some of the state bankers' associations, particularly 
those in Ohio and Massachtisetts, have long been concerned 
ivith problems involved in the extension of consumer credit, 
and since its formation the Bankers Association for Consumer 
Credit has participated actively in their conferences. 

T h e Association has held two general and several regional 
meetings devoted excluojvely to discussions of consumer credit 
problems. It has acted also as a kind of clearing house for 
information on consumer credit, and has planned to par
ticipate in the drafting of new legislation. In October f939 it 
began to publish a monthly magazine on consumer credit, 
entitled Time Notes. This periodical, termed "a magazine 
for banks interested in consumer credit," is widely circulated 
and functions like the usual trade association journal. T h e 
Association has another publication in preparation, referred 
to as a Manual of Suggested Procedure, and in addition cir
culates a series called Pointers which contain brief discussions 
of techniques and procedures. 

T h e officers of the Association have made plans for studies 
in cost accounting. They have worked out arrangements to 
provide aiuomobile insurance services and to facilitate clear
ance of automobile deliveries at factories for dealers financ
ing their instalment sales with commercial banks. Members 
may employ the Association's "skip service," and arrange 
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with other member banks for the transfer of accounts. A 
series of standardized forms for the use of commercial bank 
consumer credit departments is now in preparation, and the 
Association welcomes suggestions regarding advertising and 
promotional activities in both cash lending and sales fi
nancing.** 

In January 1940 the American Bankers Association, which 
had previously made a survey of personal loan department 
operations and drafted a proposed uniform law relating to 
commercial bank personal loan activities,*^ announced the 
formation of a Consumer Credit Division. On March 30, 
1940, the Bankers Association for Consumer Credit re
ported a decision to merge its activities with those of the 
new division of the American Bankers Association. The 
reasons given for the merger were centralization of efforts 
and expansion of services. It is understood that the program 
of the new division will be to continue the work initiated by 
the Bankers Association for Consumer Credit and to under
take research in the field. 

^1 See Time Notes, v o l . 1, n o . 5 ( F e b r u a r y 1 9 4 0 ) p p . 8 a n d 15 , t o r a s t a t e m e n t 
o f t h e Assoc ia t ion 's p l a n s . 
" 2 See a b o v e . C h a p t e r 2 , p p . 5 8 - 5 9 . 
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Sources and Coverage of Data 

T H E main body of quantitative data for this study was ob
tained by a series of five questionnaires and two schedules on 
loan applications sent to banks throughout the country. 
Additional basic data were received from various government 
agencies and through direct correspondence with commercial 
banks, sales finance companies and personal finance com
panies. Use was made also of various government reports and 
other published data. Facsimiles of all questionnaires used 
are presented in this Appendix as Exhibits I to V inclusive. 

T h e first questionnaire (Exhibit I) , a brief inquiry designed 
to determine the number of banks engaged in instalment 
consumer credit financing, was sent in November 1938 to all 
banks in the United States with the cooperation of the Fed
eral Deposit Insurance Corporation. Nearly 6,000 banks re
turned completed questionnaires and of these approximately 
1,750 reported that they were operating a personal loan de
partment. Comparison of these returns with lists of banks 
reported to be operating personal loan departments supplied 
by various state banking departments, the Russell Sage 
Foundation and the Consumer Credit Institute of America, 
Inc., resulted in a final list of 2,200 banks supposed to have 
functioning personal loan departments. This list of 2,200 
banks was used as the basis for further inquiries. 

T w o questionnaires covered the cash instalment credit ac
tivities of commercial banks operating personal loan depart
ments, and several inquiries were made subsequently to 
obtain the maximum number of returns. One of these two 
questionnaires (Exhibit II) was sent to 274 carefully selected 

2 4 7 



248 B A N K S A N D I N S T A L M E N T C R E D I T 

banks whose personal loan departments were believed to have 
been in operation for several years. This questionnaire re
quested detailed operating information. T h e other question
naire (Exhibit III) was sent to the remaining 1,926 banks. 
Replies indicating the existence of personal loan departments 
were received from 215 of the 274 banks and from 853 of the 
1,926 banks. In addition, data on 154 banks also operating 
departments were obtained indirectly from various state bank
ing departments, the Russell Sage Foundation and the Con
sumer Credit Institute of America, Inc. T h e information 
received, therefore, covered the personal loan departments of 
1,222 banks. 

Of the 2,200 banks receiving questionnaires, 657 did not 
respond to either questionnaire and 321 reported that they 
were not operating personal loan departments. If the 657 
non-reporting banks were divided in the same proportion 
between those with and those without a personal loan de
partment as were the 1,543 banks on which information 
was received, approximately 520 additional commercial bank 
personal loan departments would be accounted for. The 
number of commercial banks operating personal loan depart
ments during the period of this survey, September 1938 to 
August 1939, may thus be estimated at 1,750. W e have ac
cepted a more conservative figure of 1,500, however, for the 
total number of banks with personal loan departments. If 
this estimate of 1,500 banks is fairly accurate, the maximum 
questionnaire coverage obtained in the present study em
braced over four-fifths of the individual banks engaged in 
departmentalized personal leading activities. 

T h e total number of banking offices (banks plus branches) 
at which personal instalment loans were being made during 
1938 was estimated at close to 3,000. This estimate was 
derived from reports submitted by 108 of the 1,222 banks. 
These 108 banks were operating 1,425 branches and it ap
peared reasonable to assume that personal instalment loans 
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ivere being made in 1,000 of these offices. From reports 
covering 1,222 banks it can be estimated that the total num
ber of banking offices engaged in personal lending is 2,200. 
When account is taken, however, of the estimate of 1,500 
personal loan departments and when it is recognized further 
that this figure probably excludes a considerable number 
of departments, it would seem that the total number of 
banking offices engaged in making personal instalment loans 
approaches 3,000. 

A special questionnaire (Exhibit IV), covering the opera
tions of banks engaged in financing retail instalment sales, 
was sent to 1,175 banks. Of these 265 responded with some 
information, 198 replied that they were not engaged in such 
financing or could not furnish the information requested and 
712 did not reply. Some of the banks which indicated par
ticipation in this type of consumer financing did not operate 
personal loan departments, and others did. In most cases sales 
financing activities were conducted through such depart
ments. T h e data submitted by 265 banks were neither uni
form nor complete; in many instances the banks had been 
engaged in this type of lending for such a short time that 
they could not supply data for more than one year. 

A final questionnaire (Exhibit V) was designed to cover 
the activities of commercial banks in financing other con
sumer credit agencies, namely, sales finance companies, per
sonal finance companies, industrial banking companies and 
credit unions. This questionnaire was sent to 550 large banks 
believed to be engaged in this type of financing. Of these 
banks 205 responded with information concerning their 
operations, 74 reported that they did not extend loans to 
such companies and 271 failed to reply. Additional impor
tant data were received through the National Credit Office, 
Inc., New York City, and directly from 48 large sales finance 
companies. 



Exhibits 

E X H I B I T I 

Questionnaire to Banks on Instalment Credit Financing 
I . P e r s o n a l L o a n s : 

1. A r e y o u n o w o p e r a t i n g a p e r s o n a l l o a n d e p a r t m e n t ? Y e s N o — 

2 . I f n o t , h a v e y o u d o n e so in t h e p a s t ? Y e s N o — 
3 . I f y o u a r e n o t o p e r a t i n g a p e r s o n a l l o a n d e p a r t m e n t , d o 

y o u m a k e c h a t t e l , c o m a k e r o r c h a r a c t e r l o a n s p a y a b l e 
o n a n i n s t a l m e n t basis? Y e s N o 

I f y o u a r e m a k i n g s u c h l o a n s , w h a t w a s t h e a p p r o x i m a t e 
a m o u n t o u t s t a n d i n g ( in r o u n d figures) o n S e p t e m b e r 
1 5 , 1 9 3 8 ? S 

I I . I n s t a l m e n t S a l e s F i n a n c e P a p e r : 

4 . D i d y o u , a t a n y t i m e in 1 9 3 7 , h o l d i n y o u r p o r t f o l i o a n y 

n o t e s o r o b l i g a t i o n s o f sales finance c o m p a n i e s , s m a l l 
l o a n ( p e r s o n a l finance) c o m p a n i e s , o r o t h e r ins t i tu t ions 
e n g a g e d p r i m a r i l y in financing c o n s u m e r s o n a n i n s t a l 
m e n t basis? Y e s N o — 

I f y o u a r e m a k i n g s u c h l o a n s , w h a t w a s t h e a p p r o x i m a t e 
a m o u n t o u t s t a n d i n g ( in r o u n d figures) o n S e p t e m b e r 
15, 1938? $ 

F O R M I 

E X H I B I T I I C O D E N O . . 

Questionnaire on Personal Loan Department 
N o t e : I n a n s w e r i n g q u e s t i o n s 1 - 3 7 , p l e a s e r e s t r i c t r e p l i e s , e x c e p t in quest ion 2 7 , 

to e x p e r i e n c e o n s i n g l e - n a m e a n d c o m a k e r l o a n s , l o a n s s e c u r e d by savings pass

books , life i n s u r a n c e , e t c . Exclude e x p e r i e n c e o n F H A ( T i t l e I ) loans , loans se

c u r e d b y c o n d i t i o n a l sales c o n t r a c t s , b a i l m e n t leases , c h a t t e l m o r t g a g e s , e t c . , a n d 

d i s c o u n t e d d e a l e r p a p e r . 

I . General Information 
1 . W h e n d i d y o u o r g a n i z e y o u r p e r s o n a l l o a n d e p a r t m e n t ? 

Y e a r 

2 5 0 
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c ) P r o v i d e m o r e c o m p l e t e b a n k i n g s e r v i c e . 

d ) P r e v e n t loss o f o ld a c c o u n t s 
e ) O t h e r r e a s o n s ( L i s t specific r e a s o n s ) 

3 . How m a n y e m p l o y e e s d o y o u h a v e w o r k i n g i n p e r s o n a l l o a n d e p a r t 
m e n t ? 

F u l l t i m e . P a r t t i m e 
4 . W h a t p e r c e n t a g e o f t h e t o t a l a p p l i c a t i o n s s u b m i t t e d t o y o u r p e r s o n a l 

l o a n d e p a r t m e n t in 1 9 3 8 w e r e r e j e c t e d b y y o u r b a n k % 
5 . H a s p e r s o n a l l o a n d e p a r t m e n t b r o u g h t in o t h e r t y p e s o f business? 

Y e s . N o S p e c i f y types 
6 . I n o r g a n i z i n g a p e r s o n a l l o a n d e p a r t m e n t did y o u : 

a ) B r i n g in a s p e c i a l l y t r a i n e d m a n f r o m o u t s i d e t h e b a n k t o m a n a g e 

this d e p a r t m e n t ? Y e s N o _ 
b ) I f y e s , w h a t w a s t h e f o r m e r e m p l o y m e n t o f this m a n ? 
c ) I f n o , w h a t s p e c i a l t r a i n i n g , if a n y , d i d y o u g i v e e m p l o y e e a s s i g n e d 

t o m a n a g e this d e p a r t m e n t ? • . 

7. I f y o u o p e r a t e b r a n c h e s , please s t a t e : 

a ) T o t a l n u m b e r o f b r a n c h e s , 
b ) N u m b e r o f b r a n c h e s m a k i n g p e r s o n a l loans 
c ) I f c r e d i t i n v e s t i g a t i o n w o r k is c o n c e n t r a t e d in o n e office 

Y e s . N o 
8 . D o e s y o u r b a n k , in c o m p u t i n g t h e c o s t o f o p e r a t i n g t h e p e t s o n a l l o a n 

d e p a r t m e n t , c h a r g e i t : 
a ) W i t h s o m e p e r c e n t a g e o f g e n e r a l o v e r h e a d e x p e n s e s , ( i . e . , e x p e n s e s 

n o t d i r e c t l y a l l o c a b l e t o p e r s o n a l loan d e p a r t m e n t ) ? Y e s 

N o 
b ) W i t h in teres t o n t h e funds e m p l o y e d in p e r s o n a l loans? Y e s 

N o I f yes , a t w h a t r a t e ? % 
9 . W h a t is t h e m i n i m u m a n n u a l v o l u m e o f business n e e d e d to m a k e y o u r 

p e r s o n a l l o a n d e p a r t m e n t p r o f i t a b l e , t a k i n g i n t o c o n s i d e r a t i o n t h e 
size o f y o u r b a n k , p r e s e n t in teres t r a t e s , a n d t h e exis t ing p e r s o n n e l in 

y o u r p e r s o n a l l o a n d e p a r t m e n t ? $ 
I I . Crtdil Information 

1 0 . D o y o u r e q u i r e t h e a p p l i c a n t t o fill o u t a l o a n a p p l i c a t i o n b l a n k g i v i n g 
full detai ls r e g a r d i n g i n c o m e a n d e m p l o y m e n t ? Y e s N o 
Please attach copy of your application blank and any other forms which the 
applicant is required to fill out. 

1 1 . C h e c k o n e o r m o r e o f t h e s o u r c e s f r o m w h i c h y o u r e c e i v e c r e d i t i n f o r 

m a t i o n : 

a ) O w n b a n k ' s c o m m e r c i a l c r e d i t d e p a r t m e n t 

b ) M e r c a n t i l e c r e d i t a g e n c i e s 

2. C h e c k o n e o r m o r e r e a s o n s for g o i n g i n t o this t y p e o f business : 
a ) S u c c e s s in h a n d l i n g F H A T i t l e I l o a n s 

b ) O u t i e t for idle funds . 
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d ) B a n k p e r s o n a l l o a n c r e d i t i n t e r c h a n g e a g e n c i e s _ 
e ) O t h e r p e r s o n a l l o a n c r e d i t i n t e r c h a n g e a g e n c i e s 
f ) C u s t o m e r ' s o w n b a n k . 
g ) C u s t o m e r ' s e m p l o y e r 
h ) C u s t o m e r ' s c r e d i t o r s . 
i ) O t h e r s o u r c e s ( L i s t specif ic s o u r c e s ) -

1 2 . I f y o u o p e r a t e b r a n c h e s d o y o u c o n c e n t r a t e c r e d i t i n v e s t i g a t i o n w o r k in 
o n e office? a ) E n t i r e l y b ) P a r t i a l l y 

1 3 . D o y o u c h a r g e a c r e d i t i n v e s t i g a t i o n fee? Y e s N o _ 

a ) I f yes, is it a flat fee? Y e s A m o u n t $ _ _ N o 

b ) I f t h e fee v a r i e s b e t w e e n t y p e s a n d sizes o f l o a n s , p l e a s e e x p l a i n : 

1 4 . D o y o u c o l l e c t a n i n v e s t i g a t i o n c h a r g e if l o a n a p p l i c a t i o n is r e j e c t e d ? 

Y e s N o 
1 5 . D o y o u r e q u i r e b o r r o w e r s t o c a r r y g r o u p life i n s u r a n c e o n u n s e c u r e d 

a n d c o m a k e r l o a n s ? Y e s N o 

1 6 . I f y o u r e q u i r e i n s u r a n c e , h o w is t h e p r e m i u m c o l l e c t e d ? 

17 . A s i d e f r o m t h e b o r r o w e r ' s i n c o m e , w h a t o t h e r f a c t o r s d o y o u c o n s i d e r 

i m p o r t a n t in d e t e r m i n i n g t h e c r e d i t s t a n d i n g o f t h e b o r r o w e r ? (Lis t 

five o r six f a c t o r s in o r d e r o f i m p o r t a n c e ) • 

1 8 . I f b o r r o w e r h a s a p e r s o n a l l o a n o u t s t a n d i n g f r o m a n o t h e r b a n k , d o y o u 
r e q u i r e a c o n s o l i d a t i o n in o r d e r t o h a n d l e t h e full a m o u n t o f p e r s o n a l 
l o a n i n d e b t e d n e s s ? Y e s N o _ 

1 9 . L i s t o t h e r t y p e s o f i n s t a l m e n t i n d e b t e d n e s s w h i c h y o u r e q u i r e t o b e c o n 

s o l i d a t e d . 

I I I . Loan Requirements 
2 0 . W h a t is y o u r m a x i m u m l o a n m a t u r i t y ? m o n t h s . M i n i m u m ? 

m o n t h s . 
2 1 . W h a t is y o u r m a x i m u m i n d i v i d u a l l o a n l imit? $ M i n i m u m ? 

$ -. . 
2 2 . D o y o u g r a n t a r e b a t e o f i n t e r e s t if t h e l o a n is p a i d b e f o r e m a t u r i t y ? 

Y e s , N o I f y e s , h o w is t h e a m o u n t o f t h e r e b a t e d e t e r 
m i n e d ? . . 

2 3 . W h a t p e r c e n t a g e o f y o u r l o a n s p a i d oflT in 1 9 3 8 w e r e t e r m i n a t e d b y : 

a ) P r e p a y m e n t ( i . e . , p a i d in full b e f o r e last p a y m e n t w a s d u e ) ? % 
b ) A n e w l o a n m a d e t o p a y off t h e u n p a i d b a l a n c e ( i .e . , r e f i n a n c e d ) ? 

c ) R e t a i l c r e d i t e x c h a n g e a g e n c i e s 
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d ) O t h e r r a t e q u o t a t i o n s (specify) 

2 5 . Is i n t e r e s t c o l l e c t e d in a d v a n c e ( i . e . , d e d u c t e d f r o m t h e f a c e o f t h e 
n o t e ) ? Y e s N o 

2 6 . D o y o u c h a r g e off u n c o l l e c t i b l e l o a n s as losses? Y e s _ _ _ _ N o _ 
a ) I f yes , d o you t r e a t c h a r g e - o f f s as a c u r r e n t o p e r a t i n g e x p e n s e o r d o 

y o u d e d u c t t h e loss f r o m a r e s e r v e buil t u p t o c o v e r s u c h losses? 
C h e c k ( 1 ) o r ( 2 ) b e l o w . 

( 1 ) C h a r g e t o c u r r e n t e x p e n s e ( 2 ) D e d u c t f r o m loss r e 
serve . 

b ) I f y o u build u p a r e s e r v e a g a i n s t p o t e n t i a l losses, h o w is the a m o u n t 
o f t h e r e s e r v e d e t e r m i n e d ? _ . 

2 7 . W h a t p e r c e n t of y o u r c o l l a t e r a l l o a n s m a d e in 1 9 3 8 w e r e s e c u r e d b y : 

a ) S t o c k s a n d b o n d s % 

b ) S a v i n g s passbooks % 

c ) L i f e i n s u r a n c e pol ic ies % 
d ) O t h e r s (list) ( e .g . , c h a t t e l m o r t g a g e s , w a g e ass ign

m e n t s , a u t o m o b i l e s , e t c . ) % 

. ^ % 
— . . % 

2 8 . H a v e y o u m a d e a r r a n g e m e n t s w i t h a n y business firms p r o v i d i n g for 
l o a n s t o t h e e m p l o y e e s o f s u c h firms w i t h o u t c o m a k e r s ? Y e s . 
N r . I f s o , a p p r o x i m a t e l y w h a t p e r c e n t a g e of y o u r t o t a l l o a n s 
m a d e in 1 9 3 8 w e r e o b t a i n e d in this w a y ? — % 

I V . Collection Experience 
2 9 . A r e t h e b o r r o w e r ' s i n s t a l m e n t p a y m e n t s : 

a ) A p p l i e d a s a d i r e c t r e d u c t i o n o f t h e p r i n c i p a l o f t h e l o a n ? 
Y e s N o 

b ) A c c u m u l a t e d in a special sav ings a c c o u n t ? Y e s N o 

I f yes , w h a t interest , if a n y , is p a i d on s u c h savings a c c o u n t s ? 

% 

3 0 . W h a t p e r c e n t a g e o f y o u r l o a n s o u t s t a n d i n g a t t h e e n d of 1 9 3 8 w e r e d e 
l i n q u e n t : 3 0 d a y s % , 3 1 - 5 9 days % , 6 0 d a y s a n d o v e r 
. % ? ( M e a s u r e d e l i n q u e n c y a s t h e n u m b e r o f d a y s f r o m t h e 
d a t e a t w h i c h p a y m e n t w a s d u e . ) 

3 1 . D o y o u i m p o s e a l a t e c h a r g e o n del inquents? Y e s _ N o I f 
y e s , w h a t is t h e c h a r g e a n d h o w is it d e t e r m i n e d ? . 

3 2 . a ) D u r i n g 1 9 3 8 , h o w m a n y l o a n s w e r e " m a t u r e d " or " a c c e l e r a t e d " 
( i . e . , p a y m e n t i n full d e m a n d e d ) ? 

c ) A n e w l o a n to p a y off u n p a i d b a l a n c e a n d p r o v i d e a d d i t i o n a l f u n d s ? 

% 
2 4 . W h a t in teres t r a t e d o y o u n o w c h a r g e o n : 

a ) S i n g l e - n a m e l o a n s — 
b ) C o m a k e r loans . 
c ) C o l l a t e r a l l o a n s 
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b ) W h a t w a s t h e a m o u n t o f t h e u n p a i d b a l a n c e o n t h e s e " m a t u r e d " 
loans? $ 

3 3 . H o w l o n g d o y o u a l l o w l o a n s t o r e m a i n d e l i n q u e n t b e f o r e d e m a n d i n g 
p a y m e n t in full? d a y s . 

3 4 . W h a t p e r c e n t a g e o f " m a t u r e d " o r " a c c e l e r a t e d " a c c o u n t s a r e finally 
t u r n e d o v e r t o a t t o r n e y s for co l lec t ion? % 

3 5 . W h a t p e r c e n t a g e o f t h e n u m b e r o f u n s e c u r e d a n d c o m a k e r loans 
t u r n e d o v e r t o a t t o r n e y s a r e : 

a ) T a k e n i n t o c o u r t ? % 
b ) F i n a l l y p a i d ? % 

3 6 . A p p r o x i m a t e l y w h a t p e r c e n t a g e o f t h e n u m b e r o f y o u r c o m a k e r loans 
w e r e finally p a i d by t h e c o m a k e r s ? % 

3 7 . W h a t p e r c e n t a g e o f the n u m b e r o f y o u r l o a n s s e c u r e d b y savings b a n k 
p a s s b o o k s , a n d stocks a n d b o n d s , life i n s u r a n c e a n d like c o l l a t e r a l w e r e 
finally p a i d b y sale of c o l l a t e r a l ? % 



T A B L E 1 

Total Volume of Personal Loans, 1934-1938 

A M O U N T O F D I F F E R E N T T Y P E S O F L O A N S M A D E D U R I N G Y E A R 

Y E A R 

T O T A L L O A N S 

O U T S T A N D I N G 

A T E N D O F Y E A R 

T O T A L L O A N S 

M A D E 

D U R I N G Y E A R 
Single Name Comaker 

Secured by 
Savings Pass

books, ek.'^ 

Secured by 
Conditional 

Sales Contracts, etc.'' 

N o . A m o u n t N o . A m o u n t N o . A m o u n t N o . A m o u n t A m o u n t N o . A m o u n t 

1 9 3 8 $ s $ s $ % 

1 9 3 7 s $ $ s $ s 

1 9 3 6 s $ $ $ s 5 

1 9 3 5 $ s $ s $ 

1 9 3 4 s s s s s $ 

> 

K 
Z 

s 

> 

1 I n c l u d e stocks a n d b o n d s , l i te i n s u r a n c e a n d l ike c o l l a t e r a l . 
- I n c l u d e b a i l m e n t leases, c h a t t e l m o r t g a g e s a n d l ike c o l l a t e r a l . 10 
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C O D E N O . 
T A B L E 3 

Charge-OfTs and Recoveries on Single-Name and Co
maker Loans 1934-19381 

L O A N S 

C H A R G E D O F F 

R E C O V E R I E S O N L O A N S 

P R E V I O U S L Y C H A R G E D O F F 

Y E A R 

Single Name Comaker Single Name Comaker 

N o . A m o u n t N o . A m o u n t A m o u n t A m o u n t 

1 9 3 8 s s % S 

1 9 3 7 s s % 5 

1 9 3 6 « s $ % 

1 9 3 5 $ s s % 

1 9 3 4 $ $ s $ 

i l f , as a m a t t e r o£ a c c o u n t i n g p r o c e d u r e , y o u do n o t c h a r g e off losses on 
loans , it is n o t necessary f o r y o u t o fill i n tliis t a b l e . 

T A B L E 2 

Percentage Distribution of Personal Loans Made Dur
ing 1938 According to Maturity 

MATURITY PERCENT 

U n d e r 1 2 m o n t h s 
1 2 m o n t h s 

15 m o n t h s 
1 8 m o n t h s 
O v e r 1 8 m o n t h s 

1 0 0 . 0 
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F O R M 11 
C O D E N O . -

E X H I B I T I I I 

Personal Loan Questionnaire 
N o t e : I n a n s w e r i n g q u e s t i o n s 1 - 1 1 , p leas e res t r i c t repl ies t o e x p e r i e n c e o n 
s i n g l e - n a m e a n d c o m a k e r l o a n s , l o a n s s e c u r e d b y s avings passbooks , life i n s u r 
a n c e , e t c . Exclude e x p e r i e n c e o n F H A ( T i t l e I ) l o a n s , l o a n s s e c u r e d b y c o n d i 
t ional sales c o n t r a c t s , b a i l m e n t leases , c h a t t e l m o r t g a g e s , e t c . , a n d d i s c o u n t e d 
dealer p a p e r . 

