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Preface 

THis survey of the financial structure and operating characteristics 
of consumer instalment credit agencies and commercial banks is 
the tenth of the Studies in Consumer Instalment Financing, pre­
pared under the National Bureau's Financial Research Program. 
It constitutes a logical supplement to descriptive studies of the prin­
cipal agencies of consumer instalment financing already published, 
and was undertaken with three objectives in mind: first, to bring 
together in a single comparative analysis our materials on the finan­
cial characteristics of consumer credit agencies; second, to contrast 
the operating characteristics of such agencies with those of commer­
cial banks; third, to observe their operating experience during 
recent periods of business contraction and expansion. 

The materials on which this study is based are much more exten­
sive than were available for our earlier studies, and cover a longer 
period. Five sets of data were used. The first comprises tabulations 
of the principal financial statement items of 229 sales finance com­
panies, 179 personal finance companies and 204 industrial banking 
companies for the years 1929, 1933 and 1936, prepared from federal 
income tax returns by the Treasury-WP A Income Tax Study of 
Philadelphia, at the request of the National Bureau. The second set 
of data was compiled by our staff from the files of the National 
Credit Office, Inc., and includes tabulations covering the principal 
financial statement items, 1929-41, of a varying number of sales 
finance and personal finance companies that finance themselves 
through the open market. The third set covers insured industrial 
banks, 1934-41, and was provided by the Division of Research and 
Statistics of the Federal Deposit Insurance Corporation. The fourth 
covers federal credit unions reporting to the Farm Credit Adminis­
tration, 1934-41. A fifth set of data, also provided by the Division 
of Research and Statistics of the Federal Deposit Insurance Cor­
poration from official banking records, covers the financial charac­
teristics of insured commercial banks. 

vii 



viii PREFACE 

The National Bureau of Economic Research wishes to express its 
indebtedness to the age~cies that have cooperated in furnishing 
materials for this study. Without their cordial assistance the under­
lying data would have been far less comprehensive. In particular, 
we are obligated to the Income Tax Study of the Treasury Depart­
ment and the WP A for the preparation of the income tax tabula­
tions mentioned above, covering selected samples of sales finance, 
personal finance and industrial banking companies. The plans for 
these tabulations were prepared by the financial research staff of 
the National Bureau, but the task of executing them was entirely 
borne by the staff of the Income Tax Study. The National Bureau 
was required to furnish to the Income Tax Study comprehensive 
lists of names of consumer credit companies, and in the preparation 
of these lists we obtained the helpful cooperation of the Consumer 
Credit Division of the Russell Sage Foundation and the Consumer 
Credit Institute of America. The many technical problems that 
arose in making the tabulations were resolved by consultation 
between the author and the staff of the Income Tax Study. 

Copies of all tabulations prepared by the Income Tax Study on 
these agencies are on file at the Division of Tax Research, United 
States Treasury Department, and at the Hillside offices of the Na­
tional Bureau of Economic Research. 

In connection with our special studies of personal finance and 
sales finance companies the National Credit Office, Inc. gave us 
access to its files of financial reports of companies selling commercial 
paper in the open market. The National Credit Office allowed us 
to bring the tabulations prepared from its files up to date for the 
present study, and we take pleasure in acknowledging their further 
cooperation in our work. 

The preparation of the study was made possible through a co­
operative arrangement with the Division of Research and Statistics 
of the Federal Deposit Insurance Corporation. The Division made 
available to us the part-time services of Dr. Ernst A. Dauer, senior 
economist on its staff, and otherwise contributed statistical assistance 
and research facilities. Dr. Dauer has had full responsibility for the 
conduct of the research and the analysis, and he has executed this 
responsibility with diligence and resourcefulness. The conclusions 
that he has reached are necessarily his own, and in no way represent 
the official views of the Federal Deposit Insurance Corporation. 



PREFACE ix 

The National Bureau is especially indebted to the Federal 
Deposit Insurance Corporation. That organization has not only co­
operated cordially and generously in the preparation of the present 
study, but has taken an active interest in the work of the Financial 
Research Program since its inception. 

RALPH A. YouNG 

Director, Financial Research Program 
April I, 1944 
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Summary Survey 

h A little more than twenty years the financing of consumers on an 
instalment basis grew from what was probably an unimportant 
amount into a 6 billion dollar business in 1941. The major share of 
this business was handled by specialized types of agencies, rather 
than by commercial banks. These specialized agencies may be classi­
fied into two groups, according to the character of activity in which 
they predominantly engage. The first includes sales finance com­
panies, which typically engage in the financing of consumers' pur­
chases of goods through the acquisition of instalment contracts from 
retail dealers; the second group includes personal finance com­
panies, industrial banking companies, and credit unions, which 
typically engage in the direct extension of personal cash loans to 
borrowers. 

The original de,·elopment of the specialized agencies, and their 
subsequent garnering of the major share of the consumer instalment 
business, was at least partly due to lack of competition from com­
mercial banks for this type of paper. There were a number of reasons 
why commercial banks, as a whole, had not entered this field. 

First, the arerage commercial bank had profitably employed its 
facilities in financing agriculture and business enterprises; second, 
commercial bankers were traditionally reluctant to grant credit for 
"non-productive purposes"-a category in which the financing of 
consumption was generally included; and third, the extension of 
consumer credit was regarded by banks as unprofitable and un­
economic because loans for small amounts entail high operating 
costs, generally in excess of the rates of charge permitted banks 
under the usury laws. 

The specialized agencies found the business profitable, however, 
for they were enabled to exceed the legal usury rates, either by re­
cei,·ing specific legislative authorization to charge higher rates, or 
by amidance of the limitations in the usury statutes through the 
benefit of favorable judicial decisions or the use of technical devices. 



COMPARATIVE OPERATING EXPERIENCE 

In 1929 consumer instalment paper, held almost exclusively by re­
tailers a·nd the specialized agencies, amounted to 3 billion dollars. 

With bank earnings during the 1930's at lower levels than in 
earlier years, commercial banks entered the field in considerable 
numbers, and acquired a substantial share of the business. At the 
end of 1941 the total amount of consumer instalment outstandings 
was distributed as follows: 

Sales finance companies 
Commercial banks 
Retail dealers 
Personal finance companies 
Industrial banking companies 
Credit unions 
Others 

33 percent 
26 percent 
19 percent 
10 percent 
6 percent 
4 percent 
2 percent 

In spite of commercial banks' rapid acquisition of a considerable 
share of the consumer instalment credit business, this type of financ· 
ing, except in relatively few banks, still represented only a small 
portion of their activity. Their loan operations remained typically 
those of an agency engaged primarily in the financing of business 
enterprises. 

In this study the operations of the specialized agencies, engaged 
almost entirely in financing consumers, are contrasted with the 
operations of commercial banks. Specific data on banks' consumer 
instalment lending activities are either not available or inadequate. 
In this field their cost of operations and rate of operating profit 
probably do not differ materially from those of insured industrial 
banks, but because of lack of information no attempt has been made 
to compare the operating results of their consumer financing with 
those of the specialized agencies. 
. In the analysis of operating characteristics in this study, reliance 

was based chiefly upon summary balance sheet and profit and loss 
statements. For the most part, assets of individual companies were 
classified into the four major t:ategories: loans, securities, cash, and 
miscellaneous assets; liabilities were classified as borrowings or 
miscellaneous liabilities, while all capital accounts were classified 
as net worth. Profit and loss accounts of individual companies were 
classified into the following broad categories: income; cost of 
operations, including taxes, losses and all expenses except interest; 
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interest payments or tl1e cost of borrowed funds; and net profit, 
including diYidends and interest paid on equity capital. 

The term, operating profit, designates tl1e difference between 
total income and tl1e cost of operations, and tl1e term net profit 
designates tl1e difference between operating profit and interest pay­
ments or tl1e cost of borrowed funds. The rates used in the analysis 
are expressed as percent per annum. The rate of income on loans 
Uncome receiYed during tl1e year in percent of loans) represents the 
gross return from tl1e funds lent; tl1e rate of operating profit (oper­
ating profit during tl1e year in percent of total assets) reflects the 
degree of success of tl1e business in utilizing the total funds at its 
dispos::tl; while tl1e rate of net profit (net profit during the year in 
percent of net worth) represents the degree of success of tl1e business 
in utilizing tl1e owners' investment. 

The results of this study may be summarized in fiye main points. 
First, there is a sharp contrast between the character of assets, 
operating methods and actiYities and sources of funds of the special­
ized agencies, on the one hand, and of commercial banks on tl1e 
other. Scco11d, with respect to each of these operating characteristics, 
howerer, differences exist among tl1e ,·arious types of specialized 
agencies; among indiYidual companies within each type of agency; 
and among indiYidual commercial banks. Third, significant differ­
ences in rates-of total income, costs of operations, and operating 
profit-among types of agencies and among indiYidual companies 
and banks, are traceable to differences in character and typical size 
of loan; they do not appear to be traceable to size of enterprise, as 
such. Fo11rth, significant differences in cost of bonm,·ed funds­
among agencies and indi,·idual units-result from Yariations in 
sources of funds, and from nriations in actirities and in character 
of assets which accompany nriations in size of enterprise. Fifth, im­
portant changes in total income, costs, profits and diridend records 
orer the pe1iod 19~9-41 reflected se\·ere business recession, sub­
sequent recm·ery, and tl1e growth to maturity of the specialized 
agencies. 

CO:\"TR.\STS 1:\" OPER.\TL\'G CH.\RACTERISTICS: CO:\SUMER 

.\GE:\"CIES A~D CO:'.I:\fERCIAL B.\~KS 

.-\n outstanding characteristic of the consumer instalment financing 
agencies, as a group. was their ability throughout tl1e period under 
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review to maintain from 80 to 90 percent of their assets in the form 
of loans, predominantly in small amounts to consumers. Enterprises 
of this type have normally needed to keep only a low proportion of 
their total assets in the form of cash, for the regularity of the flow of 
repayments gives them a high turnover of funds, and their cash 
needs are limited to uses incident to current and new business 
operations. Ordinarily, too, they do not invest in securities, except as 
an alternative to holding cash when they cannot readily adjust 
sources of funds to changes in volume of activity. Miscellaneous 
assets, including real estate, furniture and fixtures, and repossessions, 
have also been a negligible percentage of total assets. 

In sharp contrast to the typical specialized agency, commercial 
banks as a group have in recent years held less than 30 percent of 
their total assets in loans, with securities exceeding loans at nearly 
40 percent of total assets, and cash equaling loans. This asset dis­
tribution is partly the result of the peculiar pos~tion of commercial 
banks in our monetary structure, for banks have rarely been in a 
position to hold loans in excess of 65 percent of total assets. Their 
function of providing a circulating medium through the demand 
deposit, and their use as a means of effecting the transfer of funds, 
make it necessary that they maintain reserves in cash, and in bal­
ances with a central bank and with correspondents-reserves that 
are not required of the consumer agencies. 

The figures for commercial banks as a whole are dominated, how­
ever, by those of the largest banks in the large centers, which have 
experienced the most marked increase in deposits in recent years. 
One out of every four banks still holds half its total assets in the 
form of loans. ln general, banks in the western and southern states, 
regions dominated by agricultural and extractive industries, hold 
larger proportions of loans than banks in states that are dominated 
by manufacture and trade. 

Many commercial banks-about 1 ,500, or one-eighth-still hold 
no consumer instalment loans, and the extent to which others have 
entered the field varies widely. It might be expected that banks in 
the largest centers, where the growth in deposits has been greatest, 
would have had the strongest incentive to enter the consumer instal­
ment financing field. Actually, however, there is much diversity in 
this respect. The largest banks in these centers, accustomed to 
dealing with the largest business borrowers, have developed the 
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consumer instalment business the least, but other banks in the same 
centers have extended a larger proportion of consumer loans than 
have those in the small centers. 

Banks in the smallest centers have not developed a significant 
volume of instalment loans to consumers, because the regular re­
payment basis is not suited to the needs of the dominant type of 
borrower in such communities; but in significant proportion their 
loans-extended to farmers, workers, tradesmen and small manu­
facturers-are otherwise similar to the typical consumer instalment 
loan. The small amount of the note, the use of chattels as security, 
the low net worth of the borrower, are all characteristic also of in­
stalment lending to consumers. 

Although all the specialized agencies have been engaged pre­
dominantly in the extension of consumer credit in small amounts, 
repayable on an instalment basis, they have differed widely in the 
sources from which they have derived their funds. This variation 
arises from differences in the creditworthiness attributed to retail 
instalment paper and cash loans; differences in the degree of sea­
sonal and cyclical fluctuations to which these two types of paper are 
subject; differences in the size of individual enterprise-and also 
from certain peculiarities of borrowing practices, particularly those 
of industrial banks. The latter, alone, have derived a significant 
proportion of funds from depositors, as a result of which they are, 
in fact, an intermediate type, between the other specialized agencies 
and commercial banks. 

In all the specialized agencies except industrial banks, the propor­
tion of funds represented by net worth has been materially higher 
than in commercial banks. In the latter, the net worth proportion 
has decreased materially and is now at its lowest level since the 
formation of the national banking system, amounting to less than 
9 percent of total funds. This continued reduction has been largely 
due to forces beyond the control of the individual banks, chiefly to 
the large increases in United States government securities and in 
demand deposits occasioned by the financing of the recovery and 
war programs. 

A consumer instalment financing agency derives its income mainly 
from loans, in the form of interest or discount or special types of 
fees, or charges arising from the extension or collection of loans. 
The proportionate amount of income from other sources depends 
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upon the diversification of the activities of the individual company. 
In commercial banks, on the contrary, income from loans 

accounts for somewhat less than half of total income. Interest and 
dividends on securities account for somewhat more than one-quar­
ter, and· the remainder is derived mainly from commissions and 
fees for services performed, from service charges on deposit accounts, 
trust department income and rent from real estate and safe deposit 
vaults. 

The effective rate of income on loans differs significantly for each 
type of agency, and also for different companies within each type. 
These variations may be attributed in large measure to the difference 
in charges against different types of loans (particularly as regards 
security and size) rather than to the difference in rates charged 
on loans of a comparable nature and size. 

In all the specialized agencies the effective rate of income on total 
loans has been materially higher than that received by the typical 
commercial bank on its total loans. Here again, · the difference 
reflects a difference in type of loan. On the average, the loan income 
of banks has amounted to less than 4Y2 percent of average outstand­
ings, and income on securities about 2 percent. Thus income on 
earning assets has amounted in recent years to a little over 3 
percent in commercial banks, as compared with from 9 to over 
30 percent in the specialized agencies. 

There is no evidence to indicate that the internal distribution of 
operating costs (that is, all expenses except interest on borrowed 
funds) varies materially among the different agencies: except in 
credit unions, operating costs absorb about the same proportion of 
total income in all the specialized agencies and in commercial banks. 
Although rates of operating costs have been considerably higher 
among consumer instalment financing agencies than among com­
mercial banks, the indicated rate of loss in some of the specialized 
agencies has been less than, and in others has not greatly exceeded, 
the average loss ratio of commercial banks on all their loans. In 
both consumer agencies and commercial banks charge-offs on loans 
have characteristically absorbed only a small proportion of total 
income. 

In regard to rate of operating profit, therefore, the agencies as 
types may be ranked, on the average, in the same order as for rate of 
total income. That commercial banks' rate of operating profit has 
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been ronsistendy below that of the specialized agencies may be at~ 
uibuted not only to their lower nte of income on loans, but also to 
the inherent inability of ba.nls to inl·est as high a proportion of tow 
funds in earning assets. 

The burden of interest payments is primarily dependent upon 
the proponion of OOITQ'\\-~ fun~-~d on those facto~ de.tennin­
ing atditwonhin~ which are now clwacteristic of individual 
enterprises nther than types of 3ooendes. The nte of interest on 
such funds has been 1~ than the nte of operating profit, so that 
the nerage net profit has consistendy represented a high nte 
of return on capiul funds in each type of specialized 3ooency. 
The same has been ttue of commercial banls because of the large 
l-olume of funds represented by demand deposits upon which 
no interest is paid. 

The rate of return on the capiw funds of commercial ban1.s. 
howe\·er. is considerably lo'\\-er than that of any of the specialized 
agencies except. Credit unions. All types of specialized 3ooencies and 
commercial banls show higher ntes of ~et profits on capital funds 
than does corponte enterprise in general. 

Income tax returns indicate that a Ia:rger proportion of commer~ 
cial banb than actin corporations in general has shown profitable 
operations except in rears of deepest depttssiol!· In addition. the 
uerage nte of net profit on net '\\'Orth of all commercial ba.nls 
filing returns has been higher than that sho\\-n by all other types of 
corporations combined. 

Cash diridends paid by the specialized 3aoencies hue represented 
relatit"ely high percentages of net worth, particularly in the sales 
finance and personal finance companies. Howel"er, as a result of 
their relatimy higher ntes of net profit on net '\\·orth, dilidends 
paid hue rarely exceeded net profit, ueraging about 80 percenL 
All these specialized agencies, and also commercial banh. appear to 
al'erage higher dit"idend ntes (on net worth) than all corpontions 
in general 

The nte of dilidends paid by commercial banks. on the other 
hand. though lower than the specialized ~oencies' rate {\\ith the e..~­
ception of credit unions) tends to be more regular. Whereas com­
mercial bank diridends far exceeded net profit in the early thirties, 
since 193.5 they hue typically been about 60 percent of net profiL 
This diridend tteonl has been more consen-ati,·e than that of sales 
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finance and personal finance companies, and much more conserv­
ative than the average for all corporations filing income tax returns 
during the same period. 

DIFFERENCES AMONG THE SPECIALIZED AGENCIES 

Sales Finance Companies 

The increased industrialization of the country accompanying and 
subsequent to the First World War, and the increased level of na­
tional income in the 1920's, gave impetus to the growth of the sales 
finance company, which provided means for a wider distribution 
of durable consumer goods. This type of agency is free from the 
jurisdiction of the usury statutes, for the courts have held that 
income arising from the purchase of instalment contracts-the 
business typical of sales finance companies-is a part of the cost of 
the merchandise purchased and does not constitute "interest" in 
the statutory sense. 

Sales financing is not only subject to seasonal fluctuations, re­
flecting changes in the volume of retail instalment sales, but it has 
also shown extreme cyclical fluctuations, paralleling business cycle 
changes in the production of durable consumer goods. The main­
tenance by sales finance companies of a high percentage of total 
assets in the form of loans has been made possible only by their very 
flexible sources of funds, consisting chiefly of short-term borrow­
ings, either from banks or in the commercial paper market. 

Such funds have been made readily available to sales finance com­
panies because of the high quality of the instalment receivables that 
serve as security. Repayment is, in effect, doubly or triply assured 
-by the borrowing sales finance company, by the retail dealer from 
whom the paper has been acquired (if acquired on a recourse basis), 
and by his customer, the purchaser of the article sold-in addition 
to the possibility of securing physical possession of the article itself. 

In common with other specialized agencies, the sales finance com­
pany can, if necessary, effect a rapid liquidation of its short-term 
debt, since its credits are repaid out of the current income of the 
ultimate consumers. With this heavy dependence upon short-term 
funds, net worth has amounted to a moderate proportion, generally 
about one-third, of total funds (that is, of total assets). Through most 
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of the period 1929-41 long-term debt was found in only a few of the 
larger sales finance companies. 

Although the credits extended are ultimately secured by the 
article financed, the companies have tended to refinance delinquent 
contracts. When repossession is resorted to they make every effort 
to dispose of the article, through recourse to the dealer or through 
sale. As a result, miscellaneous assets, including repossessions, have 
constituted a low proportion of total assets. 

In the typical sales finance company, whose principal asset is auto­
mobile paper, the chief source of income has been the discount on 
such paper, and insurance commissions have been next in impor­
tance. But in some companies, particularly the larger ones, income 
from wholesale financing, interest on small loans, and income from 
factoring (the discounting of accounts receivable) have been sig­
nificant sources of total income. 

The average rate of income received by sales finance companies, 
generally in excess of 12 percent of outstanding loans, has been as 
high as that of any type of specialized agency except the persona·} 
finance company. Operating costs (excluding interest payments on 
borrowed funds, but including charge-offs) have absorbed slightly 
over 60 percent of total income, leaving an operating profit amount­
ing to over 4 percent of total assets. This rate of return is materially 
above that shown by industrial and commercial banks, and below 
that shown by personal finance companies. 

The rate of interest paid on borrowings has been lower, however, 
than the rate of operating profit, and therefore the residual net 
profit has represented a return of at least 10 percent on equity funds. 
Among the specialized agencies this rate of return has been ex­
ceeded only by the personal finance companies. 

Personal Finance Companies 

The personal finance company is generally engaged in but one type 
of activity-the extension of loans to individuals, usually not ex­
ceeding $300 in amount. Since these loans have constituted about 
85 percent of total funds, the proportion representing cash, secu­
rities and miscellaneous assets (business quarters and equipment) is 
characteristically low. 

To combat the evils of loan sharks and unregulated lenders, small 
loan laws have been adopted in all but a few states, granting per-
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sonal finance companies specific exemption from the usury statutes 
and authorizing them to charge rates within stipulated legal limits. 
The legal maximum varies from state to state, ranging mainly from 
IV2 to 3V2 percent a month on the unpaid balance of the loan. 
Actually the companies' interest income tends to be lower than the 
maximum would indicate, averaging about 30 percent of year-end 
loans. This rate of income represents~ nevertheless, twice as high an 
average as that'of the other agencies covered in this study. 

Not only the rate of income on loans but also the rate of operating 
costs-averaging over 20 percent of outstandings-has been highest 
among the personal finance companies; this total includes charge­
otis, or bad-debt expense, which have not been significantly higher 
than in the· other types of agencies. Although total operating costs 
have represented a slightly higher proportion of total income, 
operating profit in relation to total income has been about the same 
as in industrial banks and only slightly less than in sales finance 
companies, so that in relation to total assets it has been higher than 
in any other of these agencies-over 10 percent. 

Since their volume of cash loans has been subject to relatively 
smaller seasonal or cyclical fluctuation, personal finance companies 
have not found it undesirable to derive their funds from relatively 
permanent sources. The fact remains, however, that at the beginning 
of the period 1929-41, funds from banks and other short-term 
sources were not readily accessible to these companies, partly be­
cause of bankers' prejudice against small consumer loans and partly 
because the stigma that earlier attached to the loan shark carried 
over in some degree to the personal finance company. Char­
acteristically, the bulk of funds, usually 60 percent or more, has 
been provided by stockholders. Long-term funds from outsiders 
have taken the form of preferred stock and, in some instances, the 
participating debenture bond. Except in the very largest companies· 
short-term borrowings have rarely amounted to more than a quarter 
of total funds. 

For their borrowings personal finance companies have in recent 
years paid only slightly higher rates than the other types of agencies. 
As a result of the small proportion of borrowed funds, however, net 
profit, averaging over 12 percent of net worth, has not been much 
above the rate of operating profit on total funds. Even so, the net 
profit rate has exceeded that of any other type of specialized agencv. 
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.YL1 11-ln~ ts:molt Tyj't lndrL•tri(ll B,111ki11g Companies 

The non-inn:-sunenr tvpe industri:U b:mking companies may be 
cluncrerizeJ as a cross benrten industrial b:mks and persoml fi­
n.mce companies. In their balance sheet characteristics they ap­
prl):xinute the Lmer .. \ hrge percent::tge of their totll funds-con­
si,1enb1'" owr ha1f-lus been ow11ers' tquitY. some from preferred 
stlx·klwlders: and the pn•rx1nion of short-tenn funds has been small. 
In t!1e cluncrer of tl1eir loans. ho,,·eyer. and in their rates of income 
Jnci expense. thev :1ppro::tch tl1e industriJl b:mks. altlwugh some of 
tl1em Jre not distinguish:1ble from persoml finance companies spe­
ci.llizing in low-nre paper .. \s a rule they operate under industrial 
b:mk.ing hws. which stipuhte a nuximum rate of charge below that 
spedfied in the Sllllll loan laws. 

In S~.1me jnrisdicrions. where no statutorY authorization exists. 
rl1e~e rt"'mp:mies are permitted bY judicial interpretations to charge 
interest. at the r.ue prescribed in the state usury hw, on the 
t1ri:::iml anwunt of the loan for its entire term. reprdless of the 
insulment fl11111 0£ rep;.1\111ent. In 111('~St cases tl1eir interest income 
is supplemented lw sen·ice fees. commissions and other charges. 
0:1 rhe :1wrage their rates 0f income haYe been slightly lower than 
thl"~~e of sales finance companies. but higher tlun those of indus­
tri-ll bJnk.s. 

In the wars fl1r which figures are :1nibble their charge-offs 
and wult'perating- com were lower tlun tlwse of personal finance 
rt'111p.1nies. and exceeded those of industrial banks. Though they 
h .. "~ITL"~wed little. their interest pannents absorbed a significant 
pwfX"~rtion 0f incc.,me. since the rate of interest they paid on bor­
WKing5 w:ts abt1ut the highest of any of the agencies. This may 
luw been due to the reLuin:-ly mull size of the typica.l company. 
and rhus w difficult,· in pining access w money markets; borrow­
in;". like thL'Se t"~f the snuB persoml finance comp:my. may ha,·e 
been fh"~111 stlx·k.lwlder or nwugement interests. 

\\'ith the rare of interest on bt"~ITt!Kings only slightly lower than 
1he r.He c.,£ oper.uing profit. and with a high propt1rtion of total 
funds represented bv net worth, the nte of net profit on net 
,l.l1rth-slighth· OH'r j percent-,,·as lower tlm1 tlut of any other 
type of agenry except the credit union. 
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Industrial Banks 

Industrial banks, or investment type industrial banking companies, 
are characterized by the use of a hypothecation device to accumu­
late repayments on loans, instead of applying repayments directly 
to reduce the unpaid balance. This device, linking a loan and a 
deposit or investment transaction, makes it possible to charge 
interest on the original amount of the loan at the legal rate for 
the entire period covered by the transaction. If repayments were 
applied directly to reduce the loan, the interest collected on the 
average outstanding balance would represent a rate approximately 
double the specified rate. 

These enterprises, first developed under the name "Morris 
Plan," after Arthur J. Morris, the founder, were originally in­
tended to grant cash loans to "industrial" workers. In the begin­
ning they issued investment certificates, but with changes in state 
laws most of them now derive about 80 percent of their funds 
from depositors. Their net worth proportion, averaging between 
15 and 20 percent of total funds, has been the lowest among the 
specialized agencies, and has approached the low level character­
istic of commercial banks. The proportion of deposits was highest­
and the net worth ratio lowest-in large institutions in the financial 
centers, where they experienced the same marked growth that has 
characterized deposits of commercial banks in recent years. 

While most industrial banking companies are now accorded the 
status of "banks," including the protection of deposit insurance, 
the extent to which they have assumed other functions of com­
mercial banks varies considerably; in general, this tendency has 
been greater among the larger banks in the larger centers. Another 
indication that they are veering away from the typical business 
of a consumer instalment financing agency is the fact that they hold 
slightly larger proportions of cash-particularly those that are 
subject to member bank reserve requirements-and of securities. 
Nevertheless, security holdings have remained small in comparison 
with those of commercial banks, and, as in the other specialized 
agencies, instalment loans have constituted a high proportion of 
total assets. 

Interest and discount, service charges, investigation fees and 
fines on loans, at an effective rate averaging about II percent a 
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year, haYe constituted the main income of industrial banks. Other 
sources of income, \rhich vary from one institution to another, 
depending on the degree of diversification of activities, include 
most of the sources from which commercial banks typically derive 
income-interest and diYidends on securities, rents from real estate 
and from safe deposit vaults, insurance commissions, service 
charges on checking accounts and interest on bank deposits. 

Total operating costs, other than interest payments, have aver­
aged somewhat in excess of 8 percent of average loans outstanding. 
~lost of this cost is attributable to expenses other than charge­
otis, for the latter have characteristically been lower than in any 
type of agency except credit unions-averaging (net) less than 
0.5 of 1 percent a year. Since operating costs have absorbed a 
relati,·ely high proportion of total income, the rate of operating 
profit on total assets has been lmrer than that of any of the special­
ized agencies, though higher than that of commercial banks. 

The rate of interest paid on deposits by industrial banks has 
been subject to the same influences as the rate paid by commercial 
banks, though in centers of comparable size it has been somewhat 
higher. In industrial banks, however, the net worth proportion 
has become so low that these institutions have been able to earn 
a rate of net profit on net worth averaging more than 10 percent 
a year. This return is smaller than that earned by personal finance 
companies but higher than that of either non-investment type 
industrial banking companies, commercial banks or credit unions. 

Credit Unions 

The credit union is a cooperative association, usually of individ­
uals who have some tie, industrial, cultural or religious. Since 
credit unions are mutual institutions, practically all of their funds 
are provided by members' purchases of shares, and only an in­
significant proportion by borrowings, chiefly from other credit 
unions. The charter under which all credit unions operate con­
tains restrictions on itwestment and lending activities. As a 
result their assets, other than loans to members, are generally 
limited to high-grade securities and cash. 

Although these organizations ha,·e been in existence for about 
thirty years the only comprehensive figures on their income and 
expenses .are those covering federal credit unions, first organized 
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in 1934. The present analysis is therefore limited to these data. 
In the first few years after the establishment of federal credit 
unions, entrance fees of 25 cents per member represented a sig­
nificant proportion of total income; in subsequent years, however, 
more than 90 percent of total funds has been derived from inter­
est and fines on loans. 

Federal credit unions have received an average income on loans 
amounting to about 10 percent of average outstandings-as com­
pared with a legal maximum of 12 percent, or 1 percent a month 
on the unpaid balance. This rate is much lower than that charged 
by personal finance companies on loans of comparable size. Credit 
unions' operating costs, too, have been particularly low, partly 
because of their cooperative form and partly because of the lower 
investigation and collection costs entailed on loans made exclu­
sively to members. 

Charge-offs of federal credit unions have been negligible, 
amounting to less than 0.07 of 1 percent of the loans made since 
the organization of the system. With such very low operating costs 
the average rate of operating profit-about 5 percent of total 
assets-has been higher than that of any type of agency except 
the personal finance company. Since there has been essentially 
no trading on equity the rate of net profit has only fractionally 
exceeded the rate of operating profit. At about 5 percent of net 
worth it has been lower than that of any of the other institutions, 
including commercial banks. 

INFLUENCE OF CHARACTER OF PAPER ON INCOME, 

COSTS AND PROFITS 

In each type of agency there was a great deal of variation in the 
rate of income on loans, and there was substantial overlapping 
among the types. As between commercial banks the variation was 
greater than within any single type of specialized agency, an indi­
cation of the high degree of diversification in their activities; 
among the specialized agencies it was considerable in personal 
finance and sales finance companies, and it was least in industrial 
banks. 

In commercial banks the variation, ranging from less than 2 to 
more than 20 percent, reflected chiefly the influence of differences 
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in the character and size of loans made by different banks-though 
it was due in some degree to geographic differences in interest 
rates. and to differences in competiti\·e conditions. The lowest 
rates are recei,·ed on the largest loans, made primarily to the larg­
est firms, and imoh·ing a minimum of risk and a minimum of sen·­
ice. On smaller loans, to smaller firms, imoh·ing a greater pro­
portionate amount of sen·ice, and perhaps a greater risk, the 
charge is higher. 