1 . W h e n d i d y o u o r g a n i z e y o u r P e r s o n a l L o a n D e p a r t m e n t ? 

2 . I f y o u o p e r a t e b r a n c h e s , p l e a s e s t a t e : ( 1 ) T o t a l n u m b e r _ ( 2 ) N u m b e r 

m a k i n g p e r s o n a l l o a n s ( 3 ) Is c r e d i t w o r k c o n c e n t r a t e d in o n e office? 

Y e s N o 

3. W h a t i n t e r e s t r a t e d o y o u n o w c h a r g e on e a c h o f t h e fo l lowing types o f p e r 
sonal l o a n s : ( 1 ) S i n g l e n a m e % ( 2 ) C o m a k e r % ( 3 ) C o l 
l a t e r a l % O t h e r q u o t a t i o n s % 

4 . D o y o u c h a r g e a c r e d i t i n v e s t i g a t i o n fee? Y e s N o I f y e s , 
is it a flat fee? Y e s _ A m o u n t $ N o I f t h e fee 

v a r i e s b e t w e e n t y p e s a n d sizes o f l o a n s , please e x p l a i n 

5. W h a t is y o u r m a x i m u m l o a n m a t u r i t y ? m o n t h s . M i n i m u m ? 

— _ m o n t h s . 
6 . W h a t is y o u r m a x i m u m l o a n l imi t? $ M i n i m u m ? $ 
7. W h a t p e r c e n t a g e of y o u r l o a n s h a v e a m a t u r i t y of: ( 1 ) U n d e r 1 2 m o n t h s ? 

% ( 2 ) 1 2 m o n t h s ? % ( 3 ) 1 5 m o n t h s ? % ( 4 ) 

18 m o n t h s ? _ % ( 5 ) O v e r 1 8 m o n t h s ? % 

8 . D u r i n g 1 9 3 8 , w h a t p e r c e n t a g e o f y o u r l o a n s o u t s t a n d i n g b e c a m e d e l i n q u e n t : 

3 0 d a y s ? % 31 - 5 9 days? % 6 0 d a y s a n d over? % 

( M e a s u r e d e l i n q u e n c y a s t h e n u m b e r o f d a y s f r o m t h e d a t e a t w h i c h 

p a y m e n t w a s d u e . ) 

T A B L E 4 

Sources of Income from Personal Loan Business for 
Year Ending December 31, 1938 
Gross i n c o m e , $ 7 0 0 of Junds used, f r o m p e r s o n a l l o a n d e p a r t m e n t : 

$ 

P e r c e n t a g e o f i n c o m e d e r i v e d f r o m : 

a ) I n t e r e s t o n l o a n s % 
b ) C h a r g e s for c r e d i t i n v e s t i g a t i o n % 
c ) L a t e c h a r g e s % 

d ) O t h e r s % 
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9 . H o w l o n g d o y o u a l l o w l o a n s t o r e m a i n d e l i n q u e n t b e f o r e p a y m e n t in full is 
d e m a n d e d ? d a y s . 

1 0 . D u r i n g 1 9 3 8 , w h a t p e r c e n t a g e o f y o u r l o a n s w e r e " m a t u r e d " o r " a c c e l e r 
a t e d " ( i . e . , p a y m e n t in full d e m a n d e d ) ? % W h a t p e r c e n t a g e 

o f s u c h a c c o u n t s w e r e finally t u r n e d o v e r t o a t t o r n e y s for col lec t ion? 

% 

1 1 . R e m a r k s : 



N o . A m o u n t N o . A m o u n t N o . A m o u n t N o . A m o u n t N o . A m o u n t N o . A m o u n t 

1938 $ $ $ $ s s 

1937 s $ s s $ s 

1936 s s s s $ 

1935 s $ $ s s $ 

1934 $ $ s s s s 

1 I n c l u d e s tocks a n d b o n d s , l ife i n s u r a n c e a n d l ike c o l l a t e r a l . 

2 I n c l u d e b a i l m e n t leases , c h a t t e l m o r t g a g e s a n d l i k e c o l l a t e r a l . 
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LOANS CHARGED OFF DURING YEAR 
AMOUNT RECOVERED DURING 

YEAR FROM LOANS PREVI
OUSLY CHARGED OFF 

Y e a r N o . A m o u n t 

1 9 3 8 $ 

1 9 3 7 s 

1 9 3 6 J 

1 9 3 5 s 

1 9 3 4 $ 

A m o u n t 

Please attach a copy ojyour personal loan application blank. 

T A B L E 2 

Charge-Offs and Recoveries on Single-Name and Co
maker Loans, 1934-1938 
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F O R M I I I 
C O D E N O . 

E X H I B I T I V 

Questionnaire on Methods and Practices of Com
mercial Banks in Financing the Purchase of Consumer 
Goods on Instalment Basis 

1 . I f y o u a r e f i n a n c i n g the p u r c h a s e of c o n s u m e r goods on t h e i n s t a l m e n t basis , 
p l eas e c h e c k in p r o p e r c o l u m n in t h e following t a b l e t o show types o f 
g o o d s f i n a n c e d a n d t h e s o u r c e f r o m w h i c h y o u o b t a i n t h e p a p e r : 

A R T I C L E 

D O Y O U 

A C Q U I R E 

P A P E R 

D I R E C T 

F R O M 

P U R 

C H A S E R ? 

D O Y O U 

A C Q U I R E 

P A P E R 

D I R E C T 

F R O M 

D E A L E R ? 

D O Y O U 

A C Q U I R E 

P A P E R 

F R O M 

M A N U F A C 

T U R E R ? 

D O Y O U B U Y S U C H 

P A P E R F R O M 

O T H E R S O U R C E S ? 

A R T I C L E 

Y e s N o Y e s N o Y e s N o Y e s 
I f yes, p l e a s e 

specify 

A u t o m o b i l e s 
H o u s e h o l d a p p l i a n c e s ( r e 

f r i g e r a t o r s , r a d i o s , 
r a n g e s , w a s h i n g m a 
chines , e t c . ) 

H o u s e - h e a t i n g e q u i p m e n t 
F u r n i t u r e 

Soft goods ( c l o t h e s , e t c . ) 
O t h e r s 

(Please s p e c i f y ) 

A u t o m o b i l e s 
H o u s e h o l d a p p l i a n c e s ( r e 

f r i g e r a t o r s , r a d i o s , 
r a n g e s , w a s h i n g m a 
chines , e t c . ) 

H o u s e - h e a t i n g e q u i p m e n t 
F u r n i t u r e 

Soft goods ( c l o t h e s , e t c . ) 
O t h e r s 

(Please s p e c i f y ) 

A u t o m o b i l e s 
H o u s e h o l d a p p l i a n c e s ( r e 

f r i g e r a t o r s , r a d i o s , 
r a n g e s , w a s h i n g m a 
chines , e t c . ) 

H o u s e - h e a t i n g e q u i p m e n t 
F u r n i t u r e 

Soft goods ( c l o t h e s , e t c . ) 
O t h e r s 

(Please s p e c i f y ) 

A u t o m o b i l e s 
H o u s e h o l d a p p l i a n c e s ( r e 

f r i g e r a t o r s , r a d i o s , 
r a n g e s , w a s h i n g m a 
chines , e t c . ) 

H o u s e - h e a t i n g e q u i p m e n t 
F u r n i t u r e 

Soft goods ( c l o t h e s , e t c . ) 
O t h e r s 

(Please s p e c i f y ) 

A u t o m o b i l e s 
H o u s e h o l d a p p l i a n c e s ( r e 

f r i g e r a t o r s , r a d i o s , 
r a n g e s , w a s h i n g m a 
chines , e t c . ) 

H o u s e - h e a t i n g e q u i p m e n t 
F u r n i t u r e 

Soft goods ( c l o t h e s , e t c . ) 
O t h e r s 

(Please s p e c i f y ) 

A u t o m o b i l e s 
H o u s e h o l d a p p l i a n c e s ( r e 

f r i g e r a t o r s , r a d i o s , 
r a n g e s , w a s h i n g m a 
chines , e t c . ) 

H o u s e - h e a t i n g e q u i p m e n t 
F u r n i t u r e 

Soft goods ( c l o t h e s , e t c . ) 
O t h e r s 

(Please s p e c i f y ) 

A u t o m o b i l e s 
H o u s e h o l d a p p l i a n c e s ( r e 

f r i g e r a t o r s , r a d i o s , 
r a n g e s , w a s h i n g m a 
chines , e t c . ) 

H o u s e - h e a t i n g e q u i p m e n t 
F u r n i t u r e 

Soft goods ( c l o t h e s , e t c . ) 
O t h e r s 

(Please s p e c i f y ) 

2 . T o w h a t e x t e n t a r e s u c h l o a n s o r p u r c h a s e s o f i n s t a l m e n t p a p e r h a n d l e d b y 

y o u r p e r s o n a l l o a n d e p a r t m e n t ? _ — • 
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3 . P l e a s e s u b m i t t h e i n d i c a t e d i n f o r m a t i o n o n l o a n s m a d e o r p a p e r p u r c h a s e d 
b y y o u r b a n k d u r i n g 1 9 3 8 : 

T O T A L 

L O A N S 

A N D P U R 

C H A S E D 

P A P E R 

O U T 

S T A N D I N G 

1 2 - 3 1 - 3 8 

T O T A L L O A N S 

A N D P U R 

C H A S E S O F 

P A P E R M A D E 

D U R I N G 1 9 3 8 

N o . A m o u n t 

P E R C E N T A G E O F T O T A L 

R E T A I L L O A N S O R P A P E R 

P U R C H A S E D D U R I N G 

1 9 3 8 
O B T A I N E D F R O M ' 

P u r 

c h a s e r 
D e a l e r M f r . O t h e r s 

T O T A L 

L O A N S 

A N D 

P U R 

C H A S E S 

O F 

P A P E R 

D U R I N G 

1 9 3 7 

A u t o m o b i l e s 
H o u s e h o l d a p 

p l i a n c e s 
H o u s e - h e a t i n g 

e q u i p m e n t 

F u r n i t u r e 
Soft g o o d s 
O t h e r s 

( P l e a s e 
spec i fy ) 

T O T A L 

-% 
-% 
-% 
-% 
-% 
-% 

-% 

-% 

-% 

-% 
-% 
-% 
-% 
-% 
-% 

-% 

-% 

-% 

-% 
-% 
-% 
-% 
-% 
-% 

-% 

-%| 

-%| 

-% 
- % , 

-% 
-% 
-% 

-% 

' T h i s b r e a k d o w n m a y b e g i v e n in d o l l a r a m o u n t s if m o r e c o n v e n i e n t to y o u . 

4 . W h a t w e r e y o u r t o t a l l o a n s a n d p a p e r p u r c h a s e d o u t s t a n d i n g , D e c e m b e r 
3 1 , 1 9 3 7 ? $ ; D e c e m b e r 3 1 , 1 9 3 6 ? $ . 

5 . I f y o u sent us a c o m p l e t e d q u e s t i o n n a i r e on p e r s o n a l l o a n d e p a r t m e n t s , to 

w h a t e x t e n t a r e t h e l o a n stat ist ics a p p e a r i n g o n t h e p r e s e n t q u e s t i o n n a i r e 
d u p l i c a t e d in y o u r r e p l y t o t h e p e r s o n a l l o a n d e p a r t m e n t q u e s t i o n n a i r e ? 

6 . W h a t p e r c e n t a g e o f y o u r 1 9 3 8 r e t a i l a u t o m o b i l e l o a n s w e r e m a d e to f inance 

t h e i n s t a l m e n t p u r c h a s e o f used c a r s ? % 
7. D o y o u m a k e l o a n s to f i n a n c e t h e w h o l e s a l e s t o c k o f a u t o m o b i l e dealers? 

a ) N e w C a r s ? Y e s N o I f so, a m o u n t m a d e d u r i n g 1 9 3 8 $ 
b) U s e d C a r s ? Y e s _ N o I f so , a m o u n t m a d e d u r i n g 1 9 3 8 $ 
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8 . P l e a s e i n d i c a t e t h e e x t e n t t o w h i c h y o u h a v e r e c o u r s e t o t h e d e a l e r o r m a n u 
f a c t u r e r o r r e c e i v e t h e i r g u a r a n t y , o n t h e financing of t h e di f ferent a r t i c l e s : 

ARTICLE 

D E A L E R ' S R E 

C O U R S E O R 

G U A R A N T Y 

M A N U F A C T U R E R ' S 

R E C O U R S E O R 

G U A R A N T Y 

R E C O U R S E ON 

P A P E R A C Q U I R E D 

F R O M O T H E R S 

ARTICLE 

F u U 
L i m 

i ted 
N o n e F u U 

L i m 
i ted 

N o n e F u l l 
L i m 
ited 

N o n e 

A u t o m o b i l e s % % % % % % % —% % 
H o u s e h o l d a p p l i a n c e s % % % % % % % % _ % 
H o u s e - h e a t i n g 

e q u i p m e n t % % % % % % % % % 
F u r n i t u r e % % % % % % % % % 
Soft goods % % % % % % % % % 
O t h e r s % % % % % % % % % 

( P l e a s e s p e c i f y ) % % % % % % % % % 
% % % % % % % % % 

9. I n d i c a t e b e l o w t h e a m o u n t of c h a r g e - o f f s a n d r e c o v e r i e s m a d e d u r i n g 1 9 3 8 o n : 

C H A R G E - O F F S R E C O V E R I E S 

A u t o m o b i l e p a p e r S .— S — — 

A l l o t h e r p a p e r $ % • — 

10. W i t h r e g a r d t o d o w n p a y m e n t a n d l e n g t h o f c o n t r a c t , w h a t m i n i m u m d o w n 

p a y m e n t a n d m a x i m u m l e n g t h o f c o n t r a c t d o y o u a d h e r e to a s s t a n d a r d 

or c o n s e r v a t i v e ? 

A R T I C L E 
M I N I M U M D O W N 

P A Y M E N T 

M A X I M U M N U M B E R 

O F M O N T H S 

A u t o m o b i l e s 
H o u s e h o l d a p p l i a n c e s 

H o u s e - h e a t i n g e q u i p m e n t 

F u r n i t u r e 

Soft g o o d s 

O t h e r s 

( P l e a s e spec i fy ) 

A u t o m o b i l e s 
H o u s e h o l d a p p l i a n c e s 

H o u s e - h e a t i n g e q u i p m e n t 

F u r n i t u r e 

Soft g o o d s 

O t h e r s 

( P l e a s e spec i fy ) 

. / ( ; A u t o m o b i l e s 
H o u s e h o l d a p p l i a n c e s 

H o u s e - h e a t i n g e q u i p m e n t 

F u r n i t u r e 

Soft g o o d s 

O t h e r s 

( P l e a s e spec i fy ) 

% 

A u t o m o b i l e s 
H o u s e h o l d a p p l i a n c e s 

H o u s e - h e a t i n g e q u i p m e n t 

F u r n i t u r e 

Soft g o o d s 

O t h e r s 

( P l e a s e spec i fy ) 

' — / c 

% 

A u t o m o b i l e s 
H o u s e h o l d a p p l i a n c e s 

H o u s e - h e a t i n g e q u i p m e n t 

F u r n i t u r e 

Soft g o o d s 

O t h e r s 

( P l e a s e spec i fy ) 

A u t o m o b i l e s 
H o u s e h o l d a p p l i a n c e s 

H o u s e - h e a t i n g e q u i p m e n t 

F u r n i t u r e 

Soft g o o d s 

O t h e r s 

( P l e a s e spec i fy ) 

^ /V 

A u t o m o b i l e s 
H o u s e h o l d a p p l i a n c e s 

H o u s e - h e a t i n g e q u i p m e n t 

F u r n i t u r e 

Soft g o o d s 

O t h e r s 

( P l e a s e spec i fy ) 
— . - ' /u 

A u t o m o b i l e s 
H o u s e h o l d a p p l i a n c e s 

H o u s e - h e a t i n g e q u i p m e n t 

F u r n i t u r e 

Soft g o o d s 

O t h e r s 

( P l e a s e spec i fy ) 
% 

A u t o m o b i l e s 
H o u s e h o l d a p p l i a n c e s 

H o u s e - h e a t i n g e q u i p m e n t 

F u r n i t u r e 

Soft g o o d s 

O t h e r s 

( P l e a s e spec i fy ) 

•—• /V 
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11. W h a t provis ions , if a n y , a r e m a d e for setting u p a r e s e r v e a g a i n s t possible 
losses resul t ing f r o m b a d loans? P l e a s e e x p l a i n t h e basis a n d a m o u n t of 
s u c h reserves . ( I f a d d i t i o n a l s p a c e is n e e d e d , p l e a s e use r e v e r s e side o f 
this p a g e . ) . . 

F O R M I V 

C O D E N O . 

E X H I B I T V 

Questionnaire to Commercial Banks on Methods and 
Practices of Financing Sales Finance Companies, 
Personal Finance Companies, Industrial Banking 
Companies and Other Financing Organizations 

1. I f y o u a r e financing sales finance c o m p a n i e s , p e r s o n a l finance c o m p a n i e s , 
i n d u s t r i a l b a n k i n g c o m p a n i e s o r o t h e r i n s t a l m e n t c o n s u m e r c r e d i t f inancing 
o r g a n i z a t i o n s , p l e a s e e n t e r c h e c k - m a r k s in t h e p r o p e r c o l u m n in the 
f o l l o w i n g t a b l e : 

Types of Loans Made, and Classes of 
Organizations Financed 

O R G A N I Z A T I O N S 

U N S E C U R E D 

L O A N S 

L O A N S 

S E C U R E D B Y 

C O L L A T E R A L 

P A P E R P U R 

C H A S E D I N 

M A R K E T F O R 

O W N A C C O U N T 

Y e s N o Y e s N o Y e s N o 

S a l e s f i n a n c e c o m p a n i e s 

P e r s o n a l f i n a n c e c o m p a n i e s 
( S m a l l l o a n c o m p a n i e s ) 

I n d u s t r i a l b a n k i n g c o m 

p a n i e s 

O t h e r f i n a n c i n g o r g a n i z a 

t i o n s ( P l e a s e s t a t e t y p e ) 
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c ) I n d u s t r i a l b a n k i n g c o m p a n i e s -

d ) O t h e r financing o r g a n i z a t i o n s . 
( P l e a s e s tate t y p e ) 

3 . S t a t e m e n t o f t o t a l o u t s t a n d i n g b a n k loans a n d p a p e r p u r c h a s e d in m a r k e t , 

o n d a t e s i n d i c a t e d , t o c e r t a i n financing o r g a n i z a t i o n s l e n d i n g on i n s t a l 

m e n t basis . 

1 9 3 8 1 9 3 7 

J u n e D e c e r n - J u n e D e c e m -
3 0 ber 31 3 0 b e r 31 

I . To Sales Finance Companies^ 

a ) U n s e c u r e d l o a n s _ 
b ) L o a n s s e c u r e d b y c o l l a t e r a l _ 
c ) P a p e r p u r c h a s e d in o p e n 

m a r k e t for o w n a c c o u n t _ 
I I . To Personal Finance Companies^ 

( S m a l l L o a n C o m p a n i e s ) 

a ) U n s e c u r e d l o a n s _ 
b ) L o a n s s e c u r e d b y c o l l a t e r a l _ 

c ) P a p e r p u r c h a s e d in o p e n 
m a r k e t for o w n a c c o u n t _ 

I I I . To Industrial Banking Companies 

a ) U n s e c u r e d l o a n s — 
b ) L o a n s s e c u r e d b y c o l l a t e r a l _ 
c ) P a p e r p u r c h a s e d in o p e n 

m a r k e t for o w n a c c o u n t _ 
I V . To Other Financing Organizations 

( S p e c i f y t y p e s ) 
a ) U n s e c u r e d l o a n s — 
b ) L o a n s s e c u r e d b y c o l l a t e r a l _ 
c ) P a p e r p u r c h a s e d in o p e n 

m a r k e t for o w n a c c o u n t _ 
T O T A L 

i l f a b o r r o w i n g c o m p a n y p u r c h a s e s a u t o m o b i l e a n d o t h e r types of p a p e r 
(excluding p e r s o n a l l o a n s ) , a n d also o p e r a t e s a p e r s o n a l finance divis ion. 

2 . I f y o u m a k e l o a n s s e c u r e d b y c o l l a t e r a l t o f i n a n c e o r g a n i z a t i o n s e n g a g e d 
in e x t e n d i n g c o n s u m e r i n s t a l m e n t c r e d i t , i n d i c a t e b e l o w the types o f 
c o l l a t e r a l t a k e n b y t h e b a n k as s e c u r i t y f r o m : 

a ) Sales finance c o m p a n i e s . . 

b ) P e r s o n a l finance c o m p a n i e s . . 
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4 . P l ea se i n d i c a t e t h e r a n g e o f m a t u r i t i e s o f l o a n s m a d e to t h e following a n d 
i n d i c a t e w h e r e w i t h i n t h e r a n g e t h e bulk o f y o u r l o a n s fall . 

R A N G E O F M A T U R I T I E S O F O U T S T A N D I N G L O A N S , 

O R G A N I Z A T I O N S A S O F D E C E M B E R 3 1 , 1 9 3 8 

Sales finance c o m p a n i e s t o m o n t h s , bulk a t m o n t h s 
P e r s o n a l finance c o m 

p a n i e s t o m o n t h s , bulk a t m o n t h s 
( S m a l l l o a n c o m p a n i e s ) 

I n d u s t r i a l b a n k i n g c o m 
p a n i e s t o m o n t h s , bulk a t m o n t h s 

O t h e r financing o r g a n i z a t i o n s 
(Speci fy t y p e s ) 

to m o n t h s , bulk a t m o n t h s 

t o m o n t h s , bulk a t . m o n t h s 

5. T o w h a t e x t e n t d o y o u insist o n o b t a i n i n g p e r i o d i c a l l y (say e v e r y six m o n t h s ) 

a m a t u r i t y s c h e d u l e o f o u t s t a n d i n g r e t a i l r e c e i v a b l e s f r o m sales finance 

c o m p a n i e s ? . . . . 

6 . I f y o u a r e financing sales finance c o m p a n i e s , 

a ) W h a t d o y o u r e g a r d as a s a t i s f a c t o r y " l i q u i d a t i o n " p e r i o d o f a c o m p a n y ' s 

d e b t ? ! 

b ) W h a t d o y o u r e g a r d as t h e m i n i m u m p e r c e n t o f t h e c o s t p r i c e t h a t t h e 

finance c o m p a n y should r e c e i v e as a d o w n p a y m e n t o n : 

( 1 ) A n e w c a r ? % 

( 2 ) A used c a r ? % 

c ) W h a t is t h e m a x i m u m n u m b e r o f m o n t h s for r e p a y m e n t t h a t a sales 

finance c o m p a n y s h o u l d a l l o w its c u s t o m e r s o n p u r c h a s e s of: 

( 1 ) A n e w c a r ? m o n t h s . 

( 2 ) A u s e d c a r ? m o n t h s . 

7. W h a t h a s b e e n t h e a m o u n t o f losses s u s t a i n e d b y y o u r b a n k d u r i n g the 

p a s t t w o y e a r s t o : 

1 9 3 7 1 9 3 8 

a ) Sales finance c o m p a n i e s $ 5 — — 

b ) P e r s o n a l finance c o m p a n i e s ( S m a l l l o a n c o m 

p a n i e s ) $ S 

c ) I n d u s t r i a l b a n k i n g c o m p a n i e s $ S 

i n c l u d e a n y l o a n s t o s u c h c o m p a n i e s in t h e g r o u p t h a t r e p r e s e n t s t h e great
est p r o p o r t i o n o f t h e t o t a l business d o n e (e.g. , a c o m p a n y d o i n g 75 percent 
of its business i n a u t o m o b i l e financing a n d 2 5 p e r c e n t in p e r s o n a l finance 
s h o u l d be i n c l u d e d in G r o u p I a b o v e ) . 
1 I n d e t e r m i n i n g t h e l i q u i d a t i o n p e r i o d , c a s h a n d wholesa le receivables 
s h o u l d b e d e d u c t e d f r o m t o t a l l iabi l i t ies t o a r r i v e a t n e t d e b t posit ion. 
F r o m m a t u r i t y s c h e d u l e of o u t s t a n d i n g r e t a i l r e c e i v a b l e s s h o u l d then be 
d e t e r m i n e d h o w m a n y m o n t h s ' c o l l e c t i o n s w o u l d be r e q u i r e d t o l iquidate 
this net d e b t . 
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8 . W h a t w a s t h e r a n g e o f interes t ra tes w h i c h y o u w e r e r e c e i v i n g on D e c e m 
b e r 3 1 , 1 9 3 8 , a n d w h e r e d i d the bulk o f y o u r loans fall in this r a n g e o n : 

a ) D i r e c t l o a n s t o sales finance c o m p a n i e s t o bulk a t % 

b ) D i r e c t l o a n s t o p e r s o n a l finance c o m 

p a n i e s t o bulk a t % 
c ) O p e n m a r k e t p a p e r w h i c h y o u h e l d 

o n t h a t d a t e t o bulk a t — % 
9 . T o w h a t e x t e n t d i d t h e in teres t r a t e c h a r g e d on d i r e c t l o a n s to l o c a l sa les 

finance c o m p a n i e s differ f r o m t h a t c h a r g e d on a d v a n c e s t o n a t i o n a l sa les 
finance c o m p a n i e s ? 