The highest rates-in the fonn either of interest alone, or of 
interest in combination with service charges and fees-are ob­
tained on retail instalment loans, on personal instalment cash 
loans or on cash loans that are practically the same as consumer 
instalment credit except for regular instalment repayment. These 
loans are small in amount; most of them are for less than $100, 
and many are for less than $50. Many of the very smallest are made 
to factory employees and other workers, and provide for complete 
repayment within periods as short as 15 or 30 days, at minimum 
charges of 50 cents or more; others, made to farmers and local 
businessmen, are frequently secured by chattels, and call for re­
payment in unequal instalments at the convenience of the 
borrower . 

. \mong sales finance companies there was wider variation in 
rates of income than in any other type of specialized agency. Com­
panies that recei,·ed higher-than-a\·erage rates probably concen­
trated on the financing of used rather than new durable goods; 
those that received lower-than-a,·erage rates may ha,·e charged 
less on comparable paper, to meet competiti\·e conditions, but 
they probably also held a high proportion of wholesale or other 
low-rate paper . 

. \mong personal finance companies those that received the lower 
rates probably extended relatively more of the larger loans, rates 
of charge being generally graduated inversely according to size 
of loan. Also, they may ha,·e specialized in certain types of lower­
rate transactions-in endorsed as contrasted with unsecured loans, 
or in loans to selected types of customers, such as teachers. 

These differences in the character of the predominant type of 
paper and in the size of the a\·erage loan held-expressed in the 
'arying rates of income among types of agencies and among in­
di' idual enterprises within each type-account for differences in 
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operating cost and profits. The data on commercial banks indicate 
that differences in the proportion of total assets represented by 
loans have also had an important influence on costs and profits. 

In all the types of institutions a pronour{ced relationship was 
found between rate of total income and rate of total operitting 
costs, indicating that rates charged customers and the rate of oper­
ating cost are dependent on the character and quality of the loans 
extended. Paper bearing a higher-than-average rate of income was 
also in general paper which involved higher-than-average costs for ' 
acquisition, servicing and collection as well as other operating 
costs, and also showed a somewhat higher, but not proportionately 
higher rate of charge-offs. 

Higher rate loans were not higher risk loans in that they re­
sulted in a materially higher rate of loss. The losses sustained on 
these loans, while higher than on the lower rate loans, nevertheless 
absorbed a smaller proportion of total income. Thus the higher 
costs and charge-offs did not eliminate the advantage accruing to 
the companies from the higher rate of income, for they showed 
higher-than-average rates of operating profit. The charges made 
on high-rate paper therefore appear to have been higher than re­
quired to cover the higher losses and other operating costs on such 
paper. 

The character of typical loans appears to have been the most 
significant factor also in the rate of interest paid on borrowed 
funds. The higher the rate of income received on loans, the higher 
the rate of interest paid on borrowed funds. This may be partly 
attributed to the fact that an enterprise experiencing an active 
demand for loans at high rates of interest is willing to pay high 
rates for funds; this appears to have been true, particularly, with 
respect to individual commercial banks. It may have been due, too, 
especially in the smaller agencies, to a practice of borrowing from 
sources close to the management or the dominant stockholder 
interest. Finally, in certain of the agencies, it may have resulted 
from a carryover in the minds of bankers of the early prejudice 
against those engaged in high-rate lending. 

Although the high-income-rate companies and banks paid a 
higher-than-average rate of interest on borrowings (and deposits) 
they did not use a higher proportion of total income for this 
purpose, since the differential between rates received and paid 



SUMMARY SURVEY 

operated in their favor. In addition, they tended to have a rela­
tively small proportion of borrowed funds. It follows that institu­
tions with loans of higher-than-average rates showed higher-than­
average rates of net profit on total assets. Whether or not they 
showed higher rates of net profit on net worth depended largely 
on the net worth proportion. The latter was larger in high-rate 
than in low-rate institutions, but not so much larger as to offset 
the advantage of higher rates of operating profit. Therefore, in 
general, the high-rate companies showed higher-than-average 
rates of net profit available for owners. 

INFLUENCE OF SIZE OF ENTERPRISE ON OPERATIONS 

In all types of institutions, including banks, differences in size 
of enterprise were associated with significant differences in the 
proportion of funds derived from various sources, in rates of inter­
est paid on borrowed funds and in the payment of dividends. On 
the other hand, there was little evidence of a relationship between 
size of enterprise and operating efficiency, or rate of operating 
profit. 

Among the specialized agencies differences in sources of funds 
among companies of the same type are attributable almost en­
tirely to differences in size. Increase in size, particularly when ac­
companied by the greater stability in operations that results from 
a wider geographic scope, has provided more ready access to money 
markets and has resulted, in general, in a larger proportion of 
borrowed, and a smaller proportion of equity, funds. The high 
net worth proportion in the smallest companies may be attributed, 
in part, to the existence of minimum capital requirements; among 
industrial and commercial banks this was of particular significance. 
Among the largest banks the very rapid growth of deposits has 
led to a decline in the net worth ratio. 

The decline in the rate of interest paid for borrowed funds 
over the period covered by this study was felt first by the larger 
companies within each of the types of specialized agencies, and 
reflected the fact that open-market rates react more quickly to 
changing conditions than do customers' rates. The larger com­
panies, having access to a greater variety of sources for borrowed 
funds, were able to take advantage of the decline in open-market 
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rates and were, thereby, probably able to exert some influence 
upon customers' rates. 

Although most of the differential between the rate of interest 
paid on borrowings by large and small institutions had dis­
appeared by the end of the period, some was still evident. Since 
they borrowed a larger proportion of their funds, the burden of 
interest cost tended to be heavier on the larger companies, though 
exceptions occurred in certain years, during the transition to 
lower interest rates. 

In all types of institutions it was found that the smaller the 
enterprise the greater the likelihood that it retained all of its net 
profit and did not pay dividends. This may be laid, in part, to the 
greater difficulty among smaller companies in obtaining borrowed 
funds; moreover, in a small company, whose stock is usually 
closely held, the management is more willing to withhold dividend 
payments than in a large company, where that action might ad­
versely influence the market value of widely held stock. 

Although the payment or nonpayment of dividends appears 
to have been strongly influenced by size of company, except among 
the largest institutions, the rate paid bore little relationship to 
size of company. Among banks the rate of dividends paid bore 
more relationship to the rate of net earnings and the rate of net 
profits available for dividends, than to size of bank. 

Among the specialized agencies there appeared to be no im­
portant differences in the distribution of assets when the com­
panies were grouped by size. Much of the variation in rates of 
income with size of institution may be attributed to differences in 
the average size and character of the loans. This was particularly 
evident among the very largest sales finance companies, which 
held a higher proportion of wholesale and other low-rate paper. 

Among commercial banks there was a strong inverse relation­
ship between size of bank (in so far as this can be isolated from 
the influence of geographic location and size of center) and the 
ratio of loans to total assets. There was also a strong relationship 
between size of bank and rate of loan income, arising from differ­
ences in the average size and character of loans. 

Available data show some decrease, among the specialized 
agencies, in the rate of operating costs-and some increase in the 
rate of operating profit-with increase in the size of company; but 
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this variation was relatively slight compared to the variation with 
increase in rate of income. There is no evidence that a larger vol­
ume of loan operations, beyond a certain practicable minimum, 
brought any marked decrease in operating costs. There is reason 
to believe, therefore, that the apparent size variation was, except 
among the very smallest companies, due to differences in the 
character and average size of loans-which could not be isolated 
in the available data-rather than to greater efficiency of the larger 
companies. There were no important differences in rates of operat­
ing profit among commercial banks of different size, which showed 
substantially equivalent rates of income from loans and percent­
ages of loans to total assets. 

CHANGES OVER THE PERIOD 1929-41 

During the years 1929-41 the consumer instalment financing agen­
cies and commercial banks showed wide changes in operating 
results as the economy moved from prosperity to depression and 
to subsequent revival. Significant changes due to other causes 
have taken place in the operations of commercial banks, and the 
specialized agencies have shown changes which evidence the grow­
ing maturity and public acceptance of the consumer instalment 
financing business. 

Changes in Sources and Uses of Funds 

Over the last decade there has been a gradual lowering of the pro­
portion of equity funds in each type of specialized agency. The 
greater ability to borrow in the last few years, and the lower rates 
at which funds have been borrowed, are indicative of the fact that 
these companies have become much more widely accepted, by 
banks and in the money market generally, as their sound credit 
character has become evident. The industrial banks in this period 
underwent, in addition, a change from companies dependent 
upon the sale of investment certificates to institutions having the 
status of banks. 

During the depression, the decline in capital ratios was tem­
porarily reversed, as a result of the contraction in volume of 
business. This affected the sales finance companies to the greatest 
extent, since they were better able to contract their funds, making 
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use of ~he flexibility provided by the relatively short . maturity 
of bank borrowings and open-market paper. 

In commercial banks a similar lowering of the net worth pro· 
portion had occurred over the past half century. From the forma· 
tion of the national banking system until about 1895, the net 
worth of all national banks averaged between 30 and 40 percent 
of total funds. During the McKinley boom, the First World War 
and the recent periods 1932-36 and after 1938, the net worth 
ratio dropped sharply; in the intervening periods it fluctuated 
about the previously established level. 

Each period of rapid decline in this ratio was one in which 
business activity and the volume of total deposits were increasing 
rapidly. The growth of deposits in the recipient bank could be 
prevented only by its refusal to accept such funds, and the decline 
of its net worth ratio could only be stemmed in this way or by 
increasing the amount of stockholder investment. 

Throughout the last decade, characterized by widely varying 
business conditions, the specialized agencies have had sufficiently 
flexible sources of funds available to enable them to. expand the 
volume of borrowings and other liabilities when desirable, and 
likewise to reduce them to avoid the accumulation of idle funds. 
The volume of operations of sales finance companies was subject 
to the greatest cyclical and seasonal fluctuations, but their funds 
were obtained from sources that permitted a ready adjustment 
to changing business conditions. 

In contrast to most of the specialized agencies, some personal 
finance companies which sustained a serious decrease in loan 
volume between 1929 and 1933, could not, because their funds 
were provided principally by equity capital, reduce their volume 
correspondingly, and acquired securities and other more liquid 
forms of investment. Loans extended by industrial banking com· 
panies declined to a greater extent than those of other specialized 
agencies during the depression, probably as a result of lack of 
qualified loans coupled with a desire to be liquid in order to be 
prepared to meet demands for withdrawal of deposits or invest· 
ment certificates. 

In the early 1930's both the total dollar amount of loans held 
by commercial banks, and the ratio of this amount to total assets, 
declined sharply to about half their previous levels, and failed to 
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show any material increase with the subsequent recovery, up to 
the time of the expansion in business stimulated by the war pro­
gram. The degree of decline in the loan proportion varied sharply, 
however, in different communities and different banks; it was 
greater in the financial centers than in the agricultural areas, and 
greatest in the largest banks in those centers, which had experi­
enced the greatest growth in deposits. 

The expansion in deposits was associated, in large part, with 
the purchase of gold imports by the United States Treasury and 
with an increase in bank holdings of federal government securities 
incident to the recovery and war programs, and only to a lesser 
degree was it associated with bank financing of expanding produc­
tion, inventory accumulation and consumption, and an increase 
in interbank correspondent balances. 

Changes in Total Income, Costs and OjJerating Profit 

In the specialized agencies the rate of total income on loans fell 
with the decline in business activity after 1929, reflecting diffi­
culties in the collection of interest, and turned upward again after 
1933. Although it reattained its 1929 level in some companies, 
this level was not maintained, and for the period as a whole the 
rate showed a slightly declining trend. This decline was probably 
the result of voluntary rate reductions due in part to increased 
competition in the consumer credit field and in part to the favor­
able loss experience of the depression. 

Among sales finance companies, in which the downward trend 
was most marked, the decline in rate of total income on loans may 
be attributed primarily to the more active competition from in­
dustrial and commercial banks for retail instalment paper, which 
was accompanied by an increase in the proportion of wholesale, 
factoring and other low-rate paper held by sales finance companies. 

Conversely, the rate of operating profit did not regain its 1929 
level in the post-depression years. This discrepancy was most 
noticeable among sales finance companies, least noticeable among 
personal finance companies. Reflecting the significant drop in the 
rate of total income on loans, the rate of operating profit of sales 
finance companies was less than half the 1929 figure by the end 
of the period. 

Commercial banks' average rate of income on loans fell from 
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about 6 percent in 1929 to about 4% percent in 1933, and re­
mained relatively stable thereafter; the average rate of income 
on securities declined throughout the period, from 4~ percent 
in 1929 to less than half that rate in 1941. These declines are in­
dicative not of an equivalent decrease in rates on all loans and 
securities, but rather of the sharp decrease in rates on very large 
loans, and the increased concentration in federal government 
securities characteristic of the largest banks. 

In commercial banks operating costs, other than net charge-offs, 
represented an almost constant proportion of total loans and in­
vestments, varying only from 2.3 to 2.5 percent of earning assets 
throughout the period. Fluctuations in the amount of charge-offs 
and recoveries on loans, securities and other assets were so ex­
treme, however, that total operating costs showed very erratic 
movements from 1929 to 1941. Consequently the operating profit 
of commercial banks was negative or negligible in the depression 
years, in contrast to the maintenance of a positive operating profit 
by most of the specialized agencies. 

Changes in Interest Payments, Net Profit and Dividends 

At the beginning of the period those agencies whose borrowed 
funds were derived from credit agencies, through the sale of bonds, 
in the open market or from banks-sales finance, personal finance 
and non-investment type industrial banking companies-paid a 
rate of interest of 6 to 8 percent, or approximately twice the rate 
paid by those agencies whose funds were derived chiefly from de­
positors and the sale of investment certificates-investment type 
industrial banking companies and commercial banks. This sharp 
divergence was eliminated by the decline in interest rates after 
1929, which benefited all types of institutions. By 1941 differences 
in the rates paid by the different types of institutions were much 
less significant. 

Because of the decline in interest rates on borrowed funds the 
share of total income absorbed by interest expense tended to de­
crease considerably during the period, in all groups, despite the 
increase in the proportion of borrowed funds. Now here was this 
more apparent than in the commercial banks: a decade ago over 
one-third of their total income was required for interest payments 
on deposits, but less than one-eighth in 1940. 
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The rate of interest received on loans and the rate of interest 
paid on borrowings by these institutions both represent a cost of 
borrowed funds but the costs are borne by different segments of 
the economy. Although both rates were affected by the relative 
availability of money, the differential in famr of these institutions 
increased sharply owr the period. 

The rate of net profit represented a high rate of return on capital 
funds in all the types of institutions during 1929-41. It declined 
sharply, howeYer, during the depression, though in the specialized 
agencies it rarely reached a negati,·e figure, as it did in commercial 
banks in three depression years. That all the institutions reattained 
a high le,-el of net profit in the subsequent recovery, in spite of 
less satisfactory rates of operating profit, was due to the continued 
decline in the share of total funds supplied by owners and to the 
decline in the cost of borrowed funds. 

The di,·idend record of the specialized agencies was that of a 
business growing into maturity. Of the companies that reported 
profitable operations a substantial proportion, in 1929, retained 
all of their net profit to retire borrowings or to provide additional 
funds for working capital, but in 1936 practically all of them paid 
di,·idends, and used a higher proportion of net profit to pay them 
at a higher rate than in 1929. In the interim the worthiness of 
these companies as potential borrowers had become more generally 
recognized, and the rates of interest required on borrowed funds 
had been reduced, with the result that the companies were no 
longer so dependent upon retained funds for expansion. 

Commercial banks had attained a similar maturity much earlier, 
and the rate of dividends paid by all national banks became so 
stable that in twenty-three of the thirty years from 1900 to 1929 
a'erage di,·idends represented between 5 and 6 percent of net 
\forth. Throughout this period the proportion of surplus and 
undivided profits grew substantially, and there was a concomitant 
increase in the rate of di,·idends on capital stock; it amounted to 
more than 10 percent of capital stock in each year from 1910 
through 1931. 

The continuance of dividend payments throughout the depres­
sion, though at a reduced le,·el, combined \dth the hea\'}' losses 
sustained on assets, resulted in a dissipation within five years of 
more than two-thirds of the net profit that had been retained by 
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the national banking system over the preceding forty-year period. 
In recent years dividends have been paid by from 75 to 85 percent 
of commercial banks, have absorbed less than 60 percent of total 
net profit, and have averaged less than 4 percent of net worth and 
about 9 percent of common stock. 

War Restrictions 

With the present cessation in the production, and practical elimina­
tion of the sales, of durable consumer goods, and the imposition by 
the Board of Governors of the Federal Reserve System of Regula­
tion W, tightening the terms of instalment credit extensions, the 
rapid expansion of the consumer instalment financing agencies 
under consideration has been halted-and reversed. 

The amount of outstanding retail instalment paper has been de­
creasing much more rapidly than it did during the early 1930's. 
From 4.1 billion dollars at the end of August 1941 it had fallen 
to half that amount within a year, thus creating serious problems 
for sales finance companies. Some of the larger companies, already 
holding significant proportions of factoring paper, have been 
spurred to diversify their activities still further; simultaneously 
they have been contracting total funds by repaying short-term 
obligations in an effort to maintain their high loan proportions, 
but their rate of operating costs may be expected to rise, and their 
rate of net profit to fall sharply. 

The smaller the sales finance company, the greater the likelihood 
that its sources of funds are less flexible and that its lending activ­
ities have been concentrated in the financing of retail durable goods. 
In the absence of resourceful management able to develop other 
lending activities, such a company may find its most reasonable 
alternative to be the investment of all permanent non-repayable 
funds in government or other securities, for the duration of the war. 

Cash-lending agencies were relatively little affected during the 
closing months of 1941 by the imposition of Regulation W, but 
during 1942 they sustained a rapid curtailment of lending activity, 
totaling about one-third for the year. Since cash-lending agencies 
are less likely than sales finance companies to be able to adjust 
funds easily, they will probably be forced to invest to some extent 
in federal government securities in the event of continued curtail­
ment. 
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T otalloans of commercial banks increased sharply from the mid­
dle of 19-!0 through the first quarter of 194~, with the expansion 
in business acti\ity. During the balance of 194~ they conn-acted 
with almost equal rapidity, as demands for the financing of ci,·ilian 
requirements decreased. How far loan curtailment will continue 
is dependent to a great e.xtent upon the degree to which pri,·ate 
or goYemment agencies finance war production. 

In a similar manner the degree of expansion of commercial bank 
security holdings is dependent upon the extent to which the war 
prognm is financed by ta.xes and the extent to which goYemment 
securities are purchased by indi,iduals and non-banking institu­
tions. During 194~ bank holdings of Pnited States gO\·emment 
securities almost doubled, the increase amounting to nearly ~0 
billion dollars; and they may be e.xpected to increase by as much 
if not more, during 19-13 and 19-H. 

Total income of commercial banks may be expected to increase 
substantially on the basis of the established pattern of interest rates 
on federal goYemment securities, a moderate decrease in outstand­
ing loans, and an assumed sen·ice income from the handling of 
ration coupons commensurate \rith the costs incurred. 

Operating costs are not likely to increase as rapidly as total 
income e\·en ''ith increased federal ta.xes. Thus, except in the 
e' em of substantial increases in federal surtaxes aboYe the rates 
in the 19-12 l:.lw, operating profit will be well sustained. ~Ioreoyer, 
since interest paid on time deposits may show a further decline, 
the amount of net profit may be expected to increase substan­
tially. If, as is likely, approximately one-half of net profit is 
p:1id out in di,·idends and the other half is added to net worth, the 
rate of additions to capital from profit for commercjal banks as a 
''hole will be maintained abo,-e recent Ierels. 
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Scope and Character of Analysis 

FROM an unknown but probably negligible amount prior to 1920, 
the financing of consumers on an instalment basis had grown into 
a 6 billion dollar business QY 1941. The bulk of this credit was 
extended by retailers and by specialized types of institutions; ex· 
tensions of credit by the latter were either in the form of retail 
instalment credit, designed to finance the purchase of a specific 
commodity, or of instalment loans for which the borrower received 
cash. During the 1930's, when bank earnings were declining, com­
mercial banks began to recognize the profitability of this type of 
credit, and increasingly participated in its extension, but at the end 
of 1941 there were still relatively few commercial banks in which 
consumer instalment credit accounted for a high proportion of 
loan~. Bank lending as a whole continued to consist primarily of 
. the traditional financing of business enterprises. 

The present study was undertaken to examine the operating 
characteristics of the specialized consumer instalment financing 
agencies and to contrast them with the operating characteristics of 
commercial banks, the specialized business financing agencies. It 
proposes to answer a number of questions regarding operations, 
which may be summarized as follows: first, how the consumer in­
stalment financing agencies-sales finance companies, personal 
finance companies, investment type industrial banks, non-invest­
ment type industrial banks, and credit unions-differ from one 
another with respect to sources and uses of funds, income, costs of 
operation, profits and dividends; second, how the operations of . 
the specialized agencies contrast with those of commercial banks; 
third, how individual companies among the specialized agencies 
and individual commercial banks differ from one another; fourth, 
how differences in the character and size of the typical loan affect 
the operations of individual enterprises; fifth, how size, as such, 
affects the sources and uses of funds and the income, expenses, 
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profits and di,·idends of the indiddual enterprises; and sixth, how 
operations were affected by the serere business recession of 1929-33, 
and by the subsequent recm·ery. 

~ATI'RE OF THE CO~Sl'~IER I~STAL~IE::\1 

F1~.-\."\CI~G BCSI~ESS 

The term consumer instalment credit, as used in this study, refers 
to credit extended to consumers under a formal legal contract which 
requires repayment of principal and interest in regular scheduled 
instalments. The two principal types of consumer instalment credit 
arise from the financing of retail sales and from the extension of 
cash loans . 

. \n indiridual who buys an article on the instalment plan is 
usually required to make a down pa~ment,1 which may be in cash 
or wholly or partly in the form of a trade-in, and to sign a credit 
instrument for the balance plus the finance charge and, in some 
cases, plus insurance. This balance is embodied in the contract, 
Khich pro,·ides for payment in instalments, usually equal in 
amount, at monthly or other equal inten·als of time. 

The dealer may sell the contract to a financing agency or a com­
mercial bank, or he may hold it himself. The sales finance com­
pany specializes in the purchase of such paper. If the dealer sells 
the paper the subsequent collection of instalments is in the hands 
of the agency, although often the dealer signs the finance paper 
''"ith recourse and is liable, in greater or lesser degree, for loss 
sustained by the agency through failure of the purchaser to pay 
the debt in full. 

In the extension of cash loans, on the other hand, the borrower 
deals directly with the credit agency. He may use his loan proceeds 
as he pleases, and the security required of him varies widely. The 
institutions that specialize in cash instalment loans are personal 
finance companies, industrial banking companies and credit unions. 

During the rise of the specialized types of consumer instalment 
financing institutions, commercial banks were making little pro-
1 ~linimum do1•n p:l\ruems are now required, as specified in Regulation W, i!>Sued 
b1 the Board of Gmemor:; of the Federal Resene Smem. pursuant to the pro1isions 
of Executi1e Order ~o. 8-SH of August 9, 1941. pro1iding for .. Regu'ation of Con­
sumer Credit," 
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vision for the financing needs of low income groups. The cash loan 
needs of these groups were rapidly expanding, and their demand for 
retail instalment credit was stimulated by the development and 
intensive promotion of new types of durable consumer goods, 
notably automobiles. 

But commercial banks traditionally considered cash loans to 
consumers unsound and outside their province, and looked with 
only slightly less suspicion upon the acquisition of retail instalment 
paper. Moreover, banks recognized that the extension of credits in 
small amounts, and collection on an instalment basis, constituted 
a high-cost business which was uneconomic at the rates permitted 
under most usury statutes. Thus the opportunity was provided for 
the development of specialized types of institutions. These, too, 
were confronted by the usury statutes, but they were able to skirt 
this obstacle either by receiving specific legislative authorization to 
charge higher rates or by avoidance of laws through the use of 
technical devices or through the benefit of favorable judicial 
interpretations. 

The personal finance company, also known as the "small loan 
company" or the "licensed lender," operates under the sanction of 
special "small loan" legislation designed to combat the loan-shark 
evil.2 By 1941 regulatory laws were in effect in 39 states, the Dis­
trict of Columbia and Hawaii. Under most of them the lenders are 
granted permission to make one over-all charge, including interest, 
at a rate not exceeding a specified percentage of the unpaid balance 
of the loan; the rate varies considerably but is never more than 31'2 
percent a month. As a rule the maximum loan allowed is $300. The 
principal is repaid in equal instalments plus interest charges over 
a specified length of time, generally varying during the period 
under examination between 5 and 20 months. 

The credit union is a cooperative association which, because of 
its nature, is able to operate at a nominal cost. Its rates are therefore 
2 Before the passage of small loan laws most credit facilities available to low income 
consumers were provided by illegal lenders at very high rates. For the activities of 
the illegal lender, including his rates of charge, see Russell Sage Foundation, Regu­
lation of the Small Loan Business, by Louis N. Robinson and Rolf Nugent (New 
York 1935) Chapters 2 and 3. An extensive bibliography on illegal lending appears 
in Consumer Credit Bibliography, compiled by Ernestine Wilder (New York 1938) 
pp. 31-43. 
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generally lower than those of personal finance companies, amount­
ing ordinarily to not more than 1 percent a month.8 

Both the credit union and the personal finance company have 
been exempted from the usury statutes. The industrial banking 
company, first developed about 1910 under the name "Morris 
Plan," has made credit facilities available to "industrial" workers 
by utilizing a device for avoiding the usury statutes. This is done 
by linking a loan transaction, calling for lump payment at maturity, 
with a deposit or investment transaction in which the borrower 
agrees to deposit small sums, generally equal in amount, until a 
total equal to that of the loan has been accumulated. This total 
is then applied to the payment of the loan at its maturity. 

Since the loan transaction calls for lump sum repayment, and 
is separate from the deposit or investment certificate agreement, 
interest can be charged at the maximum legal rate on the face 
amount of the loan for the entire period, whereas the same rate of 
charge would result in an effective rate of interest approximately 
double the specified rate, if payments were applied directly to re­
duce the loan. 

This practice of accepting "hypothecated" deposits, or of sell­
ing "hypothecated" investment certificates for instalment repay­
ment, is characteristic of the operations of industrial banking com­
panies,4 and those that follow it are called investment type com­
panies throughout this study. There are some, however, that are not 
permitted to use the hypothecation device, and these are here 
called non-investment type companies. The latter operate, in 
some jurisdictions, through the imposition of service fees, com­
missions or other charges, in addition to the interest charge, and 
in others through licenses enabling them to make small instalment 
loans at stipulated rates of charge.5 

3 Federal credit unions are limited to a rate of I percent a month (United States 
Code, Title 12, Section 1757). For a summary of credit union laws in the 48 states 
and in the provinces of Canada see Roy F. Bergengren, Credit Union North America 
(Kingsport, Tenn., 1940) pp. 364-81. 
4 In some states commercial banks engaged in consumer instalment financing make 
use of the same device; where industrial banking companies are authorized to make 
charges in excess of the usual usury rates there is a tendency for them to discontinue 
the use of the hypothecation device. 
5 The first companies organized "to lend money to persons employed in industry" 
were chartered under general incorporation laws, but today over half the states 
provide for the organization of such companies under special legislation. A list of 
state statutes applying to industrial banking companies is given in National Burea~ 
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In most states judicial interpretations permit avoidance of usury 
laws also by sales finance companies, since the finance charge added 
to the price of the goods sold is legally construed not as an "interest 
charge" but as a part of the retail price of the goods. The income 
of the sales finance company-represented· by the difference be­
tween the amount paid the retail dealer and the amount collected 
from the purchaser-is also, technically, not an interest charge. 

The finance charge is highly variable, on new merchandise rang­
ing in general from 10 to 20 percent in terms of simple interest, 
depending upon the nature of the goods and the length of d1e 
transaction.6 In automobile sales financing an added ouday is 
imposed on the consumer by the usual requirement of fire, theft 
and collision insurance (which would be optional with a cash 
purchaser). 

In practice there is considerable overlapping in the business of 
the principal types of consumer credit agencies. Thus sales finance 
companies, while they engage characteristically in the financing 
of retail sales to consumers, may also, and usually do, finance the 
wholesale purchases of dealers. In addition, they sometimes finance 
the purchase of producer goods, such as taxicabs, trucks and tractors. 
Some also engage in other types of business financing, through the 
discounting of accounts receivable, or factoring. Enterprises re· 
garded as sales finance companies are sometimes licensed to make 
small loans, either directly or through subsidiaries.1 

8The Federal Trade Commission has published a study, Report on Motor Vehicle 
Industry (Washington 1939), which shows variations in automobile finance charges. 
For a summary in annual percentage rates see National Bureau of Economic Re­
search (Financial Research Program) • Sales Finance Companies and Their Credit 
Practices, by Wilbur C. Plummer and Ralph A. Young (New York 1940) pp. 2ll·l2, 
214. For rates charged in diversified sales financing see the same volume, pp. 224-25. 
'See Plummer and Young, op. cit., pp. 86·40. There the distribution of outstanding 
receivables of 48 large sales finance companies is given as follows: automobile retail 
paper, 66 percent; other retail paper (including some industrial equipment), 15 
percent; total who~esale paper, 15 percent; small loans, 0.5 percent; open accounts 
receivable and factoring, 4.6 percent; rediscounted paper and miscellaneous, 0.8 per· 
cent. A Census Bureau tabulation of the outstanding sales finance receivables of 302 
sales finance companies, December lll, 1940, gave the following distribution: retail 
automobile paper, 65 percent; other retail paper, 17 percent; wholesale automobile 

of Economic Research (Financial Reseatch Program), Industrial Banking Companits 
and Their Credit Practices, by Raymond J. Saulnier (New York 1940) pp. 184-86, 
and Chapter 2 of that volume is devoted to a discussion of the companies' legal 
status. A short summary of the law of each state under which industrial banking 
companies carry on operations is presented in Consumer Credit Institute of America, 
Industrial Banking, by Margaret Grobben (New York 1940) Chapter U. 
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In a great many CL-es the cash-lending agencies engage also in 
sa.les financing. both ,,·holesa.le and retail. ~Ioreo,·er, enterprises 

rc-p.rded as industrial banking companies are frequently licensed 
to nuke sma1l loans. their acti,·iries tlms tending. particularly if 
t.he~- co not issue inYestment certificates or accept deposits, to 

mer;e into those of personal finance companies. 

A~f0l'~1 A."\D DISTR1Bl1IO::'\ OF I:SSTAL\IEXT 

CRIDIT Ol15TA..."\DI::'\G5s 

The estimated amount of constmler instalment loans outstanding 
inaea...;ed from about 3 billion dollars at tl1e end of 19~9 to about 
6 bi:lion at the end of 1941. 01Jflges in total monthly outstandings 
clos.e:y followed changes in retail instalment outstandings, which 
reproenred a preponderant pro}Xlrtion of the total throughout the 
period. e,·en though tl1at proportion showed a conspicuous decline. 