10. W h a t w o u l d y o u r e g a r d as a c o n s e r v a t i v e r a t i o b e t w e e n b o r r o w e d f u n d s 

a n d n e t w o r t h ' ( c a p i t a l f u n d s ) for : 
a ) Sa les finance c o m p a n i e s 
b ) P e r s o n a l finance c o m p a n i e s ( S m a l l l o a n c o m p a n i e s ) 

c ) I n d u s t r i a l b a n k i n g c o m p a n i e s 
1 1 . W h a t , if a n y , w a s t h e a m o u n t of d e b e n t u r e s o r o t h e r l o n g - t e r r a o b l i g a t i o n s 

w h i c h y o u h e l d in y o u r i n v e s t m e n t portfolios as of D e c e m b e r 31st , for : 
1 9 3 7 1 9 3 8 

a ) Sales finance c o m p a n i e s $ $ 
b ) P e r s o n a l finance c o m p a n i e s $ $ 

( S m a l l l o a n c o m p a n i e s ) 

c ) I n d u s t r i a l b a n k i n g c o m p a n i e s $ $ 

1 B o r r o w e d f u n d s s h o u l d i n c l u d e s h o r t - t e r m b o r r o w i n g s , d e b e n t u r e s a n d 
other f o r m s of l o n g - t e r m b o r r o w i n g s ; a n d n e t w o r t h s h o u l d i n c l u d e t h e 
total of c a p i t a l s t o c k a n d s u r p l u s (less a n y i n v e s t m e n t s in o u t s i d e c o m p a n i e s 
and i n t a n g i b l e s ) . 
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Credit Risk Analysis (Supplement to Chapter 5) 
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A Note on Method 

T H I S appendix contains a set of tables supplementary to the 
tabulations presented in Chapter 5, which analyzed factors 
in credit risk as indicated by the good- and bad-loan samples 
from 21 banks. At the end of the appendix is a copy of one 
of the schedule forms (Exhibit VI) used to obtain the data 
on bad loans; the form for good-loan data differed from this 
only in that item I was omitted. 

For the tables in Chapter 5 the samples of all 21 con
tributing banks were consolidated. In this appendix, however, 
the samples of 10 banks are shown individually, and the 
other 11 samples, which were too small to warrant indi
vidual analysis, are presented as two samples. These twelve 
samples are identified by the letters A to L; the size and 
general location of the banks that supplied them are as 
follows: A and B are central reserve city banks; C, D, E, F, 
G and H are reserve city banks, the first three being located 
in the West North Central region, the fourth in New Eng
land, and the last two on the Pacific Coast; J is a New England 
country bank; K represents a consolidation of data from 
six banks in several regions, and L a consolidation of infor
mation from five banks in the South. 

In some of the following tabulations the distributions are 
based on the total number of loan schedules submitted, in 
others on the number reporting information. In this respect 
the choice of procedure depended on whether it appeared 
advisable to include the non-reporting loans in a given class. 
For example, in cases not reporting age the loans could 
hardly have been included in any one of the age classes, but 
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cases not reporting occupation could be consolidated with 
the miscellaneous and ambiguous cases. Cases not reporting 
assets or liabilities presented a serious problem for which 
there was no satisfactory solution; they were finally consoli
dated with those reporting no assets or liabilities. 

Wherever there are cases not reporting information, there 
is a source of error. T o indicate the amount of error possible 
from such a source, most of the tabulations contain a column 
giving the percent of cases not reporting information. This 
percentage may be based on the total number of loans in 
the sample, or on the number of loans for which there are 
reports. 

T h e average distributions for all banks combined are 
weighted averages. For each bank the good and bad distribu
tions were weighted equally, the weight being determined 
by the total number of loans in the smaller of the two sam
ples; if the bad-loan sample was smaller, the number in that 
sample was taken as the weight, and conversely. T h e sum of 
the weights is, in most cases, 1,294, which may be designated 
the "effective number of cases." This is a fictitious number 
used for the purpose of making tests of significance, and does 
not refer to an actual number of loan schedules. If the average 
distributions are interpreted as referring to actual samples 
of 1,294 good loans and 1,294 bad loans the true statistical 
significance of these distributions will be slightly underesti
mated. In the distributions based on the number of loans 
reporting information, the effective number has been reduced 
in accordance with the percent of loans not reporting infor
mation; the result may be called the "effective number of 
cases reporting." In the columns headed "total number of 
cases" or "number of cases reporting" we give, in the indi
vidual distributions, the actual number of cases or the actual 
number reporting; but in the average distributions we give 
the effective number of cases or the effective number re
porting. 



Tables 

T A B L E B-1 

Percentage Distribution of Bad-Loan Samples of 2 1 
Banks, by Type of Collection Difficulty 

T Y P E O F C O L L E C T I O N D I F F I C U L T Y 

Charge-

Of 

No Charge-Off 

L e g a l 
A c t i o n 
a n d / o r 

C o l l e c t i o n 
f r o m 

C o m a k e r 

E x c e s 
sive 

D e l i n 
q u e n c y " 

N U M B E R 

O F C A S E S 

R E P O R T I N G 

I N F O R M A T I O N 

N U M B E R N O T 

R E P O R T I N G 

I N P E R C E N T 

O F N U M B E R 

R E P O R T I N G 

A 2 . 1 9 5 , , 8 2 ,1 1 0 0 , , 0 1 9 3 1 , 6 
B 1 . 0 4 1 , 4 5 7 , . 6 1 0 0 , 0 9 9 
C 9 , . 8 9 0 . 2 1 0 0 , 0 1 3 3 2 , 3 
D 6 2 . 6 6 . . 2 31 , 2 1 0 0 , 0 9 6 4 , 2 
E 1 8 . 7 3 1 . 3 5 0 , 0 1 0 0 , 0 3 2 2 3 1 . 1 
F 2 2 . 2 1 8 .1 5 9 , 7 1 0 0 , 0 7 2 4 , 2 
G 7 0 . 6 2 9 . 4 1 0 0 , 0 1 7 1 9 4 , 1 
H 6 0 . 0 1 6 , . 5 2 3 . 5 1 0 0 . 0 8 5 
I 1 4 . 3 5 5 , ,1 3 0 , 6 1 0 0 , 0 9 8 5 . 1 

J 4 8 . 0 6 . 0 4 6 . 0 1 0 0 , 0 1 0 0 
K 3 1 . 4 3 1 , . 4 3 7 . 2 1 0 0 , 0 1 2 1 7 , 4 
L 1 . 2 3 5 , . 8 6 3 , 0 1 0 0 , 0 8 1 4 4 . 5 

A L L 

S A M P L E S ' " 2 2 . 3 3 6 , . 7 4 1 . 0 1 0 0 , 0 1 , 1 2 7 1 5 , 1 

' " E x c e s s i v e d e l i n q u e n c y " was def ined as 9 0 days o r m o r e , b u t in s o m e cases 
banks i n c l u d e d u n d e r this h e a d i n g l o a n s t h a t were d e l i n q u e n t for a s h o r t e r 
period. 
" Includes t h e e n t i r e lot of 1 ,297 b a d l o a n s s u b m i t t e d by all c o n t r i l j u t i n g b a n k s . 
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T A B L E B - 2 
ha 

A G E O F B O R R O W E R 
N U M B E R N O T 

S A M P L E 

2 1 - 25 2 6 - 3 0 3 1 - 35 3 6 - 4 0 4 1 - 45 4 6 - 5 0 O v e r 50 

T O T A L O F C A S E S 

R E P O R T I N G 

I N F O R M A T I O N 

I N P E R C E N T 

O F N U M B E R 

R E P O R T I N G a 
> 

A G o o d 13 .8 20 .9 20 .9 13 .8 10 .7 1 0 . 2 9 .7 100 .0 196 2 .0 
z 

B a d 26, ,1 20 ,2 15, ,4 15 .9 9 .6 9 . 6 3 .2 100, ,0 188 4 .3 
V) 

B G o o d 8 .2 12, ,4 8, ,2 15 .5 14 .4 1 7 . 5 23 .8 100, ,0 97 2 .1 z 
B a d 9, ,4 10, ,4 17. 7 21 .9 13 ,5 1 6 . 7 10, ,4 100, 0 97 2 .1 D 

c G o o d 9, ,6 22, ,9 19, ,1 17 .2 14 ,7 6 . 9 9 .6 100, 0 157 1 .9 z 
B a d 12 .7 20 ,1 23 , ,1 V6 .4 14 .9 3 . 8 9 .0 100 0 134 1 .5 

D G o o d 12 .9 20 .4 22, ,4 8 .8 10 .2 1 0 . 9 14 .4 100, ,0 147 2 .0 
> 

B a d 15 .2 12, .1 16, ,2 21 .2 14 .1 7 . 1 14 .1 100, 0 99 1 .0 

E G o o d 20 ,2 17, ,3 17, ,3 11 .5 16, ,4 5 . 8 11, ,5 100. 0 104 4 , 8 
B a d 14 .0 21 ,0 28 , ,0 19 .0 10, ,0 2 . 0 6, ,0 100, 0 100 6, 0 H 

F G o o d 20 .3 17 .6 12, ,1 17 .6 12, ,1 9 . 5 10, ,8 100. 0 74 1 ,3 n 
B a d 21 .4 20 .0 20, .0 20 .0 10 ,0 7 . 1 1, ,5 100. 0 70 7. 2 w 

G G o o d 10 .4 14 .6 10 .4 26 .0 16 ,7 9 . 4 12, 5 100. 0 96 2. 1 
o 

B a d 14 . 9 17 .0 14 . 9 14 . 9 19 .1 8 . 6 10 .6 100. 0 47 6. 4 

Percentage Distribution of Good-Loan and Bad-Loan Samples of 21 Banks, by Age 
of Borrower 



T A B L E B -2 (Concluded) 

Percentage Distribution of Good-Loan and Bad-Loan Samples of 21 Banks, by Age 
of Borrower 

A G E O F B O R R O W E R 
N U M B E R 

N U M B E R N O T 

R E P O R T I N G 

S A M P L E 

2 1 - 2 5 2 6 - 3 0 3 1 - - 3 5 * 3 6 - 4 0 4 1 - 4 5 4 6 - -50 O v e r 5 0 

T O T A L O F C A S E S 

R E P O R T I N G 

I N F O R M A T I O N 

I N P E R C E N T 

O F N U M B E R 

R E P O R T I N G 

H G o o d 9 . 2 1 8 , , 4 2 0 , 7 1 9 , , 5 1 3 , 8 1 0 , 3 8 , 1 1 0 0 . 0 8 7 

B a d 1 0 . 7 2 6 , 2 2 6 , , 2 1 4 . 3 1 7 , , 9 1 , 2 3 , 5 1 0 0 . 0 8 4 1 . 2 

I G o o d 1 2 . 4 2 1 , 0 1 9 . 0 1 5 , , 2 1 4 , 3 5 , 7 1 2 , , 4 1 0 0 , , 0 1 0 5 2 . 9 

B a d 1 2 . 5 2 8 , 1 1 5 , 6 15 . 6 1 0 , 4 8 , 4 9 , , 4 1 0 0 . 0 9 6 7 . 3 

J G o o d 6 . 0 17 . 0 1 2 , , 0 1 4 , . 0 1 5 0 1 4 , 0 2 2 , 0 1 0 0 , 0 1 0 0 

B a d 5 . 1 1 6 . 3 2 3 , . 5 2 4 . 5 7 , .1 1 4 , 3 9 , , 2 1 0 0 , 0 9 8 2 . 0 

K G o o d 1 0 . 4 2 5 . 6 1 7 , , 6 1 5 . 2 1 2 , 0 8 , 8 1 0 , , 4 1 0 0 , 0 1 2 5 1 . 6 

B a d 1 2 . 8 2 1 . 6 2 1 . 6 16 . 0 1 0 , 4 1 0 , 4 7 , . 2 1 0 0 . 0 1 2 5 4 . 0 

L G o o d 1 4 , 9 2 2 . 3 16 . 9 1 6 . 9 1 2 2 7 , 4 9 , , 4 1 0 0 . 0 1 4 8 4 . 8 

B a d 8 . 7 2 7 . 0 2 6 .1 1 9 . 1 10 , 4 5 , 2 3 , . 5 1 0 0 . 0 1 1 5 1 , 7 

A L L S A M P L E S 

G o o d 1 2 , 4 1 9 . 8 17 .1 1 5 . 3 1 3 , 2 9 , 6 1 2 , . 6 1 0 0 , , 0 1 , 2 6 7 2 . 2 

B a d 1 4 . 2 2 0 , 2 2 0 . 8 1 8 , 1 11 , 8 7 , 9 7, , 0 1 0 0 . 0 1 , 2 5 0 3 . 5 

> 
•fl 
w 
2 
D 

X 

K 
-J 
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S A M P L E 

MARRIED T O T A L 

O T H E R S " T O T A L N U M B E R 

M a l e F e m a l e M a l e F e m a l e 

A G o o d 5 1 . 0 6 . 5 2 2 . 5 1 5 . 0 5 . 0 1 0 0 . 0 2 0 0 
B a d 5 4 . 6 1 . 5 3 3 . 2 5 . 1 5 . 6 1 0 0 . 0 1 9 6 

B G o o d 6 7 . 7 1 0 . 1 1 3 . 1 5 . 1 4 . 0 1 0 0 . 0 9 9 
B a d 6 6 . 7 2 1 . 2 4 . 0 8 . 1 1 0 0 . 0 9 9 

C G o o d 5 5 . 6 4 . 4 17 . 5 1 5 . 0 7 . 5 1 0 0 . 0 1 6 0 
B a d 6 7 . 7 2 . 9 2 0 . 6 6 . 6 2 . 2 1 0 0 . 0 1 3 6 

D G o o d 4 0 . 7 1 2 . 7 9 . 3 3 0 . 0 7 . 3 1 0 0 . 0 1 5 0 
B a d 5 9 . 0 2 . 0 2 4 . 0 5 . 0 1 0 . 0 1 0 0 . 0 1 0 0 

E G o o d 5 6 . 9 3 . 7 1 8 . 3 1 1 . 9 9 . 2 1 0 0 . 0 1 0 9 
B a d 6 4 . 2 3 . 8 2 1 . 7 7 . 5 2 . 8 1 0 0 . 0 1 0 6 

F G o o d 6 8 , 0 2 8 . 0 2 . 7 1 . 3 1 0 0 . 0 7 5 
B a d 5 4 . 7 2 . 7 3 0 . 6 5 . 3 6 . 7 1 0 0 . 0 7 5 

G G o o d 7 0 . 4 1 3 , , 3 1 0 , . 2 6 . 1 1 0 0 . 0 9 8 
B a d 8 2 . 0 2 . 0 8 , . 0 8 , , 0 1 0 0 , . 0 5 0 

H G o o d 6 2 . 1 2 1 , , 8 4 , . 6 1 1 , , 5 1 0 0 , , 0 8 7 

B a d 6 8 . 2 1 . 2 2 2 , , 4 2 , , 3 5 , 9 1 0 0 , , 0 8 5 

I G o o d 6 1 . 1 5 . 6 1 2 , . 9 1 4 . 8 5 , 6 1 0 0 . 0 1 0 8 

B a d 6 4 . 1 5 . 8 2 1 , . 4 3 . 9 4 , 8 1 0 0 . 0 1 0 3 

J G o o d 8 4 . 0 1 . 0 8 . , 0 5 , , 0 2 , 0 1 0 0 , 0 1 0 0 

B a d 9 0 . 0 1 . 0 5 . , 0 4 . , 0 1 0 0 , , 0 1 0 0 

K G o o d 6 5 . 4 4 . 7 1 2 , , 6 9 , 4 7 , 9 1 0 0 . 0 1 2 7 

B a d 6 6 . 1 . 8 2 5 , , 4 6 , 2 1 , 5 1 0 0 . 0 1 3 0 

L G o o d 6 9 . 7 5 . 8 1 3 . 6 7 , , 7 3 , , 2 1 0 0 . 0 1 5 5 

B a d 7 3 . 5 3 . 4 1 6 . 2 6 , , 0 , 9 1 0 0 , 0 1 1 7 

A L L S A M P L E S 

G o o d 6 1 . 4 5 . 0 1 6 . 1 1 1 , 6 5 , , 9 1 0 0 , 0 1 , 2 9 4 

B a d 6 6 . 3 2 . 2 2 2 , ,1 5 , 0 4 , , 4 1 0 0 , 0 1 , 2 9 4 

* I n c l u d e s p e r s o n s d i v o r c e d , s e p a r a t e d , w i d o w e d a n d n o t r e p o r t i n g . 

T A B L E B-3 

Percentage Distribution of Good-Loan and Bad-Loan 
Samples of 21 Banks, by Sex and Marital Status of Borrower 



T A B L E B - 4 

N o n e 

D E P E N D E N T S 

5 o r 

M o r e 

N U M B E R 

O F C A S E S 

R E P O R T I N G 

I N F O R M A T I O N 

N U M B E R N O T 

R E P O R T I N G 

I N P E R C E N T 

O F N U M B E R 

R E P O R T I N G 

> 

A G o o d 4 4 . 2 2 0 . 6 1 9 . 1 1 0 . 6 4 , 5 1 , 0 1 0 0 , 0 1 9 9 , 5 

B a d 3 6 . 6 2 4 . 6 1 6 . 8 1 3 . .1 5 . 2 3 , 7 1 0 0 . 0 1 9 1 2 , 6 

B G o o d 3 2 . 6 2 0 . 7 2 3 . 9 7 . , 6 1 2 , 0 3 . 2 1 0 0 , 0 9 2 7 , 6 

B a d 2 1 . 6 2 7 . 8 2 3 . 7 1 9 , , 6 5 , 2 2 . 1 1 0 0 . 0 9 7 2 , 0 

C G o o d 1 8 . 7 3 7 . 3 2 4 . 6 1 2 . 7 5 , 2 1 . 5 1 0 0 . 0 1 3 4 1 9 , 4 

B a d 1 4 . 0 3 6 . 0 2 7 . 2 1 4 , . 0 7 , 0 1 . 8 1 0 0 . 0 1 1 4 1 9 , 3 

D G o o d 4 6 . 7 1 7 . 3 1 7 . 3 1 1 , , 5 5 , 0 2 . 2 1 0 0 . 0 1 3 9 7 . 9 

B a d 3 5 . 1 1 7 . 6 1 8 . 7 17 , 6 9 , 9 1 , 1 1 0 0 . 0 9 1 9 , 9 

E G o o d 1 1 . 0 2 9 . 3 2 9 . 3 2 0 , 7 7 , 3 2 , 4 1 0 0 . 0 8 2 3 3 . 0 

B a d 7 . 9 2 5 . 0 2 6 . 3 3 1 , . 6 7 , 9 1 , 3 1 0 0 . 0 7 6 3 9 , 5 

F G o o d 3 0 . 4 3 7 . 7 1 4 . 5 1 0 , .1 5 , 8 1 , 5 1 0 0 . 0 6 9 8 . 7 

B a d 3 7 . 7 2 6 . 2 1 6 . 4 9 . 9 8 , 2 1 , 6 1 0 0 . 0 6 1 2 3 . 0 

G G o o d 2 6 . 0 2 9 . 2 1 1 . 5 2 0 . 8 8 , 3 4 , 2 1 0 0 . 0 9 6 2 . 1 

B a d 1 8 . 0 2 6 . 0 2 0 . 0 1 8 . 0 8 , 0 1 0 , 0 1 0 0 . 0 5 0 

M 
2 
O 

Percentage Distribution of Good-Loan and Bad-Loan Samples of 21 Banks, by Num
ber of Borrower's Dependents 



T A B L E B - 4 (Concluded) 
^9 
00 o 

S A M P L E 

D E P E N D E N T S 

T O T A L 

N U M B E R 

O F C A S E S 

N U M B E R N O T 

R E P O R T I N G 

S A M P L E 

N o n e 1 2 3 4 
5 o r 

M o r e 

T O T A L 
R E P O R T I N G 

I N F O R M A T I O N 

I N P E R C E N T 

O F N U M B E R 

R E P O R T I N G 
n 
> 
2 

H G o o d 3 1 . 0 2 8 . 7 1 9 . 5 6 . 9 9 . 2 4 . 7 1 0 0 . 0 87 9i 
B a d 2 4 . 7 2 3 . 5 2 8 . 2 1 0 . 6 7 . 1 5 . 9 1 0 0 . 0 85 

I G o o d 3 3 . 7 2 3 . 5 2 1 . 4 1 6 . 3 2 . 0 3 . 1 1 0 0 . 0 98 1 0 . 1 2 
B a d 3 4 . 1 3 4 . 1 1 7 . 6 1 3 . 1 1 . 1 1 0 0 . 0 91 1 3 . 2 O 

J G o o d 1 8 . 2 3 3 . 3 1 9 . 2 1 1 . 1 1 1 . 1 7 . 1 1 0 0 . 0 99 1 . 0 2 
B a d 7 . 2 2 9 . 6 2 2 . 4 2 2 . 4 8 . 2 1 0 . 2 1 0 0 . 0 98 2 . 0 v> 

H 

K G o o d 2 0 . 3 2 6 . 9 3 1 . 7 1 1 . 5 7 . 7 1 . 9 1 0 0 . 0 104 2 2 . 1 > 
B a d 2 0 . 0 1 9 . 0 2 6 . 7 2 2 . 8 8 . 6 2 . 9 1 0 0 . 0 105 2 3 . 8 

L 

L G o o d 2 4 . 8 2 9 . 4 1 7 . 1 1 5 . 5 7 . 0 6 . 2 1 0 0 . 0 129 2 0 . 1 w 

B a d 2 5 . 0 1 6 . 7 1 7 . 7 2 6 . 0 7 . 3 7 . 3 1 0 0 . 0 96 2 1 . 9 H 

A L L S A M P L E S n 
G o o d 2 9 . 4 2 7 . 1 2 1 . 2 1 2 . 5 6 . 8 3 . 0 1 0 0 . 0 1 , 1 5 2 1 0 . 6 7> 

w 
o B a d 2 4 . 4 2 5 . 5 2 1 . 6 1 7 . 9 6 . 7 3 . 9 1 0 0 . 0 1 , 1 3 5 1 2 . 3 
7> 
w 
o 

Percentage Distribution of Good-Loan and Bad-Loan Samples of 21 Banks, by Num
ber of Borrower's Dependents 
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Percentage Distribution of Good-Loan and Bad-Loan Samples of 21 Banks, by Sta
bility of Borrower's Residence 

YEARS AT PRESENT ADDRESS 

0 - 1 1 - 2 2 - 3 3 - 6 6 - 1 0 
1 0 a n d 
O v e r 

NUMBER 
OF CASES 

REPORTING 
INFORMATION 

NUMBER NOT 
REPORTING 
IN PERCENT 
OF NUMBER 
REPORTING 

> 

A G o o d 1 1 . 1 2 0 . 1 1 0 . 6 2 1 . 6 1 0 . 0 2 6 . 6 1 0 0 . 0 1 9 9 . 5 
B a d 1 5 . 0 2 2 . 3 1 9 . 2 2 5 . 4 7 . 3 1 0 . 8 1 0 0 . 0 1 9 3 1 . 5 

B G o o d 1 0 . 3 1 0 . 3 6 . 2 2 2 . 7 1 2 . 4 3 8 . 1 1 0 0 . 0 9 7 2 . 0 

B a d 1 8 . 3 1 6 . 1 1 5 . 1 3 2 . 3 7 . 5 1 0 . 7 1 0 0 . 0 9 3 6 . 4 

C G o o d 1 7 . 5 1 8 . 1 1 3 . 1 2 0 . 0 8 . 8 2 2 . 5 1 0 0 . 0 1 6 0 
B a d 2 1 . 3 1 9 . 8 1 1 . 8 1 9 . 9 5 . 1 2 2 . 1 1 0 0 . 0 1 3 6 

D G o o d 1 1 . 4 1 4 . 1 8 . 0 2 4 . 9 1 0 . 7 3 0 . 9 1 0 0 . 0 1 4 9 . 7 
B a d 1 3 . 6 1 3 . 6 1 2 . 5 2 1 . 6 9 . 1 2 9 . 6 1 0 0 . 0 8 8 1 3 . 6 

E G o o d 2 2 . 4 1 2 . 2 1 5 . 9 1 6 . 8 9 . 3 2 3 . 4 1 0 0 . 0 1 0 7 1 . 9 
B a d 2 9 . 5 1 8 . 1 1 0 . 5 2 0 . 0 2 . 9 1 9 . 0 1 0 0 . 0 1 0 5 1 . 0 

F G o o d 1 8 . 9 1 4 . 9 1 3 . 5 1 8 . 9 8 . 1 2 5 . 7 1 0 0 . 0 7 4 1 . 4 
B a d 3 3 . 3 1 9 . 4 9 . 7 1 6 . 8 6 . 9 1 3 . 9 1 0 0 . 0 7 2 4 . 3 

G G o o d 9 . 5 1 5 . 8 1 3 . 7 2 0 . 0 7 . 4 3 3 . 6 1 0 0 . 0 9 5 3 . 1 
B a d 1 9 . 1 2 1 . 3 8 . 5 1 7 . 0 6 . 4 2 7 . 7 1 0 0 . 0 4 7 6 . 4 

K 
00 

w 
z 
o 
X 

n 



T A B L E B-5 (Concluded) 