Fluctuations in retail instalment outstandings during the 

f<riod were closely related to cyclical changes in retail sales of 
curable coruumer goods customarily sold in this marmer. 1l1e 

e-s;lru.ued amount of retail instalment paper outstanding declined 
from ~.5 billion dollars at the end of 1929 to 0.9 billion at the 
miC.,::e of l9:U. or by more tl1an 60 percent The business reriYal 
b.1:n I ~•jj to tbe aumnm of I 9:r; resulted in as great an increase, 
\\·i:.h tl1e toul exceeding the 19~9 le\el during most of 1937; but 

t2le subsequent sharp recession was accompanied by a decline 
anwuming to approximately ~j percent in one year, so that by 
December 193~. the total amount of retail irutalmem paper out­

sundins had fallen to ~.0 billion dollars. During 1939-11 the 
:u:aount increa.-ed to 3. 7 billion. Retail irutalment outstandings 
sho,\·ed some seasonal mo,·ement oYer the period, rising in the 

sprins- months and again in December. 

Gsh loan outstandings ''"ere less affected by the fluctuations in 
6 Ttis :m1h'Sis is hJ...<.ed on \'atioru.I Bureau of rronomic Re>e.nch (Tinanci.:il Re­
~J.rch Prom.m:, Tht: rc.:!A"ll' of Co•l.I:mla /ru;.:;•!l•t~~t Crfdit. JG~9-3S, bl' Duncan 
~IcC. H(•:±au;.cn in roll.J.bor.uion "ith :\b1rolm L .'olern.llll and Roll \'u>rent 
\'e,.- York !~(• .. and Tf.e Bwi~;!:!S of Ctmn.muT ln;;t~lm<nt Fin,mcirlg-.l. Swn;uzn· 

Rf:·;r.., bl' R.ilflh .\.Young <IllS. I!Hl) Chapter 2. . 

p~;:oer. 17 pe~rem: other ,.hc.l~le musumer gt.ods p.1pcr. percent; indw;oia', 
n-~::Je;c;J J..'ld t.mn ~u:pmem. 0.~ pe:rttt1L See [oited States Dep:mment of 
Ce::::::;.en:e, Bureau of lhe Census, Current Suti>tical Senire, S.Ua firuHJU Comp.mia 

'.Lm!! !!t l~J. 
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general business conditions, exh,ibited a greater growth over the 
decade, and gave practically no indication of a seasonal pattern. 
They stood at 0.7 billion dollars at the end of 1929, decreased to 
0.5 billion in 1933, and then increased almost steadily to 2 billion 
at the end of 1941. 

The distribution among the different agencies of retail instal­
ment and cash loan outstandings for various years of this period is 
shown in Table 1.9 Also included are outstandings on instalment 
credit advances insured by the Federal Housing Administration, 
which were first issued in 1934, and were soon handled by all the 
agencies except personal finance companies. 

For most years of the period there are not sufficient data for 
determining the distribution of retail instalment paper among the 
various agencies. It is known, however, that the share held by com­
mercial and industrial banks notably increased during 1929-41, 
and it is likely that the share held by sales finance companies de­
clined. It seems reasonable to assume that sales finance.companies' 
share of total consumer instalment outstandings declined to a 
degree perhaps greater than the decline in the proportion of re­
tail instalment paper. 

The bulk of cash loan outstandings in 1929 was held by personal 
finance companies and industrial banking companies; by 1941 they 
held less than half of the cash loans due to the increase in holdings 
of commercial banks and credit unions. The amount held by per· 
sonal finance companies declined less from 1929 to 1933 than that 
held by the other cash-lending agencies, and consequently the pro­
portion they held was almost doubled. With the very rapid expan­
sion of total consumer instalment outstandings after 1933, the 
share held by personal finance companies declined as sharply as 
it had increased in preceding years. From 1936 to 1941 it increased 
gradually but fairly regularly, in dollar amount, though it de· 
dined considerably in relation to all cash loans. 

The share of consumer financing handled by industrial banking 
companies showed a small increase from 1929 to 1933. Thereafter 
the proportion declined, notwithstanding a substantial growth in 
dollar volume. 

Credit unions held only I percent of total consumer instalment 
• The commercial bank estimates for 1936 and prior years include only those banks 
that had personal loan departments (see Holthausen, et al., op. cit., pp. 28, 122) , but 
it is not likely that this limitation seriously affects the accuracy of the figures. 
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TABLE 1 

PERCENTAGE DISTRIBUTION OF ToTAL EsTIMATED CoNSUMER 

hsTALME!H OUTsTANDINGs, YEAR-END 1929, 1933, 1936, 
1941, BY AGENCYa (dollar figures in millions) 

Agency 1929 7933 7936 

Retail instalment credit 

Sales finance companies 
Commercial banks 
Insured industrial banks 
Other industrial banking companies 
Retailers and others b 

Total 78.37o 69.3% 69.4% 

FHA Title lloans4 

Sales finance companies 1.5 
Commercial banks 4.7 
Insured industrial banks } Other industrial banking companies .4 

Credit unions and others .1 
Total 6.7 

Cash instalment loans< 

Personal finance companies' 9.6 16.6 9.9 
Commercial banks 1.3 1.8 3.7 
Credit unions 1.0 1.7 1.9 
Insured industrial banks 6.8 7.5 5.4 
Other industrial banking companies 
Other lenders 3.0 3.1 3.0 

Total 21.7 30.7 23.9 

TOTAL OUTSTANDINGS 100.0% 100.0% 100.0% 
$3,211.3 $1,618.9 $3,514.2 

33 

1941 

31.1% 
10.7 

.7 

} 20.0• 

62.5 

1.0 
3.5 

.3 

} .1 

4.9 

10.2 
12.3 
3.4 
1.6 
3.4 
1.7 

32.6 

100.0% 
$5,997.7 

• Based on data in the Suroey of Current Business (~0\·ember 1942) pp. 9-25, which 
revised and brought up-to-date the );ational Bureau of Economic Research estimates 
pub~ished in The Volume of Consumer Instalment Credit, 1929-38, by Duncan !\IcC. 
Holthausen in collaboration with 1\lalcolm L. 1\lerriam and Rolf Nugent (New 
York 1940). For 1941, based, in addition, on data from Federal Deposit Insurance 
Corporation and Federal Housmg Administration. 
b Breakdown not available. 
' Holdings of other industrial banking companies are a negligible percentage. 
d :\otes under $2,000 insured by the Federal Housing Administration. Breakdowns 
estimated from data obtained from the FHA for :May I call dates. 
' lnc:udes direct instalment loans for financing retail purchases, repair and moderni­
zation loans not insured by the FHA and loans made by unregulated lenders. 

1 Inflated by "interest due and to become due" by the formula oi (d+
2
) with o 

3 
representing outstandings, i the monthly interest rate, and d the duration of the 
loan. The duration was estimated at 15 months and the monthly interest rate in 
1929 at 3.0 percent, in 1933 at 2.9 percent, in 1936 at 2.8 percent, and in 1941 at 
2.5 percent. 
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loans outstanding at the end of 1929, the smallest share of any one 
of the principal types of agencies. The increase to more than 3 
percent in 1941 may be attributed in large part to the rapid ex­
pansion in the number of federal cre~it unions after their authoriza­
tion in 1934,. and to the organization of additional state-chartered 
institutions. 

In the last decade commercial banks, while they have invested a 
consistently decreasing proportion of their ·total assets in loans, have 
held a consistently increasing share of total consumer instalment 
outstandings. Through 1933 their cash instalment loans represented 
almost as small a share of the over-all total as did those of credit 
unions, but thereafter they increased very sharply. 

It may be estimated that commercial banks' holdings of con­
sumer instalment paper-retail and cash loans combined-rose 
from 2 or 3 percent of the total in 192910 to more than 10 percent 
in 1936 and to mo~e than 26 percent at the end of 1941. In the 
latter year commercial banks held more than one-third of all in­
stalment cash loan outstandings, more than one-half of outstanding 
FHA Title I loans, and about one-sixth of other instalment out­
standings arising from retail sales.11 

SOURCES OF DATA 

The data used for this study may be summarized, as follows: WP A­
Treasury income tax tabulations; information from the National 
Credit Office, Inc., tabulated by the National Bureau; Farm Credit 

· Administration data on credit unions; figures on individual insured 
commercial and industrial banks, from the Federal Deposit Insur· 
ance Corporation; data on national banks from the reports of the 
Comptroller of the Currency; and miscellaneous data from other 
published sources. 
10 Indirectly the commercial banks had participated in the consumer instalment 
financing business to a much greater extent. The Federal Reserve Bulletin Ganuary 
1923) pp. 41, 44, pointed out that banks purchased (through commercial paper 
houSi:S or directly) "almost all" the collateral trust notes issued by the larger sales 
finance companies to finance themselves, and that the smaller sales finance com· 
panies "frequently rely upon their lines of credit with their local banking institu· 
tions." The relatively high interest rates obtained in the 1920's by commercial banks 
on th~ paper of consumer instalment financing agencies undoubtedly contributed 
to th~1r reluctance to participate in the business directly. 
11 It IS generally agreed that many commercial banks first became interested in con­
sumer instal~e~tt paper after the inception of the Federal Housing Administration, 
and that the1r Interest was due to favorable experience with FHA Tide I loans. 
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A large portion of the analysis is based on tabulations compiled 

from income tax returns for the years 1929, 1933 and 1936, of 
selected samples of each of four principal types of consumer in­
stalment financing institutions-sales finance companies, personal 
finance companies, investment type industrial banking companies, 
and non-im·estment type industrial banking companies.U 

These tabulations were prepared upon recommendation by the 
:\'ational Bureau of Economic Research to the Technical Advisory 
Committee of the Income Tax Study, an intensive analysis of in­
come tax returns conducted under the joint supervision of the 
\\'ork Projects Administration and the Division of Tax Research 
of the United States Treasury Department.13 All tabulation work, 
including the handling of the income tax returns and the statistical 
abstracts of individual companies, was performed by employees of 
the Income Tax Study, and e\'ery precaution was taken to main­
tain the confidential character of the data. 

The institutional studies already published under the Financial 
Research Program of the National Bureau of Economic Research 
analyze certain aspects of the operating experience of consumer 
financing agencies.14 In general, the samples used in those studies, 
while they consisted of only a small number of companies, included 
the larger institutions in the respective fields. 

Since the income tax samples do not include the largest com­
panies. the two sets of data tend to complement each other. For 
12 Data on credit unions could not be included in these tab11lations, since credit 
unions are exempt from federal income tax. Data on commercial banks were not 
included in the income tax tabulations, since ample data on the operations of com­
mercial banks were readilv a\-ailable from other sources. 
13 The Technical Adviso~· Committee, representing go,·ernmental and non-govern­
mental agencies interested in income tax statistics, im·ited ,·arious agencies to submit 
proposals for special tabulations, to be undertaken in addition to those prepared for 
the Dh·ision of Tax Research. The tabulations recommended by the National Bureau, 
referred to hereafter as the income tax data, were designated as Proposal 22 of the 
Income Tax Studv. 
u Sources and u~ of funds, and income and expenses are discussed in: Persotwl 
Finance Companies and Their Credit Practices, by Ralph A. Young and Associates 
(19-!0) pp. 38 If., 78 If., JOi If.; Sales Finance Companies and Their Credit Practices, 
by Wilbur C. Plummer and Ralph A. Young (19-10) pp. 60 If., 1211f., 244 If.; Indus­
trial Banking Compa~ties a11d Their Credit Practices, by Raymond J. Saulnier (19-10) 
pp. 5i If., IOi If., 1-l{) If.; and Commercial Batiks attd Comumer lttsta/ment Credit, by 
John ~f. Chapman and Associates (19-10) pp. 101 If., 140 If., 163 If. A description of 
the history and operations of credit unions appears in The Business of Comumer 
Imtalmetll fittattcing-A Summar)' Rroieu;, by Ralph A. Young (ms. 1941). 



COMPARATIVE OPERATING EXPERIENCE 

this reason liberal supplementary use is made of samples available 
subsequent to the publication of the earlier studies, an,d covering 
essentially the same companies. The samples of sales finance and 
personal finance companies, which were obtained from the Na­
tional Credit Office, Inc., consist of companies that financed them­
selves through the sale of commercial paper in the open market; 
although these samples are small the institutions they represent 
accounted for a substantial proportion of the outstanding loans in 
their fields.15 

Figures for federal credit unions since their inception in 1934 
provide a contrast between the operations of the privately owned 
agencies and of these cooperative institutions. Since, in the years 
after 1934, federal credit unions expanded very rapidly, both in 
number and assets, these data may not be entirely representative 
of the operations of credit unions as a whole. For the older state­
chartered credit unions, however, data on earnings and expenses 
are either entirely lacking or are incomplete and of doubtful 
comparability.16 

Data covering insured industrial banks, obtained from the Fed­
eral Deposit Insurance Corporation, 17 have been utilized in con­
junction with the information accumulated for the National Bureau 
study of industrial banking companies to provide a further in­
sight into their operations. The degree of detail in which these 
FDIC data have been available to the writer, and the increased 
manipulative possibilities resulting from the use of ratios for indi­
vidual companies, have made this information particularly effective 
in appraising the influence of limitations in the form of the in­
come tax data. 

To contrast the operating experiences of the principal consumer 
instalment financing agencies with those of institutions traditionally 

15The number and average total assets of the companies included in these samples, 
in each of the years 1929-41, are presented in Appendix Tables B-1 and B-2. 
16The Bureau of Labor Statistics has published figures on the net earnings and divi­
dends of a large sample of reporting federal and state credit unions for 1939-41, and 
on the amount of dividends for 1938. See Monthly Labor Review, August 1939, Sep· 
tember 1940, August 1941, September 1942. 
17 In the tables in the present volume these data are designated as covering all in· 
sured industrial banks. In each year, however, the reports of a few banks had to be 
exc~uded because they did not cover a full year of operations, or because errors were 
discovered for which corrections could not be obtained. For these reasons, and also 
because of corrections that could be made, the figures in the present volume differ 
in some cases from those in Saulnier, op. cit. 



CHARACTER OF ANALYSIS 37 
engaged chiefly in the financing of business enterprises, this study 
has used data pertaining to commercial banks. Operating ratios of 
over 13,000 individual insured commercial banks were available 
for the years 1938-41, and for about 7,000 that submitted reports 
to the FDIC, ratios were available for the period 1936-41. These 
data have made it possible to isolate the effect of size and other 
factors on the expenses and profitability of commercial banks. 

Comprehensive figures on the consumer instalment loans of these 
insured commercial banks became available for the first time at 
the end of 1940, through a special questionnaire addressed to in­
sured banks by the federal bank supervisory agencies. These data 
made possible comparison of the operating experience of banks 
having a high proportion of consumer instalment paper with that 
of the consumer instalment financing agencies, and other insured 
commercial banks.18 

For the historical analysis of the operations of commercial banks 
prior to the formation of the FDIC, reliance has been placed upon 
aggregate figures on national banks rather than upon figures cov­
ering the larger number of banks that are members of the Fed­
eral Reserve System. This choice was based on the fact that the 
former, despite shifts to and from state systems as a result of charter 
changes, may be presumed to be the more representative of all 
commercial banks, both as to size and geographic location; figures 
for member banks are dominated by the banks in larger centers. 

The coverage of the samples varies materially, but the combina­
tion of data from several sources has resulted in a significant total 
coverage and a satisfactory distribution with respect to size and 
geographic location. These aspects of the data are fully discussed 
in Appendix A, as are also various limitations and procedures re­
garding their use and specific considerations regarding terminology. 
18 Specific data on banks' consumer instalment lending activities are either not 
available or inadequate; in this field their costs of operations and rate of operating 
profit probably do not differ materially from those of the insured industrial banks. 
Because of the lack of information no attempt has been made to compare the oper­
ating results of their consumer financing with those of the specialized agencies. 



Sources of Funds 

IN ANY business enterprise the sources of funds depend on the rela­
tive ease with which funds of different types are obtainable, and 
this in turn is affected by the character of the company's assets, 
the seasonal and cyclical fluctuations in its volume of business, its 
rapidity of growth, its. demonstrated or anticipated stability of 
profits and continuity of operations, its size, and any other aspect of 
its operations which affects its position as a potential borrower. 
These factors also determine its financial policy, causing the man­
agement to choose one source of financing rather than another. 

Characteristic of the consumer instalment financing agencies was 
the high proportion, relative to other credit institutions, of funds 
obtained through use of equity capital. However, during the period 
1929-1941 these agencies attained flexibility in the sources of their 
funds through the increased use of borrowed money, chiefly short· 
term borrowings.1 They were, in general, able to adjust the volume 
of funds to the demand for accommodation, increasing borrow­
ings when demand arose and paying them off when demand de­
clined. In effect, these consumer instalment financing agencies 
secured funds at wholesale from other financial institutions, chiefly 
banks, and retailed the proceeds to consumers. 

Over the period 1929-41, the sources of funds of the consumer 
instalment financing agencies give evidence of their progress to­
ward maturity. The chief change was a gradual lowering of the 
proportion of equity funds in each type of institution. Also, as we 
shall see in Chapter 7, borrowed funds, both long- and short-tenn, 
were obtained at much lower rates in the last few years of the 
period than were available a decade earlier. This resulted from the 
1 Long-term debl was an unimportant source of funds in a!l types of consumer 
instalment financing agencies. Although some companies included in the income 
tax sample showed an increase in the proportion of long-term debt in 1933, this can 
be attributed to a concurrent contraction in their total assets except in those instances 
in which the increase occurred through an extension of maturing short-term obliga­
tions of institutions in difficulty. 
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much wider acceptance of these companies by banks, and in the 
money market generally, as their sound credit character became 
evident. 

In contrast to the consumer agencies, commercial banks were 
characterized by low equity proportions throughout the period 
under review, although even for them these low net worth pro­
portions have not always existed. From the inception of the na­
tional banking system until about 1895, the total net worth of all 
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• Represents net worth in percent of total assets at or about June 30 of each year. 
Based on Annual Reports of the Comptroller of the Currency. 

national banks fluctuated between 30 and 40 percent of total 
assets, as can be seen from Chart I. In the rapid expansion of assets 
at the turn of the century the proportion dropped rapidly to about 
20 percent, a level retained until the opening of the First World 
War. During the next few years assets again expanded rapidly, 
and by 1919 net worth amounted to only 11 percent of total assets. 
Over the next decade or so it fluctuated slightly, reaching about 
15 percent in 1932. But with the very rapid expansion in the de-
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posits of all national banks during the years 1932-36 and 1938-42 
the net worth proportion declined to an all-time low of 8.2 percent. 

It might be presumed that as a rule a reduction in a company's 
capital ratio could result only from the deliberate choice of its 
management. However, part of the rapid expansion in· deposits 
experienced by commercial banks during the period 1933-41 oc­
curred without either voluntary action on the part of bank man­
agement or a concomitant increase in suitable earning assets, but 
simply as the result of the purchase o£ monetary metal (chiefly 
imported gold) by the United States Treasury. Also, purchases of 
government securities by some banks resulted in increased deposits 
in others without puichases on their part. 

None of the specialized agencies was faced with a comparable 
problem, for the nature of their business is not such as to produce 
an expansion of borrowed funds without their conscious action. 
As for the industrial.banks, their deposits consist, either entirely 
or largely, of time and savings deposits; they have therefore had a 
somewhat greater measure of control over the volume of funds 
accepted, through variation in the rate of interest paid on such 
deposits. 

COMPARISON OF THE AGENCIES 

In general, a substantial proportion of the total funds of credit 
unions, personal finance companies, non-investment type industrial 
banking companies, and sales finance companies has consisted of 
owners' equity or net worth. Credit unions, being mutual institu­
tions, receive practically all their funds from the sale of shares to 
members; 2 only an insignificant proportion is borrowed, chiefly 
from other credit unions. 

The net worth proportion of the personal finance companies was 
the highest of all of the non-mutual agencies. As shown in Table 2, 
2 The "shares" of credit unions, like those of building and loan associations and the 
deposits of mutual savings banks, occupy a peculiar legal status. In the present dis­
cussion our interest lies in whether funds are obtained from ownership or from 
borrowing, and therefore emphasis is placed upon the fact that these shares have the 
characteristics of common stock equity, in that they bestow residual rights to assets 
and income, subject to statutory limitations. If our interest lay in the analysis of 
credit union solvency we should have to consider the shares as the equivalent of 
deposits, since it is general practice to permit their withdrawal upon demand: the 
cushion which protects the shareholders is limited to the amount of surplus, un­
divided profits and surplus reserves. 
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net ,,·onh aYeraged benfeen two-thirds and four-fifths of total 
as~ets in each of the years for which the income ta.x data are aYail­
able. The distribution of companies according to the proportion 

TA.BLI 2 

XET \\-oRTH or Co~sn!ER l~STAU!E~T fL-.;A.'\CI:\G AGE:'\CIES 

.-\:s-D CmillEROAL BAsKS r-; PERCE:\T OF TOTAL AssETS, 

YEA.R-blJ 1929, 1933, 1936• 

Total Stt PrdfTrtd 
Jgm..:::r lrorth .St(){k 

2.29 sat.'u _,~'i.:J.'llt corr}'.r.i.ts 
1929 39.2';"0 11.9';"0 
1933 53.9 16.4 
19.3() 33.8 11.1 

7~9 prr.ror.d j.M'l:t corr.par.itS 
1929 67.7 17.8 
19.33 81.1 20.4 
1936 66.0 15.7 

9:! rwr.-i•.:ut. l}f>! ir..:::':J.St. bl:g. cos, 
1929 57.3 13.4 
1933 68.6 16.4 
1936 56.2 12.1 

71:! ir.:t.rl. t}f't ir..i:J.St. bar..i:s 
1929 16.1 .2 
1933 20.9 .3 
1936 16.4 1.2 

A:/ r.,;1wr...U l·il•):s 
1929 C' ,408 banks) 13.3 .0 
1933 (5,159 banks) 13.3 .7 
1936 (5,3.31 banks) 10.2 1.1 

Common 
Equi~)' 

27.3% 
37.5 
22.7 

49.9 
60.7 
50.3 

43.9 
52.2 
44.1 

15.9 
20.6 
15.2 

13.3 
12.6 

9.1 

• For irutalment financing nencies. based on tabulations prepared bY the Income Tax 
StudY. For commercial banks. based on Annual Reports of the Comptroller of the 
Currenn; the number of national banks is as of December 31. 

of total funds represented by net worth (Chart II) shows that high 
net wonh pro{Xlrtions were characteristic of personal finance com­
panies. In materially more than half of the companies, net worth 
represented at least SO percent of total funds in 1936; among the 
types of agencies, this was by far the largest percentage of com­
panies showing such a high net worth proportion.3 In addition. 
net ,,·onh was less than half of totJ.l funds in only a relatiYely small 
pro{Xlrtion of the personal finance companies. 

Except in rare instances personal finance companies did not 
1 :\lv.ut 10 percent of the pers.o11Jl finance companies reported a capital structure 
wn;i;tinz enure]\ of net l<onh. These companies that refXJrted no liabilities were 
snuller institutions, practicall~· all of them ha,·ing assets o[ less than $100,000. 
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• Represents percentage distribution of companies, arranged according to ratios of 
net worth to total assets. For personal finance, sales finance and non-investment type 
industrial banking companies, and for investment type industrial banks, based on 
tabulations prepared by the Income Tax Study; in regard to these agencies net worth 
and total assets are year·end figures. For insured commercial banks, based on data 
from Federal Deposit Insurance Corporation, pertaining to the year 1938; in regard 
to banks that were members of the Federal Reserve System, net worth and total assets 
are averages of figures for call dates during the year, and in regard to non-member 
banks they are averages of figures for the beginning, middle and end of the year. 
Cash depositories, banks designated in this study as insured industrial banks, and 
banks that submitted reports covering less than the full year's operations or whose 
operations were materially affected by mergers during the year are not included. 

obtain funds through long-term borrowings.4 Their short-term bor­
rowings were, among those of all the agencies, the least important, 
being the converse of their high net worth proportions. Figures 
4 ln the income tax sample the definition of long-term borrowings--obligations with 
a maturity exceeding one year-was much more comprehensive than is prescribed 
by recent usage in the field of investment finance. In fact it includes all liabilities 
which the accountant does not regard as "current liabilities." Definitions of the 
terms used and of the content of the tabulated data are presented in Appendix A. 
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on borrowings are shown in Table 3. Among the companies in­
cluded in the income tax sample, about one-quarter of total funds 
were obtained on a short-term basis-in the form of commercial 
paper, discounted notes receivable and notes payable-in the good 

TABLE 3 

LoNG· AND SaoRT·TERM DEBT oF CoNSUMER INSTALMENT 

FINANCING AGENciEs. IN PERCENT OF ToTAL AssErs, 

YEAR-END 1929, 1933, 1936& 

Short· Term Deb to 

Long· Notes & Deposits 
Agency Term Accounts & Invest. 

Debtb Payable Certifs. Total 

229 sales finance companies 
1929 3.0% 50.6% 1.1% 51.7% 
1933 2.9 36.1 1.8 37.9 
1936 2.0 55.9 1.3 57.2 

179 personal finance companirs 
1929 4.0 26.0 .5 26.5 
1933 3.3 13.3 .3 13.6 
1936 5.1 26.3 .2 26.5 

92 non-invest. trPt indust. bkg. cos. 
1929 3.7 32.3 2.1 34.4 
1933 6.9 18.8 1.5 20.3 
1936 12.5 24.0 2.2 26.2 

112 invest, !l'f!t indllSt. banks 
1929 .3 6.2 73.3 79.5 
1933 2.7 2.7 69.8 72.5 
1936 .5 2.4 75.9 78.3 

• Based on tabulations prepared by the Income Tax Study. 
bAll obligations maturing more than one year after the date of the balance sheet. 
• Including bonded debt maturing less than one year after the date of the balance 
sheet. 

years 1929 and 1936, while in the depression year, 1933, short· 
term borrowings a\·eraged only about one-eig·hth of total funds. 
About one-quarter of these companies reported no short-term debt 
in 1936; somewhat more than one-quarter reported short-term debt 
of less than 10 percent of total assets, and very few reported such 
debt in excess of 50 percent of total assets. 

The small proportion of short-term debt among personal finance 
companies reflects the difficulty encountered in securing access to 
the short-term money market and to commercial banks. The per­
sonal finance company faced the reluctance of the banker to recog-
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nize the soundness or the ethical justification of its chief asset, which 
he construed as loans for consumption purposes. largely to improYi­
dent borrowers.5 

Personal finance companies, because they ,,·ere considered the 
least creditworthy, made the most use of preferred stock (in rela­
tion to total assets) as an altemati,·e source of funds from outsiders 
(Table ~) . 

. -\mong the national, regional and local personal finance com­
panies included in the Xational Credit Office sample, the propor­
tion of net worth declined oYer the period as a whole from about 
three-quarters of total funds in 19~9 to about one-half in 1941 
(Chart III), reflecting a gradually wider acceptance of these insti­
tutions in the money markets. There was some year-to-year fluctu­
ation in the proportion of short-term debt due to fluctuations in 
the ,·olume of business.6 

In sales finance companies net 'rorth represented a materially 
lower proportion of total funds than in personal finance companies. 
Among the companies included in the Xational Credit Office 
sample, this proportion fluctuated sharply bet\1·een 19~9 and 1941, 
increasing and decreasing as the Yolume of business contracted and 
expanded (Chart 1\). Fluctuations in the net worth proportions 
were due to the practice within these agencies of relying on larger 
proportions of borrowed money for their funds. Bonowed funds 
increased as business expanded and were paid off as business de­
s.\ description of sources of funds in the small loan business prior to the period 
co1·ered here appears in ~r. R. ~eifeld, Pcrsoual Fillallce Comes of Age (Xew York 
1939) pp. 98-99. 
6 For national and regional personal finance companies the chart rereals that during 
1933-36 the short·term debt increased sharplr; during the same period, howerer, the 
short·term debt of the companies in the income tax sample incre:~sed only to the 
Jerel shown in 1929 (see Table 3, abore). The differences between the two sets of 
data for 1936 appear to result from the Luger companies" greater ability to borrow, 
since the proportions shown in the chart approximate those of the larger companies 
in the income tax group. For figures on the sources of funds of 274 personal loan 
licensees in Indiana, classified according to corporate affiliation and leg:~! form of 
organization, see ~ational Bureau of Economic Research (Financial Research Pro­
gnm), Pmonal Finance ComJ>anies a11d Their Credit Practices, by R:~lph .\. Young 
and .\~«iates (.\ew York 1940) p. 42. 

FOOT~OTE TO CH.~ll.T Ill 

• Represems dimihmion of net worth and li:~bilities in percent of total assets. Based 
on d.1ta from the ~ational Credit Office, Inc. The number of companies for each year 
and the amount of 1e:n-end total assets mav be found in Appendix Tables B·l and 
B-2. ~!iscellaneous liabilities haYe been omitted from total liabilities in computing 
the distributions for this chart. 
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creased, while rret worth or equity changed little. Their borrowings 
were chiefly short-term commercial paper, discounted notes receiv­
able and notes payable; deposits were either non-existent or insig­
nificant in amount.7 

~ot only did sales finance companies in the aggregate derive a 
materially higher proportion of funds from these sources than did 
the other types of institutions (Table 3) but they also showed the 
greatest frequency of use of these sources. In 1936ofllore than four­
tenths of the companies included in the income tax sample had 
short-term funds amounting to more than 50 percent of total 
assets, and sev~n-tenths had such funds in amounts exceeding 30 
percent of total assets. 

The high proportion of shOrt-term debt in the capital structure 
of sales finance companies is evidence of the high credit standing 
accorded this type of enterprise, and implies a recognition of the 
high quality of their principal asset-the instalment receivable. A 
loan made against it was usually secured by the net worth not only 
of the borrowing sales finance company and consumer-purchaser 
of the goods, but sometimes of the retail dealer as well; in addi­
tion, there was usually the ultimate security of a disposable asset 
of reasonably ascertainable value. The paper was liquidated cur­
rently out of the income of the consumer-purchaser. 

Bankers, in fact, did not require sales finance companies to main­
tain the traditional current ratio of two times current liabilities, 
or better, as is e\'idenced by the high proportion of these companies 
with short-term debt exceeding. 50 percent of total assets. Instead 
they made a "liquidity" requirement: a borrowing sales finance 
company should be able to liquidate its current liabilities out of 
its collections within a specified period, usually about six months.8 

7 These represent dealers' deposits or "hold-backs," and actually they constitute either 
a reserve for bad debts (set up by the customer hiiii!ielf against notes discounted 
with recourse) or a current liability, to the e.xtent that they are not needed to cover 
losses, and will be returned to the dealer. 
8 See :\ational Bureau of Economic Research (Financial Research Program), Com· 
mtrcial Banks and Consumer Instalment Credit, by John M. Chapman and Asso­
ciates (:'iew York 1940) p. 210; also Sales Firumce Companies and Thtir Credit Prac­
tias, by Wilbur C. Plummer and Ralph A. Young (~ew York 1940) pp. 70-72. 