Percentage Distribution of Good-Loan and Bad-Loan Samples of 21 Banks, by Sta
bility of Borrower's Residence 

to 
00 
to 

Y E A R S A T P R E S E N T A D D R E S S 

T O T A L 

0 - 1 1 - 2 2 - 3 3 - 6 6 - 1 0 
1 0 a n d 

O v e r 

N U M B E R 

O F C A S E S 

R E P O R T I N G 

I N F O R M A T I O N 

N U M B E R N O T 

R E P O R T I N G 

I N P E R C E N T 

O F N U M B E R 

R E P O R T I N G 

H G o o d 8 . 2 1 5 . 3 8 , 2 2 1 , 2 7 , 1 4 0 . 0 1 0 0 . 0 8 5 2 . 3 
B a d 1 6 . 7 2 5 . 0 1 0 . 7 1 4 . , 3 1 1 . , 9 2 1 . 4 1 0 0 . 0 8 4 1 . 2 

I G o o d 1 8 . 2 1 3 . 1 1 3 , ,1 2 3 , , 3 1 3 . 1 1 9 . 2 1 0 0 . 0 9 9 9 . 1 
B a d 3 1 . 8 2 9 . 5 5 , 7 1 7 . ,1 4 . 5 1 1 . 4 1 0 0 , . 0 8 8 1 7 . 0 

J G o o d 1 . 0 1 . 0 4 2 . 9 2 2 . 4 1 1 . 2 2 1 . 5 1 0 0 , 0 9 8 2 . 0 
B a d 1 . 0 4 . 0 5 7 , , 0 1 7 , , 0 1 0 , 0 1 1 . 0 1 0 0 , 0 1 0 0 

K G o o d 1 7 , , 5 1 5 . 8 1 0 , 9 1 7 , , 5 1 0 , , 0 2 8 . 3 1 0 0 . 0 1 2 0 5 . 8 
B a d 2 6 , , 4 2 1 . 6 1 3 , , 6 2 0 , , 0 5 , , 6 1 2 . 8 1 0 0 , 0 1 2 5 4 . 0 

L G o o d 1 4 . 4 1 7 . 4 1 1 , , 3 2 3 , , 6 1 1 . , 3 2 2 . 0 1 0 0 . 0 1 3 2 1 7 . 4 

B a d 3 7 . 5 1 4 . 3 9 , , 8 1 4 , , 3 9 , , 8 1 4 . 3 1 0 0 . 0 1 1 2 4 . 5 

A L L S A M P L E S 

G o o d 1 3 . 5 1 4 . 5 1 3 , 7 2 1 . ,1 1 0 . 1 2 7 . 1 1 0 0 . 0 1 , 2 4 9 3 . 6 
B a d 2 1 . 6 1 8 . 8 1 6 . 0 2 0 . 2 7 . 2 1 6 . 2 1 0 0 . 0 1 , 2 4 0 4 . 3 

» 
> 
z 

> 
Z 

o 

z 
> 
r 
S 
w 
z 
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0 
)0 
M 
O 



A P P E N D I X B 283 

T A B L E B - 6 

Percentage Distribution of Good-Loan and Bad-Loan 
Samples of 21 Banks, by Occupation of Borrower 

PROFESSIONAL 

S A M P L E 
T e a c h e r s , 

A r t i s t s * 
S a l e s  O u t s i d e Office 

O t h e r s 
e t c . * 

A r t i s t s * 
persons S a l e s m e n W o r k e r s " 

O t h e r s 

A G o o d 4 . 5 2 . 5 2 . 5 8 . 5 3 0 . 0 1 1 . 0 
B a d 1 . 5 2 . 6 4 . 6 8 . 7 1 2 . 2 5 . 1 

B G o o d 1 1 . 1 5 . 1 3 . 0 3 . 0 1 4 . 1 3 . 0 
B a d 4 . 0 5 . 1 2 . 0 1 1 . 1 1 2 . 1 1 0 . 1 

C G o o d 2 . 5 2 . 5 3 . 8 4 . 4 4 4 . 4 1 3 . 1 

B a d 2 . 2 2 . 2 4 . 4 1 5 . 5 1 6 . 9 1 1 . 0 

D G o o d 1 2 . 7 2 . 7 . 7 4 . 7 3 8 . 7 

B a d 8 . 0 2 . 0 4 . 0 1 0 . 0 1 3 . 0 9 . 0 

E G o o d 1 2 . 8 . 9 7 . 3 9 . 2 2 6 . 6 

B a d 3 . 8 1 . 9 4 . 7 1 6 . 0 5 . 7 8 . 5 

F G o o d 4 . 0 2 . 7 5 . 3 6 . 7 1 3 . 3 1 4 . 7 

B a d 8 . 0 2 . 7 1 8 . 6 6 . 7 8 . 0 

G G o o d 7 . 1 6 . 1 4 . 1 9 . 2 1 6 . 3 5 . 1 

B a d 2 . 0 2 . 0 6 . 0 8 . 0 1 0 . 0 8 . 0 

H G o o d 5 . 8 3 . 5 6 . 9 5 . 8 9 . 2 1 0 . 3 

B a d 1 . 1 3 . 5 2 . 4 1 2 . 9 4 . 7 1 1 . 8 

I G o o d 7 . 4 6 . 5 2 . 8 3 . 7 2 3 . 1 8 . 3 

B a d 5 . 9 3 . 9 1 . 9 9 . 7 9 . 7 7 . 8 

J G o o d 1 2 . 0 4 . 0 4 . 0 9 . 0 1 3 . 0 5 . 0 

B a d 3 . 0 1 0 . 0 9 . 0 6 . 0 

K G o o d 1 1 . 0 2 . 4 4 . 7 7 . 9 2 2 . 8 1 1 . 8 

B a d 5 . 4 1 . 5 3 . 1 9 . 2 1 5 . 4 1 3 . 1 

L G o o d 7 . 7 2 . 6 5 . 2 7 . 1 1 8 . 1 8 . 4 

B a d 2 . 6 6 . 8 7 . 7 6 . 8 5 . 1 6 . 8 

A L L S A M P L E S 

G o o d 8 . 0 3 . 2 4 . 0 6 . 6 2 4 . 2 8 . 0 

B a d 3 . 6 2 . 9 3 . 7 1 1 . 2 1 0 . 6 8 . 6 

" T e a c h e r s , n u r s e s , d o c t o r s , t e c h n i c i a n s a n d lawyers . 
*• Artists , a c t o r s , m u s i c i a n s , m i s c e l l a n e o u s . 
' T y p i s t s , s t e n o g r a p h e r s , a c c o u n t a n t s , e t c . 
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T A B L E B - 6 (Continued) 

Percentage Distribution of Good-Loan and Bad-Loan 
Samples of 21 Banks, by Occupation of Borrower 

S A M P L E 
P O L I C E , F I R E 

M E N , E T C . 

P R O P R I E T O R S 

Retail 
Dealers Other 

M A N A G E R S A N D 

O F F I C I A L S 

A Good 3 . 0 6 . 0 8 . 5 7 . 0 
Bad 1 . 5 1 . 5 6 . 1 1 0 . 2 

B Good 3 . 0 3 . 0 2 6 . 4 10 .1 
Bad 3 . 0 2 . 0 1 0 . 1 13 .1 

C Good . 6 3 . 1 7 . 5 
Bad 2 . 2 6 . 7 1 1 . 0 1 1 . 0 

D Good . 7 1 . 3 5 . 3 1 2 . 7 
Bad 2 . 0 2 . 0 1 4 . 0 1 0 . 0 

E Good 1 . 8 .9 5 . 5 4 . 7 
Bad 1 . 9 . 9 1 2 . 3 7 . 5 

F Good 1 . 3 1 . 3 1 2 . 0 1 2 . 0 
Bad 1 0 . 7 1 3 . 3 

G Good 4 . 1 1 7 . 4 6 .1 
Bad 4 . 0 1 2 . 0 2 0 . 0 

H Good 9 . 2 3 . 5 1 2 . 6 8 . 0 
Bad 5 . 9 4 . 7 9 . 4 5 . 9 

I Good .9 2 . 8 1 3 . 0 6 . 4 
Bad 1 . 0 1 2 . 6 9 . 7 

J Good 3 . 0 2 . 0 8 . 0 8 . 0 
Bad 1 . 0 3 . 0 1 2 . 0 5 . 0 

K Good 3 . 2 3 . 9 9 . 4 6 . 3 
Bad 2 . 3 3 . 8 1 3 . 1 1 3 . 8 

L Good 1 . 9 .7 1 2 . 9 8 . 4 
Bad 2 . 6 .9 1 0 . 2 6 . 8 

A L L S A M P L E S 

Good 2 . 4 2 . 6 1 0 . 4 8 . 0 
Bad 2 . 0 2 . 5 1 0 . 7 1 0 . 2 
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T A B L E B - 6 (Concluded) 

Percentage Distribution of Good-Loan and Bad-Loan 
Samples of 21 Banks, by Occupation of Borrower 

W A G E - E A R N E R S 

SkiUed 
L a b o r 

U n 
skilled 

a n d 
S e m i -
skiUed 

D r i v e r s 

M I S C E L -

S e r v i c e L A N E O U S " 

T r a d e s 

T O T A L 

N U M B E R 

O F C A S E S 

A G o o d 5 . 5 5 . 0 4 . 0 2 . 0 1 0 0 . 0 2 0 0 

B a d 1 1 . 2 1 9 . 4 7 . 7 5 . 1 2 , 6 1 0 0 , 0 1 9 6 

B G o o d 8 . 1 6 . 1 1 . 0 1 . 0 2 , 0 1 0 0 , 0 9 9 

B a d 4 . 1 1 0 . 1 3 . 0 5 . 1 5 , 1 1 0 0 , 0 9 9 

C G o o d 6 . 9 6 . 3 . 6 3 . 7 , 6 1 0 0 , 0 1 6 0 

B a d 5 . 9 6 . 6 . 8 2 . 9 . 7 1 0 0 , 0 1 3 6 

D G o o d 6 . 6 3 . 3 2 . 7 1 . 3 6 , 6 1 0 0 , 0 1 5 0 

B a d 1 2 . 0 5 . 0 1 . 0 8 , 0 1 0 0 . 0 1 0 0 

E G o o d 7 . 4 1 2 . 8 3 . 7 5 . 5 0 , 9 1 0 0 . 0 1 0 9 

B a d 1 6 . 0 6 . 6 3 . 8 3 . 8 6 , 6 1 0 0 . 0 1 0 6 

F G o o d 1 0 . 7 4 . 0 5 . 3 6 , 7 1 0 0 , 0 7 5 

B a d 9 . 3 1 2 . 0 4 . 0 2 . 7 4 , 0 1 0 0 . 0 7 5 

G G o o d 1 2 . 2 4 . 1 4 . 1 3 . 1 1 , 0 1 0 0 , 0 9 8 

B a d 1 4 . 0 4 . 0 6 . 0 4 , 0 1 0 0 , 0 5 0 

H G o o d 1 0 . 3 6 . 9 2 . 3 4 . 6 1 , 1 1 0 0 , 0 8 7 

B a d 1 5 . 3 7 . 1 7 . 1 7 . 1 1 . 1 1 0 0 , 0 8 5 

I G o o d 1 0 . 2 7 . 4 1 . 9 1 . 9 3 , 7 1 0 0 , 0 1 0 8 

B a d 1 2 . 6 1 5 . 5 3 . 9 3 . 9 1 . 9 1 0 0 , 0 1 0 3 

J G o o d 1 9 . 0 5 . 0 4 . 0 3 . 0 1 , 0 1 0 0 , 0 1 0 0 

B a d 2 0 . 0 2 0 . 0 5 . 0 4 . 0 2 , 0 1 0 0 , 0 1 0 0 

K G o o d 7 . 1 3 . 9 1 . 6 . 8 3 , 2 1 0 0 . 0 1 2 7 

B a d 7 . 7 7 . 7 . 8 3 , 1 1 0 0 , 0 1 3 0 

L G o o d 7 . 1 4 . 5 1 . 9 1 . 9 1 1 , 6 1 0 0 . 0 1 5 5 

B a d 1 3 . 7 1 0 . 3 1 . 7 6 . 0 1 2 , 0 1 0 0 , 0 1 1 7 

A L L S A M P L E S 

G o o d 8 . 7 5 . 8 2 . 4 2 , 7 3 . 0 1 0 0 . 0 1 , 2 9 4 

B a d 1 1 . 5 1 1 . 1 3 . 6 3 . 6 4 , 2 1 0 0 . 0 1 , 2 9 4 

' Includes cases n o t r e p o r t i n g o c c u p a t i o n . 
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S A M P L E U T I L I T I E S * 
P R O F E S S I O N A L 

S E R V I C E 

I N D E P E N D E N T 

H A N D T R A D E S 

P U B L I C 

S E R V I C E 

A G o o d 4 . 5 7 . 5 5 . 5 1 1 . 5 
B a d 8 . 7 2 . 6 3 . 0 1 0 . 7 

B G o o d 5 . 0 8 . 0 7 . 1 1 5 . 2 
B a d 5 . 0 5 . 1 1 . 0 1 5 , 2 

C G o o d 2 0 . 6 3 . 1 . 6 5 . 6 
B a d 1 0 . 2 1 . 5 5 . 9 

D G o o d 1 3 . 3 7 . 3 1 2 . 0 
B a d 3 . 0 7 . 0 6 . 0 1 0 . 0 

E G o o d 1 1 . 0 1 2 . 8 . 9 1 3 . 9 
B a d 7 . 5 4 . 7 . 9 5 . 7 

F G o o d 1 2 . 0 4 . 0 2 . 7 6 . 7 
B a d 2 . 7 8 . 0 4 . 0 

G G o o d 5 . 1 1 0 . 2 6 . 1 8 . 2 
B a d 4 . 0 2 . 0 4 . 0 

H G o o d 5 . 7 6 . 9 2 3 . 0 
B a d 3 . 5 5 . 9 2 . 4 2 1 . 2 

I G o o d 6 . 4 1 0 . 2 1 6 . 7 
B a d 9 . 7 7 . 8 1 3 . 5 

J G o o d 4 . 0 4 . 0 2 0 . 0 
B a d 4 . 0 5 . 0 2 . 0 4 . 0 

K G o o d 8 . 7 3 . 9 2 . 4 1 1 . 8 

B a d 1 . 5 3 . 1 . 8 1 3 . 1 

L G o o d 1 9 . 4 5 . 2 1 3 . 5 

B a d 1 3 . 7 5 . 1 . 9 9 . 4 

A L L S A M P L E S 

G o o d 9 . 9 6 . 8 2 . 1 1 3 . 0 

B a d 6 . 6 4 . 6 1 . 5 9 . 9 

* R a i l r o a d , b u s a n d s t e a m s h i p t r a n s p o r t a t i o n , c o m m u n i c a t i o n o t h e r t h a n 
p o s t a l , gas a n d e l e c t r i c u t i l i t i e s . 

T A B L E B -7 

Percentage Distribution of Good-Loan and Bad-Loan 
Samples of 2 1 Banks, by Industrial Affiliation of 
Borrower 
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T A B L E B -7 (Continued) 

Percentage Distribution of Good-Loan and Bad-Loan 
Samples of 21 Banks, by Industrial Affiliation of Borrower 

M A N U F A C T U R I N G 

W h o l e  B a n k 
F o o d 
P r o d 

T e x t i l e s A N D 
S A M P L E 

s a l e ing a n d 
O t h e r * 

F o o d 
P r o d 

a n d 
O t h e r 

P E R S O N A L 

a n d B r o k e r 
O t h e r * 

F o o d 
P r o d 

C l o t h 
O t h e r 

S E R V I C E 

R e t a i l a g e 
u c t s ing 

A G o o d 1 9 . 0 1 1 . 5 1 1 . 5 5 . 5 6 . 5 4 . 0 4 . 0 

B a d 1 2 . 8 4 . 6 1 0 . 2 5 . 1 1 2 . 2 4 . 6 6 . 1 

B G o o d 1 0 . 1 5 . 1 1 7 . 2 3 . 0 1 . 0 7 . 1 7 . 1 

B a d 1 7 . 2 7 . 1 1 7 . 2 3 . 0 3 . 0 8 . 1 

C G o o d 1 4 . 4 6 . 3 1 2 . 5 7 . 5 1 . 9 1 8 . 1 2 . 5 

B a d 3 3 . 8 . 7 1 1 . 8 7 . 3 1 . 5 1 4 . 0 5 . 9 

D G o o d 9 . 3 6 . 7 1 6 . 0 1 . 3 3 . 3 7 . 3 4 . 7 

B a d 1 1 . 0 4 . 0 2 0 . 0 1 . 0 1 1 . 0 4 . 0 

E G o o d 1 6 . 5 1 . 8 7 . 3 6 . 4 1 . 9 1 1 . 0 4 . 6 

B a d 1 4 . 1 1 . 9 9 . 4 1 2 . 3 3 . 8 1 4 . 1 3 . 8 

F G o o d 1 3 . 3 4 . 0 1 4 . 7 4 . 0 2 . 7 1 3 . 3 6 . 7 

B a d 1 2 . 0 1 . 3 2 2 . 7 2 . 7 1 . 3 1 7 . 3 6 . 7 

G G o o d 1 8 . 4 6 . 1 1 5 . 3 2 . 0 1 . 0 9 . 2 8 . 2 

B a d 2 8 . 0 6 . 0 1 4 . 0 6 . 0 1 4 . 0 4 . 0 

H G o o d 1 6 . 1 3 . 4 4 . 6 5 . 8 4 . 6 8 . 0 4 . 6 

B a d 1 5 . 3 3 . 5 1 5 . 2 9 . 4 7 . 1 5 . 9 

I G o o d 1 5 . 7 2 . 8 1 7 . 6 . 9 1 2 . 1 5 . 6 

B a d 1 7 . 5 1 . 9 7 . 8 2 . 0 2 . 9 8 . 7 6 . 8 

J G o o d 1 0 . 0 3 . 0 1 4 . 0 3 . 0 2 7 . 0 4 . 0 

B a d 1 4 . 0 1 . 0 8 . 0 5 . 0 4 2 . 0 7 . 0 

K G o o d 1 5 . 7 7 . 1 8 . 7 7 . 9 . 8 1 5 . 7 4 . 7 

B a d 2 0 . 0 3 . 8 1 7 . 7 5 . 4 5 . 4 1 3 . 9 2 . 3 

L G o o d 1 4 . 2 1 . 9 1 8 . 1 2 . 6 3 . 8 8 . 4 4 . 5 

B a d 1 7 . 9 . 9 1 7 . 9 2 . 6 4 . 3 5 . 1 7 . 7 

A L L S A M P L E S 
4 . 8 G o o d 1 4 . 6 5 . 5 1 2 . 9 4 . 4 2 . 6 1 1 . 5 4 . 8 

B a d 1 7 . 7 3 . 0 1 3 . 9 4 . 7 4 . 0 1 2 . 2 5 . 7 

' R e a l e s t a t e , i n s u r a n c e , adver t i s ing , p r i n t i n g a n d p u b l i s h i n g , e t c 
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T A B L E B - 7 (Concluded) 

Percentage Distribution of Good-Loan and Bad-Loan 
Samples of 21 Banks, by Industrial Affiliation of Borrower 

S A M P L E 
L A N E O U S 

T R A N S 

P O R T A T I O N * 

B U I L D I N G 

T R A D E S ' " 

M I S C E L 

L A N E O U S " 
T O T A L 

T O T A L 

N U M B E F 

O F C A S E ! 

A G o o d 2 . 0 . 5 6 . 5 1 0 0 . 0 2 0 0 
B a d 7 . 6 2 . 6 9 . 2 1 0 0 . 0 1 9 6 

B G o o d 4 . 0 6 . 1 4 . 0 1 0 0 . 0 9 9 
B a d 2 . 0 4 . 0 1 2 . 1 1 0 0 . 0 9 9 

C G o o d 3 . 8 . 6 2 . 5 1 0 0 . 0 1 6 0 
B a d 2 . 2 1 . 5 3 . 7 1 0 0 . 0 1 3 6 

D G o o d 2 . 7 . 7 1 5 . 4 1 0 0 . 0 1 5 0 
B a d 3 . 0 2 . 0 1 8 . 0 1 0 0 . 0 1 0 0 

E G o o d 6 . 4 5 . 5 1 0 0 . 0 109 
B a d 5 . 7 3 . 8 1 2 . 3 1 0 0 . 0 1 0 6 

F G o o d 6 . 6 1 . 3 8 . 0 1 0 0 . 0 7 5 
B a d 6 . 6 2 . 7 1 2 . 0 1 0 0 . 0 7 5 

G G o o d 2 . 0 1 . 0 7 . 2 1 0 0 . 0 9 8 
B a d 8 . 0 6 . 0 4 . 0 1 0 0 . 0 5 0 

H G o o d 5 . 8 2 . 3 9 . 2 1 0 0 . 0 8 7 

B a d 4 . 7 1 . 2 4 . 7 1 0 0 . 0 8 5 

I G o o d 5 . 6 1 . 8 4 . 6 1 0 0 . 0 108 

B a d 9 . 7 3 . 9 7 . 8 1 0 0 . 0 1 0 3 

J G o o d 5 . 0 1 . 0 5 . 0 1 0 0 . 0 1 0 0 

B a d 7 . 0 1 . 0 1 0 0 . 0 1 0 0 

K G o o d . 8 1 . 6 1 0 . 2 1 0 0 . 0 1 2 7 

B a d 4 . 6 1 . 5 6 . 9 1 0 0 . 0 1 3 0 

L G o o d 2 . 6 . 6 5 . 2 1 0 0 . 0 1 5 5 

B a d 6 . 8 . 9 6 . 8 1 0 0 . 0 1 1 7 

A L L S A M P L E S 

G o o d 3 . 7 1 . 4 6 . 8 1 0 0 . 0 1 , 2 9 4 

B a d 5 . 6 2 . 4 8 . 2 1 0 0 . 0 1 , 2 9 4 

* T a x i a n d t r u c k i n g s e r v i c e , g a r a g e s e r v i c e , a u t o r e p a i r , filling s t a t i o n s , e tc . 
" B u i l d i n g a n d m a i n t e n a n c e o f r o a d s , s h i p b u i l d i n g , e t c . 
* I n c l u d e s cases n o t r e p o r t i n g i n d u s t r y . 
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T A B L E B-8 

Percentage Distribution of Good-Loan and Bad-Loan 
Samples of 21 Banks, by Borrower's Tenure of 
Employment 

2 8 9 

S A M P L E 

N U M B E R O F Y E A R S I N P R E S E N T 

O C C U P A T I O N 

0 - 1 1 - 2 2 - 3 3 - 6 6 - 1 0 
1 0 o r 
M o r e 

N U M B E R 

O F C A S E S 

R E P O R T 

I N G 

I N F O R M A 

T I O N 

N U M B E R 

N O T R E 

P O R T I N G 

I N P E R 

C E N T O F 

N U M B E R 

R E P O R T 

I N G 

A G o o d 2 . 6 5.1 8 . 7 2 1 . 0 2 7 . 2 3 5 . 4 1 0 0 . 0 1 9 5 2 . 6 
B a d 1 0 . 6 8 . 5 1 0 . 0 3 2 . 8 1 9 . 6 1 8 . 5 1 0 0 . 0 1 8 9 3 . 7 

B G o o d 1 1 . 0 4 . 4 5 . 5 1 5 . 4 1 8 . 7 4 5 . 0 1 0 0 . 0 91 8 . 8 
B a d 1 0 . 5 9 . 5 1 1 . 6 2 9 . 5 1 6 . 8 2 2 . 1 1 0 0 . 0 9 5 4 . 2 

C G o o d 3 . 8 9 . 4 8 . 8 1 3 . 3 1 8 . 3 4 6 . 4 1 0 0 . 0 1 5 9 .6 
B a d 6 . 7 9 . 7 1 1 . 2 2 6 . 9 1 0 . 4 3 5 . 1 1 0 0 . 0 1 3 4 1 . 5 

D G o o d 8 . 6 6 . 4 9 . 3 1 1 . 4 2 0 . 7 4 3 . 6 1 0 0 . 0 1 4 0 7 . 2 
B a d 9 . 8 1 0 . 9 1 2 . 0 1 6 . 3 1 9 . 6 3 1 . 4 1 0 0 . 0 91 8 . 7 

E G o o d 6 . 5 1 2 . 0 6 . 5 2 3 . 1 2 0 . 4 3 1 . 5 1 0 0 . 0 1 0 8 .9 
B a d 9 . 1 1 8 . 2 1 5 . 2 2 0 . 2 14 .1 2 3 . 2 1 0 0 . 0 9 9 7 . 1 

F G o o d 6 . 2 1 2 . 2 6 . 2 2 0 . 0 1 5 . 4 4 0 . 0 1 0 0 . 0 6 5 1 5 . 4 
B a d 2 9 . 0 2 1 . 0 8 . 1 2 4 . 1 8 .1 9 . 7 1 0 0 . 0 6 2 2 0 . 9 

G G o o d 5 . 2 8 . 5 8 . 4 1 5 . 8 2 0 . 0 4 2 . 1 1 0 0 . 0 9 5 3 .1 
B a d 1 2 . 5 4 . 2 1 0 . 4 3 1 . 2 1 4 . 6 2 7 . 1 1 0 0 . 0 4 8 4 . 2 

H G o o d 1 . 2 4 . 8 1 5 . 5 1 6 . 7 2 0 . 2 4 1 . 6 1 0 0 . 0 8 4 3 . 5 
B a d 1 5 . 9 7 . 3 1 0 . 9 2 3 . 2 2 2 . 0 2 0 . 7 1 0 0 . 0 8 2 3 . 6 