FOOT~OT£ TO CHART rv 
• Represents distribution of net worth and liabilities in percent of total assets. Based 
on data from the ~ational Credit Office, Inc. The number of companies for each year 
and the amount of year-end total assets may be found in Appendix Tables B-1 and 
B-2. ~fiscellaneous liabilities ha\'e been omitted from total liabilities in computing 
the distributions for this chart. 
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Common equity owners usually regard the sale of preferred stock 
as the most expensive type of "borrowing.'' But to the corporate 
management of consumer instalment financing agencies the use 
of preferred stock generally seems a less expensive means than the 
sale of common stock. The explanation lies in the high dividend 
yield and the high "earnings yield" required by investors in the 
common stock of these agencies, a con'llition readily apparent in 
quotations on the major stock exchanges. , . 

This situation probably explains why sales finance companies 
resorted to preferred stock financing as frequently as did personal 
finance companies. In comparison with either personal finance or 
non-investment type industrial banking companies they obtained 
not only a larger proportion of total funds through borrowing, 
but also a larger proportion of equity funds from preferred stock­
holders. The largest companies tended to rely most frequently on 
preferred capital and by being able to borrow a large proportion 
of total funds from short-term sources, attained a degree of flexibil­
ity in their long-term financing which permitted them to utilize 
whichever segment of the capital market became the most favor­
able. 

The non-investment type industrial banking companies had 
almost as high net worth proportions as the personal finance com­
panies (Table 2). In almost half of the companies included in the 
income tax sample net worth in 1936 represented more than 80 
percent of total funds and in only a small proportion was it less 
than 50 percent (Chart II).o 

Like personal finance companies, non-investment type industrial 
banking companies had relatively high proportions of preferred 
stock (in relation to total funds) and obtained a relatively small 
proportion of total funds-averaging from one-fifth to one-third 
in the years for which income tax data are available-from out­
siders in the form of short-term debt (Table 3). Long-term debt, 
of relatively little importance in 1929, increased in 1933 and 1936, 
the increase reflecting changes in a relatively few large companies 
which dominated the sample. 

Investment type industrial banking companies showed by far the 
lowest net worth proportion among the consumer instalment 
9 A few smaller companies-with total assets of less than $100,000-reported no 
liabilities. 
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financing agencies included in the income ta.x sample .. \reraging 
about 16 percent of tota.l funds in both 19~9 and 1936 and only 
~ 1 percent in 1933, tl1eir net wortl1 proportions were only slightly 
higher tlm1 tlwse of commercial banks (Table 2) .. \t least part of 
their low capital ratio reflects tl1e practice of tl1ese industrial banks 
in showing loans in gross amounts and in accumulating payments 
in the form of hypotl1ecared deposits on the liability side of the 
balance sheet. 

Correction for this .. oYerstatement" would increase the per­
centage of net wortl1 of tl1ese banks in 1936 from 16.4 percent to 
a figure betKeen 20 and ~j percent of total assets.10 £,·en with this 
.. correction," howe,·er, the net worth proportion for industrial 
banks is intennediate between tl1e other consumer instalment 
financing agencies and commercial banks. :\Ioreo,·er, nearly nine­
tenths of tl1ese companies had net worth of less than 50 percent of 
total funds in 1936 (Chart II). 

In the early 1920's equity funds probably constituted more than 
two-fifrns of me total funds of inrestment type industrial banking 
companies, with im·estment certificates pr0\1ding about one-third 
and borrowings another fifrn.H o,·er tl1e succeeding decade, with 
the fourfold expansion in total assets, equity funds dropped to al­
most one-fifth in tl1e early tl1irties and borrowings decreased to less 
tl1an one-tentl1, while the sale of inrestment certificates-and de­
posits in a relati,·ely few institutions-accounted for almost three­
fourtlls of total funds. 

1<· for se,·enl re:L<Ons Lhe amount of ··oyerstatemenf' cannot be determined exacth, 
Lhe most important reason being- Lhat some of Lhese companies reported loans a~d 
deposits on a ··net" basis. In Xational Bureau of Economic Research (financial 
Rese.:nch PrO!!TJm\, lndustritll Banking Companies and Their Credit Practices, by 
Ra' mond J. 5.Julnier (~ew York 1940) p. 60, a;gregate figures for 60 to il insured 
industrial banks show h'pothecued deposits nn ing from I; .2 to I S.-l percent of 
tot:Il assets for ,·ear-end dates. 1934-35: in each of these \ears !'Ollie of the banks 
reponed Lheir loans and deposits on a net basis, a method specified in the instrUC· 
tions i~ued b\· Lhe Commissioner of Banks for the State of Xew York. In an in· 
di,idual instimtion h'-polhecued deposits ma\· easih· amount to from 40 to 50 
percent of total lC\Jns. The exact proportion of h'-pothecated deposits depends upon 
the :nen~ maturitY of the loans, and upon the constaun· or \'lriation of loan 
\O]ume from momh to month. The abo,·e corr('(tion of Lhe ··o,·erstuement" is based 
on Lhe as;umption Lhat Lhe h'-pothecated deposits of all Lhese companies, combined, 
represents from Iii to 35 percent of total as.-ets. 
l: ~mce the onh d:m J\-ail:lble on the earlier 'ears pertain to :\{orris Plan companies 
-ibid .• p. 5.,_it is probable th.lt a large proportion of Lhe borrowings represented 
a,hJnces from the parent corporation or its affiliates; other companies would prob· 
ahh ha'e sho'•ll a smaller proportion of lxmowings. It is also likeh· Lhat deposits 
~oere non-e.\istent or proportionate)~· insignificant. 
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With the establishment of the Federal Deposit Insurance Cor: 
poration and the subsequent extension of insurance to the bulk of 
industrial banking companies in those states in which they acquired 
the status of "banks," borrowings practically disappeared and de­
posits continued to grow while the net worth proportion dimin­
ished. In recent years industrial banks, like commercial banks, 
have been able as a group to attract a sufficient volume of deposits 
to free them from the necessity of borrowing from other sources. 
This is evident from Chart V, which covers all insured industrial 
banks for the years 1934-41. 

CHART V 
SouRCES OF FUNDS oF INSURED INDUSTRIAL BANKS, 1934-416 

SIX LARGEST ALL OTHER 
PERCENT 

0 
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• Represents distribution of net worth and liabilities in pera:nt of total assets. Based 
on data from Federal Deposit Insurance Corporation, representing averages of ligures 
for beginning, middle and end of year, except in 19M and 1935, when year-end figures 
are used. For most of these years the amount of borrowed funds cannot readily be 
determined, and therefore this item has here been incorporated with miscellaneous 
liabilities. 

With the development of pers~nalloan departments by compet· 
ing commercial banks there was a complementary development of 
"commercial bank" activities by the industrial banks and a conse­
quent increase in the proportion of demand deposits, This develop-
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ment was accelerated in the last three years of the period under 
review but the proportion of demand deposits was still small 
in 1941. 

For these industrial banks, as for commercial banks, the use of 
preferred stock was a post-crisis phenomenon, such stock consist­
ing almost entirely of preferred capital furnished by the Recon­
struction Finance Corporation as a part of the bank rehabilitation 
program of 1933 and subsequent years.12 

Between 70 and 80 percent of the funds of investment type in­
dustrial banks included in the income tax sample were short-term, 
consisting almost entirely of deposits and investment certificates. 
Even after allowance is made for hypothecated accounts the pro­
portion of funds obtained by investment type industrial banking 
companies from deposits and investment certificates remains con­
siderably in excess of the short-term debt of the other types of 
agencies. This proportion differed sharply as between the various 
companies, partly because those that had acquired the status of 
banks were able to obtain a higher proportion of funds in the 
form of deposits than those that obtained their funds through the 
sale of investment certificates. 

Moreover, industrial banks showed a relatively high concentra­
tion in the larger urban centers, where capital requirements for 
the organization of a bank are around 100,000 or 200,000 dollars. 
A bank in such a center thus showed a high proportion of equity 
capital until it had acquired a substantial amount of deposits. 
Differences in the degree of acceptabUity accorded this type of 
institution in different parts of the country probably also played 
a large part in determining the extent to which an individual com­
pany could trade upon equity. 

INFLUENCE OF SIZE 

Within each type of agency the differences in the net worth 
ratios between companies may be attributed to a considerable 
degree to differences in size. Chart VI reveals that in 1936, for 
each type of agency, the net worth ratio decreased as company 
size increased. Consumer instalment financing agencies with total 
IZ Capital notes and debentures-issued in states which did not permit the issuance 
of preferred stock without double liability-sold to the RFC by insured banks, have 
been considered a part of preferred stock in this study, in accordance with the 
general practice of the federal bank supervisory agencies. 
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CHART VI 

RELATIONSHIP OF SrzE AND NET WoRTH RATIOS oF CoNSUMER INSTALMENT 

FINANCING AGENCIES AND CoMMERCIAL ;BANKs, 1936a 
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SIZE OF INSTITUTION 

• Represents averages of net worth in percent of total assets for companies in arbi· 
trary size groups, as measured by total assets (or deposits, in the case of banks). Points 
for net worth ratios were located midway between the size groups, except for the 
highest size group and for the national, regional and local sales finance and personal 
finance companies, where points were located at the averages of total assets (or 
deposits) for the companies included. 

For the smaller sales finance and personal finance companies, and for non-invest· 
ment type industrial banking companies, based on tabulations prepared by the 
Income Tax Study; for the national, regional and local sales finance and personal 
finance companies (some of which are included in the income tax samples), based on 
data from the National Credit Office, Inc.; in regard to these agencies, net worth and 
total assets are year-end figures and size is based on total assets. 

For insured industrial and commercial banks, based on data from Federal Deposit 
Insurance Corporation, pertaining to the year 1939 for commercial banks; in regard 
to banks that were members of the Federal Reserve System, net worth, total assets 
and deposits are averages of figures for call dates during the year, and in regard to 
non-member banks they are averages of figures for the beginning, middle and end 
of year; size is based on deposits. Total assets and deposits of insured industrial banks 
are net, after deduction of hypothecated deposits. Cash depositories, banks desig· 
nated in this study as insured industrial banks, and banks that submitted reports cov· 
ering less than the full Jear's operations or whose operations were materially affected 
by mergers during the year are not included with insured commercial banks. 
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assets of less than $100,000 had an average net worth ratio of 
more than 60 percent, regardless of type. The degree of decrease 
accompanying the increase in size varied from one type of insti­
tution to another: the decline was least among the personal finance 
companies and greatest among insured industrial banks.13 The 
'decline was greatest, too, among the companies with assets of less 
than 5 million dollars; beyond that point the decrease continued, 
but less markedly. 

The relatively high net worth shown by the smallest companies 
may be explained, in part at least, as follows: a company that 
starts with a net worth of $25,000 has a very high proportion of net 
worth as long as it remains small; the ratio decreases as the amount 
of borrowed funds increases. In general, the lower net worth ratios 
shown by the larger companies are indicative of their more ready 
access to borrowed funds and of the stronger credit position which 
accompanies wider diversification of the risk.14 Moreover, there is 
a rather deep-seated prejudice-not ignored by lenders-which 
confuses size with strength and contributes to the creation of a 
larger proportion of borrowed funds in larger companies. The very 
low net. worth ratio shown by the largest industrial banks, ap­
proaching that of commercial banks of the same size, may be at­
tributed to the great growth in deposits among the large institu­
tions, a growth characteristic also of large commercial banks dur­
ing this period. 

Among insured commercial banks, also, the smaller the bank, 
the higher the proportion of net worth to total assets, although the 
degree of variation is not so great as among consumer instalment 
financing agencies. The net worth ratios of insured commercial 
banks located in centers of approximately the same size are con­
sistently lower as we pass from the smaller to the larger banks; 
13 Data for all insured industrial banks are presented in the chart, instead of the 
income tax data on investment type industrial banking companies, because the former 
are corrected for hypothecated deposits and are therefore comparable to the figures 
for the other agencies. The ratios shown by the two sets of data on industrial banks 
do not differ materially. The figures covering the largest sales finance and personal 
finance companies merge in an almost continuous line with those from the income 
tax data. 
14 1n all these agencies the proportion of total funds represented by short-term bor· 
rowings varied directly with size of company, the largest companies showing the 
highest percentages. This is the counterpart of the relationship between size of 
company and the proportion of total funds derived from equity, and particularly 
from common equity, sources. 
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on the other hand, there is no relationship between the size of the 
center and the net worth ratio among banks of approximately the 
same size. This is contrary to the commonly held view that the large 
growth in commercial bank deposits in recent years, and conse­
quent decline in net worth ratios, has been typical more often of 
larger than ·Of smaller centers, irrespective of size of bank. 

The variation in the net worth ratios of commercial banks is 
probably related to unevenness in the growth of deposits from 1933 
to 1941, a development particularly conspicuous in certain urban 
centers. It probably occurred in a number of agricultural com­
munities as well, but in such communities commercial banks have 
usually had a relatively high net worth ratio; in certain parts of 
the country this may well have been the result of supervisory in­
sistence, or of a conservative tendency, derived from custom, in 
view of the catastrophe hazard in banks whose lending and deposit 
risks are not diversified. 

These differences between one type of agency and another, in net 
worth ratios, were shown in Chart VI to hold for all size groups.15 

Taken size for size, personal finance companies had the highest 
net worth ratios of any of the consumer financing agencies. The 
non-investment type industrial banking companies had the next 
highest ratios,16 while the sales finance companies showed sharply 
lower ratios in almost all size groups, and investment type indus­
trial banking companies showed the lowest ratios of any type of 
agency. 
15 It should be borne in mind that the various types of institutions differ materially 
in their size composition. The very small enterprise is predominant among personal 
finance and non-investment type industrial banking companies, while investment 
type industrial banking companies are predominantly large; sales finance companies 
are more evenly distributed according to size. See Appendix Table B-3. 
16 Definitional differences between these two types of agencies are not clear-cut, and 
overlapping may account in part for the very high net worth proportion shown by 
the non-investment type industrial banking companies; the very low ratios of the 
largest companies in the latter group may be ignored, since they pertain to only 
4 companies. 
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Uses of Funds 

THE ability of the consumer instalment financing agencies to rary 
the supply of funds in accordance with their needs during 19~9-41 
enabled them to keep a high proportion of their funds actirely 
employed in loans throughout years both of prosperity and depres­
sion.1 Commercial banks, on the other hand, particularly those that 
experienced a large increase in deposits, found it increasingly diffi­
cult to maintain a large proportion of total assets in the form of 
loans. 

In the aggregate, loans haYe nerer constituted as large a pro­
portion of total assets for the commercial banking system as for 
the specialized lending agencies because banks operate under legal 
requirements to maintain specified resen·es, generally in the form 
of cash or deposits with other banks. Moreover, at any one time a 
commercial bank's balance sheet reflects a certain amount of "float" 
-cash items in process of collection-whid1 sen·es to inflate the 
figures of total assets and thus reduce the loan proportion. ~e,·er­
theless, throughout most of the period 19~9-41, commercial banks' 
loans were notably lower in dollar amount, as well as in percentage 
of total assets, than they had been in the pre,·ious decade. ~lost 

banks therefore entered the consumer instalment financing busi­
ness, but it still constituted only a small proportion of their lend­
ing actirity by the end of the period. 

C1sh holdings of consumer instalment financing agencies, other 
than credit unions, constituted a small-almost negligible-pro­
(Xlrtion of assets. In commercial banks they were relatively large at 
the beginning of the period, and a sizable proportion of the 
1 In this diSCU$.<ion the term .. lmns" refers to credit receirables, reg-ard!~ of whether 
the,, run~i~t of direct loans or of discounted sales fin:mre pa~r. The tenu will 
ah•a's refer to the net amount of outstamling m.:ei,:thles after the dalurtion of am· 
re~enes for b.id debts or \'aluation allowanres. Exo~pt where ~pecificall\' st:ued. 
hnl<e\er. no daluction is made h\ olheuing h1 potheGIIetl deposits against the loans. 
The: amount of loans indudes the finanre rhan,re or the di>t"Ollllletl imerest, exrept 
in rt'lfud to personal finanre rompanies and n't'tlit unions: in regard to h:mks 
discounted interest mJ~· or ma~· not be includat. 
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subsequent increase in their total 'assets r~presented cash assets­
vault cash, reserves with other banks including required reserves, 
and cash items in process of collectimi. . 

The low proportion of cash held by consumer instalment financ­
ing agencies can be attributed to two factors: first, they needed 
cash only for current and new business operations, in contrast to 
commercial banks, which were subject to substantial withdrawals 
of funds upon demand; and second, they had an extremely high 

,turnover of funds, since every· month a typical company was re-
paid from ope-tenth to one-fifteenth of its outstanding loans. The 
regularity of this flow of repayments permitted the company to 
operate on a very small reserve of cash in excess of its actual till­
money needs. 

Among the specialized agencies the proportion of funds invested. 
in securities fluctuated considerably during the period under review· 
but in general remained relatively unimportant, whereas 'among 
commercial banks in the aggregate securities became a more im­
portant component of total assets than loans. This increase in 
securities consisted almost entirely of holdings of United States 
Government obligations which represent bank financing of the 
federal deficit incurred in promoting the recovery program and, 
since 1939, the defense and war programs. 

Only a negligible proportion of the total assets of consumer 
instalment financing agencies and commercial banks was in a form 
other than loans, cash or securities. The proportion was, in general, 
highest for commercial banks, reflecting their tendency to acquire 
the buildings in which they do business. Besides real estate, whether 
used as a place of business or otherwise, these other assets included 
furniture and fixtures, repossessions of automobiles or other chat· 
tels, prepaid and unamortized expenses, and intangible items such 
as goodwill. 

In their asset distribution there is little evidence that size of 
company made any material difference among the specialized agen­
cies. The reverse was true among commercial banks. 

PERSONAL FINANCE COMPANIES 

Because the dollar volume of loans of personal finance compa~ies 
showed little or no decline during the depression, these companies, 
possessing the least flexible sources of funds, were able to main-



TABLE 4 ~ 

PERCENTAGE DisTRIBUTION OF ToTAL AssETS OF SELECTED SAMPLES OF PERSONAL FINANCE CoMPANIES, 
<J> 

l""l 

YEAR-END 1929-41, BY AssET ITEMS" - 0 
Sample 1929 1930 1931 1932 1933 1934 1935 1936 1937 1938 1939 1940 1941 ':' ...., 

2 nationa[b c:: 
Loans .. 87.5% 85.7% 83.1% 85.8% 88.4% 88.3% 89.0% 87.9% 86.1% 87.8% 91.2% 90.8% z 
Cash .. 8.2 9.6 10.1 8.5 9.2 10.0 9.6 10.8 12.7 11.1 7.6 7.8 I:' 
Securities .6 .4 3.0 2.1 .0 .0 .0 .0 .0 .0 .1 .0 
Other ass<'ts 3.7 4.3 3.8 3.6 2.4 1.7 t".4 1.3 1.2 1.1 1.1 1.4 

2 to 5 regiona[b 
Loans 85.1% 85.4 91.0 87.0 84.5 84.:4 83.9 84.3 84.6 83.7 85.3 85.1 84.1 
Cash 7.8 9.3 4.7 8.3 10.7 11.9 11.8 11.5 11.5 12.5 11.5 11.8 1l.Y' 
Securities .0 .0 .0 .0 .0 .0 1.8 1.6 1.9 1.7 1.3 1.2 1.1 
Other assets 7.1 5.3 4.3 4.7 4.8 3.7 2.5 2.6 2.0 2.1 1.9 1.9 3.1 

5 to 7 loca[b 
Loans .. .. . . 87.5 84.9 89.5 91.3 86.4 88.4 84.9 86.7 
Cash .. .. .. .. . . 4.7 7.5 6.9 5.4 10.2 8.5 7.6 9.1 
Securities .. . . .. . . .. .0 .1 .1 .0 .2 .4 .3 .2 
Other assets .. . . .. .. 7.8 7.5 3.5 3.3 3.2 2.7 7.2 4.0 

179local• 
Loans 89.2 .. 82.1 . . . . 84.0 
Cash 3.7 .. .. . . 5.8 .. .. 5.5 
Securities 2.3 .. . . . . 8.4 .. .. 5.3 
Other assets 4.8 .. .. . . 3.7 . . . . 5.2 . . . . 

• TJ;e numhcr of companies for each year wi'l he found in Appendix Table B-1. 
"Ba,;ed on data from the National Credit Ol!icc, Inc. Some of these companies are included in the 179 local companies of the 
income tax sample. 
• Based on tabulations prepared hy the Income Tax Study. <..n 

-.;, 
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tain high loan proportions of 80 to 90 percent of total assets 
throughout the period. After the depression their loan volume ex­
panded rapidly; for companies included in the income tax sample, 
loans in 1936 were 40 percent higher in dollar amount than they 
had been in 1929. 

For the two national companies, and for local companies included 
in the income tax sample, the proportion of total assets invested 
in securities trebled from 1929 to 1933. It is probable that some of 
these companies could have decreased their short-term borrowings 
-and thus avoided investing in securities-but preferred to con­
tinue the use of specific borrowed funds, once acquired, in view 
of the difficulty in securing access to satisfactory credit facilities. 

A number of personal finance companies included in the income 
tax sample acquired, between 1929 and I 933, significant propor­
tions of taxable securities which they con6nued to hold in 1936. 
Examination of their income tax returns reveals two interesting 
developments: growing companies had organized subsidiaries to 
engage in the same or similar types of business, and held their 
securities; or, companies that were faced with a decline in demand 
for loans had acquired a variety of common stocks, thus becoming, 
to a limited extent at least, investment trusts.2 

Cash proportions were materially higher for national and regional 
personal finance companies than for local companies in most years 
for which data are available. Even so, cash was rarely more than I 0 
percent of total funds and other assets were negligible. Percentage 
distributions of total assets of the selected samples of personal 
finance companies, 1929-41, are shown in Table 4.3 

2 These tendencies made it necessary to exclude these companies from the analysis 
of income and expenses. See Appendix A. 
8 M. R. Neifeld's estimate of the asset distribution of all personal finance companies 
in the United States on December .31, 1936 reveals a sharply higher proportion of 
miscellaneous assets and a slightly lower loan proportion than that shown in the 
income tax or in the National Credit Office data (Neifeld, Personal Finance 
Comes of Age, New York 1939, p. 209). This discrepancy is due entirely to Neifeld's 
inclusion in total assets of going·concem value, represented by cost of development 
and cost of financing, amounting to 5.6 percent of total assets. 

The Neifeld estimate was prepared from available data in reports of state super­
visory officials and, like its source material, is subject to two limitations: first, the 
figures represent assets and liabilities reported for individual offices within each state, 
rather than assets and liabilities of corporate entities; and second, since the state 
regulatory agencies have as their objective the determination of rates of profitability 
and "fair" rates of charge, their emphasis is placed on asset values allowed in the 
preparation of a rate base rather than on book values. This accounts for the inclusion 
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SALES FI~A.'\CE COMPA.'\IES 

During the depression the decline in the volume of loans of sales 
finance companies was so drastic that despite their greater ability 
to contract the use of shan-term borrowed funds their loan propor­
tions fell off to a slightly greater extent than those of personal 
finance companies. For the companies included in the National 
Credit Office sample, the low point in loan percentage was reached 
in 1932. By 1936, howe,·er, both the dollar volume of loans and 
the percentage of loans to total assets had increased to a greater 
extent for sales finance than for personal finance companies. Table 
j gi,·es percentage distributions of total assets of selected samples 
of sales finance companies, 1929-41. 

One would expect repossessions to be most frequent in the busi­
ness of sales finance companies, and to show the greatest increase 
in periods when collections were difficult It is the more surprising, 
tl1ere£ore, to find that the sales finance companies' proportion of 
miscellaneous assets was so low, and that the dollar amount de­
creased from 1929 to 1933.! 

• For companies included in the income tax sample this decrease amounted to 10 
percent. It is necessan· to point out that the income tax figures represent data for 
identical companies which filed reports in all of the three ~·ears under consideration. 
Therefore the figures for miscellaneous assetS. panicularlv those representing repos­
sessions. are not entirel10 representath·e of the operations of all such institutions, 
since those companies which encountered serious difficu'ties in the earh· 1930's and 
failed. or l\·hich sold their as_;;etS to other companies and liquidated, or which re­
org-anized and continued business under a different name. are not included in these 
da~a. Companies not represented mav be presumed to ha\·e shown less famrable 
results.. particularlv with respect to the acquisition of repos.-essions, than those com· 
panies that continued operations throughout the period. 

of goin)r·COOcem \-alue. as a separate item. in the :\eifeld estimate. 
For comparable reasons there are also differences between the distribution of assets 

of the personal finance companies in the income tax sample and the h\'pothetical 
distribution of assets prepared by the Russell Sage Foundation. This distribution sets 
the amount of "necessan- and useful" assets at 115 percent of loans, and assumes that 
for the proper conduct of the personal finance business total assetS would be dis­
tributed as follows: 87.0 percent loans; 4.4 percent cash, including securities; 1.7 
percent furniture and fixtures; 1.7 percent other tangible assetS; and 5.2 percent cost 
of d~·elopment. The chief difference between the two distributions results from the 
flct that the companies included in the income tax sample did not capitalize cost 
of de,·eJopment and other intangibles to the extent that the formula assumes. When 
:adjustment is made for this factor, cash and securities combined, and loans, are in 
line with the hrpothetical percentages in l!Y-.'9. but not in 1933 and 1936, when the 
income tax sample showed an increase in cash and securities. The discrepanC\· in 
tho-;e \ears illustrates the infle.xibilitv of the h\-pothetical distribution, which. b,· its 
\en· nature, could not make allowance for the inabilitr of personal finance com· 
panies to adjust their sources of funds to the change in \·olume of business. 



TABLE 5 C'> 
0 

PERCENTAGE DISTRIBUTION OF ToTAL AssETS OF SELECTED SAMPLES OF SALES FINANCE COMPANIES, 

YEAR-END 1929-41, BY AssET ITEMs" 

Sample 1929 1930 1931 1932 1933 1934 1935 1936 1937 1938 1939 1940 1941 

2 to 3 nationalb 
Loans 83.6% 84.1% 79.7% 75.2% 82.5% 83.1% 87.7% 89.2% 89.5% 86.9% 87.1% 89.1% 89.4% 
Cash 13.2 12.1 14.6 18.8 13.2 13.7 11.3 9.6 9.5 11.6 11.4 9.3 9.1 C"l 
Securities 1.7 1.9 1.4 3.2 2.7 2.3 .3 .6 .4 .8 .8 .9 .9 0 
Other assets 1.5 1.9 4.3 2.8 1.6 .9 .7 .6 .6 .7 .7 .7 .6 ~ 

'tl 
2 to 4 regionalb > 

Loans 85.4 84.1 82.0 78.2 79.5 83.0 86.4 85.9 85.7 82.0 84.9 86.3 88.2 ,., 
Cash 11.1 11.9 14.3 17.0 14.5 11.6 11.2 12.3 12.7 16.0 13.3 11.9 10.5 > 
Securities 1.8 2.3 2.4 3.7 4.4 3.1 1.3 1.0 .8 1.2 1..2 1.1 .8 

..., -Other assets 1.7 1.7 1.3 1.1 1.6 2.3 1.1 .8 .8 .8 .6 .7 .5 < 
to! 

9 to 32 loca[b 
0 Loans 80.7 79.3 84.9 81.6 82.5 83.3 85.8 84.5 84.9 80.8 84.2 85.2 84.9 'tl 

Cash 9.6 11.7 11.2 12.7 12.3 12.8 10.8 12.0 11.8 15.0 12.3 11.7 11.7 to! 
Securities 5.1 3.5 .6 .6 .8 .6 .3 .4 .3 .7 .8 .6 1.2 ,., 
Other assets 4.6 5.5 3.3 5.1 4.4 3.3 3.1 3.1 3.0 3.5 2.7 2.5 2.2 > ..., 

229/ocal• z 
Loans 84.6 .. .. .. 78.8 .. .. 85.1 . . .. .. . . .. ~ 
Cash 7.8 .. .. .. 9.4 .. .. 8.7 . . .. .. .. . . 

to! Securities 3.8 .. .. .. 7.0 .. .. 3.1 . . .. .. . . 
~ 

Other assets 3.8 .. .. .. 4.8 .. .. 3.1 . . .. .. . . .. 'tl 
to! 

• The number of companies for each year will be found in Appendix Table B·l. 
,., 

• Based on data from the National Credit Office, Inc. Some of these companies are included in the 229 local companies of the to! 
income tax sample. z 
• Based on tabulations prepared by the Income Tax Study. C"l 

to! 
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The low proportion of repossessions may be explained in se,·eral 
,,·aYs. On recourse paper, sales finance companies were able to 

tnnsfer repossessions to the dealer, so that their own balance 
sheets and operating statements were not affected. Some companies, 
reluctant to show an increase in repossessions on their balance 
sheets, since it might ad,·ersely affect their borrowing power, 
charged the entire acquisition cost of the repossession to a resen·e 
for losses, and showed recO\·eries when the asset was disposed of. 
_-\lso, sales finance companies made strenuous efforts to dispose of 
repossessions, sometimes by sale at auctions, or by transfer to sub­
sidiaries, whid1 frequently disposed of tl1e article in a community 
in whid1 tl1e parent company did not operate. The dollar decrease 
noted in total miscellaneous assets during 1929-33 probably re­
sulted, in part, from a decrease in net fi:xed assets, brought about 
by an increase in tl1e resen·e for depreciation. 

1:\Dl'STRLU B.\.'\KI:\G CO~IP A.'\'IES 

_-\lthough non-inYesunent type industrial banking companies are, 
in general, similar to personal finance companies in tl1eir sources 
of funds and asset distributions, it is notable tl1at tl1eir loan Yolume 
fell off considerably during tl1e depression, and failed to regain 
its pre-depression lerel in 1936. Percentage distributions of total 
assets of selected samples of industrial banking companies are shown 
in Table 6.5 

Loans of inresunent type industrial banks, whether calculated 
in percent of assets or in tenus of 1929 outstandings, fell off almost 
as drastically as tl10se of commercial banks during the depression 
and only regained tl1eir pre-depression lerel in 1936. The inability 
of industrial banks to maintain loan rolume during tl1e depression 
is due to tl1e fact tl1at depositors in industrial banks did not with­
draw tl1eir funds to an extent comparable with tl1e decline in de­
mand for suitable loans. The initiati\·e for urying the supply of 
funds did not rest witl1 tl1e institution, as in tl1e case of tl1e other 
specialized agencies. In part, also, industrial banks required a 
greater amount of liquidity than tl1e other agencies because of 
the uncertain stability of deposits. 

s The apparenth· lower loan proportion for insured industrill banks in 19$6 than 
for those included in the income tax sample is due to deduction of hYpo!.heca!.ed 
deposits from their loans. 



TABLE 6 

PERCENTAGE DISTRmUTION OF ToTAL ASSETS OF SELECTED SAMPLES OF INDUSTRIAL BANKING CoMPANIES, 

YEAR-END 1929-41, BY AsSET lTEMSa 

Sample 

92 non-investment typeb 
Loans 
Cash 
Securities 
Other assets 

112 investment typeb 
Loans 
Cash 
Securities 
Other assets 

6 largest insured" 
Loans 
Cash 
Securities 
Other assets 

All other insured" 
Loans 
Cash 
Securities 
Other assets 

1929 

89.7% 
2.3 
4.3 
3.7 

83.5 
4.9 

10.1 
1.5 

1930 1931 1932 1933 

82.5% 
4.3 
7.3 
5.9 

73.4 
7.3 

16.0 
3.3 

1934 1935 1936 

84.3% 
3.3 
6.7 
5.7 

82.3 
6.1 
9.4 
2.2 

62.8% 77.8% 76.8 
8.6 6.6 7.6 

25.1 12.8 12.2 
3.5 2.8 3.4 

74.0 
8.8 

12.3 
4.9 

75.1 
9.7 

11.3 
3.9 

77.4 
10.9 

8.0 
3.7 

1937 1938 19_39 1940 1941 

76.3% 73.4% 73.0% 75.9% 76.5% 
9.2 12.2. 13.1 14.0 14.4 

11.8 12.2 11.8 8.4 7.7 
2.7 2.2 2.1 1.7 1.4 

79.3 
9.8 
7.9 
3.0 

75.8 
13.7 
7.8 
2.7 

74.7 
15.6 
7.2 
2.5 

76.3 
16.0 

5.4 
2.3 

74.4 
18.3 

5.1 
2.2 

• The number of companies for each year will be found in Appendix Table B-1. 
"Based on tabulations prepared by the Income Tax Study. Some of these investment type industrial banks are insured. 
• Based on data from Federal Deposit Insurance Corporation. Asset distributions are based on averages of figures for beginning, 
middle and end of year, except in 1934 and 1935; deposits accumulated for the repayment of loans have been deducted from 
total assets and from loans; and banks that operated less than the full year or whose operations were materially affected by 
mergers during the year are not included. 
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The tendency of investment type industrial banking companies 
to engage increasingly in a general deposit banking business led 
to a progressive shift in their cash requirements from those charac­
teristic of consumer instalment financing to those more typical of 
banks of deposit. In 1929, practically all of the companies included 
in the income tax sample reported cash holdings of less than 5 
percent of total assets, but by 1936 one-third reported cash in excess 
of I 0 percent and another third reported cash between 5 and 10 
percent of total assets. In 1936 insured industrial banks had cash 
averaging about 9 percent of total assets; by 1941 cash had in­
creased to about 16 percent. 

Industrial banks showed an average investment in securities 
somewhat higher than that of the other specialized agencies but 
sharply under that of commercial banks. A steadily increasing 
number of investment type industrial banking companies included 
in the income tax sample held tax-exempt securities over the period 
1929 to 1933, though the amounts did not constitute a large pro­
portion of total assets. The figures for insured industrial banks 
show higher securities proportions than those for noninsured com· 
panies. These differences, highlighted in 1936 by separate tabula­
tions of these companies in the income tax sample, can be attrib­
uted to the greater degree to which the insured institutions were 
taking on the characteristics of commercial banks. From 1938 to 
1941, however, while the volume of their assets expanded, the 
securities proportions of insured industrial banks declined.6 

It was in investment type industrial banks that miscellaneous 
assets constituted the smallest proportion of the total, although in 
6 In the asset distributions prepared from data of the American Industrial Bankers 
Association, showing investment and non-investment type companies separately, cited 
in National Bureau of Economic Research (Financial Research Program), Industrial 
Banking Companies and Their Credit Practices, by Raymond J. Saulnier (New York 
1940) p. 69, securities proportions were somewhat higher, with loan proportions 
correspondingly lower, than in the income tax tabulations, or in the tabulations of 
insured bank data prepared by the FDIC. It may be assumed that the AlBA data 
were based on consolidated reports for each company, whereas in the income tax 
data the figures are not consolidated; in other words, holdings in subsidiaries appear 
as securities. This difference in procedure could readily account for the small dis­
crepancies shown. 

A tabulation of 64 insured and noninsured 1\lorris P'an companies-most of which 
are of the investment type-prepared from Polk's Bankers Encyclopedia for Decem­
ber 31, 1938, cited in Saulnier, op. cit., p. 68 shows an asset distribution similar 
to that shown for insured industrial banks, when not adjusted for hypothecated 
deposits. 
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dollar amount they in~reased sharply fmm 1'929 to 1933 in the 
companies includet;l' in the income ta~ sample. Thi~ increase can 
probably be accounted. fm by the expansion in activities and, in 
some cases, by the acqui.sition o.f banking houses. The proportion 
dwindled in the ·insured institutions with the expansion in their 
assets after 1933. · 

FEDERAL CREDIT UNIONS 

Federal credit unions, from 1934 to 1941, showed an ability to main­
tain almost as large a proportion of total· assets in the form of 
loans as the other consumer credit agencies. 'fhis proportion, how­
ever, declined slightly but continuously during 1937-40, falling 
from 81.5 to 77.8 percent; and dropping further during 1941 to 
65.6 percent.7 The asset distribution of all reporting federal credit 
unions, 1934-41, is presented in Table 7. 

TABLE 7 

PERCENTAGE DISTRmUTION OF ToTAL AssETS OF FEDERAL 

CREDIT UNroNs, 1934-41, BY AssET ITEMsa 

Tear Loans Cash Securities 

1934 66.2% 33.1% 
1935 77.3 21.8 
1936 80.2 17.9 b 

1937 81.5 16.1 b 

1938 80.7 15.4 3.5% 
1939 79.5 14.0 6.2 
1940 77.8 13.5 8.2 
1941 65.6 17.8 15.8 

Other 
AssetJ 

.7% 

.9 
1.9 
2.4 
.4 
.3 
.5 
.8 

• Based on data from U. S. Farm Credit Administration, Division of Finance and 
Accounts; figures pertain to all reporting federal credit unions; the number for each 
year will be found in Appendix Table B-1. 
b Amounts not available; included with other assets. 

During the early years of their existence, federal credit unions 
appear to have retained their surplus funds largely in the form 
of cash, in anticipation of demands for loans from members. In 
time, however, a good many credit unions seem to have decided 
7 Francis E. Wilcox, in A Statistical Study of Credit Unions in New York (Chicago 
1940) pp. 80, 82, shows that at the end of 1937 state-chartered credit unions over ten 
years old had a lower ratio of loans to total assets than credit unions less than ten 
years old (68.4 compared with 78.5 percent). 
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that their members' demand for loans would develop no more 
rapidly than the influx of share capital from other members. As a 
result, since stringent regulations govern credit unions' inrestment 
of funds other than in loans to members, there was an increase in 
investments in United States government securities, and even more 
in insured shares of savings and loan associations. 

By the end of I 940 the total inrestments of federal credit unions 
amounted to 8 percent of their total assets; by 1941 it had risen to 
16 percent, probably as a result of a concerted demand that credit 
unions invest all a\·ailable funds in gm·ernment securities and 
keep their loans at a minimum. In assessing the adrantages of this 
procedure from the viewpoint of the war effort, it should not be 
overlooked that such a development might erentually jeopardize 
the whole credit union system and make it necessary for members 
to turn to other, more expensive sources of loans. 

CO::\I~IERCL\.L BANKS 

The drastic contraction which occurred after 1930 in the relative 
loan rolume of commercial banks is pictured in Chart YII, which 
shows percentage distributions of assets of all commercial banks 
from 19I 9 to June I942. From 1900 to 1930 the loans of all national 
banks fluctuated between 52 and 58 percent of total assets. After 
I930 the decline was precipitous, to a low of 26 percent in 1936; 
since then the figure has fluctuated narrowly between 24 and 29 
percent, as total assets continued to expand. 

The loan proportions of commercial banks in the aggregate, how­
ewr, are necessarily weighted by those of the larger banks. In gen­
er::tl, the smaller b::tnks had a relatirely higher proportion of assets 
in the form of loans. 0\-er half of the 10,600 banks with arerage 
deposits of less than 2 million dollars held loans in excess of 40 
percent of total assets in I 940, whereas only six of the 132 banks 
with arerage deposits of more than 50 million dollars held loan 
proportions as high.8 It is this tendency tmrard a mucl1 smaller 

~See the Amwal Report of the Federal Deposit Insurance Corporation for 19-10, p. 
~01. In each \Car from 1!136 to 19-H the pcrcenta~e of insured commercial banks that 
had hi~h loan proportions was br~er than in the preceding vear. Published figures 
on loan proportions for a 11 insured commerci:ll banks, 1!13:3-41, and for insured 
commerciJI banks not members of the Federal Resen·e Svstem, 1!136 and 1!138, 
appear in the following .lmlllal Rrports of the FDIC: 1!136, p. 189; 1938, p. ~35; 1939. 
p. l~i; 19-40. p. 200; and 1!1-11, pp. 168, Iii. These published figures include banks 
designated in this study as insured industrial banks. 
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loan proportion among larger banks which results in a low figure 
for the country as a whole when the average is computed from dol­
lar aggregates; the figure obtained is materially higher when the 
ratios of individual banks are averaged.9 

Since size of banking center and size of bank are interrelated, it 
is not surprising that the percentage of banks in small towns hav­
ing a high loan proportion was larger than that of banks in large 

CHART VII 

UsES oF FUNos oF CoMMERCIAL BANKS, 1919-42a 

• Represents percentage distribution of total assets of all commercial banks. Based on 
Annual Reports of the Comptroller of the Currency. For 1919-34 and 1942 figures are 
as of June 30; for 1935-41 they are as of June 30 and December 31. 

cities. However, size of bank bore a closer relation to loan propor­
tions than did size of banking center. There was little apparent 
relationship between size of banking center and the loan propor­
tion among banks of approximately the same size; on the other 
hand, in centers of the same size, the loan proportion showed a 
9 Averages computed from ratios of individual banks were used throughout this 
analysis because of the bias in favor of the relatively few large banks obtained from 
averages based on do'lar aggregates (less than 10 percent of the insured commercial 
banks hold more than 80 percent of the assets) . 
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consistent downward tendency with increases in size of bank. This 
ln.mld indicate that it was the largest banks in specific centers, 
rather than all banks in those centers, which had the greatest diffi­
culty in finding outlets enough for suitable loans, or which deliber­
ately acquired securities. These were probably also the banks that 
showed the greatest growth in deposits, particularly in interbank 
deposits; and doubt respecting the stability of such deposits may 
hare prompted them to retain an ewn larger proportion of assets 
in liquid fonn than was held by other banks in the same centers. 

Broad geographic differences in commercial banks' loan propor­
tions are indicated by the fact that banks in agricultural areas gen­
erally tended to hold a high proportion of total assets in the form 
o£ loans. States in the midwest and south, generally considered 
to be dominated by agricultural and extracti,·e industries, showed 
higher a\·erage loan proportions than states dominated by manu­
bcture and trade.1o 

\\'ith respect to cash proportions, conflicting tendencies were 
shmm during the years 1936-40, among banks of different sizes 
lllcated in centers of different size. In centers of less than I 0,000 
population the smaller banks held a higher proportion of cash 
assets, and in centers of more than 10,000 the opposite was true . 

..\.mong banks of a gi,·en size, howeYer, those in the smallest and 
largest centers held a higher cash proportion than those in the 
intennediate size centers. In the smaller centers, banks tend to 
keep a larger proportion of till-money because they are at a greater 
distance from facilities for replenishing cash; also, if they are not 
members of the Federal Resen·e System, they tend to keep a large 
proportion of balances with correspondents. In the largest centers, 
higher legal reserres make for retention of a higher proportion 
of cash assets. 

CO:\"SC~IER 1:\"STAL~IE:\"T LOA:\"S OF CO)I~lERCIAL BA:\"1\.S 

\\'e hare seen (Table I) that the share of commercial banks in 
total holdings of consumer instalment loans increased greatly after 
19~9. rising to oYer one-fourth at the end of 1941. Xe\'ertheless, 
consumer instalment loans continued to represent only a small 

1~ Since a stltt' is not a h0mo~neous unit in its economic de,·elopment, state arer· 
3f:t:S are not an emireh< SJtis{~cto~· measure of such differences, but more accurate 
mtJmres are not readily a\-ailable. 
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proportion of total loans, and a much smaller proportion of total 
assets, of insured commercial banks. At the end of 1941 their hold­
ings of such paper amounted to about 1.7 billion dollars, or 8 per­
cent of their total loans and discounts.11 The proportion varied as 
markedly among individual banks as did the figure for total loans 
in percent of total assets. 

It is shown in Table 8 that while one-eighth of the insured com­
mercial banks reported no consumer instalment paper in 1941, more 

TABLE 8 

NUMBER AND PERCENTAGE DISTRIBUTION oF INSURED CoM­

MERCIAL AND INDUSTRIAL BANKS, MID-YEAR 1941, BY 

PERCENT OF CoNSUMER INSTALMENT LoANSa 

Co12SUT11er lmtalmtnt Commercial Banlcs lndustrtal Banlcs 
Loam in PI!Tcent of 

Total Loamb Number Percent Number Percent 

No cons. inst.loans 1,665 12.6% 

Under 2.5% 1,941 14.7 
2.5-5 1,822 13.8 1.2% 
5-10 2,989 22.6 
1Q-15 1,758 13.3 
15-20 1,147 8.7 

20-30 1,155 8.7 
30-40 412 3.1 1 1.2 
40-50 191 1.4 4 5.0 
50-60 76 .6 4 5.0 

6D-80 39 .3 15 18.8 
80 or over 25 .2 55 68.8 

ALL BANKS 13,220 100.0% 80 100.0% 

• Based on data from Federal Deposit Insurance Corporation. Cash depositories and 
banks that submitted reports covering less than the fu'l year's operations or whose 
operations were materially affected by mergers during the year are not included. 
bEach level is inclusive of the lower limit and exclusive of the upper. 

than one-eighth reported such paper in amounts of 20 percent or 
more of total loans. The proportion of total loans represented by 
consumer instalment paper was almost three times as large for 
11 While the proportion of consumer instalment loans to total loans showed a wide 
geographic range, varying from 3 percent in Rhode Island to more than 17 percent 
in Arizona and Oregon, no regular geographic pattern is evident. In general, the 
proportion is higher for the banks in the western and southern than for those in 
the eastern and northern states. 
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banks not members of the Federal Reserve System as for central 
reserve city member banks-12.2 percent as compared with 4.3 
percent.12 

In general, a commercial bank's strongest incentive in entering 
the field of consumer instalment financing has been the failure of 
business loans to increase with the volume of deposits. This might 
suggest that the larger banks in the larger centers, those that had 
experienced the greatest growth in deposits, would have had the 
strongest incentive to enter the consumer instalment field. How­
ever, although the growth in banks' consumer loans was greatest 
in the large centers, the large banks in those centers showed less 
of an increase than did the smaller banks.13 

These tendencies with respect to holdings of consumer instal­
ment loans by banks of different size in centers of different size are 
subject to wide variation, due probably to many factors, not all 
reducible to statistical analysis. It may be pointed out that inter­
est rates on agricultural and commercial paper show a wide geo­
graphic variation, and in an area where high rates of return can 
ordinarily be obtained on such loans there is less inducement to 
seek consumer instalment paper than in an area where traditional 
business and agricultural loans bring very low rates of return. 

Highly industrialized areas, on the other hand, provide a greater 
proportionate demand for retail instalment credit than agricultural 
areas, where fewer potential borrowers are in a position to make 
regular instalment repayments. A considerable proportion of the 
loans of small banks in rural areas had some of the characteristics 
of consumer instalment paper, but they cannot be regarded as such 
in any strict interpretation, because repayment was not provided 
for on a regular instalment basis. 

On this latter point pertinent data are available for the years 
1937-40, from a sample of 756 small banks, representing about 5 

12 See Federal Rese111e Bulletin (1\fay 19-12) p. 440. Fi~ures on the retail instalment 
outstandings of all insured commercial hanks were h!'l aYailahle as of D2cember 31, 
1939, when these banks submiued the figures on a supplemcntarv schedule to the 
federal hank supenisory a).(encies: these h).(ures are summ:n ized, Lv states, in the 
Federal Reserve Bulletin (June 19-10) p. 526. More comprehensive data on consumer 
instalment loans held by insured commercia' banks haYe been available semi-annually 
>ince December 31, 19!0; these figures are summ:nited. by states. in the Fedem/ 
Reserve Bu/leti11s and in Federal Deposit Insurance Cmporation, .·lsstls and Liailili· 
ties of 0perati11g Insured Banks, 
13 See Appendix Table B-5, 
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percent of all insured commercial banks.14 All of them earned mate­
rially higher rates of income on their loans than did other banks 
in the same state, and they attributed their higher-than-average 
income rates to the fact that a large fraction of their loans were 
small in amount. Of those banks that gave some indication of the 
dollar size of their loans all except a negligible proportion reported 
average loans of less than $500. 

Some of these loans were reported by the banks as consumer 
instalment paper; but whether or not they were so reported, they 
appeared to be very similar in character to the usual cash loan 
extended by consumer instalment financing agencies, in respect of 
size of loan, security, and character of the charges imposed. But 
though to some extent they were made to farmers and local busi­
nessmen for business purposes, they did not provide for equal 
instalment repayments at regular intervals. A large proportion of 
the banks made loans to factory employees and other workers, 
providing for complete repayment within short periods of time, 
sometimes as short as 15 or 30 days. 

WAR DEVELOPMENTS 

How well the consumer instalment financing agencies will be able 
to adjust themselves. to drastic changes during the war period re­
mains to be seen. Cessation of the production of automobiles and 
many other types of durable consumer goods has already created 
severe problems for the sales finance companies. In the past this 
type of agency had the most flexible sources of funds, and curtail­
ment of operations was followed rapidly by curtailment of out­
standing obligations. The decrease in the volume of retail instal­
ment business has now become so severe that sales finance com­
panies have taken additional steps to adjust their operations. 
14 Correspondence undertaken in order to verify amounts reported as loan income, 
193740, by individual insured commercial banks not members of the Federal Reserve 
System resulted in a body of usable inlormation with respect to the character of loans 
and of charges. This samp~e consists of banks whose rate of income on loans, after 
verification, remained higher than the average for their respective states. Most of the 
banks included in the sample held total loans of less than $100,000, and were 
located in towns of less than 2,000 population, in the sonthern and western states. 
There were 26 of the banks, however, whose total loans amounted to $500,000 or more 
(6 whose loans exceeded ·$1,000,000), and 24 that were located in centers with a 
population of 50,000 or over. In this connection it is of interest that many country 
banks, responding to an inquiry from the National Bureau in connection with an 
earlier study, reported that all loans made by them were "personal" loans. 
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Some of the smaller companies ha,·e announced their intention 
of liquidating; others that had a substantial proportion of small 
loan business haYe shifted o,·er completely to that type of activity. 
The larger companies, which had already developed other outlets 
for funds, have been spurred to expand into additional channels, 
such as the discounting of accounts recei\·able, making working 
capital loans to companies with war contracts or subcontracts, and 
e\·en acquiring manufacturing or engineering subsidiaries engaged 
in the war effort, or insurance companies. One large regional com­
pany has sold its recei,·ables to a national company, and another 
has been purchased by an affiliate of a large branch bank system, 
some of its automobile recei,·ables and offices being acquired by 
the bank. 

Figures for cash-lending agencies re,·eal that tl1eir loans also fell 
off during 1941, and more drastically during 1942, after Regulation 
'\\'became effecti,·e. The decline was particularly acute among the 
industrial banking companies and credit unions. The decrease in 
loan ,·olume among industrial banks has resulted in increased hold­
ings of l.:nited States government securities in an effort to keep 
idle funds employed; and tl1e same is true of credit unions. 

On tl1e other hand, a number of personal finance companies 
ha,·e succeeded in sufficiently curtailing tl1e amount of funds, 
through the retirement of borrowings or of preferred capital, to 
a\·oid the retention of large supplies of vital funds. A number of 
personal finance companies haYe also been absorbed by other units, 
including one large local company in tl1e Xational Credit Office 
sample. 
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Sources and Rates of Income 

DuRING the period 1929-41, consumer instalment financing agencies 
derived practically all of their income from loans, whereas commer­
cial banks in the aggregate derived substantial amounts of income 
from other sources. Not only was the level of the effective rate of 
income received on loans markedly different for each type of spe­
cialized agency and for commercial banks, but effective rates dif­
fered even more significantly among individual institutions. These 
variations reflected primarily differences in the character of the pre­
dominant type of paper and in the size of the average loan held. 

SOURCES OF INCOME 

The income of sales finance companies took many forms: discounts 
on retail instalment paper, income from wholesale financing, com­
missions on insurance, and sometimes interest on small loans, in­
come from factoring (the discounting of accounts receivable) and 
from rediscounting the paper of other finance companies. Income 
from securities was negligible. 

Despite wide variations between companies, discounted retail in­
stalment paper normally furnished the bulk of gross earnings. 
Although wholesale financing-the financing of dealers' purchases 
-accounted in general for 10 to 20 percent of receivables outstand­
ing at any one time, it accounted for a materially smaller proportion 
of gross income, because rates were set low as a competitive device 
intended to enable the company to share in the dealer's retail in­
stalment paper. 

Insurance income tended to be the second most important source 
of earnings in an automobile sales finance company. Although such 
income was sometimes derived directly from subsidiary insurance 
companies it more frequently took the form of commissions on in­
surance business placed with independent companies. A sample of 
10 local sales finance companies reporting this item separately in 
1937 revealed insurance commissions ranging from 0.1 to 21.3 per-

72 
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cent of total earnings: m 5 of the companies commissions ex­
ceeded 10 percent.1 

If a sales finance company engaged in the extension of small loans 
at all, it constituted as a rule only a very small pan of the business. 
Loan extension deri,·ed mainly from the refinancing of unfulfilled 
contracts, a procedure sometimes interpreted as making the contract 
subject to statutory interest prm·isions. Most sales finance com­
panies engaging in this type of business soh·ed the legal problem by 
setting up subsidiaries licensed as small loan offices, and charged the 
usual small loan rate on the unpaid balance (including the original 
finance charge). Such offices were able to extend small loans that 
were not connected with refinancing, but their business represented 
only a minor fraction of the sales finance company's actiYities. In a 
sample of 48 national, regional and local companies small loans con­
stituted only 0.5 percent of outstandings at the end of l93i, though 
for the 40 local companies of this group the proportion ran as high 
as 6 percent.!! 

Factoring. the discounting of nrious types of accounts receivable, 
and the rediscounting of other finance company paper are specialized 
types of acti,·ity in which few sales finance companies engaged. Two 
large organizations of natimm·ide scope developed, hm,·eyer, a sub­
stantial amount of factoring, and a few companies rediscounted 
other finance company paper. 

The income of personal finance companies consisted almost en­
tirely of interest on loans, except in those jurisdictions where lend­
ers were permitted to make a sen·ice charge. In this study both types 
of charge are regarded as income on loans, and no attempt is made 
to distinguish between them. 

Some personal finance companies recei,·ed income from interest 
on b:mk balances or on inYestments, but only an insignificant 
amount. Collections on accounts pre,·iously charged off are Yariously 
treated in published figures either as income or as a deduction h·om 
expenses; they represented about I to 3 percent of total income, 
,·arying from year to year and from company to company. '\'hen, to 
meet competition from other types of consumer instalment financ­
ing agencies, some personal finance companies undertook the 
1 See :\Jtional Bureau of Economic Research (Financial Research Program), Sales 
fi,:ancr Comfltl'lie"s a11d Thtir Cre"dit Practices, by Wilbur C. Plummer and Ralph A. 
Young (:\e,,· York 1940) p. ~47. 
:Ibid~ p. 39. 
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financing of retail instalment sales, commissions on insurance place­
ment constituted a further source of income. 

Among industrial brow income from loans constituted, on the 
average, about 85 to 90 percent of the total, as can be seen from 
Table 9 (see also Table 12). The importance of other sources of 
income varied from one institution to another, depending on the 
degree of diversification of activities: other sources include factor­
ing, interest and dividends on securities, rents from real estate and 
from safe deposit vaults, insurance commissions, service charges on 
checking accounts and interest on bank deposits.3 

In the industrial banking company which limited its lending 
activities to cash instalment loans, income from loans-including 
interest, fees and fines-amounted to practically the whole of total 
earnings. But some industrial banks developed a substantial amount 
of sales financing, both retail and wholesale,4 and their income from 
loans and discounts was likely to be supplemented by insurance 
commissions. 

A good many industrial banks have attempted to diversify their 
activities, engaging to an increasing extent in a general banking 
business. Within the last few years, for example, several insured 
industrial banks have acquired membership in the Federal Reserve 
System, or have acquired a national bank charter, with a change in 
name. Whether this diversification of activities has been stimulated 
by growing competition from commercial banks in the field of con­
sumer instalment loans cannot be determined. 

3 A discussion in considerable detail of the income of industrial banking companies 
appears in National Bureau of Economic Research (Financial Research Program) , 
Industrial Banking Companies and Their Credit Practices, by Raymond J. Saulnier 
(New York 1940) Chapter 7. 
The figures in the present table differ from those in Saulnier (pp. 148-49) for the 

following reasons: first, they include data on several insured industrial banks that 
became members of the Federal Reserve System in the later years; second, amounts 
reported as income from loans have been revised to include investigation and 
penalty fees, service charges and fines on loans, which bad been improperly reported 
by the banks under other captions; third, recoveries on assets and profits on assets 
sold or exchanged have been excluded from total income and considered as olfsets 
to gross charge-offs, in order that the ligures for total income may be on a basis 
consistent with the income tax tabulations and with the concept of gross or total 
earnings from current operations, as reported by insured commercial banks. 
4 In recent years about 10 percent of total loans of industrial loan companies in 
Indiana have consisted of retail instalment sales contracts, and about 5 percent of 
real estate mortgage loans. In some insured industrial banks retail instalment paper 
amounted to as much as 60 percent of total loans on December 31, 1940. 



TABLE 9 

PERCENTAGE DISTRIBUTION oF ToTAL INcOME OF ALL INSURED INDUSTRIAL BANKS, 

1934-41, BY SouRCE OF INCOMEa 

Source 1934b 1935" 1936 1937 1938 1939 1940 1941 

Interest, discount and 84.0% 87.2% 89.1% 89.5% 89.7% 88.0% 90.0% 89.5% 
fees on loans 

Interest and dividends 
on securities 8.5 5.8 4.3 4.0 3.7 4.0 2.1 2.3 

Commissions, fees, scrv-
ice charges 3.7 3.8 4.1 4.4 4.6 5.7 6.3 6.6 

Other current operat-
ing earnings 3.8 3.2 2.5 2.1 2.0 2.3 1.6 1.6 

TOTAL 100.0% 100.0'/? 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 
$7,880,000 $9,252,000 $11,484,000 $13,776,000 $15,070,000 $16,515,000 $18,407,000 $20,226,000 

Number of banks 60 62 63 66 70 73 75 80 

• Based on data from Federal Deposit Insurance Corporation. Banks that submitted reports covering less than the full year's 
operations are not included. 
~Partially estimated, on the basis of corrected figures submitted by the reporting banks for 1936-41. 
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Such competition has undoubtedly played a part, but it is also 
true that many business loans originate with successful clients who 
were'~ormerly consumer-borrowers, or depositors. The expansion of 

.,service facilities represents an attempt to satisfy more completely the 
bankinf§ needs of customers. Income from such services-rent for 
safe deposit facilities, insurance commissions, service charges on 
checking accounts (chiefly of the no-minimum-balance types)-still 
accounted for a very small proportion of total earnings in the aver­
age industrial bank in 1941, though the proportion rose steadily 
after 1934. In some of the large urban, insured institutions service 
income assumed more importance, but even there it rarely exceeded 
I 0 percent of total income. 

Income from loans consisted chiefly of interest and discount, al­
though in jurisdictions where statutes permitted, it included also a 
substantial amount from fees for investigation and other serviCes 
as well as from penalty fees or fines for late payments. In banks for 
which data are available such fees represented from 15 to 40 percent 
of the interest on loans,s 

In view of the earlier discussion it is not surprising that income 
from securities represented a small and decreasing proportion of 
industrial banks' total earnings for the period under review. In 1941 
only one insured industrial bank received income from securities 
amounting to 10 percent or more of total earnings (see Table 12, 
below). 

Among federal credit unions, as can be seen from Table I 0, the 
second most important source of income, after interest on loans, was, 
iri the early years, at least, the entrance fee. The Federal Credit 
Union Act of June 26, 1934, provides that each member shall "sub­
scribe to at least one share of [the credit union's] stock and pay the 
initial installment thereon and the entrance fee .... " This fee 
amounts to 25 cents, or 5 percent of the $5 par value of the first 
share subscribed, and the total of such fees represented a significant 
proportion of the total income of all credit unions in the years when 
expansion was rapid and many new organizations were being 
formed. But as the number of new credit unions has declined, the 
1 Fees and charges of reporting members of the American Industrial Bankers Asso­
ciation, 1936 and 1937, and of reporting members of the Morris Plan Bankers Asso­
ciation, 1937, aggregated in those years almost 20 percent of interest and discount on 
loans; see Saulnier, op. cit., p. 151. 



TABLE 10 

Pl·:ncENTAClE J)ISTIHBUTJON oF 'ToTAL lNcoMg or' REPORTING FEDERAL CREDIT UNJONR, 

1935-41, JIY Sour<CE oF INCOME" 

SfJUTCf! 1W5 1'J.J(j 1!137 1Y.JR 1fJYJ 

Inll"rrllt on loans 67.6% 85.8% 91.9% 93.6% 93.7% 

Entrance fe-es and finesh 29.0 12.1 6.6 4.7 3.9 

Incornc from invcstnwnts } 1.6 
3.4 2.1 1.5 1.7 

Other income .8 

TOTAL 100.0''/,, 100.0'/r, 100.0% 100.0% 100.0% 

1940 

93.1% 

3.0 

2.7 

1.2 

100.0% 
$112,000 $555,000 $1,399,000 $2,261,000 $3,570,000 $5,422,000 

Number of credit unions 762 1,701 2,276 2,753 3,172 3,715 

• Ba.c·d on data frorn U. S. l'ann Credit Arhnini.~tration, Division of I'inancc and An:ouuts. 

1Y41 

95.8% 

3.4 

.8 

100.0''/,, 
$7,2'.!3,000 

4,144 

"In 1!1:1H and lmhseqtH.'nl yearH tllis item-whi<:h is used to augment a reserve for bad lo;11"-wall not reg-arded in the source. 
r<'JHH'IS as a part of income. It is here so reg-arded, however, fron1 J!J35 to 1!110; in l!HI the amount of this itern wa,; not published 
and it is therefore necessarily excluded; it probahly did not exceed 2 percent of total income. 
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income from fees has also fallen off in relation to the aggregate 
total.6 

The Federal Credit Union Act also specifies that a credit union 
may "tine members, in accordance with the by-laws, for failure to 
meet promptly their obligations to the Federal credit union." In 
accordance with the practice followed in this study with regard to 
industrial and commercial banks, such fines are considered as a por­
tion of income from loans. Although in the published reports fines 
are not segregated from entrance fees their amount appears to have 
been nominal. 

Investments permitted to federal credit unions are limited to 
those whose anticipated rate of return is materially lower than that 
on loans to members. Income from investments, while still only a 
small proportion of total income in 1941, increased considerably 
from 1938 to 1941, and may be expected to rise even more sharply 
as credit unions continue to invest all available funds in United 
States government securities. 

With the rise in prices of government securities in recent years 
some federal credit unions may have received a significant propor­
tion of total income from profits on securities sold; in the aggregate, 
however, this item has probably been unimportant. In Massachu­
setts, where credit unions operating under State charter have been 
permitted to invest in real estate mortgages, these investments have 
reached sizeable proportions in relation to total loans. The income 
they produce has not been segregated in reports of the State Superin­
tendent of Banking from income on other loans. 