I G o o d 9 . 9 1 1 . 9 1 0 . 9 2 2 . 8 1 9 . 8 2 4 . 7 1 0 0 . 0 101 6 . 9 

B a d 3 1 . 8 2 9 . 6 5 . 7 1 7 . 0 4 . 5 1 1 . 4 1 0 0 . 0 8 8 1 7 . 0 

J G o o d 3 . 0 2 . 0 1 7 . 2 1 9 . 2 1 3 . 1 4 5 . 5 1 0 0 . 0 9 9 1 . 0 

B a d 1 . 0 2 9 . 0 3 0 . 0 1 8 . 0 2 2 . 0 1 0 0 . 0 1 0 0 

K G o o d 8 . 5 6 . 9 6 . 9 2 3 . 9 1 8 . 8 3 5 . 0 1 0 0 . 0 1 1 7 8 . 5 

B a d 1 4 . 8 1 3 . 1 9 . 0 1 5 . 6 1 9 . 7 2 7 . 8 1 0 0 . 0 1 2 2 6 . 5 

L G o o d 5 .1 8 .1 1 1 . 1 1 6 . 2 1 1 . 0 4 8 . 5 1 0 0 . 0 1 3 6 1 4 . 0 

B a d 1 6 . 7 6 . 5 1 4 . 8 2 1 . 3 1 4 . 8 2 5 . 9 1 0 0 . 0 1 0 8 8 . 3 

A L L S A M P L E S 

G o o d 5 . 7 7 . 4 9 . 5 1 8 . 5 1 9 . 3 3 9 . 6 1 0 0 . 0 1 , 2 2 6 5 . 5 

B a d 1 3 . 0 1 1 . 1 1 2 . 4 2 4 . 4 1 5 . 7 2 3 . 4 1 0 0 . 0 1 , 2 1 6 6 . 4 



T A B L E B - 9 
^3 

o 

A N N U A L I N C O M E O F B O R R O W E R 

SAMPLE 
Under $ 1 2 0 0 - S 1 8 0 0 - $ 2 4 0 0 - $ 3 0 0 0 - $ 3 6 0 0 - $4800 
$1200 1800 2400 3000 3600 4800 and Over Total 

N U M B E R O F 

C A S E S 

R E P O R T I N G 

I N F O R M A T I O N 

N U M B E R N O T R E 

P O R T I N G I N P E R C E N T 

O F N U M B E R 

R E P O R T I N G 

> 
Z 
9i 

> 
Z 
a 

Z 

H 
> 

S 
M 
Z 
H 

O 
!0 
M 
O 

A Good 8 . 8 3 0 . 6 2 4 . 8 1 6 . 6 1 0 . 4 5 . 2 3 . 6 1 0 0 . 0 193 3 . 6 
Bad 7 . 5 3 1 . 2 3 2 . 3 1 5 . 6 5 . 4 5 . 4 2 . 6 1 0 0 . 0 186 5 . 4 

B Good 4 . 1 2 2 . 7 2 7 . 8 1 2 . 4 1 2 . 4 8 . 2 1 2 . 4 1 0 0 . 0 97 2 . 0 
Bad 6 . 2 2 7 . 8 2 3 . 7 1 6 . 5 7 . 2 9 . 3 9 . 3 1 0 0 . 0 97 2 . 0 

C Good 1 8 . 2 3 7 . 8 2 3 . 9 7 . 5 7 . 6 3 . 8 1 . 2 1 0 0 . 0 159 . 6 
Bad 1 0 . 3 2 9 . 4 2 7 . 9 1 7 . 7 6 . 6 3 . 7 4 . 4 1 0 0 . 0 136 

D Good 2 1 . 3 2 2 . 7 2 4 . 0 1 4 . 0 4 . 7 7 . 3 6 . 0 1 0 0 . 0 150 
Bad 1 5 . 6 3 3 . 3 1 9 . 8 1 4 . 6 6 . 3 8 . 3 2 . 1 1 0 0 . 0 96 4 . 2 

E Good 1 9 . 8 3 5 . 8 2 2 . 7 1 4 . 2 4 . 7 1 . 9 . 9 1 0 0 . 0 107 1 . 9 
Bad 1 0 . 9 4 2 . 6 3 0 . 7 9 . 9 2 . 9 2 . 0 1 . 0 1 0 0 . 0 101 5 . 0 

F Good 8 . 3 3 3 . 3 2 6 . 4 1 5 . 3 8 . 3 4 . 2 4 . 2 1 0 0 . 0 72 4 . 2 

Bad 2 1 . 7 3 1 . 9 1 4 . 6 1 5 . 9 5 . 8 7 . 2 2 . 9 1 0 0 . 0 69 8 . 7 

G Good 5 . 2 2 1 . 6 2 9 . 9 2 0 . 6 1 . 4 5 . 1 7 . 2 1 0 0 . 0 97 1 . 0 
Bad 2 . 0 1 6 . 3 2 8 . 6 2 8 . 6 1 . 2 8 . 2 6 . 1 1 0 0 . 0 49 2 . 0 

Percentage Distribution of Good-Loan and Bad-Loan Samples of 21 Banks, 
by Annual Income of Borrower 



T A B L E B-9 (Concluded) 

A N N U A L I N C O M E O F B O R R O W E R N U M B E R O F N U M B E R N O T R E -

S A M P L E Under 
$1200 

$ 1 2 0 0 -
1800 

$ 1 8 0 0 -
2400 

$ 2 4 0 0 -
3000 

$ 3 0 0 0 -
3600 

$ 3 6 0 0 -
4800 

$4800 
and Over Total 

C A S E S 

R E P O R T I N O 

I N F O R M A T I O N 

P O R T I N G I N P E R C E N T 

O F N U M B E R 

R E P O R T I N O 

H Good 12. 8 25 , .6 40 .7 11 . 6 6 , 9 1 , 2 1 . 2 1 0 0 . 0 86 1 . 1 
Bad 3. 6 44 . ,7 29 , .4 9 . 4 7 , 0 4 , 7 1 . 2 1 0 0 . 0 85 

I Good 10. .4 27, ,4 28 , .3 16 ,9 3 , 8 1 0 . 4 2 . 8 1 0 0 . 0 106 1 . 9 
Bad 9 ,3 2 8 . ,1 29 ,2 18 , 8 9 . 4 3 . 1 2 . 1 1 0 0 . 0 96 7 . 3 

J Good 5 1 29 , 3 36 . 3 9 ,1 7 . 1 8 , 1 5 . 0 1 0 0 . 0 99 1 . 0 
Bad 5. ,1 44, ,4 37, .4 9 ,1 2 . 0 2 , 0 1 0 0 . 0 99 1 . 0 

K Good 10. 5 2 3 . 4 2 9 , 8 14, ,5 6 . 5 5 . 6 9 . 7 1 0 0 . 0 124 2 . 4 
Bad 7. 2 29 , 6 3 1 , 2 10, .4 1 1 . 2 3 , 2 7 . 2 1 0 0 . 0 125 4 . 0 

L Good 14 . .4 2 3 . 7 2 9 , 5 14, .4 9 . 4 5 . 0 3 . 6 1 0 0 . 0 139 1 1 . 5 
Bad 33, ,7 30. ,8 24 , 0 9 ,6 1 . 9 1 0 0 . 0 104 1 2 . 5 

A L L S A M P L E S 

Good 11, ,9 28 . ,4 2 8 . ,1 13, ,7 7 . 7 5 , 5 4 . 7 1 0 0 . 0 1 , 2 6 0 2 . 7 
Bad 11 .0 32. .8 28 , 1 14, ,2 6 . 2 4 . 5 3 . 2 1 0 0 . 0 1 , 2 4 0 4 . 3 

•fl 
w 
2 
O 

a 

Percentage Distribution of Good-Loan and Bad-Loan Samples of 2 1 Banks, 
by Annual Income of Borrower 
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SAMPLE 

AMOUNT OF NOTE IN PERCENT OF 
ANNUAL INCOME 

( M 5 - 9 
2 0 

1 0 - 1 4 1 5 - 1 9 and 
Over 

T O T A L 

NUMBER 
OF CASES 
REPORT

ING 
INFORMA

TION 

A Good 7 . 9 3 8 . 2 3 1 . 4 17 . 8 4 . 7 100 , 0 191 4 , 7 
Bad 4 . 3 4 3 . 5 3 6 . 0 12 , 9 3 . 3 100 ,0 186 5 . 4 

B Good 1 7 . 5 3 4 . 1 2 2 . 7 14 . 4 11 . 3 100 , 0 97 2 , 0 
Bad 1 0 . 4 2 8 . 1 3 1 . 2 6 . 3 24 . 0 100 ,0 96 3 . 1 

C Good 1 0 . 2 4 5 . 9 2 4 . 2 10 . 2 9 . 5 100 ,0 157 1 . 9 
Bad 7 . 3 4 4 . 1 2 2 . 1 7 . 4 19 .1 100, .0 136 

D Good 1 0 . 7 4 4 . 0 2 5 . 3 10 . 0 10 . 0 100, ,0 150 
Bad 1 8 . 7 3 7 . 5 2 1 . 9 14 .6 7 , 3 100, 0 96 4 . 2 

E Good 8 . 4 3 8 . 3 3 5 . 5 12 . 2 5 . 6 100, , 0 107 1 . 9 
Bad 6 . 9 4 9 . 5 2 2 . 8 8 . 9 11 ,9 100, ,0 101 4 . 9 

F Good 7 . 1 2 3 . 9 3 5 . 2 11 . 3 22 , 5 100, . 0 71 5 . 7 
Bad 8 . 7 2 6 . 1 2 4 . 6 17, . 4 23 , 2 100, .0 69 8 . 7 

G Good 6 . 2 2 6 . 8 3 8 . 1 16 . 5 12 ,4 100, .0 97 1 . 0 
Bad 1 8 . 4 5 7 . 2 1 2 . 2 6. ,1 6, .1 100, 0 49 2 . 0 

H Good 1 . 2 3 1 . 4 3 0 . 2 14, . 0 23 ,2 100, ,0 86 1 . 2 
Bad 1 . 1 3 6 . 5 2 5 . 9 12, . 9 23 ,6 100, 0 85 

I Good 1 8 . 9 4 5 . 3 2 2 . 6 7, . 5 5 ,7 100, ,0 106 1 . 9 
Bad 1 1 . 5 5 2 . 1 1 5 . 6 8 , 3 12, 5 100, 0 96 7 . 3 

J Good 7 . 1 4 1 . 4 2 1 . 2 15, . 2 14 ,1 100, , 0 99 1 . 0 
Bad 4 . 0 2 8 . 3 2 7 . 3 17, ,2 23 , .2 100, 0 99 1 . 0 

K Good 1 1 . 4 4 8 , 8 1 9 . 5 10 ,5 9 ,8 100. 0 123 3 , 3 
Bad 7 . 2 4 2 . 4 2 3 . 2 13, ,6 13, 6 100 , 0 125 4 . 0 

L Good 8 . 6 4 1 . 0 2 0 . 9 12, 9 16, 6 100 , 0 139 1 1 . 5 
Bad 1 6 . 2 4 1 . 4 2 2 . 2 11 . 1 9, 1 100 . 0 99 1 8 . 2 

A L L S A M P L E S 

Good 9 . 8 3 9 . 6 2 6 . 6 12, ,9 11, ,1 100, 0 1 , 2 5 4 3 . 2 
Bad 8 . 8 4 0 . 6 2 5 . 0 11, ,5 14, ,1 100, 0 1 , 2 3 5 4 . 8 

T A B L E B - 1 0 

Percentage Distribution of Good-Loan and Bad-Loan 
Samples of 21 Banks, by Amount of Note in Percent 
of Annual Income of Borrower 



T A B L E B - 1 1 

Percentage Distribution of Good-Loan and Bad-Loan Samples of 2 1 Banks, 
by Selected Asset and Liability Items of Borrower 

SAMPLE 

LIFE INSURANCE BANK ACCOUNTS 

N o ( a n d 
n o t 

Y e s r e p o r t 

i n g ) 

Total 

N u m b e r N o t 
R e p o r t i n g 

in P e r c e n t o f 
T o t a l C a s e s 

C h e c k - N o ( a n d 
C h e c k - S a v - i n g n o t 

i n g ing a n d r e p o r t -
S a v i n g i n g ) 

Total 

N u m b e r N o t 
R e p o r t i n g 

in P e r c e n t o f 
T o t a l C a s e s 

> 

A G o o d 7 6 , 5 2 3 . 5 1 0 0 . 0 8 . 5 2 3 . 5 4 . 0 6 4 . 0 1 0 0 . 0 1 . 0 
B a d 6 4 . 3 3 5 . 7 1 0 0 . 0 2 . 6 2 . 6 5 . 6 1 . 0 9 0 . 8 1 0 0 . 0 4 . 1 

B G o o d 7 9 . 8 2 0 , , 2 1 0 0 . 0 5 . 1 2 8 . 3 1 7 . 2 1 7 . 2 3 7 . 3 1 0 0 . 0 1 . 0 
B a d 6 9 , 7 3 0 , , 3 1 0 0 . 0 1 6 . 1 7 . 1 6 . 1 7 0 . 7 1 0 0 . 0 

C G o o d 8 5 . 6 1 4 , 4 1 0 0 . 0 1 5 . 6 2 1 . 3 3 . 1 6 0 . 0 1 0 0 , 0 
B a d 7 7 . 2 2 2 , 8 1 0 0 , 0 2 2 . 8 9 . 6 5 . 1 6 2 . 5 1 0 0 . 0 

D G o o d 7 6 . 0 2 4 , 0 1 0 0 . 0 2 . 7 1 8 . 7 2 6 . 0 8 . 0 4 7 . 3 1 0 0 . 0 2 . 0 
B a d 6 9 . 0 31 , 0 1 0 0 . 0 6 . 0 1 5 . 0 1 3 . 0 1 . 0 7 1 . 0 1 0 0 . 0 5 . 0 

E G o o d 8 9 . 9 1 0 .1 1 0 0 . 0 6 . 4 1 3 , 8 1 7 . 4 1 . 8 6 7 , 0 1 0 0 . 0 3 0 . 3 
B a d 7 4 , 5 2 5 . 5 1 0 0 , 0 2 3 . 6 5 . 7 . 9 9 3 , 4 1 0 0 . 0 8 4 . 0 

F G o o d 7 7 . 3 2 2 , 7 1 0 0 , 0 8 . 0 1 3 . 3 2 5 . 3 8 . 0 5 3 . 4 1 0 0 . 0 1 0 . 7 
B a d 6 6 . 7 3 3 , 3 1 0 0 , 0 2 0 . 0 1 3 . 3 9 . 3 2 . 7 7 4 . 7 1 0 0 . 0 1 0 . 7 

G G o o d 7 7 . 6 2 2 , . 4 1 0 0 , , 0 1 . 0 2 0 . 4 1 3 . 3 1 3 . 3 5 3 . 0 1 0 0 . 0 1 . 0 
B a d 7 6 . 0 2 4 . 0 1 0 0 , , 0 2 . 0 1 8 , 0 1 4 . 0 6 8 . 0 1 0 0 . 0 

1 . 0 

O O 

O 

u 



T A B L E B - 1 1 (Continued) 
10 

U F E INSURANCE BANK ACCOUNTS 

SAMPLE 

Yes 

No (and 
not 

report
ing) 

Total 

Number Not 
Reporting 

in Percent of 
Total Cases 

Check
ing 

Sav
ing 

Check- No (and 
ing not 
and report-

Saving ing) 

Total 

Number Not 
Reporting 

in Percent of 
Total Cases 

W 
> 

z 

> 
Z 
o 

Z 
wi 
H 
> 

S 
w 
z 

O 
99 
W 
O 

H Good 8 9 . 7 1 0 . 3 1 0 0 . 0 > • • 4. ,6 20, .7 4 . 6 70 .1 100 .0 
Bad 8 3 . 5 1 6 . 5 1 0 0 . 0 2, .3 10 .6 1 .2 85 .9 100 . 0 

I Good 8 3 . 3 1 6 . 7 1 0 0 . 0 2 . 8 36 . ,1 8, . 3 4 . 6 51 . 0 100 . 0 1 2 . 0 
Bad 7 0 . 9 2 9 . 1 1 0 0 . 0 8 . 7 14. .6 6, ,8 2 .9 75 .7 100 .0 1 8 . 4 

J Good 9 0 . 0 1 0 . 0 1 0 0 . 0 1 . 0 19, .0 27 .0 6 . 0 48 .0 100 .0 2 . 0 
Bad 7 9 . 0 2 1 . 0 1 0 0 . 0 1 . 0 9, ,0 8 .0 1 . 0 82 . 0 100 . 0 

K Good 7 0 . 9 2 9 . 1 1 0 0 . 0 4 . 7 28 , .3 13 .4 5 .5 52 . 8 100 .0 3 . 2 
Bad 6 4 . 6 3 5 . 4 1 0 0 . 0 1 2 . 3 19, .2 5, , 4 4, .6 70 . 8 100 . 0 9 . 2 

L Good 8 8 . 4 1 1 . 6 1 0 0 . 0 7 . 1 40 , .0 4 , .5 3 .8 51 .7 too .0 6 . 5 
Bad 7 0 . 9 2 9 . 1 1 0 0 . 0 1 2 . 0 13. .7 .9 85 .4 100 .0 2 . 6 

A L L S A M P L E S 

Good 8 1 . 8 1 8 . 2 1 0 0 . 0 3 . 0 18 . 3 20 . 3 6 .0 55 . 4 100 .0 5 . 5 
Bad 7 1 . 4 2 8 . 6 1 0 0 . 0 7 . 1 6 .9 12 . 3 2 . 3 78 .5 100 .0 1 1 . 1 

Percentage Distribution of Good-Loan and Bad-Loan Samples of 2 1 Banks, 
by Selected Asset and Liability Items of Borrower 



T A B L E B - 1 1 (Continued) 

Percentage Distribution of Good-Loan and Bad-Loan Samples of 21 Banks, 
by Selected Asset and Liability Items of Borrower 

> 

SECURITIES 

SAMPLE 

Yes 

REAL ESTATE* 

N o T o t a l 
Yes 

N o ( a n d 
n o t r e 

p o r t i n g ) 
T o t a l 

N u m b e r N o t 
R e p o r t i n g 

in P e r c e n t o f 
T o t a l C a s e s ' ' 

A G o o d 1 6 . 0 8 4 . 0 1 0 0 . 0 
B a d 3 . 1 9 6 . 9 1 0 0 . 0 

B G o o d 3 7 . 4 6 2 . 6 1 0 0 . 0 
B a d 1 4 . 1 8 5 . 9 1 0 0 . 0 

G G o o d 2 2 . 5 7 7 . 5 1 0 0 . 0 2 . 5 9 7 . 5 1 0 0 . 0 . 6 
B a d 2 2 . 1 7 7 . 9 1 0 0 . 0 . 7 9 9 . 3 1 0 0 . 0 . 7 

D G o o d 2 5 . 3 7 4 . 7 1 0 0 . 0 6 . 0 9 4 . 0 1 0 0 . 0 5 . 3 
B a d 1 2 . 0 8 8 . 0 1 0 0 . 0 3 . 0 9 7 . 0 1 0 0 . 0 1 3 . 0 

E G o o d 2 4 . 8 7 5 . 2 1 0 0 . 0 
B a d 1 6 . 0 8 4 . 0 1 0 0 . 0 

F G o o d 3 4 . 7 6 5 . 3 1 0 0 . 0 
B a d 1 3 . 3 8 6 . 7 1 0 0 . 0 

" B o r r o w e r s n o t r e p o r t i n g r e a l e s t a t e w e r e c o n s i d e r e d as p e r s o n s n o t o w n i n g r e a l e s t a t e . 
" T h e effective n u m b e r of cases was 1 ,294 for r e a l e s t a t e , 7 1 8 f o r secur i t ies . 

M 
Z 
o 



T A B L E B-1 1 (Continued) 

to 

S E C U R I T I E S 

R E A L E S T A T E ' N o ( a n d N u m b e r N o t 
S A M P L E 

V e s n o t r e  T o t a l R e p o r t i n g 

Y e s N o T o t a l p o r t i n g ) in P e r c e n t o f 

T o t a l Cases '" 
W 

G G o o d 4 2 . 9 5 7 . 1 1 0 0 . 0 8 . 2 9 1 . 8 1 0 0 . 0 
> 

B a d 1 6 . 0 8 4 . 0 1 0 0 . 0 2 . 0 9 8 . 0 1 0 0 . 0 6 . 0 

H G o o d 2 4 . 1 7 5 . 9 1 0 0 . 0 8 . 0 9 2 . 0 1 0 0 . 0 > 
B a d 7 . 1 9 2 . 9 1 0 0 . 0 4 . 7 9 5 . 3 1 0 0 . 0 1 . 2 Z 

I G o o d 4 0 . 7 5 9 . 3 1 0 0 . 0 5 . 6 9 4 . 4 1 0 0 . 0 3 . 7 o 

B a d 2 4 . 3 7 5 . 7 1 0 0 . 0 4 . 9 9 5 . 1 1 0 0 . 0 7 . 8 z 
J G o o d 3 3 . 0 6 7 . 0 1 0 0 . 0 Vi 

B a d 9 . 0 9 1 . 0 1 0 0 . 0 H 
> 

K G o o d 2 6 . 0 7 4 . 0 1 0 0 . 0 4 . 7 9 5 . 3 1 0 0 . 0 4 0 . 9 

B a d 1 2 . 3 8 7 . 7 1 0 0 . 0 1 0 0 . 0 1 0 0 . 0 4 1 . 5 

L G o o d 2 3 . 2 7 6 . 8 1 0 0 . 0 5 . 8 9 4 . 2 1 0 0 . 0 2 4 . 5 z 
B a d 1 6 . 2 8 3 . 8 1 0 0 . 0 1 0 0 . 0 1 0 0 . 0 2 6 . 5 

A L L S A M P L E S ' " O 
G o o d 2 7 . 3 7 2 . 7 1 0 0 . 0 5 . 4 9 4 . 6 1 0 0 . 0 1 2 . 6 S8 
B a d 1 3 . 3 8 6 . 7 1 0 0 . 0 2 . 0 9 8 . 0 1 0 0 . 0 1 5 . 3 W 

o 

• B o r r o w e r s n o t r e p o r t i n g real es ta te w e r e c o n s i d e r e d as persons n o t o w n i n g real e s t a t e . 
" T h e el lect ive n u m b e r o£ cases was 1 ,294 for r e a l e s t a t e , 7 1 8 for secur i t ies . 

Percentage Distribution of Good-Loan and Bad-Loan Samples of 21 Banks, 
by Selected Asset and Liability Items of Borrower 



T A B L E B-11 (Continued) 

Percentage Distribution of Good-Loan and Bad-Loan Samples of 21 Banks, 
by Selected Asset and Liability Items of Borrower 

W 
z 
o 

Y e s 

AUTOMOBILES 

N o ( a n d 
n o t r e 

p o r t i n g ) 
T o t a l 

N u m b e r N o t 
R e p o r t i n g 

in P e r c e n t o f 
T o t a l C a s e s 

Y e s 

HOUSEHOLD GOODS 

N o ( a n d 
n o t r e 

p o r t i n g ) 
T o t a l 

N u m b e r N o t 
R e p o r t i n g 

in P e r c e n t of 
T o t a l C a s e s 

B 

C o o d 

B a d 

G o o d 

B a d 

C G o o d 
B a d 

D G o o d 
B a d 

E G o o d 
B a d 

F G o o d 
B a d 

G G o o d 
B a d 

6 0 . 6 

8 5 . 3 

1 1 . 3 

1 9 . 0 

2 2 . 0 

9 . 4 

4 8 . 0 

4 2 . 0 

3 9 . 4 

1 4 . 7 

8 8 . 7 

8 1 . 0 

7 8 . 0 
9 0 . 6 

5 2 . 0 
5 8 . 0 

1 0 0 . 0 

1 0 0 . 0 

1 0 0 . 0 

1 0 0 . 0 

1 0 0 . 0 
1 0 0 . 0 

1 0 0 . 0 
1 0 0 . 0 

7 5 

9 

7 8 

9 0 

7 6 . 9 

7 3 . 5 

2 0 . 7 

5 9 . 0 

4 0 . 4 

6 . 6 

6 9 . 4 
3 8 . 0 

2 3 . 1 

2 6 . 5 

7 9 . 3 

4 1 . 0 

5 9 . 6 

9 3 . 4 

3 0 . 6 
6 2 . 0 

1 0 0 . 0 

1 0 0 . 0 

1 0 0 . 0 

1 0 0 . 0 

1 0 0 . 0 

1 0 0 . 0 

1 0 0 . 0 
1 0 0 . 0 

. 6 

7 2 . 7 

1 7 . 0 

5 9 . 6 

9 3 . 4 

5 0 . 0 



T A B L E B-11 (Continued) 

Percentage Distribution of Good-Loan and Bad-Loan Samples of 21 Banks, 
by Selected Asset and Liability Items of Borrower 

to 
00 

A U T O M O B I L E S H O U S E H O L D G O O D S 

S A M P L E 
Y e s 

N o ( a n d 
n o t r e 

p o r t i n g ) 
T o t a l 

N u m b e r N o t 
R e p o r t i n g 

in P e r c e n t o f 
T o t a l C a s e s 

Y e s 
N o ( a n d 
n o t r e 

p o r t i n g ) 
T o t a l 

N u m b e r N o t 
R e p o r t i n g 

in P e r c e n t o f 
T o t a l C a s e s 

H G o o d 3 7 . 9 6 2 . 1 1 0 0 . 0 6 7 . 8 3 2 . 2 1 0 0 . 0 4 . 6 
B a d 2 7 . 1 7 2 . 9 1 0 0 . 0 1 . 2 5 7 . 6 4 2 . 4 1 0 0 . 0 

I G o o d 7 6 . 9 2 3 . 1 1 0 0 . 0 2 . 8 2 6 . 0 7 4 . 0 1 0 0 . 0 5 8 . 3 

B a d 6 8 . 9 3 1 . 1 1 0 0 . 0 7 . 8 1 8 . 4 8 1 . 6 1 0 0 . 0 5 9 . 2 

J G o o d , , 

B a d 

K G o o d 2 8 . 3 7 1 . 7 1 0 0 . 0 5 8 . 3 2 2 . 8 7 7 . 2 1 0 0 . 0 7 0 . 9 

B a d 2 6 . 9 7 3 . 1 1 0 0 . 0 5 7 . 7 1 4 . 6 8 5 . 4 1 0 0 . 0 7 5 . 4 

L G o o d 7 4 . 2 2 5 . 8 1 0 0 . 0 1 2 . 3 6 6 . 4 3 3 . 6 1 0 0 . 0 1 6 . 8 

B a d 4 7 . 9 5 2 . 1 1 0 0 . 0 1 6 . 2 5 3 . 8 4 6 . 2 1 0 0 . 0 2 3 . 9 

A L L S A M P L E S * 

G o o d 4 5 . 5 5 4 . 5 1 0 0 . 0 3 0 . 2 4 7 . 8 5 2 . 2 1 0 0 . 0 3 7 . 7 

B a d 4 2 . 5 5 7 . 5 1 0 0 . 0 2 5 . 0 4 0 . 6 5 9 . 4 1 0 0 . 0 3 9 . 5 

a 
> 
z 
pi 

> 
z 
o 

z 
v> 
H 
> 

M 
Z 
H 

PI 
O 

* T h e effective n u m b e r of cases w a s 8 2 4 for b o t h a u t o m o b i l e s a n d h o u s e h o l d g o o d s . 



T A B L E B - U (Continued) 

Y e s 

CHARGE ACCOUNTS 

N o ( a n d 
n o t r e 
p o r t i n g ) 

T o t a l 
N u m b e r N o t 

R e p o r t i n g 
in P e r c e n t of 
T o t a l C a s e s 

Y e s 

INSTALMENT ACCOUNTS" 

N o ( a n d 
n o t r e 
p o r t i n g ) 

T o t a l 
N u m b e r N o t 

R e p o r t i n g 
in P e r c e n t o f 
T o t a l C a s e s 

TOTAL 
NUMBER 

OF 
CASES 

> 

A G o o d 1 2 . 0 8 8 , 0 1 0 0 , , 0 17 . 0 8 3 , 0 1 0 0 , 0 2 0 0 
B a d 6 . ,1 9 3 . 9 1 0 0 , 0 7 , ,1 3 5 . 2 6 4 , 8 1 0 0 , 0 2 . 6 1 9 6 

B G o o d 1 8 . 2 8 1 , 8 1 0 0 , , 0 1 , 0 2 8 . 2 7 1 , 8 1 0 0 , . 0 1 . 0 9 9 
B a d 4 . 0 9 6 . 0 1 0 0 , , 0 1 9 . 2 8 0 , 8 1 0 0 , , 0 9 9 

C G o o d 7 0 . 6 2 9 , , 4 1 0 0 , , 0 1 8 , . 8 8 1 , 2 1 0 0 . 0 1 6 0 
B a d 5 5 , , 9 4 4 , .1 1 0 0 , 0 2 4 , 3 7 5 , 7 1 0 0 . 0 1 3 6 

D G o o d 5 6 , 0 4 4 . 0 1 0 0 , 0 , 7 3 0 . 0 7 0 , , 0 1 0 0 , , 0 8 . 0 1 5 0 
B a d 3 7 , . 0 6 3 , 0 1 0 0 , 0 4 , , 0 3 8 , 0 6 2 , . 0 1 0 0 , 0 5 . 0 1 0 0 

E G o o d 8 6 . 2 13 . 8 1 0 0 . 0 1 3 . 8 2 3 . 9 7 6 .1 1 0 0 . 0 7 6 , 1 1 0 9 
B a d 2 2 . 6 7 7 , 4 1 0 0 , 0 7 7 , . 4 2 3 , 6 7 6 , , 4 1 0 0 , , 0 7 3 . 6 1 0 6 

F G o o d 5 8 , . 7 41 . 3 1 0 0 . 0 5 , , 3 4 0 . 0 6 0 , 0 1 0 0 , , 0 6 . 7 7 5 
B a d 5 6 , . 0 4 4 , 0 1 0 0 , 0 1 4 , 7 2 2 , 7 7 7 . 3 1 0 0 , 0 3 4 . 7 7 5 

G G o o d 1 . 0 9 9 . 0 1 0 0 . 0 1 , , 0 11 . 2 8 8 , 8 1 0 0 , 0 9 8 
B a d 4 . 0 9 6 , 0 1 0 0 , 0 3 4 , 0 3 4 , 0 6 6 . , 0 1 0 0 , , 0 1 6 . 0 5 0 to 

to ' I n c l u d e s sales finance a n d p e r s o n a l l o a n d e b t . 

•fl 

M 
Z 
O 

X 

a 

Percentage Distribution of Good-Loan and Bad-Loan Samples of 21 Banks, 
by Selected Asset and Liability Items of Borrower 



T A B L E B-11 (Concluded) 

Percentage Distribution of Good-Loan and Bad-Loan Samples of 21 Banks, 
by Selected Asset and Liability Items of Borrower 

C H A R G E A C C O U N T S I N S T A L M E N T A C C O U N T S " 

S A M P L E 
Y e s 

N o ( a n d 
n o t r e 

p o r t i n g ) 
T o t a l 

N u m b e r N o t 

R e p o r t i n g 

in P e r c e n t o f 

T o t a l C a s e s 

Y e s 

N o ( a n d 
n o t r e 

p o r t i n g ) 
T o t a l 

N u m b e r N o t 

R e p o r t i n g 

in P e r c e n t o f 

T o t a l C a s e s 

N U M B E R 

O F 

C A S E S 

H G o o d 2 7 . 6 7 2 . 4 1 0 0 . 0 1 0 , , 3 8 9 . 7 1 0 0 , 0 5 . 7 8 7 

B a d 3 0 . 6 6 9 . 4 1 0 0 . 0 1 5 , , 3 8 4 . 7 1 0 0 , , 0 8 5 

I G o o d 3 3 . 3 6 6 . 7 1 0 0 . 0 3 3 . 3 5 6 , , 5 4 3 . 5 1 0 0 , 0 1 0 . 2 1 0 8 

B a d 2 7 . 2 7 2 . 8 1 0 0 . 0 2 9 . 1 5 9 , , 2 4 0 . 8 1 0 0 , , 0 1 2 . 6 1 0 3 

J G o o d 8 3 . 0 1 7 . 0 1 0 0 . 0 3 7 , 0 6 3 . 0 1 0 0 , , 0 5 . 0 1 0 0 

B a d 9 2 . 0 8 . 0 1 0 0 . 0 1 . 0 4 8 , 0 5 2 . 0 1 0 0 , , 0 9 . 0 1 0 0 

K G o o d 3 2 . 3 6 7 . 7 1 0 0 . 0 1 5 . 0 31 . 5 6 8 . 5 1 0 0 , 0 1 7 . 3 1 2 7 

B a d 3 7 . 7 6 2 . 3 1 0 0 . 0 1 8 . 5 2 6 . 2 7 3 . 8 1 0 0 . 0 1 7 . 7 1 3 0 

L G o o d 6 2 . 6 3 7 . 4 1 0 0 . 0 1 1 . 0 3 2 . 9 6 7 . 1 1 0 0 . 0 1 8 . 1 1 5 5 

B a d 5 9 . 8 4 0 . 2 1 0 0 . 0 1 2 . 0 5 6 . 4 4 3 . 6 1 0 0 . 0 6 . 8 1 1 7 

A L L S A M P L E S 

G o o d 4 5 . 2 5 4 . 8 1 0 0 . 0 6 . 7 2 7 . 8 7 2 . 2 1 0 0 . 0 1 2 . 2 1 , 2 9 4 

B a d 3 5 . 6 6 4 . 4 1 0 0 . 0 1 5 . 2 3 3 . 9 6 6 . 1 1 0 0 . 0 1 3 . 5 1 , 2 9 4 

a 
> 
z 
!« 

> 
Z 
o 
I—I 

z 
VI 

> 
r 
M 
Z 
H 

O 
!« 
M 
O 

' I n c l u d e s sales f inance a n d p e r s o n a l l o a n d e b t . 



T A B L E B - 1 2 

SAMPLE 

A M O U N T O F N O T E 

U n d e r $ 1 0 0 - $ 2 0 0 - $ 3 0 0 - $ 4 0 0 - $ 5 0 0 - $ 1 0 0 0 T O T A L 
$ 1 0 0 2 0 0 3 0 0 4 0 0 5 0 0 1 0 0 0 a n d O v e r 

NUMBER OF 

C A S E S 

R E P O R T I N O 

I N F O R M A T I O N 

N U M B E R N O T R E 

P O R T I N G I N P E R C E N T 

O F N U M B E R 

R E P O R T I N G 

> 
"fl 
M 
Z 
o 

A G o o d 8 . 1 4 0 . 4 2 2 . 2 1 2 6 5 . 6 9 . 1 2 . 0 1 0 0 . 0 1 9 8 1 . 0 
B a d 1 0 . 2 3 8 . 8 2 7 . 0 1 6 3 3 . 1 3 . 1 1 . 5 1 0 0 . 0 1 9 6 

B G o o d 7 . 1 3 6 . 4 1 4 . 1 1 5 1 7 . 1 1 6 . 2 4 . 0 1 0 0 . 0 9 9 
B a d 9 . 1 2 5 . 2 1 1 . 1 2 7 3 5 . 1 1 4 . 1 8 . 1 1 0 0 . 0 9 9 

C G o o d 6 . 3 5 6 . 9 1 9 . 6 9 5 1 . 3 5 . 1 1 . 3 1 0 0 . 0 1 5 8 1 . 3 
B a d 6 . 6 4 4 . 9 1 9 . 1 11 0 4 . 4 1 3 . 2 . 8 1 0 0 . 0 1 3 6 

D G o o d 1 2 . 7 4 0 . 6 1 4 . 7 21 3 4 . 7 5 . 3 . 7 1 0 0 . 0 1 5 0 
B a d 2 0 . 0 4 0 . 0 1 3 . 0 1 8 0 6 . 0 3 . 0 1 0 0 . 0 1 0 0 

E G o o d 1 2 . 8 4 5 . 0 2 9 . 4 6 4 . 9 5 . 5 1 0 0 . 0 1 0 9 
B a d 1 6 . 0 4 2 . 4 2 0 . 8 8 5 7 . 6 4 . 7 1 0 0 . 0 1 0 6 

F G o o d 5 . 4 2 9 . 7 1 7 . 6 21 6 1 3 . 5 1 2 . 2 1 0 0 . 0 7 4 1 . 3 
B a d 1 0 . 7 3 3 . 4 1 3 . 3 17 3 9 . 3 1 4 . 7 1 . 3 1 0 0 . 0 7 5 

G G o o d 2 7 . 6 2 3 . 5 2 5 5 7 . 1 9 . 2 7 . 1 1 0 0 . 0 9 8 
B a d 6 . 0 4 4 . 0 2 6 . 0 1 6 0 4 . 0 4 . 0 1 0 0 . 0 5 0 OS 

o 

Percentage Distribution of Good-Loan and Bad-Loan Samples of 21 Banks, 
by Amount of Note 



T A B L E B-12 (Concluded) 
us 
O 
to 

AMOUNT OF NOTE 

SAMPLE Under 

«100 

$ 1 0 0 -

2 0 0 

$ 2 0 0 -

300 

$ 3 0 0 -

400 

$ 4 0 0 -

500 
$ 5 0 0 -

1000 

$1000 
and Over 

NUMBER OF 

CASES 

REPORTING 

INFORMATION 

NUMBER NOT RE
PORTING IN PERCENT 

OF NUMBER 
REPORTING 

> 
2 
!« 

> 
2 
O 

2 
VI 
> 

S 
M 
2 
H 

a 
so 
w 

H Good • • < 3 9 . 1 2 5 . 4 1 4 . 9 8 . 0 12 6 1 0 0 . 0 87 
Bad 3 6 . 4 2 9 . 4 1 6 . 5 7 . 1 7 1 3 5 1 0 0 . 0 85 

I Good 5 . 5 4 6 . 3 1 6 . 7 2 3 . 1 5 . 6 1 9 9 1 0 0 . 0 108 
Bad 5 . 8 5 0 . 5 1 5 . 5 1 8 . 5 2 . 9 6 8 1 0 0 . 0 103 

J Good • * • 4 6 . 0 1 5 . 0 1 9 . 0 6 . 0 12 0 2 0 1 0 0 . 0 100 
Bad 4 2 . 0 2 2 . 0 1 7 . 0 7 . 0 11 0 1 0 1 0 0 . 0 100 

K Good 1 1 . 1 3 8 . 9 1 9 . 0 1 2 . 7 4 . 0 12 7 1 6 1 0 0 . 0 126 
Bad 1 1 . 6 3 9 . 2 1 7 . 7 1 4 . 6 3 . 1 11 5 2 3 1 0 0 . 0 130 

L Good 5 . 8 4 5 . 2 1 5 . 5 1 7 . 4 4 . 5 11 0 6 1 0 0 . 0 155 
Bad 2 8 . 2 4 3 . 6 1 6 . 2 6 . 8 1 . 7 2 6 9 1 0 0 . 0 117 

A L L S A M P L E S 

G o o d 6 . 8 4 2 . 2 1 9 . 4 1 5 . 7 5 . 2 9 2 1 . 5 1 0 0 . 0 1 , 2 8 9 
B a d 1 0 . 8 4 0 . 2 1 9 . 5 1 5 . 3 4 . 8 7 . 8 1 . 6 1 0 0 . 0 1 , 2 9 4 

Percentage Distribution of Good-Loan and Bad-Loan Samples of 2 1 Banks, 
by Amount of Note 



A P P E N D I X B 303 

TYPE OF SECURmr 

S i n g l e - 1 C o - 2 C o -
3 o r 

M o r e TOTAL 

T O T A L 

N U M B E R 

O F 

N a m e m a k e r m a k e r s C o 
m a k e r s 

O t h e r ' C A S E S 

A G o o d 1 . 5 2 6 . 5 4 9 . 5 2 2 . 5 1 0 0 . 0 2 0 0 
B a d 1 5 . 8 4 9 . 5 3 4 . 7 1 0 0 . 0 1 9 6 

B G o o d 1 4 . 1 4 0 . 4 4 1 . 4 4 . 1 1 0 0 , 0 9 9 

B a d 1 2 . 1 2 5 . 3 4 4 . 4 1 6 . 2 2 . 0 1 0 0 , 0 9 9 

G G o o d . 6 8 . 8 8 0 . 0 1 . 9 8 , 7 1 0 0 . 0 1 6 0 

B a d . 7 1 3 . 3 4 9 . 3 2 . 2 3 4 , 5 1 0 0 . 0 1 3 6 

D G o o d 4 0 . 0 2 3 . 3 3 0 . 0 6 . 7 1 0 0 . 0 1 5 0 

B a d 3 7 . 0 1 9 . 0 3 0 . 0 1 4 . 0 1 0 0 . 0 1 0 0 

E G o o d 6 . 4 8 . 3 6 2 . 4 2 2 . 9 1 0 0 . 0 1 0 9 

B a d 3 . 8 1 3 . 2 6 1 . 3 2 0 . 8 . 9 1 0 0 , 0 1 0 6 

F G o o d 1 0 . 7 5 . 3 1 8 . 7 1 . 3 6 4 . 0 1 0 0 . 0 7 5 

B a d 4 . 0 9 . 3 2 6 . 7 9 . 3 5 0 . 7 1 0 0 . 0 7 5 

G G o o d 2 1 . 5 1 2 . 2 6 6 . 3 1 0 0 . 0 9 8 

B a d 1 8 . 0 1 2 . 0 6 6 . 0 2 . 0 2 . 0 1 0 0 . 0 5 0 

H G o o d 2 . 3 9 0 . 8 5 . 8 1 . 1 1 0 0 . 0 8 7 

B a d 8 7 . 1 1 2 . 9 1 0 0 . 0 8 5 

I G o o d 1 3 . 9 3 1 . 5 4 9 . 1 3 . 7 1 . 8 1 0 0 . 0 1 0 8 

B a d 6 . 8 3 4 . 9 4 4 . 7 1 3 . 6 1 0 0 . 0 1 0 3 

J G o o d 8 6 . 0 1 0 . 0 4 . 0 1 0 0 . 0 1 0 0 

B a d 8 8 . 0 1 0 . 0 2 . 0 1 0 0 . 0 1 0 0 

K G o o d 3 7 . 8 1 3 . 4 3 1 . 5 1 1 . 0 6 . 3 1 0 0 . 0 1 2 7 

B a d 2 0 . 0 1 7 . 7 3 7 . 7 2 0 . 0 4 . 6 1 0 0 . 0 1 3 0 

L G o o d 7 . 8 2 9 . 0 4 3 . 2 . 6 1 9 . 4 1 0 0 . 0 1 5 5 

B a d 5 . 1 3 0 . 8 5 2 . 1 6 . 8 5 . 2 1 0 0 . 0 1 1 7 

A L L S A M P L E S 
1 , 2 9 4 G o o d 1 8 . 6 1 8 . 7 4 7 . 3 8 . 2 7 . 2 1 0 0 , 0 1 , 2 9 4 

B a d 1 4 . 9 1 7 . 3 4 5 . 4 1 4 . 6 7 . 8 1 0 0 . 0 1 , 2 9 4 

not r e p o r t i n g . 

T A B L E B - 1 3 

Percentage Distribution of Good-Loan and Bad-Loan 
Samples of 21 Banks, by Type of Security 
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C O N T R A C T L E N G T H 

(in months) 

1 - 6 7 - 1 1 1 2 

1 8 

1 3 - 1 7 or 
More 

N U M B E R 

O F C A S E S 

R E P O R T 

I N G 

I N F O R M A 

T I O N 

N U M B E R 

N O T R E 

P O R T I N G 

I N P E R 

C E N T O F 

N U M B E R 

R E P O R T 

I N G 

A Good 
Bad 

. . . 1 0 0 . 0 

1 0 0 . 0 

1 0 0 . 0 

1 0 0 . 0 

1 9 2 

1 8 8 

4 . 2 

4 . 3 

B Good 
Bad 

1 2 . 1 

2 . 1 

5 5 . 6 

5 3 . 6 

3 2 . 3 

4 4 . 3 

1 0 0 . 0 

1 0 0 . 0 

9 9 

9 7 2 ^ 0 

C Good 
Bad 

8 7 . 4 

8 7 . 2 

5 . 1 

1 . 5 

7 . 5 

1 1 . 3 

1 0 0 . 0 

1 0 0 . 0 

1 5 9 

1 3 3 

. 7 

2 . 2 

D Good 
Bad 

7 . 4 4 3 . 0 4 9 . 6 

1 0 0 . 0 

1 0 0 . 0 

1 0 0 . 0 

1 4 9 

1 0 0 

. 7 

E Good 
Bad 

1 0 0 . 0 

9 9 . 1 .9 
1 0 0 . 0 

1 0 0 . 0 

1 0 9 

1 0 6 

... 

F Good 
Bad 

1 0 . 8 

2 . 8 

1 . 4 

4 . 2 

5 5 . 4 

6 2 . 5 

2 . 7 

1 . 4 

2 9 . 7 

2 9 . 1 

1 0 0 . 0 

1 0 0 . 0 

7 4 

7 2 

1 . 3 

4 . 2 

G Good 
Bad 2 ^ 0 4 . 0 

5 2 . 0 

8 0 . 0 

4 . 1 

1 4 . 0 

4 3 . 9 1 0 0 . 0 

1 0 0 . 0 

9 8 

5 0 ::: 
H Good 

Bad 
3 . 4 

1 . 1 

1 . 2 

1 . 1 

5 6 . 3 

5 1 . 9 

3 9 . 1 

4 5 . 9 

1 0 0 . 0 

1 0 0 . 0 

8 7 

8 5 

I Good 
Bad 

1 2 . 0 

9.9 
2 2 . 2 

2 9 . 7 

6 5 . 8 

5 5 . 4 3.0 2 . 0 

1 0 0 . 0 

1 0 0 . 0 

1 0 8 

1 0 1 

J Good 
Bad 

1 . 0 2 . 0 

1 . 0 

9 6 . 0 

9 9 . 0 

1 . 0 1 0 0 . 0 

1 0 0 . 0 

1 0 0 

1 0 0 

K Good 
Bad 

1 . 7 

2 . 3 

. 8 

. 8 

9 3 . 4 

9 3 . 1 

. 8 

. 8 

3 . 3 

3 . 0 

1 0 0 . 0 

1 0 0 . 0 

1 2 1 

1 3 0 

5.0 

L Good 
Bad 

3 . 2 

1 0 . 3 

2 0 . 7 

3 1 . 9 

7 4 . 2 

5 6 . 0 

1 . 9 

. 9 . 9 

1 0 0 . 0 

1 0 0 . 0 

1 5 5 

1 1 6 '[9 

A L L S A M P L E S 

Good 
Bad 

3 . 8 

2 . 4 

7 . 3 

5 . 8 

7 8 . 2 

8 0 . 8 

3 . 6 
4 . 6 

7 . 1 

6 . 4 

1 0 0 . 0 

1 0 0 . 0 

1 , 2 7 8 

1 , 2 7 5 

1.3 
1.5 

T A B L E B - 1 4 

Percentage Distribution of Good-Loan and Bad-Loan 
Samples of 21 Banks, by Length of Loan Contract 
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Percentage Distribution of Good-Loan and Bad-Loan 
Samples of 21 Banks, by Intended Use of Funds* 

S A M P L E T A X E S 
V A C A 

T I O N 

H O U S E 

H O L D 

H E L P 

F O R 

R E L A T I V E 

P U R C H A S E 

O F 

A U T O M O B I L E 

M E D I C A L 

A N D 

D E N T A L 

A G o o d . 5 1 1 . 5 1 8 , , 5 3 , 0 8 , 0 2 1 . 0 
B a d 6 . 6 8 , ,7 4 , ,1 4 , 6 3 3 . 7 

B G o o d 7 . 1 4 , 0 1 9 , 2 1 , , 0 10 ,1 1 3 , 1 
B a d 1 , . 0 1 . 0 7, .1 2 0 1 9 , 2 

C G o o d 1 . . 2 4 . 4 1 0 , 0 5 , 6 1 0 , , 0 21 . 9 
B a d 1 , . 5 2 , 2 2 , 9 3 , 7 3 1 , 6 8 . 8 

D G o o d 2 . 0 3 . 3 6 , 7 4 . , 7 12 , 0 1 1 . 3 
B a d 3 , . 0 2 . 0 8 , , 0 1 , 0 3 , 0 9 . 0 

E G o o d 3 . 7 5 . 5 5 , . 5 4 , . 6 7 . 3 4 . 7 
B a d 2 . 8 . 9 2 . 8 7 , 6 9 . 5 

F G o o d 1 . 3 1 . 3 1 0 . 7 5 0 . 8 1 0 . 7 
B a d 4 . 0 4 5 . 3 2 . 7 

G G o o d 6 , . 1 3 0 , 6 2 , 0 10 . 2 1 6 . 3 
B a d 1 4 , 0 8 , 0 4 , 0 2 4 , 0 

H G o o d 9 . 3 18 . 4 3 , 4 4 . 6 1 9 . 5 
B a d 1 ^ 2 16 , 5 2 , 3 1 , , 2 1 6 . 5 

I G o o d 1 , . 9 2 . 8 8 , 3 3 , , 7 1 2 , , 0 1 2 . 0 
B a d 1 . 9 5 , 9 2 , , 9 5 , , 9 1 3 , 6 

J G o o d 1 3 . 0 2 . 0 9 . 0 1 2 , 0 1 0 . 0 
B a d 2 , , 0 1 . 0 9 , 0 8 , 0 1 1 . 0 

K G o o d 3 , . 2 . 8 9 . 4 4 . 7 9 , 4 9 , 4 
B a d 2 . 3 7 . 7 3 , ,1 1 8 . 4 

L G o o d 1 . 9 . 6 4 . 5 1 . 3 1 1 , , 0 7 . 7 
B a d 1. . 6 1 . 7 2 . 6 6 , , 8 7 . 7 

A L L S A M P L E S 

G o o d 3 . , 5 3 . 8 11 . 7 2 . 8 1 2 , 0 1 3 . 3 
B a d 1 . 1 2 . 2 7, . 0 1 , 8 9 , 9 1 5 . 6 