In sources of income, as in distribution of assets, commercial 
banks differ markedly, in the aggregate, from the specialized agen-

8 The entire amount of such entrance fees, as well as all fines and 20 percent of the 
net earnings of each year, must be segregated for the establishment of and addition 
to "a reserve fund against possible bad loans." This fund is directly analogous to the 
surplus frequently paid in at the organization of corporations, and to the surplus 
provided for in the organization of national banks. It is debatable, therefore, whether 
the entrance fees should be considered a portion of total income. Before 1938 they 
were so treated in reports published by the Farm Credit Administration; from 1938 
through 1940 the amount of fees and fines transferred to the reserve for bad loans 
was reported as a memorandum to the operating statement, rather than as a part of 
total income; for 1941 the amount of fines and fees was not reported. For the 
purpose of this volume, both fees and fines have been treated as a part of total 
income, and the transfer to the "reserve" is regarded as an allocation of net profits, 
rather than as an expense, 
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PERCENTAGE DisTRIBUTION OF ToTAL INCOME oF ALL INSURED CoMMERCIAL BANKS, 

1934-41, BY SouRCE OF INCOME" (dollar figures in millions) 

Source 

Interest and discount 
on loans 

Interest and dividends 
on securities 

Commissions, fees, serv­
ice charges 

Other current operat­
ing earnings 

TOTAL 

Number of banks 

1934 

45.5% 

36.2 

5.0 

13.3 

100.0% 
$1,518 

14,137 

1935 1936 

43.3% 42.3% 

36.9 36.7 

6.0 6.7 

13.8 14.3 

100.0% 100.0% 
$1,486 $1,567 

14,123 13,969 

1937 1938 1939 

43.5% 44.5% 45.3% 

35.0 33.6 32.5 

6.8 7.3 7.6 

14.7 14.6 14.6 

100.0% 100.0% 100.0% 
$1,634 $1,584 $1,606 

13,795 13,657 13,534 

1940 1941 

47.1% 49.0% 

30.7 29.4 

7.9 8.1 

14.3 13.5 

100.0% 100.0% 
$1,631 $1,730 

13,438 13,427 

a Based on Federal Deposit Insurance Corporation, Annual Report for 1941, p. 158. Cash depositories and banks designated in 
this study as insured industrial hanks are included. 

"' > 
>-1 
t-1 

"' 
0 ..., 

-z 
{"') 

0 
~ 
t-1 

-..:r 
r..o 



, So COMPARATIVE OPERATING EXPERIENCE 

cies.7 Table 11 shows that income from loans, which had represented 
more than 60 percent of the total income of commercial banks in 
the late 1920's, dropped as low as 42 percent in the years after the 
depression, and in 1941 represented only 49 percent. Throughout 
most of the 1930's interest and dividends on securities constituted 
about 35 percent of total income, the proportion declining after 
1938 as holdings of low-rate United States government securities 
increased. 

Among other sources of commercial banks' income that gradually 
increased in importance during the period under review, service 
charges on deposit accounts have become the most significant, 
although a decade ago they probably represented less than 1 percent 
of total income. Trust department income, rent from real estate and 
from safe deposit facilities, collection charges, insurance commis­
sions and fees account for practically all other forms of income from 
current operations.8 

For commercial banks, however, aggregate ratios for the various 
sources of income are strongly influenced by the fact that in the 
large banks in large centers income from loans represents a par· 
ticularly low proportion of total income. Actually, most banks have 
a higher figure for this item than is indicated in the table. If the 
average is taken from the ratios of individual banks, rather than 
from the aggregate amounts, thus eliminating the weight of the 
large banks, the figure for average income from loans in 1941 be­
comes 62 rather than 49 percent.9 

In more than three-fourths of the insured commercial banks in 
the country (see Table 12) income from loans in 1941 represented 
50 percent or more of total income, and in more than one-third of 
them such income amounted to 70 percent or more. Conversely. 
despite the fact that the average figure for income from interest and 
dividends on securities was about 30 percent, somewhat more than 
half of these banks derived less than 20 percent of total income in 
1941 from these sources and three-fourths of them received less than 
the average.10 

T The distribution of the sources of income of all national banks, 1917-37, in percent 
of gross current operating earnings, is presented in Annual Report for 1938 of the 
Comptroller of the Currency, pp. 100 ff. 
8 The proportion of total income derived from consumer instalment loans is not 
known. 
9 See also footnote 9, Chapter 3. 
1° About 70 banks, or 1 in 200, obtained more than 50 percent of their total income 
from sources other than loans and securities in 1940. These include banks with a 
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In the years for which data are auilable, small banks consistently 
received a higher percentage of their income in the fonn of interest 
on loans. This inverse relationship to size of bank was found to be 
characteristic, inespecti,·e of the size of the banking center or the 
geographic location. The consistently higher proportions shown by 
smaller banks reflect tl1eir greater utilization of anilable funds 

T.-\BLE 12 
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• B1$ed on data from Feder.1l Deposit Insurance Corporation. Cash depositories and 
b:mks that submitted reports coverir.g less than the full 1e;u"s operations or whose 
operations ,.-ere materilllv affected b1· mergers during the ve:u are not inc"uded. 
• Each level is inclusi1·e of the lower limit aud exclusi1e of the upper. 

(discussed in the preceding chapter), and also their higher rate of 
income on loans. 

Commercial banks' income from loans, in relation to total in­
come, appears to hare been much less closely related to size of center 
than to size of bank. True, banks in the smaller centers showed 
higher proponions, but for banks of the same size the proportion 

bt'.!f proportion of tnl>t actilities. a few imtiwtions 1\ith substanrial income from 
title departments. and others whose anilities consist chiell\· of the enc.1shment of 
checks. The heterweneit\· of the concept "comrnerci.ll bank" appears from the 
definition of the te~ as tl$ed in banking mtistics: see Jrwual R(port of the FDIC 
for llH I. pp. 89-90. 
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varied little, showing no consistent decrease as the size of the center 
increased. To this there was one noteworthy exception: among 
banks with deposits of $500,000 or less, those located in the very 
large centers showed a smaller loan income proportion than banks 
of the same size elsewhere. This may indicate that metropolitan 
banks have been better able to diversify their activities than banks 
of the same size in smaller centers. 

The proportion of total income received from loans showed some 
geographic variation. In the south and west both the smaller and the 
larger banks showed higher proportions than did banks of the same 
size in the east and north.11 Here, too, a contributory reason was a 
fuller utilization of lendable funds and, in particular, higher effec­
tive rates: among banks with the same percentages of loans those 
in the south and west showed higher average rates of income on 
them than did banks in other areas. Moreover, in the older, more 
stable eastern and northern sections more banks had developed sup­
plementary activities, such as real estate, trust, insurance, foreign 
and title departments, which contribute to total income-activities 
less fQ}ly developed by banks of comparable size in the south and 
west, further removed from the money markets. 

RATES OF INCOME ON LOANS 

The best obtainable measure of the effective use of loan funds,12 and 
of the average rate of charge borne by customers, is provided by 
computing income in percent of average or year-end outstanding 
loans. Such a measure must necessarily include, as a part of income, 
all fees or charges incident to the extension or collection of loans. 

The rate of income from loans in percent of average or year-end 
outstanding loans has been used for commercial banks (average 
loans), insured industrial banks13 (average loans) and federal credit 
unions (year-end loans), the only institutions for which it is readily 
available. The rate represented by total income in percent of aver-
11 Among banks of intermediate size-those with deposits between $500,000 and 
$5,000,000-geographic location did not appear to make so great a difference. 
12 The best measure of an institution's use of all funds at its command is tota' income 
in percent of total assets. This measure would be most useful in comparing the 
various types of consumer instalment financing agencies with one another, but it 
would be unsatisfactory in comparing them with commercial banks, since the latter, 
as a result of their monetary function, are not able to invest so large a proportion of 
their resources in productive assets: compare Table 13 and Appendix Table B·6. 
1s For these institutions the amount of loans used as the base is net after deduction 
of deposits accumulated for loan repayments. 
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age or year-end outstanding loans has been used as the best auilable 
substitute for companies in the income ta..x sample (year-end loans) 
and for tl10se in tl1e Xational Credit Office samples (a,·erage loans).u 
:\'eitl1er, howeYer, pro,·ides a perfect measure of tl1e rate of charge 
on loans, for both show tl1e a,·erage rate collected ratl1er tl1an the 
a\ erage rate charged.15 ~Ioreo\·er, they show tl1e a\·erage rate col­
lected on all paper acquired, weighted by tl1e amount of paper at 
each rate, rather than tl1e rate on any one class of loan. In tl1e fol­
lowing pages no distinction will be made between these measures, 
and both will be referred to as loan-income rates. 

Com pariso11 of A <·erages 
Significant differences in tl1e rates of income on loans are shown in 
Table 13, ·which presents aYerages for the ,-arious types of agencies 
and tl1e Yarious samples m·er tl1e period 19~9-4 1.16 A.ltlwugh tl1e 
aYerages shown by commercial banks were materially lower than 
iliose for consumer instalment financing agencies the rates of some 
of tl1e indi,·idual banks approached iliose characteristic of tl1e spe­
cillized institutions. 

:\mong the specialized agencies sales finance companies showed 
tl1e most marked decline in loan-income rate during tl1e period. 
Local sales finance companies reported an aYerage rate of 20 to 24 
percent in 19~9 and a rate of 16 percent in 1941; rates of tl1e larger 
companies fell off relati,·ely as much or more. The decline, after 
1934, should probably be attributed in part to ,-oluntary rate reduc­
tions following tl1e fayorable loss experience of tl1e depression, but 
primarily to reductions following the increase in competition as in-

u It is not likelr that this procedure results in anr signifiont overstatement. since 
income from lo.a.ns con'linues the m·erwhelming proportion of total income in 
the coruumer irutalment financing companies. In the :\'ational Credit Office samples, 
ho,,e,·er, this rate ma1· not be so accurate. for figures of some of the companies are 
b.L<ed on published statements, which ,.-ere probabh· not prepared in an entirely 
consistent manner from \ear to Year. 
lS The a\·erage of char~ coll~ted to char~ eamed nries greatlY from state to 
state and fr~m 1ear to, 1ear, with depressi~n and prosperitY. The. average for all 
reporting personal finance licen;;ees in selected states 1from 2 to 19 in 1-arious Years) 
ranged during 19'29-36 from Sl ro 9~ percent. For indhidual companies the variation 
1\ould be materiall~· greater. See ~1. R. :\'eifeld, Perso1~al Finance Comes of Jgt (Xew 
York 19~9) p. 2:::!-t 
16 1n the income tax tabulations-in conlrlSt to the probable practice in the 
:\'ationll Credit Office samples-had-debt reco,·eries were deducted from bad-debt 
e\pen_;.e; "hene1er the former e.xceeded the latter the e.xcess was treated as a 
nt-;,':ltile e.xpense item, not as a portion of total income. 



TABLE 13 00 ...,. 
LOAN-INCOME RATES OF SELECTED SAMPLES OF CONSUMER INSTALMENT FINANCING 

AGENCIES AND COMMERCIAL BANKS, 1929-41" 

Sample 1929 1930 1931 1932 1933 1934 1935 1936 1937 1938 1939 1940 1941 

Sales finance companies 
2 to 3 nationalb 17.7% 15.3% 14.6% 14.6% 16.6% 17.6% 14.9% 13.3% 12.0% 10.7% 11.0% 9.9% 10.2% 
2 to 4 regionalb 17.3 17.1 17.2 16.7 18.4 20.5 19.5 17.7 15.6 12.8 14.4 12.7 11.6 n 
9 to 32 localb 24.0 20.7 21.0 18.7 20.1 21.2 20.8 18.9 18.2 15.6 17.2 16.2 16.0 0 
202local• 19.6 .. .. 18.7 16.4 .. . . .. .. ~ 

Personal finance companies 0,:, 

2 nationald .. 32.6 32.8 33.4 35.0 34.7 34.0 33.2 33.8 31.8 32.0 31.1 30.5 > 
"' 2 to 5 regionald 37.2 35.5 29.1 35.6 33.2 35.5 36.7 36.5 35.5 33.4 32.1 32.5 33.2 > 5 to 7 locald .. .. .. 32.1 34.0 33.7 31.7 29.4 30.7 32.5 31.5 .., 

153 local• 25.5 .. .. 26.0 .. .. 26.7 .. .. .. . . . . 
< 

79 non-invest. type indust. bkg. cos.• 15.5 .. .. .. 13.7 .. .. 15.2 .. .. .. . . .. tzl 

Invest. type indust. banks 0 
56 noninsured• 10.4 .. .. .. 10.4 10.3 .. .. . . 0,:, 

6 largest insured• .. .. .. .. .. 11.5 9.4 10.4 10.7 11.1 10.5 10.0 9.4 tzl 

"' All other insured• .. .. .. .. .. 12.5 12.0 13.0 12.8 12.5 12.3 11.8 11.3 > 37 insured• 10.0 .. 10.1 9.3 .. .. .. . . .., 
Credit unions 

.... 
z 

All reporting federal c;'l 

credit unions1 .. .. .. .. .. . . 4.1 6.5 8.2 8.9 8.8 9.0 10.1 
tzl 

Commercial banks X 
All nat!. banks (loans)" 6.1 5.6 5.2 5.3 4.8 4.7 4.6 4.5 4.4 4.4 4.5 4.4 4.2 0,:, 

All insured banks (loans)• .. 4.6 4.4 4.3 4.3 4.4 4.5 4.4 4.3 tzl 

All natl. banks (securities)b 4.5 4.6 4.2 4.1 3.6 3.4 2.9 2.7 2.7 2.6 2.4 2.2 2.0 "' All insured banks (securities) 1 .. .. .. .. 3.2 2.9 2.7 2.7 2.6 2.4 2.2 2.0 tzl 
z 

(footnotes on opposite pa.ge) 
n 
tzl 
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dustrial and commercial banks expanded their activities in this 
fieldP 

In almost every year national and regional sales finance com­
panies sho"·ed lower income rates than the locals, the nationals 
showing the lowest. These differences, reflecting differences in char­
acter of business, are indicative of the larger proportion of low-rate 
wholesale paper acquired by the larger companies.18 

Highest in a\·erage loan-income rate was the personal finance 
group. The companies in the income ta.x tabulation, 1929, 1933 and 

1~ :\ portion of the drop since 1938 nuv be attribmed to a change in operating 
practices; at that time m:uw sales finance comp:mies lo11·ered their discount rates 
and discontinued rebates to de:~lers subsequent to col'ections. 
1s The lmrer rates shown for the local sales fin:tnce companies in the income tax 
sample than for the local companies in the :\'ational Credit Office sample in 1929, 
1933 and 1936 probablY resulted from the use of vear-end loans as the base in the 
income tax sample rather than aYerage loans, as in the :\ational Credit Office 
samp1e. In all three years year-end outstandings were higher than the aYerage for 
the year. 

FOOTXOTES TO HBI.E 13 
• Except where otherwise indicated the figures represent total income (which is, except 
in commercial banks, composed predominantly of loan income) in percent of average 
or ,-ear-end loans ouNanding. The number of companies for each year may be found 
in Appendix Table B-1. 
h Based on data from the :\ational Credit Office, Inc. Some of these companies are 
included in the 202 local companies of the income tax sample. In the majority of cases 
reco,·eries are probably included in total income. Here the denominator is the arerage 
of loans outstanding at beginning and end of year. 
• Based on tabulations prepared by the Income Tax Study. The figures represent total 
income in percent of year-end loans outstanding. 
• Based on data from the :\a tiona! Credit Office, Inc. Some of these companies are 
included in the 153 local companies of the income tax sample. In the majority of 
cases recoreries are probably included in total income. Here the denominator is the 
average of loans outstanding at beginning and end of year. 
• Based on data from Federal Deposit Insurance Corporation. The figures represent 
income on loans only (not total income) in percent of average of loans omstanding 
at beginning. middle and end of year, except for industrial banks in 1934 and 1933, 
,,·hen Year-end Io.1ns oumanding are used; deposits accumulated for the reparment of 
loans ha,·e been deducted from total loans of industrial banks. Cash depositories and 
banks designated in this studr as insured industrial banks are included with all 
insured co~merdal banks. · 
I Based on data from r. s. Farm Credit Administration. Di\·ision o£ Finance and 
Accounts. The figures represent income on loans only (not total income) in percent 
of ,·ear-end loans outstanding. 
'Based on data in Annual Reports of the Comptroller of the Current\'. The figures 
repr~nt income on loans only (not total income) in percent of arerage of loans out­
Standing on call dates during the ~ear. 
~Income on securities in percent of arerage of securities held on call dates during the 
\ear. For source see footnote g abO\ e. 
' Income on securities in percent of a'erage of securities held at be:..:inning. middle and 
end of year. For source see footnote e abore. 
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1936, reported an average rate of about 26 percent,19 and the 
smaller group of national, regional and local companies in the Na· 
tional Credit Office sample indicated considerably higher rates. In 
part the latter are due to a definitional difference, for among the 
majority of companies in the smaller samples, "total income" prob· 
ably included recoveries on assets previously charged off-an item 
which was significant after the depression and was treated as a 
deduction from expenses in the income tax data. 

The difference thus produced between the two sets of data is 
much smaller, however, than the differences between one company 
and another in the income tax sample, and therefore the two sets of 
samples may be considered fully corroborative. While fluctuations 
appear in the rates shown for the samples of personal finance com­
panies, only a minor downward tendency can be discerned from 
data covering the last decade.20 

For non-investment type industrial banking companies included 
in the income tax sample average total income in percent of year­
end loans outstanding was lower than for either personal finance or , 
sales finance companies, but higher than that for the other indus­
trial banking companies. Its fall from 1929 to 1933 was probably 
due to collection delinquencies, for its former level was regained 
in 1936. 

Over the same period noninsured investment type industrial 
banking companies included in the income tax sample maintained 
a notably stable loan-income rate, but the insured companies expe­
rienced a slight drop. Data for 1934-41 on the six largest insured 
industrial banks, and on all other banks in this class, reveal a down­
ward tendency after 1938, indicative of the expansion of lending 
activities to include more non-consumer loans as a result of com-
petition from commercial banks. · 

Federal credit unions are permitted to charge interest on loans at 
an effective rate not exceeding 1 percent a month. Actually, the 
average effective rate reported rose from 8.2 percent in 1937 to 10.1 

1' The use of a higher-than-average year-end base of outstanding loans in 1929 and 
1936 results in an understatement of the loan-income rates for the personal finance 
companies in the income tax sample. See Appendix Table A-2. 
20 Neifeld, op. cit., p. 220, presents a table showing gross earnings of personal finance 
companies. in percent of total assets, by states, for 1929-86: these, too, show no con· 
sistent tendency, nor do figures supplied to me by Mr. Neifeld for the years 1937-40. 
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percent in 1941.21 These rates are comparable to, or lower than, 
those received by commercial banks and insured industrial banks 
on consumer instalment paper. The low credit unions' rates may be 
attributed chiefly to low investigation and collection expenses, re­
sulting from their cooperative character. Since the handling of small 
loans generally entails high costs per dollar it is significant that the 
average size of all federal credit union loans since their organiza­
tion has been $10822-an amount no larger than the average loan 
of personal finance companies and materially below the average 
consumer loan of industrial and commercial banks. 

From 1929 through 1933 the loan-income rate received by com­
mercial banks dropped rapidly, but after 1934 showed only minor 
fluctuations. On the other hand, income from securities (in relation 
to average securities holdings) continued to decline from year to 
year, until in 1941 it was less than half the loan-income rate as 
against three-quarters of it in 1929. 

After 1934 the loan-income rate of all insured commercial banks 
was scarcely more than one-third the rate of all insured industrial 
banks, and approximately one-seventh the rate of personal finance 
companies. The lower average for commercial banks is due in large 
part to their high proportion of large commercial loans, commercial 
paper, bankers' acceptances and FHA Title II insured mortgage 
loans-on all of which the rate of charge is materially less than an 
consumer instalment paper. 

Variation Among Individual Companies 
Average loan-income rates, while significant for general comparisons, 
give no indication of the wide variation from one company to 
another within each type of institution. To a slight degree this varia­
tion may result from differences in geographic location, but in gen-
21 The materially lower rates shown in Table 13 for 1935 and 1936 result from the 
facts that year-end loans were used as the base in computing the average: that loan 
volume was expanding rapidly during this period as the number of credit unions 
grew; and that for a great many of the reporting institutions the amount of interest 
included probably represented income for only part of the year. These influences 
were probably also operative, to some extent, in later years. 

Francis E. Wilcox, in A Statistical Study of Credit Unions in New York (Chicago 
1910) Table 20, p. 54, shows that interest rates charged borrowing members of state­
chartered credit unions in New York State, 1937, ranged from % percent to l percent 
per month. Although a discount rate of 6 percent per annum in advance (equivalent 
to 0.97 percent per month on an actuarial basis) was the most common rate charged, 
67 of 148 credit unions reported lower rates. 
22 U.S. Farm Credit Administration, Ninth Annual Report (Washington 1942) p. 135. 
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eral it indicates that the companies in any one type of agency have, 
despite their similarity of function, engaged to a greater or lesser 
degree in other specialized activities which affected their rates of 
income.23 

Chart VIII indicates for 1936 (1938 for commercial banks) the 
percentages of companies in various types of agencies which re­
ported five different levels of loan-income rate.24 Though the rates 
of individual companies showed marked shifts from 1929 to 1933 
and also, though less notably, from 1929 to 1936, there was no dis­
cernible trend in the percentage reporting different rat<";s. The move­
ment was toward the middle, and away from both the high and low 
rates, except among the investment type industrial banking com­
panies: between 45 and 70 percent of the companies reporting high 
rates in 1929 reported lower rates in 1933 and 1936; and conversely, 
a substantial percentage of those reporting low rates in 1929 re­
ported higher rates in 1933 and 1936. 

A majority of the personal finance companies-nearly two-thirds 
-reported rates of 16 to 32 percent in 1936. The distribution of 
companies was such that two-thirds also fell in the 20 to 40 percent 
rate group.25 There was a tendency for the larger companies to show 
a higher rate than the smaller companies but it was not pronounced. 

For a personal finance company the rate represented by total in­
come in percent of year-end loans outstanding reflects closely the 
rate of charge on loans, since practically the entire income of a com­
pany engaged solely in the small loan business is derived from in­
terest on loans. Moreover, since seasonal fluctuation in personal 
finance company outstandings is slight (in contrast to new credits 
and repayments), it may be presumed that the rate base used here­
outstanding loans at a single date, December 31-achieves a reason­
ably satisfactory approximation of the rate that would be derived 
by using as base the average of loans outstanding throughout the 
year.28 i! ·!; ,.., l"'l'fll"l 

28 The extent to which ability or inability to collect charges "earned" affects the rates 
of individual companies cannot be determined; in a small proportion of cases this 
may be substantial. See footnote 15. above. 
24 No data are available on the loan-income rates of individual credit unions. 
25 Averages covering all licensees. hv states, show a substantial degree of geographic 
variation. See Russell Sage Foundation, Rl'gulatilm of the Small l"oan Business, 
hy Louis N. Robinson and Rolf Nugent (New York 1935) pp. 240--tl. 
ZG A slight distortion does result, however, from the growth trend in personal finance 
company outstandings during this period; at the end of 1936 outstanding; were 7.6 
percent higher than the average of month-end figures. See Appendix A. 
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CHART VIII 

LoAN-INCOME RATES oF CoNSUMER INSTALMENT FINANCING 

AGENCIES AND CoMMERCIAL BANKS, 1936a 

PERSONAL 
FINANCE 

COMPANIES 

LOAN-INCOME RATES: 

f;:'e)::~:l\ki#\.')32% AND OVER 

!IIIlDIIID 24- 32% 

~16-24% 

~8-16% 

-UNDER 8% 

SALES NON-INVEST. INVEST. TYPE INSURED INSURED 
FINANCE TYPE INDUST. INDUSTRIAL INDUSTRIAL COMMERCIAL 

COMPANIES BANKING COS. BANKS BANKS BANKS 

8g 

1/) 
w 
z 
~ 
~ 
0 
u 
.... 
0 
1-
z 
w 
u 
a: 
w 
Q. 

• Represents percentage distribution of companies, arranged according to Joan-income 
rates. For personal finance, sales finance and non-investment type industrial banking 
companies, and for investment type industrial banks, based on tabulations prepared 
by the Income Tax Study; in regard to these agencies loan-income rates represent 
total income (composed predominantly of loan-income) in percent of total year-end 
loans outstanding. For insured industrial and commercial banks, based on data from 
Federal Deposit Insurance Corporation, pertaining to the year 1938 for commercial 
banks. In regard to insured banks loan-income rates represent income on loans in per­
cent of average loans outstanding, net after deduction of hypothecated deposits for 
insured industrial banks. In regard to insured banks that were members of the Fed­
eral Reserve System, loans are averages of figures for ca'l dates during the year, and 
in regard to non-member banks they are averages of figures for the beginning, middle 
and end of the year. Cash depositories, banks designated in this study as insured 
industrial banks, and hanks that submitted reports covering less than the full year's 
operations or whose operations were materially affected by mergers during the year 
are not included with insured commercial banks. Each rate group is inclusive of the 
lower limit and exclusive of the upper. 
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Both the 27 percent average for the entire personal finance group 
(income tax sample) and the rates reported by the majority of in­
dividual companies were materially less than the maximum per­
mitted licensed small loan companies in most states. One reason is 
that some companies charge less than the legal maximum on all 
paper, and most companies charge less than the maximum on some 
paper. 

The difference in rates on individual loans corresponds to differ­
ences in size of loan, in type of security, in liberality of loan and col­
lection policy or in size and frequency of repayments. Furthermore, 
charges collected are always less than charges "earned," the propor­
tion of charges "earned but not collected" being materially higher 
in a year like 1933 than in one like 1929 or 1936.27 M. R. Neifeld's 
data for licensees in those states in which the permitted monthly 
maximum was 3.5 percent show that between 1929 and 1936 the 
average rate collected ranged between 2.35 and 2.99 percent.28 

About one-sixth of the personal finance companies, those with 
assets of $250,000 or less, reported loan-income rates of less than 16 
percent. This return-low for personal finance companies-may 
indicate improper classification of the companies concerned; tem­
porary investments in retail paper; specialization in low-rate busi­
ness;29 or a competitive situation that tended to obliterate the dis­
tinction between personal finance and industrial banking com­
panies. This last probably existed in Pennsylvania, where a large 
number of personal finance companies showed relatively low aver­
age rates of return. 

Nearly half of the sales finance companies covered in Chart VIII 
reported rates ranging from 16 to 24 percent; about one-fifth re­
ported rates higher than 24 percent, and some even higher than 32 
percent. The largest companies showed a slight tendency toward a 
lower rate. 

27 See footnote 15, above. 
28 Neifeld, op. cit., p. 225. 
29 Comaker and other endorsed loans tend to carry lower rates than loans secured 
by chattels; also, loans to specific classes of borrowers (teachers, for example) are 
often made at preferential rates. The extent to which unsecured and various types of 
secured loans were extended by personal finance licensees in 16 selected states, in 
1937, is shown in National Bureau of Economic Research (Financial Research Pro· 
gram), Personal Finance Companies and Their Credit Practices, by Ralph A. Young 
and Associates (New York 1940) p. 50; the use of preferential rates to attract pre­
ferred risks, and the extent to which loss data appear to justify special rates to 
teachers, are there discussed on pp. 68 and 92-95, respectively. 
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For sales finance companies, total income in relation to year-end 
loans outstanding represents, on the whole, a certain overstatement 
of the average effective rate of charge on retail instalment paper, for 
practically all of these companies reported some income from insur­
ance activities. 

The variation in rates from one company to another arises from 
variations in insurance income, but partly also from differences in 
charges on comparable types of sales finance paper, in the relative 
amounts of wholesale (low-rate) and retail (higher-rate) paper, and 
in the proportion of business involving used as contrasted with new 
articles. 

Some companies were undoubtedly affected by seasonal fluctua­
tions in the dominant industry of the community. In such cases 
loans outstanding on December 31 might grossly understate or over­
state the average for the year, and thus exaggerate or minimize the 
rate of income. Had average holdings throughout the year been 
available they would have provided a more accurate measure of 
rates. 

Possibly some of the companies that reported particularly high 
rates were improperly classified, and were actually predominantly 
engaged in the extention of small cash loans. Probably, however, a 
good many of them had large proportions of high-rate business, such 
as the financing of second-hand commodities, chiefly automobiles. 
They may also have made a practice of rediscounting their loans 
with other institutions or selling them on a non-recourse basis.30 

If figures on the total amount of paper handled by sales finance 
companies during .the year had been available, it would have been 
possible to determine to what extent the reported rates resulted 
from rediscounting. 

Very few of the non-investment type industrial banking com­
panies in Chart VIII showed loan-income rates of less than 8 or 
more than 24 percent. Over half reported rates of 8 to 16 percent, 
and about two-fifths reported rates of 16 to 24 percent-proportions 
fairly characteristic of all three years covered by the income tax 
sample. A substantial number of non-investment type industrial 
so In regard to paper sold on a non-recourse basis the usual accounting procedure is 
to eliminate the loans from the balance sheet; the result is a correspondingly lower 
denominator for the computation of the rate. If the paper were rediscounted, and 
the asset remored from the books, the same result would follow. In regard to 
rediscounted paper, however, or paper sold on a recourse basis, it is considered more 
correct accounting procedure not to remore the asset from the books. 
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banking companies were qualified to operate under small loan laws, 
and it is probable that the companies showing the higher rates of 
return were engaged in a combination type of business, their ac­
tivities overlapping to a considerable extent with those of personal 
finance companies. 

Four-fifths of the investment type industrial banks in the income 
tax sample showed rates between 8 and 16 percent, with some ten­
dency toward a lower rate among the largest companies. Even if 
correction were made for hypothecated deposits the proportion o£ 
banks in the intermediate rate group would not be materially 
affected, though there would be more banks with rates of 16 to 24 

· percent and fewer with rates under 8 percent. 
In 1936, as shown in Ghart VIII, over nine-tenths of the insured 

industrial banks showed loan-income rates of 8 to 16 percent (in­
come from loans in percent of average loans, net after deduction of 
hypothecated deposits). Further data show .that from 70 to 85 per­
cent of these banks received rates of 10 to 14 percent during the 
period 1936-41, with a tendency for fewer banks to receive higher 
rates and more banks .to receive lower rates in later years. 