• Because so m a n y cases g a v e a c o m b i n a t i o n of two or m o r e reasons the 
following s y s t e m o f c lass i f ica t ion was a d o p t e d . I ' n d e r "consol idat ion of 
debts" were i n c l u d e d o n l y t h o s e cases giving consolidat ion of debts or gen
eral ref inancing a s t h e o n l y p u r p o s e of b o r r o w i n g . U n d e r t h e o ther headings 
were included cases g iving o n l y t h e reason indicated by the heading, o r 
Riving that r e a s o n in c o m b i n a t i o n with consol idat ion of deli 's o r refinanc-
mg. All o t h e r c o m b i n a t i o n s — a s f o r e x a m p l e , taxes and v a c a t i o n — w e r e classi
fied under " m i s c e l l a n e o u s , " w h i c h i n c l u d e d also miscellaneous single reasons 
and a few cases n o t r e p o r t i n g r e a s o n s . 
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S A M P L E 
B U S I 

N E S S 

P U R C H A S E 

O F 

C L O T H I N G 

C O N S O L I 

D A T I O N 

O F D E B T S 

M I S C E L 

L A N E O U S 
T O T A L 

T O T A L 

N U M B E R 

O F C A S E S 

A G o o d 6 . 0 2 . 0 1 0 . 5 1 9 . 0 1 0 0 . 0 2 0 0 
B a d 5 . 6 4 . 1 1 6 . 3 1 6 . 3 1 0 0 . 0 1 9 6 

B G o o d I M 3 . 0 1 5 . 2 1 6 . 2 1 0 0 . 0 9 9 
B a d 1 3 . 1 3 . 0 1 5 . 2 3 8 . 4 1 0 0 . 0 9 9 

C G o o d 3 . 1 3 . 1 1 6 . 3 2 4 . 4 1 0 0 . 0 1 6 0 
B a d 4 . 4 3 .7 2 3 . 5 1 7 . 7 1 0 0 . 0 136 

D G o o d 4 . 0 2 . 0 4 0 . 7 1 3 . 3 1 0 0 . 0 1 5 0 
B a d 2 . 0 1 . 0 5 2 . 0 1 9 . 0 1 0 0 . 0 100 

E G o o d 6 . 4 . 9 5 3 . 2 8 . 2 1 0 0 . 0 109 
B a d 1 0 . 4 5 6 . 6 9 . 4 1 0 0 . 0 106 

F G o o d 5 . 3 1 . 3 1 3 . 3 5 . 3 1 0 0 . 0 75 
B a d 5 . 3 3 7 . 4 5 . 3 1 0 0 . 0 75 

G G o o d 1 4 . 4 1 . 0 1 5 . 3 4 . 1 1 0 0 . 0 98 
B a d 2 . 0 6 . 0 3 2 . 0 1 0 . 0 1 0 0 . 0 5 0 

H G o o d 5 . 8 3 . 4 3 2 . 2 3 . 4 1 0 0 . 0 87 

B a d 1 0 . 6 4 . 7 8 . 2 3 8 . 8 1 0 0 . 0 85 

I G o o d 1 1 . 1 1 9 . 5 2 8 . 7 1 0 0 . 0 108 

B a d 1 5 . 5 3 2 . 0 2 2 . 3 1 0 0 , 0 103 

J G o o d 4 . 0 2 . 0 2 1 . 0 2 7 . 0 1 0 0 . 0 1 0 0 

B a d 1 1 . 0 4 3 . 0 1 5 . 0 1 0 0 , 0 100 

K G o o d 4 . 7 . 8 2 6 . 1 3 1 . 5 1 0 0 . 0 127 

B a d 5 . 4 3 . 1 2 6 . 2 3 3 . 8 1 0 0 , 0 130 

L G o o d 7 .7 4 1 . 3 2 4 . 0 1 0 0 . 0 1 5 5 

B a d 1 1 . 3 . 9 5 1 . 1 1 5 . 3 1 0 0 , 0 1 1 7 

A L L S A M P I . E S 
1 , 2 9 4 G o o d 6 . 6 1 .7 2 4 . 2 2 0 . 4 1 0 0 . 0 1 , 2 9 4 

B a d 8 . 0 2 . 2 3 2 . 4 1 9 . 8 1 0 0 , 0 1 , 2 9 4 

T A B L E B - I 5 (Concluded) 

Percentage Distribution of Good-Loan and Bad-Loan 
Samples of 21 Banks, by Intended Use of Funds 

http://Sampi.es


Exhibit 

E X H I B I T V I " B a d L o a n " 
2 / 8 / 3 9 

Deferred Payment Contract Analysis 
P e r s o n a l L o a n D e p a r t m e n t s o f C o m m e r c i a l B a n k s 

A c c o u n t N u m b e r C o d e N u m b e r 
( L e a v e C O D E b l a n k ) 

C O D E 

1. R e a s o n s for classifying this a s a " b a d " l o a n . 

a . D i d c o m a k e r m a k e s o m e p a y m e n t a f te r d e m a n d b y b a n k ? 

Y e s N o 
b . W a s c o u r t a c t i o n t a k e n t o co l lec t l o a n ? Y e s N o 

c . H a s l o a n b e e n d e l i n q u e n t 9 0 d a y s o r m o r e ? Y e s N o _ 
d. W a s l o a n c h a r g e d off? Y e s N o 
e. A m o u n t d u e a t t i m e o f c h a r g e - o f f o r w h e n 9 0 d a y s del in

q u e n t : $ 
f. I f a c u r r e n t a c c o u n t , d o e s l o a n s h o w excessive d e l i n q u e n c y ? 

Y e s N o 
2 . P r i m a r y s e c u r i t y b e h i n d l o a n (please c h e c k ) : ( D o n o t i n c l u d e 

loans s e c u r e d b y s a v i n g s paissbooks, life i n s u r a n c e , stocks a n d 
b o n d s , r e a l e s t a t e . ) 

a . C o m a k e r ( ) 
S i n g l e - n a m e ( u n s e c u r e d ) ( ) 
A u t o m o b i l e c h a t t e l ( ) 
H o u s e h o l d c h a t t e l ( ) 
W a g e a s s i g n m e n t ( ) 

b . O t h e r ( p l e a s e s p e c i f y ) : . 
3. I f c o m a k e r l o a n , n u m b e r o f c o m a k e r s : 

4 . A m o u n t o f l o a n : $ 

5. N u m b e r o f m o n t h s for r e p a y m e n t : 
(>• Pr inc ipal i n t e n d e d use o f b o r r o w e d f u n d s , as s ta ted b y a p p l i 

c a n t : . 

Age of a p p l i c a n t : 
8. S e x : M a l e F e m a l e -

y e a r s 

l a 
b 
c 
d 

2 a 
b 

3 
4 
5 

3 0 7 
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_ D i v o r c e d S e p a r a t e d W i d o w e d -

(please c h e c k ) 
11 . N u m b e r o f d e p e n d e n t s : 
1 2 . H o m e o w n e r : Y e s N o . 
1 3 . N u m b e r o f y e a r s a t present a d d r e s s : 
14 . N u m b e r of y e a r s a t previous a d d r e s s : 
1 5 . I n c o m e : y e a r l y m o n t h l y ( p l e a s e c h e c k ) : S a l a r y $_ 

O t h e r S 
16 . R e n t p e r m o n t h : S 

17. O c c u p a t i o n : 

a . O w n e r P a r t n e r O f f i c e r E m p l o y e e (please 

c h e c k ) 
b . N a t u r e of business e n g a g e d o r e m p l o y e d i n : . 
c . N a t u r e of w o r k p e r f o r m e d : 
d . N u m b e r o f y e a r s a t present j o b : 

18. 
e. N u m b e r of y e a r s a t previous j o b : 

P r o p e r t y o w n e d b y b o r r o w e r : 

a . R e a l e s t a t e : V a l u e S L i e n s against J _ 
b . B a n k a c c o u n t : C h e c k i n g , Y e s _ 

N o 
c . S t o c k s , b o n d s , e t c . : Y e s 
d . L i fe i n s u r a n c e : Y e s 
e . A u t o m o b i l e : Y e s N o . 
f. H o u s e h o l d g o o d s : Y e s 

N o _ 

. N o ; S a v i n g s , Y e s _ 

N o -

N o -
19. CXirrent liabilities o f b o r r o w e r o t h e r t h a n p r e s e n t l o a n : ' 

a . I n s t a l m e n t o r p e r s o n a l l o a n a c c o u n t s : Y e s N o _ _ 

b . T o t a l u n p a i d b a l a n c e on i n s t a l m e n t a c c o u n t s : S 
c . T o t a l a m o u n t o f m o n t h l y p a y m e n t s due on i n s t a l m e n t o r 

p e r s o n a l l o a n a c c o u n t s : $ 
d . A m o u n t o f m o n t h l y p a y m e n t d u e on m o r t g a g e , if a n y : 

e . C h a r g e a c c o u n t s : Y e s N o _ 

9 
1 0 

11 
1 2 
1 3 
1 4 

1 5 
1 6 

1 7 a 
b 
c 
d 
e 

1 8 a 

b 
c 
d 
e 
f 

1 9 a 
b 

1 I n c l u d e u n d e r this h e a d i n g o n l y t h o s e l iabi l i t ies w h i c h m u s t b e carried 
by t h e b o r r o w e r in a d d i t i o n to t h e p r e s e n t l o a n . 

9 . N a t i o n a l i t y : 
1 0 . M a r r i e d .., S i n g l e . 
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C O L L E C T I O N P R O C E D U R E — S e c P E R S O N A L 

L O A N D E P A R T M E N T S . 

C O L O R A D O — L e g i s l a t i o n 52 . 

C O M A K E R L O A N S — A v e r a g e Size 4 0 - 4 1 ; 

C h a r g e s 1 4 3 - I 5 , 15l- ,52; Credi t E x 
p e r i e n c e 134; Defini t ion 3 7 n ; Vol
u m e 3 7 - 3 9 . 

C O M P E T I T I O N — 2 1 9 - 4 0 . 

C O N N E C T I C U T — L e g i s l a t i o n 4 9 n , 5 2 , 

5 6 n . 
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C O N S U M E R C R E D I T I N S T I T U T E O F A M E R 

I C A , I N C . — 2 7 n . 

C O N S U M E R F I N A N C I N G — D e f i n i t i o n 2 1 ; 

D e v e l o p m e n t by B a n k s 2 3 - 3 4 ; R e a 
sons f o r B a n k P a r t i c i p a t i o n 2 1 - 2 3 . 
See also C H A R G E S ; C O M P E T I T I O N ; 

C R E D I T R I S K ; L E G I S L A T I O N ; P E R S O N A L 

L O A N D E P A R T M E N T S ; P R O F I T S O F 

P E R S O N . \ L L O A N D E P A R T M E N T S . 

C O O P E R A T I V E R E L A T I O N S — 2 4 0 - 4 2 . 

C O P P O C K , J O S E P H D . — 2 3 n . 

C O S T A C C O U N T I N G — 1 6 4 - 6 6 , 172 . See 

also E X P E N S E S O F P E R S O N A L L O A N 

D E P A R T M E N T S . 

C O S T S — S e e C H A R G E S ; E X P E N S E S O F P E R 

S O N A L L O A N D E P A R T M E N T S . 

C O U R T A C T I O N — I n C o l l e c t i o n P r o c e 

d u r e 104 . See also C O L L E C T I O N E X 

P E R I E N C E . 

C R E D I T I N F O R M A T I O N E X C H A N G E — 9 1 -

9 2 . 
C R E D I T I N V E S T I G A T I O N — 9 0 - 9 3 , 9 5 . See 

also A P P L I C A T I O N S F O R L O A N S . 

C R E D I T I N V E S T I G A T I O N C H A R G E — 4 9 - 5 0 , 

5 5 - 5 6 , 1 4 6 - 4 8 , 1 5 2 , 169 , 170 . 
C R E D I T R I S K — A n d B o r r o w e r s ' F i n a n 

c ia l C h a r a c t e r i s t i c s 1 2 7 - 3 2 ; A n d 
B o r r o w e r s ' P e r s o n a l C h a r a c t e r i s t i c s 
1 1 9 - 2 3 ; A n d B o r r o w e r s ' V o c a t i o n a l 
C h a r a c t e r i s t i c s 1 2 3 - 2 4 ; A n d L o a n 
C h a r a c t e r i s t i c s 1 3 3 37 ; M e t h o d o f 
Analysis 1 0 9 - 1 1 8 ; R e l a t i v e I m p o r 
t a n c e of F a c t o r s A f f e c t i n g 1 3 7 - 3 9 . 

C R E D I T S T A N D . \ R D S — O n L o a n s t o I n 

dust r ia l B a n k i n g C o m p a n i e s 2 1 7 -
1 8 ; O n L o a n s t o P e r s o n a l F i n a n c e 
C o m p a n i e s 2 1 5 - 1 6 ; O n L o a n s to 
Sales F i n a n c e C o m p a n i e s 2 0 7 - 1 1 ; 
O n P e r s o n a l L o a n s 1 3 7 - 3 9 . 

C R E D I T U N I O N S — 4 7 , 1 9 3 - 9 4 , 2 1 9 . 

D E A L E R S — A s S o u r c e of Sales F i n a n c 
i n g 8 2 - 8 7 , 9 5 - 9 7 , 2 3 2 - 3 3 ; F l o o r -
P l a n n i n g ( W h o l e s a l e L o a n s ) 8 2 - 8 3 , 
9 5 , 2 3 2 ; P a c k s 1 5 9 n , 2 3 3 ; R e s e r v e s 
1 5 8 - 6 2 . 

D E L A W A R E — L e g i s l a t i o n 4 8 n , 5 0 , 5 2 , 

5 4 - 5 5 , 5 7 n , 5 8 . 
D E L I N Q U E N C Y — E x t e n t 102 ; F i n e s 150 -

5 1 . 1 6 9 - 7 1 ; L e g a l i t y o f F i n e s 4 9 , 
5 6 n ; See also C H A R G E S ; C O L L E C T I O N 

E X P E R I E N C E . 

D E N T I S T S — . \ s S o u r c e s o f L o a n V o l u m e 
8 2 . 

D E P A R T M E N T S T O R E S — A s S o u r c e s o f 

L o a n V o l u m e 8 2 - 8 4 . 

D E P O S I T S , H Y P O T H E C A T E D — 5 3 , 9 3 - 9 4 , 

142 , 1 9 4 n , 
D I S C O U N T R A T E S — S e e C H A R G E S , 

D I S T R I C T O F C O L U M B I A — L e g i s l a t i o n 

5 1 - 5 3 . 
D O C T O R S — A s S o u r c e s o f L o a n V o l u m e 

8 2 . 
D O U T H I T , B . F , — 2 2 4 n . 

D O W N P A Y M E N T — I n .Automobi le F i 

n a n c i n g 1 0 0 ; I n O t h e r Sales F i n a n c 
ing 1 0 0 - 0 1 ; S t a n d a r d s R e c o m 
m e n d e d by B a n k s to B o r r o w i n g 
C r e d i t A g e n c i e s 2 0 8 - 0 9 . 

D U R A T I O N O F L O A N S — S e e L E N G T H O F 

C O N T R A C T . 

E A R N I N G S O F P E R S O N A L L O A N D E P A R T 

M E N T S — S e e I N C O M E O F P E R S O N A L 

L O A N D E P A R T M E N T S ; P R O F I T S O F 

P E R S O N A L L O A N D E P A R T M E N T S . 

E D U C A T I O N — A s U s e of F u n d s 7 8 , 

E X P E N S E S O F P E R S O N A L L O A N D E P A R T 

M E N T S — D i f f i c u l t i e s o f D e t e r m i n i n g 
1 6 3 - 6 6 , 2 3 8 - 4 0 ; D i s t r i b u t i o n by 
T y p e 1 7 1 - 7 2 . See also VoLu,\fE O F 

L O A N S . 

F A R M C R E D I T A D M I N I S T R A T I O N — 1 9 4 n . 

F E D E R A L D E P O S I T I N S U R A N C E C O R P O R A 

T I O N — 2 4 n , 3 0 n , 1 8 9 n , 1 9 4 n . 

F E D E R A L T R A D E C O M M I S S I O N — 8 8 n . 

F I S H E R , R . A . — 1 1 4 n . 

F L O O R - P L A N N I N G — See A U T O . M O B I L E 

F I N A N C I N G ; D E A L E R S . 

F L O R I D A — L e g i s l a t i o n 5 0 n , 5 2 . 

F U R N I T U R E — E x t e n t of F i n a n c i n g 42-
4 4 ; S o u r c e o t F i n a n c i n g 86-87 . 

G E O R G I A — L e g i s l a t i o n 5 2 , 5 6 n . 

G R O S S E A R N I N G S — S e e I N C O M E O F P E R 

S O N A L L O A N D E P A R T . V I E N T S : P R O F I T S 

O F P E R S O N A L L O A N D E P . W M E N T S . 

H E L P T O R E L A T I V E S — . \ S U s e ot Funds 

7 8 , 1 3 6 . 
H E N D E R S O N , B . E . — 2 2 2 n . 

H O L T H A U S E N , D . — 4 6 n , 2 1 9 n , 2 3 0 n . 

H O N O R L O A N S — 2 2 3 . 

H O U S E - H E A T I N G E Q U I P M E N T F I N A N C 

I N G — 4 3 , 8 6 - 8 7 . 
H O U S E H O L D A P P L I A N C E F i N A N c r N c — 

E x t e n t 4 2 - 4 6 ; S o u r c e 85 -87 ; T e r m s 
1 0 0 - 0 1 , 1 6 1 - 6 2 . 

H O U S E H O L D G O O D S P U R C H A S E S — . A S Use 

of F u n d s 7 8 . 
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I D A H O — L e g i s l a t i o n 5 2 , 5 6 . 
I L L I N O I S — L e g i s l a t i o n 5 2 . 
I N C O M E A C C R U A L — 1 6 9 . 

I N C O M E O F P E R S O N A L L O A N D E P A R T 

M E N T S — 1 6 3 - 7 0 . See also E X P E N S E S 
O F P E R S O N A L L O A N D E P A R T M E N T S ; 

P R O F I T S O F P E R S O N A L L O A N D E 

P A R T M E N T S . 

I N D E X O F D I S T R I B U T I O N D I F F E R E N C E -

U S . 
I N D I A N A — L e g i s l a t i o n 4 8 , 5 0 n , 5 2 n , 

6 0 n , 2 3 6 . 
I N D I A N A B A N K E R S A S S O C I A T I O N — 2 9 n , 

6 0 n . 
I N D U S T R I A L B A N K I N G C O M P A N I E S — A s 

C o m p e t i t o r s of C o m m e r c i a l B a n k s 
2 2 1 , 2 2 7 - 3 0 ; B o r r o w i n g s f r o m C o m 
m e r c i a l B a n k s 2 1 6 - 1 8 , 1 9 3 - 9 6 . 

I N S U R A N C E O N P E R S O N A L L O A N S — 

A m o u n t of C h a r g e 9 6 , 1 4 8 - 4 9 ; As 
E x p e n s e I t e m 1 7 1 , 1 7 6 - 7 7 ; As S o u r c e 
of I n c o m e 1 6 9 ; As S u b s t i t u t e for 
C o m a k e r 1 4 9 - 5 1 ; Cost t o B a n k 149 ; 
L e g a l i t y o f C h a r g e 5 6 . See also 
C H A R G E S , 

I N S U R A N C E P R E M I U M S — A s U s e o f 

F u n d s 7 8 . 
I N S U R A N C E I N S A L E S F I N A N C I N G — 1 5 7 , 

161 . 
I N T E R E S T — S e e C H A R G E S . 

I O W A — L e g i s l a t i o n 4 9 n , 5 2 . 

K A N S A S — L e g i s l a t i o n 5 2 . 
K E N T U C K Y — L e g i s l a t i o n 5 2 , 5 6 n . 
K I L G U S , A. L . — 1 8 2 n . 

L E G . \ L R A T E — S e e U S U R Y S T A T U T E S . 

L E G I S L A T I O N — 4 7 - 5 8 ; P r o p o s e d U n i 
form P e r s o n a l I n s t a l m e n t L o a n L a w 
5 8 - 5 9 . 

L E N D I N G P R O C E D U R E — S e e P E R S O N A L 

L O A N D E P A R T M E N T S ; S A L E S F I N A N C 

I N G B Y C O M M E R C I A L B A N K S . 

L E N G T H O F C O N T R A C T — F o r P e r s o n a l 
L o a n s 9 7 - 1 0 0 , 1 3 5 ; F o r .Sales F i n a n c 
ing 100; R e g u l a t i o n 57; R e l a t i o n to 
Credi t E x p e r i e n c e 1 3 5 ; R e l a t i o n to 
Profits 1 8 2 - 8 8 ; S t a n d a r d s o n , for 
B a n k L o a n s to C r e d i t .Agencies 2 0 9 -
11. 

L E T T E R O F C R E D I T — 8 5 . 

LiQuin.ATioN P E R I O D — O n L o a n s t o 
Sales F i n a n c e C o m p a n i e s 2 1 0 - 1 1 . 

L O A N S E C U R I T Y — S e e S E C U R I T Y . 

L O A N S I Z E — S e e S I Z E O F L O A N S . 
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L O A N V O L U M E — S e e V O L U . M E O F 

L O A N S . 

L O R E N Z , O T T O C — 1 6 9 n . 

L o s s R E S E R V E S — 5 e e R E S E R V E S F O R 
L O S S E S . 

L O S S E S O F P E R S O N A L L O A N D E P A R T 

M E N T S — S e e C H A R G E - O F F S ; R E S E R V E S 

F O R L O S S E S . 

L O U I S I A N A — L e g i s l a t i o n 52 . 

M A I L O R D E R H O U S E S — . A s Sources of 

Sales F i n a n c e P a p e r 84 . 
M A I . N E — L e g i s l a t i o n 4 8 n , 5 0 , 5 2 , 5 1 n , 

5 5 n , 57 , 6 0 n . 
M A N U F A C T U R E R S — A s Sources of Sales 

F i n a n c e P a p e r 86 -87 . 
M A N U F A C T U R E R S T R U S T C O M P A N Y — 

6 3 n , 6 7 n , 71n . 
M A R Q U E T T E N . A T I O N A L B A N K — 1 4 9 . 

M A R Y L A N D — L e g i s l a t i o n 5 2 . 
M A S S A C H U S E T T S — L e g i s l a t i o n 4 9 n , 52 , 

5 6 n . 
M . \ T U R E D N O T E S — S e e . A C C E L E R A T I O N 

C L A U S E . 

M A T U R I T Y O F L O A N S — S e e L E N G T H O F 

C O N T R . A C T . 

M A X I M U M R A T E — S e e C H A R G E S ; U S U R Y 

S T A T U T E S . 

M E D I C A L A N D D E N T A L S E R M C E S — A s 

U s e of F u n d s 78 , 136 . 
M E I S S , W A L T E R — 1 6 3 - 6 4 n . 

M E R R I A M , M — 4 f i n , 2 1 9 n , 2 3 0 n . 
M I C H I G . A N — L e g i s l a t i o n 4 8 n , 5 0 , 5 2 . 

5 4 - 5 5 , 5 7 n , 6 0 n , 6 5 . 
M I N N E S O T A — L e g i s l a t i o n 5 0 n , 5 2 . 
M I S S I S S I P P I — L e g i s l a t i o n 5 0 n . 5 2 . 
M I S S O U R I — L e g i s l a t i o n 5 0 n , 5 2 . 
M O N T A N . A — L e g i s l a t i o n 5 2 . 

N A T I O N A L C I T Y B A N K — 6 3 n , 6 7 n , 7 1 n , 

7 7 n . 
N.ATioN.AL C R E D I T O F F I C E , I N C . — 1 9 4 n , 

198n , 2 0 2 n , 2 0 6 n . 
N A T I O N A L R E S O U R C E S C O M M I T T E E — 

6 5 n , 6 7 n , 7 I n . 
N E B R A S K A — L e g i s l a t i o n 52 , 5 5 , 5 6 n . 
N E V A D A — L e g i s l a t i o n 52 , 56n . 
N E W H A M P S H I R E — L e g i s l a t i o n 52 , 5 6 n . 
N E W J E R S E Y — L e g i s l a t i o n 4 8 n , 5 0 n , 5 2 , 

5 4 - 5 8 . 
N E W M E X I C O — L e g i s l a t i o n 52 , 5 6 n . 
N E W Y O R K — C o l l e c t i o n E x p e r i e n c e in 

Sta te B a n k s 106-07 ; F.\i)enses of 
S t a l e B a n k s 171 -81 ; I n c o m e of Stale 
B a n k s 1 6 7 - 6 8 ; Legis la t ion 4 7 - 5 8 ; 
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P e r s o n a l L o a n D e p a r t m e n t Prof i ts 
1 8 8 - 9 0 . 

N E W T O N , A. W . — 2 0 3 n , 2 0 8 n , 2 1 0 n . 

N O R T H C . - V R O L I N A — L e g i s l a t i o n 4 8 n , 5 0 , 

5 2 , 5 4 - 5 8 . 
N O R T H D A K O T A — L e g i s l a t i o n 5 2 . 

N U G E N T , R O L F — 2 9 n , 4 6 n , 2 1 9 n , 2 3 0 n . 

O C C U P A T I O N S O F B O R R O W E R S — S e e B O R 

R O W E R S F R O M P E R S O N A L L O A N D E 

P A R T M E N T S . 

O n t o - L e g i s l a t i o n 4 8 n , 5 1 , 5 4 , 5 6 - 5 7 . 
O K L A H O M . \ — L e g i s l a t i o n 5 0 n , 5 2 . 

O P E R A T I N G E X P E N S E S — S e e E X P E N S E S or 

P E R S O N A L L O A N D E P A R T M E N T S . 

O P E R A T I N G M E T H O D S — S e e P E R S O N A L 

L O A N D E P A R T M E N T S . 

O R E G O N — L e g i s l a t i o n 4 9 n , 5 2 , 5 6 n . 

O R G A N I Z . \ T I O N O F P E R S O N A L L O A N D E 

P A R T M E N T S — S e e P E R S O N A L L O A N 

D E P A R T M E N T S . 

P A Y M E N T S — S e e C O L L E C T I O N E X P E R I 

E N C E ; P E R S O N A L L O A N D E P A R T M E N T S . 

P E N N S Y L V A N I A — L e g i s l a t i o n 4 9 n , 5 2 , 

5 6 n . 
P E R S O N A L F I N A N C E C O M P A N I E S — A s 

C o m p e t i t o r s of C o m m e r c i a l B a n k s 
2 2 2 - 2 6 ; B o r r o w i n g s f r o m C o m m e r 
cial B a n k s 193-97 . 2 1 1 - 1 6 . 

P E R S O N A L L O A N D E P A R T M E N T S — C o l 

l e c t i o n P r o c e d u r e 9 4 ; G r o w t h 2 7 -
32; L e n d i n g P r o c e d u r e 9 0 - 9 4 ; 
M e t h o d s o f O b t a i n i n g Business 8 0 -
87; N u m b e r 2 3 , 2 7 - 3 0 ; O r g a n i z a 
t ion 8 8 - 8 9 , 9 2 . See also B O R R O W E R S 
F R O M P E R S O N A L L O A N D E P A R T M E N T S ; 

C H A R G E S ; C O . M P E T I T I O N ; C R E D I T 

R I S K ; E X P E N S E S O F P E R S O N A L L O A N 

D E P A R T M E N T S ; I N C O M E O F P E R S O N A L 

L O A N D E P A R T M E N T S ; P R O F I T S O F 

P E R S O N A L L O A N D E P A R T M E N T S . 

P L U . M M E R , L E H M A . N — 1 6 3 - 6 4 n . 

P L U M M E R , W . C — 2 4 n , 2 5 n , 6 2 n , 8 7 -

8 8 n , 2 3 3 n , 2 3 5 n . 
P O L K ' S B A N K E R ' S E N C Y C L O P E D I A — 5 2 n . 

P R E P A Y M E N T O F L O A N S — 1 0 1 . 

P R O F E S S I O N A L G R O U P S — A s B o r r o w e r s 

6 9 - 7 1 , 1 2 4 - 2 5 . See also B O R R O W E R S 
F R O M P E R S O N A L L O A N D E P A R T M E N T S . 

P R O F I T S O F P E R S O N A L L O A N D E P A R T 

M E N T S — 1 6 3 - 0 6 , 1 8 9 - 9 0 ; R e l a t e d t o 
Size a n d L e n g t h o f N o t e s 1 8 2 - 8 8 . 
See also E X P E N S E S O F P E R S O N A L 

L O A N D E P . V R T M E N T S ; I N C O M E O F 

P E R S O N A L L O A N D E P A R T M E N T S , 

P U B L I C U T I L I T I E S — A s S o u r c e s o f Sales 

F i n a n c e P a p e r 8 3 - 8 4 , 9 5 . 

R A T E C H A R T S — 1 5 8 , 2 3 4 . 

R A T E S — S e e C H A R G E S . 

R E B , \ T E S — 1 5 6 . 

R E F I N A N C I N G D E B T S — A s U s e of F u n d s 

78, 136 . 
R E F I N A N C I N G O F L O A N S — 1 0 1 - 0 2 . 

R E G U L A T I O N S — S e e L E G I S L A T I O N . 

R E J E C T I O N S — S e e A P P L I C A T I O N S F O R 

L O A N S , 

R E N E W A L S — See R E F I N A N C I N G O F 

L O A N S , 

R E N T — A s E x p e n s e I t e m 1 7 1 , 176 , 
R E S E R V E S F O R L O S S E S — 1 0 8 , 1 5 8 - 6 0 , 162, 

1 7 1 , 1 7 6 , 1 8 8 , See also C H A R C E - O F F S , 

R H O D E I S L A N D — L e g i s l a t i o n 4 9 n , 52, 

5 3 n , 5 5 n , 5 6 n , 
R I S K — S e e C R E D I T R I S K . 

R U S S E L L S A G E F O U N D A T I O N — 2 4 n , 27n, 

2 9 n . 

S A L A R I E S — A s E x p e n s e I t e m 1 7 1 , 176-
7 7 . 

S A L E S F I N A N C E C O M P A N I E S — 4 1 , 197; 

As C o m p e t i t o r s of C o m m e r c i a l 
B a n k s 2 2 1 , 2 3 0 - 3 6 ; B o r r o w i n g s from 
C o m m e r c i a l B a n k s 1 9 3 - 2 1 1 ; O p e n 
M a r k e t P a p e r 2 0 6 - 0 7 . 

S A L E S F I N A N C I N G B Y C O M M E R C I , \ L 

B A N K S — C o m m o d i t i e s F i n a n c e d 42-
4 6 ; C o m p e t i t i o n 2 3 1 - 3 6 ; Cost of 
H a n d l i n g 1 9 1 - 9 2 ; E x t e n t 24 -25 ; 
P r o c e d u r e in H a n d l i n g 9 0 , 95-97 ; 
R e g u l a t i o n 4 8 , 6 0 - 6 2 ; Sources 82-
87 ; T e r m s 100 , 1 5 6 - 6 2 . 

S A U L N I E R , R . J . — 2 1 6 n , 2 2 3 n , 227n , 

2 2 9 n , 2 3 8 n . 
S E C U R E D L O A N S — A v e r a g e Size 40 -41 ; 

C h a r g e s 1 4 1 - 4 6 ; C r e d i t E x p e r i e n c e 
134 ; D e f i n i t i o n 3 7 n ; V o l u m e 37-39, 

S E C U R I T Y — B a n k L o a n s t o Credit 
A g e n c i e s 2 0 2 - 0 3 , 2 1 2 , 2 1 7 ; Personal 
L o a n s 3 7 - 4 1 ; Sales F i n a n c i n g 41-44, 
87 . 

S I N G L E - N A M E L O A N S — A v e r a g e Size 40-

4 ) ; C h a r g e s 1 4 1 - 4 6 ; C r e d i t Exper i 
e n c e 1 3 4 ; D e f i n i t i o n 3 7 n ; Volume 
3 7 - 3 9 . 

S I Z E O F L O A N — 2 6 , 57 , 8 2 ; Average 

Size 4 0 - 4 ] ; R e g u l a t i o n 5 7 ; R e l a t i o n 
t o C r e d i t E x p e r i e n c e 1 2 9 - 3 0 , 133-
3 4 ; R e l a t i o n to Prof i tabi l i ty 182-88, 

S . M A L L L O A N C O M P A N E S — S e e P E R S O N A L 

F I N A N C E C O M P A N I E S . 
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136 ; R e f i n a n c i n g Debts 78 , 1 3 6 ; 
T a x e s 78 , 130; V a c a t i o n 78 , 136 . 

U S U R Y S T A T U T E S — 1 7 , 4 9 n . 5 1 - 5 8 . 
U T A H — L e g i s l a t i o n 5 2 , 56 , 

V E R . M O N T — L e g i s l a t i o n 52 , 56ii. 
V I R G I N I A — L e g i s l a t i o n 4 9 n , 50 , 5 2 , 5 4 n , 

5 5 , 57 . 
V O L U M E O F L O A N S — , \ n d P e r s o n n e l 

R e q u i r e m e n t s 190 ; .\nd Profi tabil 
ity 189-90; C h a n g e in , a n d Costs o£ 
O p e r a t i o n 174, 181 ; G r o w t h 3 0 - 3 2 ; 
R e l a t i o n to Size of B a n k 3 3 - 3 6 . 

W A G E - E A R N E R S — . \ s Borrowers 6 9 - 7 1 , 
1 2 4 - 2 5 . See also B O R R O W E R S F R O M 
P E R S O N A L L O A N D E P A R T M E N T S . 

W A S H I N G T O N — L e g i s l a t i o n 52 . 
W E S T \'iRc.iNrA—Legislation 52 . 
W H O L E S A L E L O A N S — S e e D E A L E R S . 
W T S C U N S I N — L e g i s l a t i o n 48, 49ii, 5 2 , 

6 0 n , 6 1 . 
VVvo.MiNG—Legislation 4 9 n , 52 , 5 5 , 

5 6 n . 

Y O U N G , R . 2 4 n . 2 5 n , 6 2 n . 8 7 - 8 8 n . 
1 7 2 H , ! 8 8 n . 21 I n . 2 2 3 n , 23.">ii. 23Hn. 

^ ' N T E M A , T . O . — l « 8 n . 

S M I T H , M O T T — 1 6 9 n . 
S N E D E C O R , G E O R G E W — I 1 4 n . 
S O F T G O O D S — F i n a n c i n g 4 3 , 8 6 - 8 7 . 
S O U T H C A R O L I N A — L e g i s l a t i o n 4 9 n , 5 0 , 

5 2 , 5 4 - 5 8 , 6 0 n . 
S O U T H D A K O T A — L e g i s l a t i o n 4 9 n , 5 2 . 
S U T C L I F F E , W . C — 2 7 n . 

T E N N E S S E E — L e g i s l a t i o n 4 9 n , 5 0 n , 5 2 . 
T E R M I N A T I O N O F L O A N S — S e e C O L L E C 

T I O N E X P E R I E N C E ; 1 ' R E F A V . M E N T O F 
L O A N S ; R E F I N A N C I . N G O F L O A N S . 

T E R M S — S e e C H A R G E S ; D O W N P A Y 
M E N T ; L E N G T H O F C O N T R A C T . 

T E X . A S — L e g i s l a t i o n 4 9 n , 5 2 . 
I L M E - S A L E S D E P A R T M E N T S — S e e S A L E S 

FlNA-NClNG B Y C O . M M E R C I A L B A N K S . 

U N I F O R M P E R S O N A L I N S T A L M E N T L O A N 
S T . V I U T E — 5 8 - 5 9 

U N S E C U R E D N O T E S — S e e S I N G L E - N A M E 
L O A N S . 

U S E S O F B O R R O W E D F U N D S — B u s i n e s s 
78 . 136; C l o t h i n g P u r c h a s e s 7 8 , 136 ; 
E d u c a t i o n 7 8 ; H o u s e h o l d G o o d s 
Purchases 7 8 ; I n s u r a n c e P r e m i u m s 
78; Medica l a n d D e n t a l Services 7 8 , 
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I N C O M E I N T H E U N I T E D S T A T E S 

W. C. Mitchell, W. I. King, F. R. Macaulay a n d O. W. Knauth 
* 1 V o l u m e I , S U M M A R Y ( 1 9 S 1 ) 1 5 2 p p . 

2 V o l u m e n , D E T A I L S ( 1 9 2 2 ) 4 2 0 p p . , $ 5 . 1 5 

3 D I S T R I B U T I O N O F I N C O M E B Y S T A T E S I N 1 9 1 9 ( 1 9 2 2 ) 

O. W. Knauth 3 0 p p . , $ 1 . 3 0 
* 4 B U S I N E S S C Y C L E S A N D U N E M P L O Y M E N T ( 1 9 2 3 ) 

National Bureau Staff and Sixteen Collaborators 4 0 5 p p . 

• 5 E M P L O Y M E N T , H O U R S A N D E A R N I N G S , U N I T E D S T A T E S , 1 9 2 0 - 2 2 ( 1 9 2 3 ) 

W. I. King 1 4 7 pp. 

6 T H E G R O W T H O F A M E R I C A N T R A D E U N I O N S , 1 8 8 0 - 1 9 2 3 ( 1 9 2 4 ) 

L e o Wotman 1 7 0 pp . , $ 2 . 5 0 

7 I N C O M E I N T H E V A R I O U S S T A T E S : I T S S O U R C E S A N D D I S T R I B U T I O N , 1 9 1 9 , 1 9 2 0 

A N D 1 9 2 1 ( 1 9 2 5 ) 

Maurice Leven 3 0 6 p p . , $ 3 . 5 0 
8 B U S I N E S S A N N A L S ( 1 9 2 6 ) 

W. L. Thorp, w i t h a n i n t r o d u c t o r y c h a p t e r , "Business Cycles as R e v e a l e d 
by B u s i n e s s A n n a l s , " by W. C. Mitchell 3 8 0 pp . , $ 2 . 5 0 

9 M I G R A T I O N A N D B U S I N E S S C Y C L E S ( 1 9 2 6 ) 

Harry Jerome 2 5 6 pp . , $ 2 . 5 0 

1 0 B U S I N E S S C Y C L E S : T H E P R O B L E M A N D I T S S E T T I N G ( 1 9 2 7 ) 

Wesley C. Mitchell 4 8 9 p p . , $ 5 . 0 0 
• 1 1 T H E B E H A V I O R O F P R I C E S ( 1 9 2 7 ) 

Frederick C. Mills 5 9 8 p p . 

1 2 T R E N D S I N P H I L A N T H R O P Y ( 1 9 2 8 ) 

W. I. King 7 8 pp . , $ 1 . 0 0 

1 3 R E C E N T E C O N O M I C C H A N G E S ( 1 9 2 9 ) 

National Bureau Staff a n d Fifteen Collaborators 2 vols. , 9 5 0 p p . , $ 7 . 5 0 
I N T E R N A T I O N A L M I G R A T I O N S 

1 4 V o l u m e i, S T A T I S T I C S ( 1 9 2 9 ) , c o m p i l e d by Imre Ferenczi of t h e I n t e r n a 
t ional L a b o u r Office, a n d e d i t e d by IT. F. Willcox 1 , 1 1 2 pp. , S 7 . 0 0 

1 8 V o l u m e ii , I N T E R P R E T A T I O N S ( 1 9 3 1 ) , ed. by W. F . Willcox 7 1 5 p p . , $ 5 . 0 0 

* 1 5 T H E N A T I O N A L I N C O M E A N D I T S P U R C H A S I N G P O W E R ( 1 9 3 0 ) 

W. /. King 3 9 4 p p . 

1 6 C O R P O R A T I O N C O N T R I B U T I O N S T O O R G A N I Z E D C O M M U N I T Y W E L F A R E S E R V I C E S 

( 1 9 3 0 ) 

Pierce Williams a n d F. E. Croxton 3 4 7 pp . , $ 2 . 0 0 

• Out of print. 3 1 5 



316 P U B L I C A T I O N S 

17 P L A N N I N G A N D C O N T R O L O F P U B L I C W O R K S ( 1 9 3 0 ) 

Leo Wolmmi 2 6 0 p p . , |2.50 

• 1 9 T H E S M O O T H I N G O F T I M E S E R I E S ( 1 9 3 1 ) 

Frederick R. Macaulay 172 p p . 
2 0 T H E P U R C H A S E O F M E D I C A L C A R E T H R O U G H F I X E D P E R I O D I C P A Y M E N T (1932) 

Pierce Williams 3 0 8 p p . , $3 .00 
•21 E C O N O M I C T E N D E N C I E S I N T H E U N I T E D S T A T E S ( 1 9 3 2 ) 

Frederick C. Mills 6 3 9 p p . 

2 2 S E A S O N A L V A R I A T I O N S I N I N D U S T R Y A N D T R A D E ( 1 9 3 3 ) 

Simon Kuznets 4 5 5 p p . , $4 .00 

2 3 P R O D U C T I O N T R E N D S I N T H E U N I T E D S T A T E S S I N C E 1 8 7 0 ( 1 9 3 4 ) 

A. F. Burns 3 6 3 p p . , $3 .50 

2 4 S T R A T E G I C F A C T O R S I N B U S I N E S S C Y C L F . S (1934) 

/. Maurice Clark - ' 2 3 8 p p . , SI .50 

2 5 G E R M A N B U S I N E S S C Y C L E S , 1 9 2 4 - 1 9 3 3 ( 1 9 3 4 ) 

C . T. Schmidt 2 8 8 p p . , $2 .50 

2 6 I N D U S T R I A L P R O F I T S I N T H E U N I T E D S T A T E S ( 1 9 3 4 ) 

R. C. Epstein 6 7 8 p p . , $ 5 . 0 0 

27 M E C H A N I Z . A T I O N I N I N D U S T R Y ( 1 9 3 4 ) 

Harry Jerome 4 8 4 p p . , $3 .50 

2 8 C O R P O R A T E P R O F I T S A S S H O W N B Y A U D I T R E P O R T S ( 1 9 3 5 ) 

I F . A. Paton 151 p p . , $1 .25 

2 9 P U B L I C W O R K S I N P R O S P E R I T Y A N D D E P R E S S I O N ( 1 9 3 5 ) 

A. D. Gayer 4 6 0 p p . , $3 .00 

3 0 E B B A N D F L O W I N T R A D E U N I O N I S M ( 1 9 3 6 ) 

Leo Wolman ' 2 5 1 p p . , $2 .50 

31 P R I C E S I N R E C E S S I O N A N D R E C O V E R Y ( 1 9 3 6 ) 

Frederick C. Mills 5 6 1 p p . , $4 .00 

3 2 . N A T I O N A L I N C O M E A N D C A P I T A L F O R M A T I O N , 1 9 1 9 - 1 9 3 5 ( 1 9 3 7 ) 

Simon Kuznets 1 0 0 p p . , 8% x II.14, $1..50 
33 S O M E T H E O R E T I C A L P R O B L E M S S U G G E S T E D B Y T H E M O V E M E N T S O F I N T E R E S T 

R A T E S , B O N D Y I E L D S A N D S T O C K P R I C E S I N T H E U N I T E D S T A T E S S I N C E 18.56 

( 1 9 3 8 ) 
F. R. Macaulay 5 8 6 p p . , .S5.00 
" T h e Social .Sciences a n d t h e U n k n o w n F u t u r e , " a r e p r i n t o f t h e intro
d u c t o r y c h a p t e r to D r . M a c a u l a y ' 5 v o l u m e : 3 5 c e n t s ; in o r d e r s of 10 or 
m o r e , 2 5 c e n t s . 

3 4 C O M M O D I T Y F L O W A N D C A P I T A L F O R M A T I O N , V o l u m e i ( 1 9 3 8 ) 

Simon Kuznets 5 0 0 p p . , 814 x 113/J, .$5.00 

3 5 C A P I T A L C O N S U M P T I O N A N D A D J U S T M E N T ( 1 9 3 8 ) 

Solomon Fabricant 2 7 1 p p . , $2.75 
3 6 T H E S T R U C T U R E O F M A N U F A C T U R I N G P R O D U C T I O N , A C R O S S - S E C T I O N V I E W 

( 1 9 3 9 ) 

C. A. Bliss 2 3 4 p p . , $2 .50 

37 T H E I N T E R N A T I O N A L G O L D S T A N D A R D R E I N T E R P R E T E D 

William Adams Brown, Jr. (in press) 
3 8 R E S I D E N T I A L R E A L E S T A T E , I T S E C O N O M I C P O S I T I O N A S S H O W N BY \ ' A I . I : I : S . 

R E N T S , F A M I L Y I N C O M E S , F I N A N C I N G , A N D C O N S T R U C T I O N , T C K - E T H E R w r n i E S T I . M A T E S F O R A L L R E A L E S T A T E D. L. Wickens ( in P^ss ) 
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CONFERENCE ON RESEARCH IN NATIONAL INCOME AND WEALTH 

S T U D I E S I N I N C O M E A N D W E A L T H (Volumes i-in together , $ 7 , 5 0 ) 
V o l u m e I ( 1 9 3 7 ) 368 pp, , .S2.50 
V o l u m e I I ( 1 9 3 8 ) 3 4 2 pp. , $ 3 . 0 0 
V o l u m e I I I ( 1 9 3 9 ) 5 0 0 pp. , $ 3 . 5 0 

CONFERENCE ON PRICE RESEARCH 

1 R E P O R T O F T H E C O M M I T T E E O N P R I C E S I N T H E B I T U M I N O U S C O A L I N D U S T R Y 

(1938) 144 pp. , $ 1 , 2 5 

2 T E X T I L E M A R K E T S — T H E I R . S T R U C T U R E I N R E L A T I O N T O P R I C F R E S E A R C H 

(1939) 304 pp. , $3 .00 

3 P R I C E R E S E A R C H I N T H E S T E E L A N D P E T R O L E U M I N D U S T R I E S (1939) 

224 p p „ $2 ,00 

T H E BULLETIN 

Subscript ion t o t h e N a t i o n a l B u r e a u Bulletin: 5 issues, $ 1 ; single copies , 
25 cents e x c e p t t h e issues m a r k e d 5 0 cents , 

1936 

59 I N C O M E O R I G I N A T I N G I N N I N E B A S I C I N D U S T R I F . S , 1 9 1 9 - 1 9 3 4 

Simon Kuznets 5 0 c 
6 0 M E A S U R E S O F C A P I T A L C O N S U M P T I O N , 1 9 1 9 - 1 9 3 3 

Solomon Fabricant 
6 1 P R O D U C T I O N D U R I N G T H E A M E R I C A N B U S I N E S S C Y C L E O F 1 9 2 7 - 1 9 3 3 

II', C, Mitchell a n d A. F. Burns 5 0 c 
6 2 R F V A I . U , \ T I O N S O F F I X E D A S S E T S , 1 9 2 5 - 1 9 3 4 

Solomon Fabricant 

FINANCIAL RESEARCH PROGRAM 

I A Program of Financial Research 

1 R E P O R T O F T H E E X P L O R A T O R Y C O M M I T T E E O N F I N A N C I A L R E S E A R C H ( 1 9 3 7 ) 

9 1 pp. , $ 1 , 0 0 

2 I N V E N T O R Y O F C U R R E N T R E S E A R C H O N F I N A N C I A L P R O B L E M S ( 1 9 3 7 ) 

2 5 3 p p „ $ 1 , 5 0 

I I Studies in Consumer Instalment Financing 

1 P E R S O N A L F I N A N C E C O M P A N I E S A N D T H E I R C R E D I T P R A C T I C E S { 1 9 4 0 ) 

Ralph A. Young a n d Associates 1 7 0 p p „ $ 2 , 0 0 

2 S A L E S F I N A N C E C O M P A N I E S A N D T H E I R C R E D I T P R A C T I C E S ( 1 9 4 0 ) 

Wilbur C. Plummer a n d Ralph A. Young 3 0 0 p p „ $ 3 , 0 0 

3 C O M M E R C I A L B A N K S A N D C O N S U M E R I N S T A L M E N T C R E D I T ( 1 9 1 0 ) 

John M. Chapman a n d Associates 3 0 8 p p „ $ 3 , 0 0 

5 G O V E R N M E N T A G E N C I E S O F C O N S U M E R I N S T A L M E N T C R E D I T 

J. D. Coppock (in press) 

6 T H E P . \ r r E R N O F C O N S U M E R D E B T , 1 9 3 5 - 3 6 

Blanche Bernstein (in press) 
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N A T I O N A L B U R E A U O F E C O N O M I C R E S E A R C H 
1 8 1 9 B r o a d w a y , N e w Y o r k , N. Y. 

E u r o p e a n A g e n t : M a c m i l l a n & C o . , L t d . 
St. M a r t i n ' s Street , L o n d o n , \V.C.2 

6 3 T H E R E C O V E R Y I N W A G E S A N D E M P L O Y M E N T 

Leo Wolman 

i m 
• 6 4 A P R O G R A M O F F I N A N C I A L R E S E A R C H 

R e p o r t o f t h e E x p l o r a t o r y C o m m i t t e e on F i n a n c i a l R e s e a r c h 
6 5 N O N - F A R M R E S I D E N T I A L C O N S T R U C T I O N , 1 9 2 0 - 1 9 3 6 

David L. Wickens a n d Ray R. Foster 
• 6 6 N A T I O N A L I N C O M E , 1 9 1 9 - 1 9 3 5 

Simon Kuznets 

6 7 T E C H N I C A L P R O G R E S S A N D A G R I C U L T U R A L D E P R E S S I O N 

Eugen Alischul a n d Frederick Strauss 5 0 c 
6 8 U N I O N M E M B E R S H I P I N G R E A T B R I T A I N A N D T H E U N I T E D S T A T E S 

Leo Wolman 

ms 
• 6 9 S T A T I S T I C A L I N D I C A T O R S O F C Y C L I C A L R E V I V A L S 

W. C. Mitchell a n d A. F. Burns 
7 0 E M P L O Y M E N T O P P O R T U N I T I E S I N M A N U F A C T U R I N G I N D U S T R I E S 

Frederick C. Milts 
7 1 H O U R S O F W O R K I N A M E R I C A N I N D U S T R Y 

Leo Wolman 
7 2 - 7 3 I N C O M E S F R O M I N D E P E N D E N T P R O F E S S I O N A L P R A C T I C E , 1 9 2 9 - 1 9 3 6 

Simon Kuznets a n d Milton Friedman 50c 

1939 
• 7 4 C O M M O D I T Y F L O W A N D C A P I T A L F O R M A T I O N I N T H E R E C E N T R E C O V E R Y 

A N D D E C L I N E 

Simon Kuznets 
7 5 D I F F E R E N T I A L S I N H O U S I N G C O S T S 

D. L. Wickens 
7 6 - 7 7 T H E S T A T I S T I C A L P A T T E R N O F I N S T A L M E N T D E B T 

R. A. Young a n d Blanche Bernstein 50c 

7 8 C O M P O S I T I O N O F G R O S S F A R M I N C O M E S I N C E T H E C I V I L W A R 

Frederick Strauss 

•Out of print. 