Banks located in centers of over 100,000 population tended to 
have lower-than-average loan-income rates, those in New York and 
Chicago showing averages slightly below uhe rates in other large 
centers. The six largest insured industrial banks, however, regard­
less of location, showed a lower average than all industrial banks in 
New York and Chicago. These and other findings are evidence of a 
tendency among the insured industrial banks faced with active com­
petition from commercial banks or with a surplus of lendable 
funds, to increase the proportion of non-consumer loans bearing 
lower rates than consumer loans.s1 

Table 13 shows the average loan-income rate of all insured com­
mercial banks to have been about 4V2 percent during the years 
1934-41. From Chart VIII it is evident that nearly seven-eighths of 
these banks had rates of less than 8 percent in 1938, practically all 
of the remainder having rates of less than 16 percent; supplementary 
data show that well over nine-tenths of the banks had rates ranging 
from 4 to 10 percent. 

at Among the industrial banks whose loan-income rate was less than 10 percent in 
1941 non-consumer loans averaged 35 percent of total loans at the end of that year; 
among the banks whose rate was more than 14 percent such loans averaged 6.1 per­
cent of the total. 
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A commercial bank's effecthe rate of income on loans depends 

on the character and arerage size of the loans it extends, and on the 
amount and character of its charges. These in turn are influenced 
by a number of factors, the chief measurable ones on which data are 
anilable3~ being the size of the bank, the size of the center in which 
the bank is situated, the geographic location, and the proportion of 
loans in the form of consumer instalment paper.33 

These factors operate, of course, in widely differing combinations, 
as is indicated by the fact that there were some banks during 1938-
41 that received rates far outside the characteristic span-ranging 
from less than 2 to more than 20 percent. But on the whole there 
was a high degree of stability in commercial banks' loan-income 
rates. Their distribution according to this factor was almost identi­
cal in the four years 1938-41 and, sig11ificamly, there was rery little 
variation from year to year in the arerage rate receired by any one 
bank.34 This consistency indicates that while the relative weights of 
factors that influence rates may differ widely from one bank to 
another, they change very little in a given bank.35 

Available data indicate a strong relationship between size of bank 
and effective rate of income on loans: the larger the bank the lower 
the rate. Since there is a strong association between size of bank and 
size of center it is not surprising to find also, in general, that the 
larger the center the lower the rate. 

Rates of income on loans, however, appeared to vary more with 
changes in size of bank than with any other measurable variable: 36 

the rate tended to decline as size of bank increased, irrespecti\'e of 
the size of center,37 but there was no conclusiYe relationship between 

s~ For example, the reb tire \'Oiume of small loans. chiefly to consumers, which are 
not repaid in regulJr instalments has a signific:mt effect, but no data are arailable 
on this f:lctor. 
33 For distributions of insured commercial banks (including those designated in this 
smdr as insured industrial banks) b1· lo:m-income r:ue and size of bank, and by 
loan-income rate and size of center, 1941. see Auuua/ RcjJort of the FDIC for 1941, 
p. Iii. 
HOver two-thirds of the banks showed less than I percent change in effecth-e rate 
from ~·ear to rear during 1938-40. 
$.\The principal variable that may cause relatirely abrupt changes in any one bank's 
loan-income rate is the proportion of business represented by consumer loans; in 
some b:mks this proportion &l·ew rapidly orer the last few years of the period. 
:v; :\s was shown in Chapter 3, this was true also in regard to the proportion of total 
a'sets in the form of loans. 
37 The exceptions occur principally where the number of banks is too small to pro· 
1ide a reliable a1erage. 



94 COMPARATIVE OPERATING EXPERIENCE 

size of center and loan-income rates, once the influence of size of 
bank was eliminated. As size of center increased there was apparent 
some tendency for loan-income rates to rise in smaller banks and to 
decline in larger banks, but this was not so clear-cut as the decline in 
rates in any one center as bank size increased. 

Differences among banks of different size, and among banks in 
centers of different size, have in recent years been due largely to 
differences in the average size of loans, in tum reflecting the average 
size of the customer concerns.38 There is a high correlation between 
size of bank and the size of concerns with which the major portion 
of the bank's lending business is regularly transacted. 

As a rule the largest concerns in an area tend to deal with the 
largest banks (even though these banks may lend also to a great many 
smaller concems).39 Smaller banks likewise tend to deal with smaller 
concerns for the major portion of their non-consumer loan business, 
and so on down. This procedure is dictated by statutory as well as 
sound business limitations on the proportion of resources an in­
dividual bank may extend in the form of a loan to a single customer. 

The size of the banking center also delimits the size of a bank's 
loans. Large concerns, which may be big borrowers, are generally 
located in large towns. Thus, in so far as it reflects the size of the 
concerns with which a bank may deal, the size of the center may 
influence the average rate of income on loans. 

Large loans made to large con~ems are generally made at lower 
rates than small ones.40 Therefore, a bank with a preponderance of 
large loans extended at lower rates will show a low average, even 
38 The average rate of income on loans is also dependent on the proportion of busi­
ness conducted with "non-customers." Such business consists of special types of 
so-called low-risk paper which is included in, and reported as part of, the loan 
category: for example, bankers' acceptances, commercial paper and crop storage loans 
made in cooperation with the Commodity Credit Corporation. The rates on commer­
cial paper are influenced to some extent by the size of the total loan to the borrower 
even though more than one creditor participates in that loan. 
SD A survey of commercial loans made by member banks from April 16, 1942, to May 
15, 1942, reveals that the bulk of the loans of central reserve city banks, by dollar 
volume, was to borrowers with assets of more than $500,000; most of those of reserve 
city banks were to borrowers with assets of from $50,000 to 5 mi\lion do\lars; while 
in the country banks, over three-fourths of all loans were to borrowers with assets 
of less than $500,000. See Federal Reserve Bulletin (August 1942) p. 772. 
40 These low rates are due partly to competitive forces and partly to the lower 
expense involved in the extension of larger loans. Also, in the analysis of risk factors 
there has probably been a tendency to confuse size of concern and proportion of 
equity. In this discussion, though emphasis is placed on other factors, it is recognized 
that rates are usua\ly graduated to the anticipated risk on individual loans. 
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though the bank extends some small loans at higher rates. Con· 
versely, a bank that has a majority of small loans exhibits a high 
average rate, even though it handles some larger loans at low rates. 

There are no data for all insured commercial banks either on the 
number of loans held at any one time, or on their average size.H In 
lieu thereof, the averag·e rate of income on loans may be regarded as 
an indication of the principal type of lending business undertaken 
by any one bank. 

Geographic factors also bear an important relationship to rates 
of income. Rates follow broad geographic patterns, tending away 
from a low level in the older, more developed, industrial and finan­
cial centers of the north and east to a high level in the agricultural 
and more recently developed communities of the south and west. 
This distinct geographic pattern is evident whether banks are 
grouped according to regions or according to states. The divergence 
reflects differences in stage of economic development; differences in 
custom and accepted practices, interrelated in turn with the maxi­
mum rate of interest allowed by law; actual or generally accepted 
differences in risk among communities of differing economic char­
acteristics.42 

41 Since this study was prepared a survey has appeared by G. L. Bach (Federal Resen1e 
Bulletin, November 19-t2, pp. 1089-97), which is substantially in agreement with 
this analysis. Bach's survey covered all commercial loans (in excess of $1000, $2500 
and $5000, respectively, in banks of varying size) made by member banks between 
April 16, 1942, and May 15, 1942, and disclosed the following pertinent facts: 

A strong relationship existed between size of borrower and rate of charge-com­
panies with assets over 5 million dollars paid, on the average, rates that were only 
about one-third of those paid by borrowers with assets of $50,000 or less; 

Since large firms generally borrowed much larger amounts than did small ones, 
the relationship between size of borrower and rate of charge was probably equally 
indicative of a relationship between size of loan and rate of charge; 

Geographic differences in rates reflected largely a varying size distribution of bor­
rowers, or of loans, since borrowers of like size generally paid closely similar rates, 
regardless of industry or geographic location; 

Consistent differentials in rates paid by borrowers in various industries indicated 
that difference in industry accounts for part of the geographic variation in reported 
rates; 

Smaller banks, on the average, charged somewhat higher rates than did large 
banks to borrowers of comparable size, but this difference might have disappeared if 
a larger number of size groups for borrowers had been used. Bach concludes that, 
"using size as one possible measure of the credit standing of borrowers, it appears, 
therefore, that differences of this nature were perhaps the major factor accounting 
for the wide differentials in rates paid on different commercial loans" (p. 1090). 
42 Though any one state or geographic region may consist predominantly of agricul­
tural, industrial, trading or mining communities, many states are composed of widely 
varying types of communities. No other, more satisfactory, units are readily available, 
howel'er, for measuring differences in economic characteristics. 
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When the average rates of income on bank loans are arranged by 
size and by states and geographic areas, both geographic and size 
differences persist 43 There is almost as much variation in rates from 
one state or area to another, among banks of the same size, as there 
is from one bank-size group to another within the same state or area. 
The difference in rates between &tates and areas tends to be less 
among the large;·banks than a:mong the smaller ones, and reflects 
the wider choice of credit sources available to larger borrowers. 

The higher-than-average geographic differences among the small 
banks are readily understandable. Located predominantly in small 
centers, presumably in agricultural areas, these banks are relatively 
far from the easy money centers; and since a large proportion of 
their loans are made at the maximum rate, their averages tend to 
depend, in large part, upon variations in the maximum legal rates 
of interest in the various states.44 

In some small communities, however, the average rate of income 
from loans is unduly depressed, because the banks acquire commer­
cial paper when there is a lack of demand for loans in the immediate 
community; and even a relatively small amount of commercial 
paper sharply affects a small bank's average rate of income on loans. 

One reason for the lack of a demonstrable relationship between 
commercial banks' loan-income rates and their relative holdings of 
consumer instalment paper is the anomalous character of some of 
their loans, particularly lhose of small banks. In the preceding chap­
ter it was noted that a group of small banks attributed their higher­
than-average rate of income on loans to the fact that they held a high 
proportion of small loans. While such loans are similar in character 
to consumer instalmen.t paper, and carry comparable charges, many 
of them are not so reported, because they provide for repayment on 
43 There is au apparent contradiction in the tendency, found in some of the southern 
and western states, for banks with deposits of 10 to 50 million dollars to receive a 
lower rate of income from loans than banks of the same size in the eastern and 
northern states. This may be attributed,. however, to the fact that in the south or 
west a bank of this size is likely to have a larger proportion of correspondent balances, 
and therefore to keep a larger proportion of its loans in low-rate commercial paper, 
than a bank of the same size in the east or north. 
u Most states have maximum legal rates of interest prescribed by state law for state 
banks, and by federal statute such rates are applicable to national banks (U. S. Code 
Annotated, Title 12, Sect. 85; U. S. Revued Statutes, Sect. 5197). The legal rate is 
mainly about 6 percent in the eastern states; from 6 to 10 percent in the southern 
states; either 7 or 8 percent in the midwestern states; 10 percent in the western 
states; and from 8 to 12 percent in the Pacific states. 
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terms other than the usual equal instalments at regular inter\'als; 
this is for the convenience of the borrowers, mainly farmers, whose 
income is seasonal and erratic and not easily adjustable to instal­
ment terms. 

Another reason why such a relationship is not evident from the 
data is that if the commercial banks' loan-income rate is to be mate­
rially affected by the proportion of consumer instalment loans, that 
proportion must be fairly high and the rate on such loans must 
materially exceed the average on all other loans. In a great many 
instances these conditions are not fulfilled, and then other factors 
exert an influence strong enough to overshadow any definable rela­
tionship between rate of income on loans and the proportion of 
total loans represented by consumer instalment paper. 
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Cost of Loan Operations 

OPERATING costs, excluding interest payment on borrowed funds, 
increased in relation to total income in each type of consumer in­
stalment financing agency and in commercial banks over the period 
.1929-41. Among the specialized agencies the increase reflected 
higher costs; among commercial banks it reflected lower income. In 
relation to loans outstanding, operating costs fluctuated during the 
period, but, in general, decreased slightly. 

The rate of operating costs varied widely among the types of agen­
cies and among individual institutions within each type, the varia­
tion depending on the character and quality of the loans extended. 
Size of enterprise, as such, appears to have had little bearing on 
operating efficiency. 

·Operating costs are considered exclusive of interest payments on 
borrowed funds, in order to indicate the relative efficiency of these 
enterprises in managing the funds at their disposal. The use of this 
concept facilitates an appraisal of the relative return received from 
assets invested in the· business enterprise, or operating profit. Inter­
est payments are treated as a deduction from operating profit prior 
to determining the share of income accruing to equity capital, that 
is, net profit. 

The measurement of operating costs in this analysis is based upon 
an examination from two points of view: from that of corporate 
management, in which primary emphasis falls on the share of total 
income absorbed by costs; and from that of the relationship of costs 
to the effective rate of return received on loans, in which primary 
emphasis falls on the amount of costs in relation to loans outstand­
ing. The first measure is called the burden of operating costs and 
the second, the rate of operating cost. 

As a rule, and for general purposes, the figure of total assets is the 
best base for this rate, since it is best adapted for presentation of 
earnings, expense, asset, equity and liability ratios in a uniform 
manner. Total outstanding loans, however, are used as a base for 

g8 
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all items of income and expense, on the assumption that the acquisi­
tion, management and collection of loans constitute the chief activi­
ties causing variations in expenses; in the case of the consumer in­
stalment financing agencies almost all of their assets do, in fact, 
consist of loans. Furthermore, just as the use of loans as a base in 
the case of the loan-income rate provides a measure of average 
charge, so in the case of operating costs it provides a measure-if 
not of "necessary costs"-of expense actually incurred, stated in a 
fashion comparable to the effective rate of charge. 

Included in the expenses of operation in any business that extends 
credit is an element of costs which arises from the inability to fore­
see exactly which of a group of applicants for credit will fulfill the 
obligations assumed, and which will not. This cost element, the 
possible loss, is limited only by the total credit extended, and its po­
tential importance as a component of total costs makes it well worth 
examining. 

The use of loans as a base for determining the significance of losses 
or charge-offs is justified in the case of the consumer instalment 
financing agencies since loans constitute the chief if not the sole 
form of asset upon which loss is sustained in the regular course of 
operations.1 But when comparisons are made with commercial 
banks, which hold large proportions of other forms of assets, chiefly 
securities, upon which losses are sustained in the regular course of 
operations, it will become necessary to distinguish between the 
banks' charge-offs on all forms of assets and not only on loans. 

Particularly in discussing the operations of commercial banks it 
will be desirable to distinguish between gross and net charge-offs, 
the latter differing from the former in the reduction of recoveries 
on assets previously charged off.2 

DISTRIBUTION OF OPERATING COSTS 

There is no evidence of any great difference in the internal distribu-
1 Amounts reported by the consumer instalment finance companies as worthless 
securities charged off have been purposely excluded from the amount of charge-olfs 
in the income tax tabulations, in order that the latter might be more representative 
of bad-debt losses incident to the financing of consumer loans. See Appendix A. 
2 Data on losses are not availab'e separately for the National Credit Office sample; in 
most of the companies, recoveries were included in gross income. Data covering the 
companies in the income tax sample consist only of gross charge-olfs minus recov­
eries, that is, net charge-olfs. For differences in the forms in which the data for 
various samples of institutions are a\'ailable see Appendix A. 
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tion of operating costs (other than interest payments on borrowed 
money) between consumer instalment financing agencies and com­
mercial banks.3 Salaries have been the most significant single com­
ponent of operating costs in all of these institutions, ranging from 
two-fifths of operating costs in industrial banks to one-half in com­
mercial banks and personal finance companies,4 and to two-thirds in 
credit unions. Rent and depreciation of fixed assets, insurance, taxes 
and fees have constituted other important types of cost in all the agen­
cies (except federal credit unions) as well as in commercial banks. 

Advertising has been a more important cost item in personal 
finance and industrial banking companies (and probably also in sales 
finance companies)" than in commercial banks or credit unions. Net 
charge-offs, which in personal finance companies were a larger item 
of cost than in industrial banks, have constituted a smaller and less 
erratic item in the specialized agencies than in commercial banks. 
Sundry operating expenses, including printing, stationery, postage, 
office supplies, telephone and telegraph, have usually amounted to 
considerably less than one-fourth of total operating costs. 

INCOME ABSORBED BY OPERATING COSTS 

During 1929 and 1930, as can be seen from Table 14, total operating 
costs (excluding interest on borrowed capital) absorbed from two­
fifths to three-fifths of total income in each type of specialized 
agency and in commercial banks. In the succeeding depression years 
the proportion rose rapidly, reflecting, on one hand, a decline in 
the ability to collect interest charges, and, on the other, a steady in-

s Distributions of operating costs are presented in Appendix Tables B-6 to B-9, for 
personal finance companies (1929-39), insured industrial banks (1934-41), federal 
credit unions (1935-41) and all national banks (1929·41). Distributions for various 
other samples of industrial banking companies are presented in National Bureau of 
Economic Research (Financial Research Program) , Industrial Banking Companies 
and Their Credit Practices, by Raymond J. Saulnier (New York 1940) pp. 155, 158, 
160. Detailed distributions of costs of member banks in the First Federal Reserve 
District have been published by the Federal Reserve Bank of Boston since 1921. 
Data covering sales finance companies are not readily available. 
4 In M. R. Neifeld, Personal Finance Comes of Age (New York 1939) are presented 
the proportions of total expenses represented by salaries, bad debts and insurance 
against loss, advertising, rent and taxes, for licensees reporting in a selected group 
of states, 1929-36 (pp. 229·34), and also percentage distributions of total expenses, by 
items, for selected years, 1929·36, for reporting licensees in Canada and in 22 in· 
dividual states (pp. 278-99) . 
s See National Bureau of Economic Research (Financial Research Program) , Sales 
Finance Companies and Their Credit Practices, by Wilbur C. Plummer and Ralph 
A. Young (New York 1940) pp. 75, 286. 
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crease in bad-debt losses plus an inability to reduce salaries and 
other costs proportionately. 

Either 1932 or 1933 appears to have marked the high point in 
absorption of total income by operating costs. The proportion de­
clined in the immediate post-depression years, though not to the 
1929 level, and showed a rising tendency in the last years of the 
period ending in 1941. 

In commercial banks operating costs over the period 1929-41 were 
influenced by fluctuations in the amount of charge-offs on securities 
and other assets as well as on loans, and in the amount of profits on 
securities sold. Other operating costs-excluding the effect of charge­
offs, recoveries and profits on assets sold6-represented a materially 
smaller proportion of total income in 1929 than was characteristic 
of the specialized agencies; the increase in the relative burden of 
such costs from 1929 to 1933 was also less drastic. But while the 
specialized agencies showed some improvement between 1933 and 
1936 in the proportion of total income absorbed by these "other" 
operating costs, the commercial banks, taken as a unit, did not, and 
this relationship became more unfavorable with each year, through 
1941. 

Systematic differences among types of agencies, except credit 
unions, in the proportion of total income absorbed by total oper­
ating costs were not apparent over the period 1929-41. In general, 
6 The exclusion of net charge-offs provides a preferable basis for comparison with 
the consumer instalment financing agencies, because in commercial banks the total 
of net charge-offs is composed of heterogeneous elements, the amount of which, in 
any one year, is the result of a number of diverse and in part arbitrary factors. 

FOOTNOTES TO TABLE 14 
• Operating costs include net charge-offs (bad-debt expense minus recoveries) and all 
expenses other than interest payments. The number of companies for each year 
may be found in Appendix Table B-1. 
b Based on data from the National Credit Office, Inc. Some of these companies are 
included in the 202 local companies of the income tax sample. In the majority of cases 
recoveries are probably included in total income. 
• Based on tabulations prepared by tqe Income Tax Study. 
4 Based on data from the National Credit Office, Inc. Some of these companies are 
included in the 153 local companies of the income tax sample. In the majority of 
cases recoveries are probably included in total income. 
• Based on data from Federal Deposit Insurance Corporation. Cash depositories and 
banks designated in this study as insured industrial banks are included with all 
insured commercial banks. 
r Based on data from U. S. Farm Credit Administration, Division of Finance and 
Accounts. 
'Based on data in Annual Reports of the Comptroller of the Currency. 
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the proportion was somewhat lower for the sales finance companies 
than for personal finance or industrial banking companies, but 
this tendency was irregular. 

A materially smaller proportion of total income was absorbed by 
operating costs in federal credit unions than in any other type of 
institution, because of their rery small salary and rental expense. 
~fany of the sen·ices of these cooperati\·e organizations are gutui­
tously performed by officers, or else represent an indirect subsidy 
in the form of sen·ices performed during working hours, where 
membership is confined to a single gO\·emment or business estab­
lishment. In general, too, office space is prorided gratuitously or at 
nominal cost 

:\'et charge-offs on loans, though characteristically they absorbed 
a rery low proportion of total income in the specialized agencies, 
increased materially in the depression period and decreased sharply 
again in the recO\·ery period. Figures for these agencies compare 
fa,·orably with those for commercial banks, eren though the data 
for the income ta.x sample corer only the years 1929, 1933 and 1936, 
and other data are fragmentary. 

As is shown in Table 15, net bad-debt expense, or losses and 
charge-offs minus recoreries on loans, of the specialized agencies 
included in the income ta.x sample absorbed from 5 to 9 percent of 
total income in 1929, and from 12 to 23 percent in 1933, after the 
depression had struck. During the same years, net charge-offs on all 
the assets of national banks rose from 9 percent of total income in 
1929-the highest figure among the specialized agencies-to 65 per-
cent in 1933. -

By 1936 losses for all types of agencies stood at about the 1929 
Jerel except those of personal finance companies, which constituted 
a proportion of total income considerably higher than in 1929, and 
those of insured industrial banks which represented a proportion 
considerably lower, while national banks showed net recO\·eries and 
profits on assets due entirely to substantial recoYeries and profits on 
securities. 

The extreme rise in the proportion of net charge-offs of non-in­
' estment type industrial banking companies in 1933 may be due to 
the fact that some of these companies' loans took the form, not of 
small loans to consumers, but of loans to business establishments 
unable to obtain accommodation at commercial banks. On this 



104 

TABLE 15 

COMPARATIVE OPERATING EXPERIENCE 

NET CHARGE-0FFS oN LoANS oF CoNSUMER INsTALMENT 

FINANCING AGENCIES IN PERCENT OF TOTAL INCOME AND 
OF YEAR-END LOANS OUTSTANDING, 1929, 1933, 1936• 

Ageru:y 1929 1933 

NET CHARGE•Ol'J1S IN % OF TOTAL INCOME 

1936 

202 sales finance companies 7.7% 12.5% 7.6% 
153 personal finance companies 6.0 13.9 11.4 
79 non-invest. type indust. bkg. cos. 8.8 22.7 8.4 
93 invest. type indust. banks 

56 noninsured 4.8 16.5 6.6 
37 insured 8.0 12.0 2.4 

NET CHARGE·OFFS IN % OF YEAR·END LOANS OUTSTANDING 

202 sales finance companies 
153 personal finance companies 
79 non-invest. type indust. bkg. cos. 
93 invest. type indust. banks 

56 noninsured 
37 insured 

·1.5% 
1.5 
1.4 

.5 

.8 

2.3% 
3.6 
3.1 

1.7 
1.2 

• Based on tabulations prepared by the Income Tax Study. Net 
debt expense (charge·offs and losses on loans) minus recoveries. 

1.2% 
3.0 
1.3 

.7 

.2 

paper the degree of fluctuation in charge-offs actually exceeded that 
characteristic of commercial banks. 

In each of the years some companies represented in the income 
tax sample reported net recoveries, that is, recoveries exceeding 
charge-offs; but a larger number (except among the industrial bank­
ing companies in 1933 and 1936) reported neither net recoveries nor 
net charge-offs.7 In 1929, nearly half of the companies that reported 
net bad-debt expense reported net charge-offs of less than 5 percent 
of total income, or net recoveries; two-fifths reported net charge­
offs of 5 to 15 percent of total income; and only one-eighth reported 
net bad-debt expense in excess of 15 percent. 

In 1933, however, in each type of institution more than two-fifths 
of the companies reporting net bad-debt expense (more than one­
half among the non-investment iy'pe industrial banking companies) 
reported net charge-offs on loans in excess of 15 percent of total 

1 In most of these cases charge-offs were probably reported improperly under some 
other caption, but it is not likely that this would have occurred-unintentionally­
unless the amounts concerned were insignificant. It seems reasonable, therefore, to 
consider these cases as substantially correct, particularly since the number reporting 
in this manner in 1933 and 1936 was considerably less than half as large as in 1929. 
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income. In 1936, in all types of institutions, the variation was greater 
than in 1933 or 1929, and all types showed an increase over 1929 in 
the proportion of companies reporting net recoveries. 

THE RATE OF OPERATING COST 

The operating costs of personal finance companies represented the 
highest rates on loans throughout the period 1929-41, reaching a 
level two to three times that of the other principal types of consumer 
instalment financing agencies. The figures are shown in Table 16. 
From 1929 to 1933 the operating costs of personal finance companies 
increased from about 15 or 20 to between 20 and 25 percent of out­
standing loans, and never subsequently reverted to the earlier level. 

While the 1929-33 increase in the national and regional com­
panies as well as in those included in the income tax sample may be 
attributed almost entirely to a higher rate of charge-offs (minus re­
coveries) on uncollectable accounts,8 there is evidence that the com­
panies were unable to reduce other operating costs to keep pace 
with the decline in loans. The failure of operating costs to decline 
materially after the depression, in terms either of total loans out­
standing or of total income (Table 14, above), may indicate the 
acquisition of a larger proportion of higher-cost loans, without a 
commensurate increase in income. 

Also, although net charge-offs decreased during this period it is 
likely that other operating costs continued on a higher level: in­
creased advertising expenses occasioned by more intense competi­
tion from other types of agencies for higher-quality consumer loans; 
higher taxes and license fees; higher salaries for operating personnel 
as the entry of more commercial banks into the consumer loan field 
brought other offers of employment, and higher head office salaries 
as this business continued to acquire greater respectability.9 

Operating costs of the sales finance companies included in the in­
come tax sample rose from 10 percent of total year-end loans out­
standing in 1929 to 13 percent in 1933, and returned to 10 percent 
8 The very high figure for regional companies in 1932 is attributable to high charge­
offs in that year, occasioned by the sale and closing of a large number of offices by 
one of these companies. 
9 The distinction between branch office and head office personnel is made because 
the degree of increase in costs of operations shown by Tables 14 and 16, based on 
the small samples and the income tax data, appears to be somewhat greater than 
that indicated by Appendix Table B-6, which is based on expenses reported by in­
dividual operating offices to state supervisors. 



TABLE 16 0 
OPERATING CosTS OF SELECTED SAMPLES OF CoNSUMER INSTALMENT FINANCING AGENCIES 

0') 

AND CoMMERCIAL BANKS IN PERCENT OF LOANS OUTSTANDING, 1929-41" 

Sampk 1929 1930 1931 1932 1933 1934 1935 193(} 1937. 1938 1939 1940 1941 

Sales jitUUU:e etJmjlanies 
2 to 3 nationalb 7.9% 7.3% 8.1% 8.4% 9.2% 8.9% 7.1% 6.5% 6.1% 5.5% 6.1% 6.0% 6.6% 
2 to 4 regionalb 7.3 8.5 9.4 11.8 11.5 11.9 10.4 9.9 9.2 8.0 9.1 8.1 7.9 n 
9 to 32 localb 12.2 12.4 12.9 13.0 12.8 11.9 12.0 10.9 10.5 10.6 11.5 10.7 10.6 0 
202 local• 10.2 .. .. .. 13.3 .. .. 9.9 .. .. . . .. . . a:: 

PerS011Blfinance annpanies "1:1 
2 nationald .. 17.5 19.7 21.6 23.2 24.3 22.0 21.5 21.6 20.9 21.4 21.5 22.5 > 

"' 2 to 5 regionald 19.5 19.5 18.5 36.3 22.4 23.9 24.2 23.2 21.9 22.8 21.2 21.7 23.6 > 5 to 7Iocald .. .. .. . . . . 23.0 23.6 21.8 21.0 21.4 21.6 21.6 22.0 ...; 
153local0 14.8 .. . . .. 19.8 .. .. 18.5 .. .. .. . .. . . 

< 
79 mm-inwst. type intlust. bkg. cos. • 8.4 .. .. .. 11.1 .. .. 9.5 .. .. . . .. .. t"l 

Invest. type indust. banks 0 
56 noninsured banks• 5.5 .. .. .. 7.5 .. 7.2 .. .. .. . . "1:1 
6 largest insured8 .. .. .. . . .. 10.3 7.5 7.5 8.1 7.7 7.8 7.6 7.4 M 

"' All other insured• .. .. . . .. 10.3 8.6 8.9 8.5 9.0 8.4 9.0 8.4 > 37 insured" 5.9 .. .. .. 7.4 .. .. 5.5 . . .. . . .. .. ...; 
Credit unions -z 

All reporting federal ~ 
credit unionsf .. .. .. .. .. . . 2.8 2.3 2.7 3.3 3.3 3.4 4.0 

M 
Commercial banks X 

All natl. banks (including "1:1 

net charge-offs)& 2.9 .3.2 4.0 4.7 5.4 4.6 2.6 1.9 2.4 2.5 2.3 2.3 2.2 t"l 

All natl. banks (excluding "' net charge-offs)& 2.4 2.5 2.3 2.5 2.3 2.4 2.3 2.3 2.3 2.4 2.3 2.3 2.1 M 
z 

(footnote& on opposite page) 
n 
M 
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in 1936. After that, according to the ?\ational Credit Office sample, 
the rate of operating cost fluctuated, with no e\·idence of a trend 
for national or local companies but with regional companies show­
ing a slight decline. If cognizance could be taken of changes in oper­
ating and accounting practices since 1938, the rate would show an 
increase after that year.10 

Industrial banking companies included in the income ta.'l: sample 
showed lower rates of operating cost in 19~9, 1933 and 1936 than 
local sales finance companies, the inYestment type being consider­
ably lower than the non-inYestment type.11 Their rates showed 
about the same trend during those years. The rate of operating cost 
of all insured industrial banks-adjusted for hypothecated deposits 
-amounted to about 10 percent of year-end loans outstanding in 

1~ See ChJpter 4. footnNe 17. 
n The extent of the understatement resulting from lack of adjustment for h'JX>­
thecued dep<J5its among the ime:mnent t\ pe companies included in the income 
tax ;..1mple can be estimated from data submitted to the FDIC CO\ering the 3i insured 
indmtrial h.mks. On the basis of the 1!1:16 income t:lx reports the openting expenses 
1excluding charge-<'ffs\ of these companies amounted to 3.3 percmt of 'ear-end loans 
outstanding tJ.S reJK~ned. that is. presumab'y not corrected for h'-p<'thecated de­
~its\: on the basis of reports submitted to the FDIC. corrected for h\-potheoted 
dep..'!Sits, the openting expenses amounted to $.5 percent of \C:lr-end loans, or 9 
percent of the a\enge of month-end loans. 

FOOr.,.(liT.S TO HBU: 16 
• Operating costs indude net chal'_::-e-offs (bad-debt e.xpeme minus recoveries) and all 
e.xpenses otl1er than interest pannents. The number of companies for each year may be 
found in Appendix Table B-1. 
'B1sed on dara from the ~atiooal Cred.it Office. Inc. ~)me of these C\1mpanies are 
included in the ::.'0:! local companies of the income ta.x sample. In the majoritv of 
ca.<e:s reco\·eries are probablY included in total income. Here the denominator is the 
a\enge of loans outstanding at the be:::inning and end of \ear. 
• Base..i on t:thnl:uions prepared bY the Income Tax Study. The figures represent 
operating C\15ts in percent ot ,-ear-end loons onmanding. 
• Based on data from the ~ational Credit Office. Inc. Some of these companies are 
induded in the Jj3 local companies of the income tax sample. In the majorit\ of 
c.1<e:s recoYeries are probablY included in total income. Here the denominator is the 
a\era::e of loons (IUtstanding at the be:::inning and end of ,·ear. 
• Based on data from Fede;;u DeJKISil ~ lnm~nce Ccrpontion. The figures represent 
t'perating costs in percent of aYerage of loons outstanding at ~::inning. middle and 
end l,f \ear. e.xcept for 1!134 and 1933. when ,-e;Jr-end loons out>tanding are used as 
ba>e: depl"its accumulated for the repannent of loans hare been deducted from tot:tl 
ll1.ll1;.. 
1 Blsed on data fn1m l'. S. Fann Credit .-\dmini,;tntion. Di,·ision of Finance and 
:\<C\'Unts. The figures represent openting costs in peroent of ,·ear-end loons out· 
standmg. 
'B.1sed -on data in Annual Reports of the CA1mptroller of the CurrencY. Here the 
denominator is the J\eragt of loans and in,·estments out>tanding at call dates during 
the year. 
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1934, declining in subsequent years to a level of around 8 percent 
of average outstanding loans. 

In relation to year-end loans outstanding, as in relation to total 
income, the operating costs of federal credit unions, at a level of 
about 3 percent or a little more,12 were much lower than those of 
any other type of specialized agency during the period under con­
sideration. The reasons for this low level have already been ex­
plained. 

In commercial banks the level of operating costs, including net 
charge-offs, in relation to the average of total earning assets out­
standing, followed a very erratic course from 1929 to 1941, as a result 
of fluctuations in charge-offs on loans, securities and other assets, 
fluctuations in recoveries on assets previously charged off, and more 
especially in profits on securities sold. But operating costs exclusive 
of net charge-offs represented, as shown in Table 16, an almost con­
stant proportion of average loans and investments outstanding, re­
maining at a level slightly above 2 percent through the entire 
period. 

Net charge-offs of national banks from 1929 to 1941 averaged 0.8 
percent of total earning assets.13 Their average rate of total operat­
ing costs over this period was thus slightly more than 3 percent, or 
approximately the same as the rate of operating costs on the prin­
cipal earning asset-loans-of federal credit unions; approximately 
half the level shown by national sales finance companies in 1941; 
less than half the level shown by insured industrial banks in 1941; 
and about one-seventh the level shown by personal finance com­
panies since the depression. 

Operating costs, other than net charge-offs, incurred by commer­
cial banks in the making of loans are not so much lower than those 
of the consumer instalment financing agencies as these comparisons 
would indicate. Since there has been an increase in the proportion 
of securities, particularly short-term United States government se­
curities, whose acquisition and handling costs can be expected to be 
lower than those on loans, the burden of other operating costs attrib­
utable to the acquisition, handling and collection of loans-if these 

12Francis E. Wilcox, in A Statistical Study of Credit Unions in New York (Chicago 
1940) p. 56, reports that disbursements of 145 state-chartered credit unions for 
salaries and wages, committee fees, rent and printing, stationery and postage 
amounted to 3.1 percent of average loans outstanding in 1936. 
1s This is slightly below the average rate of 0.97 for. the twenty-year period 1918-38. 
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could be distributed-would represent a higher percentage of loans 
in recent years.u 

THE RATE OF LOSS 0~ LOAl'-;S 

As mentioned above, the most striking characteristic of losses on 
loans has been their high degree of variation since 1929. The avail­
able data on consumer instalment financing agencies are not suffi­
ciently precise or complete to make possible an accurate determina­
tion of tl1e various agencies' rates of loss in relation to outstanding 
loans. It is probable, howe\·er, d1at the losses of personal finance 
companies, non-im·estment type industrial banking companies and 
sales finance companies have averaged between I and 2 percent of 
loans, and that those of the industrial banks ha,·e been significantly 
lower. 

For the consumer instalment financing agencies included in the 
income ta.x sample the amount of net charge-offs in percent of year­
end loans outstanding was presented above, in Table 15, for the 
years 1929, 1933 and 1936. Attention should be called, however, to 
the danger of using such data on net charge-offs for single years only. 

Charge-offs are \·ery largely a postponable charge, for the inability 
to collect a particular account or loan can usually be recognized by 
tl1e management at any time over a considerable period; the man­
agement may also, without being subject to undue criticism, exer­
cise discretion with respect to the time at which a charge-off is 
acknowledged in the company's books. And as for anticipated losses, 
the management is subject to conflicting forces, resulting in m·er­
estimation in some cases and underestimation in others; this is par­
ticularly true in a period in ·which excessive losses are to be antici­
pated. 

"'ben figures for a large number of companies are combined, the 
operati,·e influences tend to cancel, but since this is not likely to be 

u :\I though ban'ks report separate!)· the amount of income on loans, the amount of 
income on securities and the amount from other sources, they do not report oper­
ating oosts in such a manner as to permit a segregation of costs applicable to loan 
operations from those applicable to security or other operations. The a\·erage of 
operating oosts incurred bv commercial banks on their consumer loans probably does 
not differ greath from tbat of the consumer agencies. Fragmentary e\·idence on 
operating oosts of personal loan departments of reporting staLe ban'ks in :\ew York, 
193i-3S, may be found in Xational Bureau of Economic Research (Financial Research 
Program), Commercial Ba11ks ar1d Consumer l11stalmellt Credit, by John ~(. Chap­
man and Associates \Xew York 1940) pp. lil-82. 
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true of data covering smaller groups of companies, too much weight 
should not be placed upon the figures for a single year, particularly 
one such as 1933. ' 

Rates of loss (in relation to loans) of companies included in the 
income tax sample rose sharply from 1929 to 1933 and fell again by 
1936. It is probable that the "peak" of losses was attained in 1931 
or 1932. For after the decline in business activity starting in 1929 
credit continued to be extended for some time on standards pre­
viously in use, but as the crisis deepened, higher standards were en­
forced, with the result that losses on business secured in the later 
years of the depression were lower. 

While the loss ratios of personal finance companies compared 
favorably with those of sales finance companies in 1929, they in­
creased considerably more during the depression and failed to show 
a significant decrease by 1936, when net charge-offs were 3 percent 
of year-end loans outstanding. We know that the business of per­
sonal finance companies showed only a slight contraction from 1929 
to 1933, whereas the loan volume of sales finance and industrial 
banking companies decreased sharply; and it may have been because 
at this time they extended a higher proportion of loans of doubtful 
quality, thus increasing their charge-offs. 

The use of figures for these widely separated single years entails, 
however, the possibility of significant error; in any case these scat­
tered figures appear to overstate a rate typical of a longer period. 
One of the two largest units in the personal finance field has re­
ported its average net charge-offs for the thirteen-year period 1929-
41 as 1.5 percent of average customers' notes.t5 

Although the rate of losses in sales finance companies was high in 
both 1929 and 1933, it rose less between those two years than did 
that of any other type of agency except insured industrial banks. 
This confirms the earlier conclusion that these companies were ag­
gressive and efficient in handling their default problems during the 
depression.16 

The sales finance companies' high level of losses in 1929 may have 
been due to a reluctance to show repossessions on their books and a 

15 Household Finance Corporation, Annual Report for 1941. p. 7. Gross charge-offs 
were reported as 2.3 percent and recoveries as 0.8 percent of average customers' notes. 
16lt was pointed out at the end of Chapter 3 that during the depression the pro­
portion of miscellaneous assets-including repossessions-rose least among sales finance 
companies. 
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tendency to charge off repossessions in full, when acquired; or these 
lc)l·al companies may haYe failed to follow the practice, almost uni­
\ersal among the larger companies, of protecting themsehes with 
recourse contracts.17 Among companies that did use recourse con­
tracts the high ratios could ha,·e resulted from lark of attention, dur­
ing a period of competiti,·e expansion, to the sohency of retailers 
who subsequently failed to fulfill tl1eir conu·acts. 

The loss ratios of non-invesunent type industrial banking com­
panies were about the same as those of sales finance companies in 
19~9 and 1936, though they showed a somewhat greater increase 
between 19~9 and 1933. By 1936 both were slightly lower than their 
pre-depression level. 

There appears to be ample justification for the belief that loans 
made by indusu·ial banks constitute a high grade of risk. In 19:?9 
and 1936 net charge-offs of banks included in the income ta..x sample 
(Table 15) a\·eraged approximately 0.5 of 1 percent of year-end 
loans outstanding; in 1933 the ayerage for the group was approxi­
mately 1.5 percent, and charge-off rates did not nry much as be­
tween size classes. 

Between 1934 and 1935 tl1e loss ratio of insured industrial banks 
was cut in half, and tl1ereafter fluctuated under 0.7 of 1 percent of 
aYerage loans. That these rates certainly do not understate, and may 
e\·en overstate, the losses d1aracteristic of the field is suggested by 
tl1e experience of one of the larger insured industrial banks, whose 
aYerage rate of gross loss 0\·er approximately a quarter century ap­
proximated 0.6 of 1 percent of loan extensions; reco,·eries on loans 
pre,·iously charged off ranged from about :?5 to about 75 percent of 
gross d1arge-offs, resulting in net cl1arge-offs of about 0.3 of 1 per­
cent of loan extensions for the entire period. 

Federal credit unions· losses on charged-off loans are not reported 
on an annual basis, and are not included in the reported total of 
operating costs. From tl1eir inception to tl1e end of 1941 their net 
losses amounted to O.Oi of 1 percent of loans made.18 

.·hailable e\'idence indicates that losses on consumer loans com­
pare favorably with a\·erage losses sustained by commercial banks 

17 \on-recourse rontncts den•loped irregubrh· during the 19:::o·s. In nunv of these, 
hidden dau;.es aciiUJ.lly protected the romp:mies to a greater e.x.tent than was readily 
app;nent. 
1' See federal DcfX1Sit Insurance Corpor.nion, [(drml Crtdit ('niom: .4mwal Rrport 
on Opt-rations, December !II, 19!1. 
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CHART IX 

RATEs oF Gaoss CHARGE-0FFS, REcoVERIES AND NET CHARGE-Om 
ON LOANS AND SECURITIES OF NATIONAL BANKS, 1918-42• 
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• Rates represent charge-ofli! or recoveries during the year ending June 30 in percent 
of mid-year holdings of loans or securities. Based on Annual Reports of the Comp· 
troller of the Currency. Recoveries were not itemized by class of asset before 1927. 
The figures for 1933-36 pertaining to recoveries on securities have been adjusted for 
estimated profits on securities sold, which were reported with recoveries for the period 
July 1, 1932 to December 31, 1935; see text footnote 24. 
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on holdings of all types of loans and securities. Chart IX reveals 
that for national banks, whose highest rate of net charge-offs on 
loans occuned in 1 934., both gross and net losses or charge-offs 
in each of the years 1931-36 (ending June 30) exceeded 1 percent 
of mid-year loans outstanding. RecO\·eries, itemized by class of 
asset only since 192i, remained reasonably consistent at first but 
rose sharply after gross charge-offs on loans had been high for 
se,·eral years. 

Chart IX also presents comparable data co\·ering losses sustained 
by national banks on securities. Gross losses or charge-offs on 
securities amounting to more than 1 percent of mid-year holdings 
occurred in 1918, 1920 and 1921, as well as in all of the years 
1931-3j. In both periods the increase in the rate of gross charge­
offs, and the peaks in the rates, occurred earlier for securities than 
for loans; following the peaks the rate declined more rapidly for 
securities than for loans.19 

.-herages of annual rates of gross and net d1arge-offs on loans 
and securities of national banks 0\·er the period 1927-41, by type 
of bank, are presented in Table 1 i. Throughout this period the 
rates of net loss on loans were lowest in reserve city national banks 
in about 100 urban centers throughout the counu·y, and were 
slightly higher in country banks. Rates for the latter reflect the 
losses sustained by banks in agricultural communities during the 
early years ,,·hen agricultural values were declining. The highest 
rates were sustained by central reserve city national banks, the large 
metropolitan banks in ;\'ew York City and Chicago. 

For the period 1927-41 the a\·erage annual rate of loss on secur­
ities sustained by national banks was less than their average rate 
of loss on loans. Both net and gross cl1arge-offs on securities were 
lowest for reserve city banks, and highest for country banks. The 
materially higher rate of charge-offs shmm by country national 
banks was probably due, in part, to the greater likelihood of the 
smaller banks' clurging off, in a lump sum, premiums on bonds 
purchased, and then reporting them as a part of charge-offs. All of 
1~ for the period Julv l, 1932 to December 31. 1933. the Comptroller of the Currency 
reponed re«l\eries on securities. and profits on securities sold, as a combined figure. 
for the purpose of this an:1h·sis an estinuted breakdown was made of that figure. 
Although there is no \·en· satishcto~· basis for mlking such an estimate, and the 
mJrgin of error is wide, the error is much less than that entailed bv the use of the 
combined figure. ' 
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TABLE 17 
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GRoss AND NET CHARGE-0FFS oN LoANS AND SECURITIES oF ALL 
NATIONAL BANKS IN PERCENT OF Mm-YEAR LoANS OuTSTANDING 

AND Mm-YEAR HoLDINGS OF SECURITIES, AVERAGE FOR 1927-41, 
BY TYPE OF BANKa 

Type of Bank 

Central reserve city banks 

Reserve city banks 

Country banks 

ALL NATIONAL BANKS 

Charge-Offs on Loans 
in %of Mid-Year 
Loans Outstanding 

Gross Net 

1.8% 1.3% 

1.1 .9 

1.4 1.1 

1.4% 1.1% 

Charge-Offs on Securities 
in % of Mid-Year 

Holdings of Securities 

Gross Netb 

1.1% .7% 
.9 .6 

1.5 1.2 

1.2% .8% 

• Based on Annual Reports of the Comptroller of the Currency. The figures are aver. 
ages of annual data for fiscal years, ending June 30. 
b Partly estimated. 

the large central reserve city banks, on the other hand, and most 
of the reserve city banks, are likely to amortize bond premiums 
over the life of the bonds, deducting them from the reported 
amount of interest income on securities.20 

INFLUENCE OF CHARACTER OF LOANS ON COSTS 
) 

In all of the years studied, income tax data show a very pronounced 
relationship between income rate and operating costs in percent 
of year-end loans outstanding. Chart X shows that without any 
significant exceptions, the higher the rate of income, the higher 
the rate of operating costs,21 indicating that the type of paper 
which produces· a higher rate of income entails a higher rate of 
cost for acquisition, servicing and collection. 

The higher operating costs of companies that received a higher­
zo Some understatement of losses of large central reserve city and reserve city banks­
although the amount cannot be determined-results from the general practice 
followed by these banks in the early 1930's of setting up a contingency reserve against 
possible market losses on securities by a transfer from surplus or from undivided 
profits; later, when this "surplus reserve" was utilized, direct charges made to it were, 
in some cases, not reported as losses or charge·offs on securities. 
21 The exceptions occur in groups containing a very small number of companies, 
chiefly in those containing companies whose income rate was less than 8 percent. 
Some of the companies in the latter groups may have held paper that potentially 
produced a higher average rate, but failed to collect a significant proportion of 
charges. 
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tlun-aYerage rate of income may be attributed, in part, to a lower 
a\·erage size of loan. Some operating costs are about the same for 
all loan accounts, but otl1ers are higher for small loans; the rate 
of income, too, is sometimes higher on loans of smaller amounts.~ 
--\.mong sales finance companies the proportion of wholesale paper, 
can~·ing a low rate of charge, has a significant relation to tl1e a\·er­
age income rate, and probably also affects the rate of operating 
costs. since tl1e aYerage size of such notes is considerably larger 
than most consumer instalment accounts. 

In relation not only to year-end loans outstanding but also to 
total income tl1e operating costs of the companies in the income 
tax. sample increased 'rith rising rates of income. The increase 
was not sufficient, howe,·er, to eliminate all of tl1e adrantage re­
sulting from the higher rate of income. As we shall see in the next 
chapter, these higher income companies enjoyed a higher-than­
awrage rate of profitability. 

It can be seen from 01art X that in e\·ery income class the rate 
of operating costs (in relation to year-end loans outstanding) was 
higher in 1933 than in 19~9. These cost rates for 1933 reflect se\·­
eral bctors: higher charge-offs, due to greater difficulty in collect· 
ing principal; higher collection costs, occasioned by strenuous 
efforts to collect interest and principal; and a higher rate of other 
costs, resulting from an inability to reduce m·erhead as rapidly 
as loan ,-olume fell. 

It must be recognized, howe,·er, that in 1933, because of diffi­
culty in collecting the usual proportion of charges on loans, tl1ere 
were probably a good many companies in lower-than-<:ustomary 
income groups.~3 In ,-iew of this shift of companies from one in­
come group to anotl1er, the indicated increase in total costs from 
19~9 to 1933 represents an orerstatement of tl1e typical increase 

:!:! In a large number of states the small loan );1\\ pro,·ides for a higher maximum 
rate on smaller than on larger loans; and eYen in other states those companies that 
charge less than the maximum rates permitted are likelY 10 charge a hi~her average 
rate on smaller than on lan;:er loans. In either o.-;e the result is a higher a\·erage 
rate of gross income for a ~mpanv with a higher proportion of smalle~ loans th~n 
for one with a higher proponion of larger )oJ.ns. e\en though the character of the 
loans is othen•·i.-;e the 5-Jme. The um3l practice of industrial banks. of charging a 
fixed in,·estig:Hion fee per loan in addition to the imerest durges. also brings about 
a hid'.er aYerare rate of inrome for the companv ,,·ith a smaller aYerage size of loan. 
!l While the ~hift of companies into lower-than-customarY income groups on occur 
in am· ,ear, the number of instances in a ,-ear like 19~ is likeh to be so small as 
not to affect serious)~ the representati,·eness. of the cost rates. · 
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CHART X 

RATEs oF OPERATING CosTS OF CoNSUMER INSTALMENT FINANCING 

AGENCIES, BY LOAN-INCOME RATES, 1929, 1933, 1936• 
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• Rates of operating costs represent averages of operating costs, which include net 
charge-offs (bad-debt expense minus recoveries) and all expenses other than interest 
payments, in percent of total year-end loans outstanding. Loan-income rates repre­
sent total income (composed predominantly of loan income) in percent of total year­
end loans outstanding; each rate group is inclusive of the lower limit and exclusive 
of the upper. Based on tabulations prepared by the Income Tax Study. 
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in the lower income groups and an understatement of that in the 
higher.24 

In almost all income classes and types of agencies the rate of 
operating costs was higher for 1936 than for 1929, both years of 
relative prosperity. The reason may have been either a reduction 
in the rate of charge of some companies with no change in the 
character of the loans held and no change in their costs; or a general 
increase in operating costs affecting all companies, regardless of 
the character of paper held. Both influences might have stemmed 
from increased competition in the consumer instalment credit 
field. 

In commercial banks, too, there has been a very strong relation­
ship between the rate of income on loans and the level of operating 
costs, excluding net charge-offs. Banks' operating costs, however, 
are influenced by the great variation in types of assets held, as 
indicated by the proportion of total assets in the form of loans. 
Since a very high loan proportion has been characteristic of all 
the specialized companies, it is not necessary to consider the effect 
of this factor on their rate of operating cost; moreover, those com­
panies that held large amounts of other assets were excluded from 
the income tax sample in the analysis of income and expenses. 

The influence of the proportion of total assets in the form of 
loans can be isolated by examining cost rates of banks with ap­
proximately the same rate of income on loans; and, conversely, 
the influence of the rate of income on loans can be isolated by 
examining cost rates of banks with approximately the same pro­
portion of total assets in the form of loans. The results are pic­
tured in Chart XI, which shows that average operating costs25 

increase consistently and materially with increases in each of these 
factors. The higher cost rates found for banks with higher loan 

2•Thc overstatement occurs with respect to any group into which companies have 
shifted, and the understatement occurs for any group from which companies have 
shifted. 
25 Net charge-offs and profits on assets sold have here been excluded from operating 
costs, because commercial banks' losses, charge-offs and recoveries on securities, and 
profits on securities sold, were so erratic from year to year and from bank to bank 
that their inclusion would provide unsatisfactory results. For this calculation the 
use of total assets as a base for computing the cost rate was more feasible than the 
use of loans outstanding. It is also more satisfactory, because-in spite of the high 
proportion of assets other than loans-it gives a better indication of the strength 
of the relationships under consideration. 
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CHART XI 

RATES oF "OTHER" OPERATING CosTS OF INSURED CoMMERCIAL BANKs, 
BY LoAN PRoPORTIONs AND LoAN-INcOME RATEs, 1940• 

PERCENT 
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1....------SANKS WITH LOAN PROPORTIONS OF-------' 

• Rates of "other" operating costs represent all expenses other than interest payments 
and net charge-otis, in percent of total assets; figures used are averages of rates of 
individual banks. Loan proportions represent loans outstanding in percent of total 
assets. Loan-income rates represent income on loans in percent of loans outstanding. 
Points were plotted for each average rate of "other" operating costs, and points for 
banks having substantially the same loan-income rate were then joined. The slope of 
the resultant lines shows the increase in "other" operating costs with increases in 
loan proportions. The increase in "other" operating costs with increases in loan· 
income rates is shown within a single vertical column of the chart, by the higher 
levels of the successive lines. 

Based on data from Federal Deposit Insurance Corporation. In regard to banks 
that were members of the Federal Reserve System loans outstanding and total assets 
are averages of figures for call dates during the year, and in regard to non-member 
banks they are averages of figures for the beginning, middle and end of the year. 
Cash depositories, banks designated in this study as insured industrial banks, and 
banks that submitted reports covering less than the full year's operations or whose 
operations were materially affected by mergers during the year are not included. 
Loan-income rate groups and loan-proportion groups are inclusive of the lower limit 
and exclusive of the upper. 
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proportions~6 may be explained by the bet that the investment 
of funds in securities, or their retention in the form of cash assets, 
entails less operating expense than the investment of funds in 
loans. 

The higher cost rates that accompany higher loan-income rates. 
reprdless of the proportion of loans held, are indicative of the 
differences in expense entailed in the extension of different types 
of loans. It may be presumed that the loans of banks represented 
in the chart by any one line are fairly similar in character, for all 
such banks receive the same average loan-income rate. and the 
income produced by loans is strongly influenced by the character 
and quality of the paper. 

I~FLCE~CE OF CHAR..\CTER OF LO.\:\S 0:\ LOSSES 

In each of the consumer instalment financing agencies net charge­
otis, in percent of year-end loans outstanding. bore a direct rela­
tion to loan-income rate in the years covered by the income tax 
data.~; But while companies that recei,·ed higher-thaii-a\·erage in­
come rates sustained higher-than-a\·erage losses, the increase in 
charge-offs was not commensurate with the increased income.28 In 
other words, the higher losses did not amount to more than a small 
proportion of the higher rates d1arged. 

For example, in 1936 those personal finance companies whose 
a,·erage loan-income rate was between I~ and 16 percent of year­
end loans outstanding reported a,·erage net charge-offs of 0.7 of 
I percent, whereas those whose a\·erage loan-income rate was be­
tween 3~ and 36 percent reponed average net charge-offs of -1.~ 

percent; thus an income rate ~0 percentage points higher was ac­
companied by a loss rate 3.5 percentage points higher. This was 
reflected in the proportion of total income absorbed by losses, 
which was small for both high-rate and low-rate companies. 

:.; The onh· de1iation from the panem is the decline in ro$t rate among the banks 
that had loans of more than 60 percent of total as.,.et$. and :oan-inrome rates of less 
th;m 4 percent. There was onh a small numher of banks. howewr, in this cuegorv. 
z; This tendenn WJ~ ronsistent in each t\pe of agenn· in each vear. with prJ.ctic:liiY 
no sil!ltilicmt e\reptions in 19~ or l\l36. The 193~ fii!ttreo: sholl'eti a )!reater d~~ree 
(l( irr~;:-nl.nit\. thonl!h the tend(no '';" di;.rernible. See .\ppendix Table B·IO. 
:!"In some c-Jses the innea.;e in durge-otfs of the comp:mieo: holtling hil!h·rate lo.1ns 
l•as proponion . .th l!reater than the increase in income rate: in other CJ.st:5 the oppo­
site 1\.tS true: and in still other CJ.ses the increase in char),>e·otls was in proportion to 
the increase in inrome rate. 
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Sales finance and non-investment type industrial banking com­
panies showed rates of loss reasonably similar to those reported 
by the personal finance companies, in comparable income classes. 
The same was true of investment type industrial banking com­
panies, when allowance was made for hypothecated deposits. Thus 

TABLE 18 

GRoss CHARGE-0FFS, REcoVERIES AND NET CHARGE-0FFS ON LOANS 
OF INSURED CoMMERCIAL BANKS IN PERCENT OF AVERAGE LoANs 

OUTSTANDING, AND NET CHARGE-0FFS IN PERCENT OF INCOME ON 

LoANs, 1940, BY LoAN-INCOME RATES" 

In % of Average Loans Outstanding 
Net 

Number Net Ckarge-Offs 
Loan-Income of Gross Recov- Charge- In%oflr~-

Ratesb Banks Charge-Offs eries Offs come on Loans 

Less than 3% 97 .25% .24% .01% .73% 
3-4 351 .50 .34 .16 4.41 
4-5 1,433 .55 .34 .21 4.69 
5-6 4,049 .58 .31 .27 4.82 

6-7 3,505 .65 .40 .25 3.87 
7-8 1,731 .79 .56 .23 3.16 
8-9 949 .99 .73 .26 3.11 
9-10 445 1.11 .81 .30 3.15 

10-11 218 1.22 .85 .37 3.57 
11-12 135 1.25 .88 .37 3.24 
12-15 134 .91 .69 .22 1.65 
15 or more 25 1.43 .74 .69 4.00 

ALL BANKS 13,072 .69% .44% .25% 3.90% 

• Based on data from Federal Deposit Insurance Corporation. Figures are averages 
of rates of individual banks. Loan·income rates represent income on loans in percent 
of loans outstanding. In regard to banks that were members of the Federal Reserve 
System loans outstanding are averages of figures for call dates during the year, and 
in regard to non-member banks they are averages of figures for the beginning, middle 
and end of the year. Cash depositories, banks designated in this study as insured 
industrial banks, and banks that submitted reports covering less than the full year's 
operations or whose operatiorts were materially affected by mergers during the year 
are not included. 
bEach level is inclusive of the lower limit and exclusive of the upper. 

it appears that when these consumer instalment financing com­
panies competed in the same narrowly-defined market, they 
charged about the same rate and had about the same losses, regard­
less of type of company. 

Among insured commercial banks, while the rate of gross 
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durge-offs on loans nried in direct relation to the rate of loan 
income and the character of the loans, the rate of recowries on 
ll1..ms prniL1usly durged off tended to nry in the same way. 
Therefore the rate of net durge-offs, although tending slightly to 

increase witl1 higher loan-income rates, ,-aried little. For example, 
as em be seen from Table 18, commercial banks witl1 an a\·erage 
k1..111-income rate of 4.5 percent in 19-10 sustained net charge-otis of 
0.~1 percent of a\·erage loans outstanding: banks with an a\·erage 
inc@le rate of 10.5 percent sustained net charge-otis of 0.3i per­
cent. 

'\"hether awrage rates of net charge-otis for identical banks 
throughout an entire business cycle. or oYer a long period of years. 
Wt1ttld show a materially greater degree of nriation cannot be de­
tennined. But a\·ailable data co,·ering all insured commercial 
banks fL1f 1938 and 1939, and tl1e smaller group of insured com­
mercial banks submitting reports to tl1e FDIC for 1936 and 193i, 
support the conclusion tl1at the degree of uriation in rate of net 
durge-offs is characteristically Yery small in relation to the degree 
t)f uriation in tl1e rate of income from loans. 

I~FLl'E~CE OF SIZE 

There are wide nriations in the size of indiYidual institutions 
,,·ithin any one n·pe of agency or bank. It is pertinent to inquire, 
therefore, into tl1e degree to which large-scale operations in these 
tlelds make for an increase in efficiency. 

For e:Kh tYpe of company in tl1e income tax. sample, operating 
C('m. in rebtion to year-end k1..1ns outstanding. were lower among 
the l.nger than among tl1e smaller companies.~ The degree of 
uriation accompanying size differences was minor, howerer, in 
n1mp;uison witl1 tlut shmm when tl1e companies were grouped 
ac(ording to rate of income.3\' There is good reason to doubt. 
therefore. that size differences reflect tl1e influence of size pa se:31 

it is more likely that tl1ey reflect tl1e effect of differences in a\·er-

:. This "-as true also of openting rom; in re!Jtion to total income, but there the 
,·.ui.lli\'11 ''ca~ less marled, and the tendencY ,,-a.s not so re-~ul;u or so con~i~tent. In 
tn.'ne of the 1ears nwered h' the inn.,me tJ..X tabulations ,,~.'IS a reiJtion:;hip e1ident 
ht-tween ~ize of comp.any anJ proportion of total income absorbed by net ch:tl1,T-C-<llf>. 
»· S..~ Chlrt X. 
11 .\n irmlurihle minimum n>lume of opcr.Hi\'US is n~'-:lTY. of course. in anv 
CI)Ulp.lll\; a smaller \lllume ''ill result in a vet~ high r.He of operating com. 
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age rate of income characteristic of companies in particular size 
groups. 

This conclusion is fortified by data in the smaller samples ob­
tained from the National Credit Office, Inc. Almost without ex­
ception the rates of operating cost were higher in the local sales 
finance companies than in the regiona~, and higher in the re­
gionals than in the nationals.32 Although this variation may indi­
cate that a higher degree of efficiency characterizes large-scale 
operations, it probably resulted mainly from the higher proportion 
of wholesale and factoring paper discounted by the national and 
regional companies. 

In the National Credit Office samples of personal finance com­
panies during the period 1929-41 no consistent differences in costs 
were found for national, regional and local companies.33 Reports 
of licensed lenders in Illinois and New Jersey, for 1937, reveal a 
tendency (not, however, without exceptions) for larger offices to 
have a lower level of operating costs than smaller offices;34 and 
available data on personal finance licensees in New York State 
indicate that in 1939 some decrease in rates of operating cost was 
associated with larger-scale operation, that is, with a larger volume 
of loans handled through a single office and branch offices.35 But 
these lower costs are attributable, in part at least, to the tendency 
of the larger offices and the larger chains to make a higher propor­
tion of relatively large loans, and a smaller proportion of very 
small loans.36 

Among insured industrial banks operating costs (in relation to 
average loans outstanding) showed a much greater tendency to 
vary with variations in rate of income than with variations in size 
of institution. 

82 See Chapter 4, footnote 18. Also see Table 16. The variation among national, 
regional and local companies in the proportion of total income absorbed by operating 
costs was irregular, as shown in Table 14. 
as See Tables 14 and 16. 
84 See National Bureau of Economic Research (Financial Research Program), Personal 
Finance Companies and Their Credit Practices, by Ralph A. Young and Associates 
(New York 1940) pp. 116-17. 
36 Detailed operating costs in percent of average loans outstanding of 204 licensed 
lenders in New York, classified by size of office, are presented in State of New York 
Banking Department, Second Special Report of the Superintendent of Banks Relative 
to Licensed Lenders (1941) pp. 14, 29. These data cover the individual offices for 
which licenses have been granted; some companies operate a number of offices. 
S6Jbid., Tables 3A, 3B, 3C, 3D, pp. 30-32. 



TABLE 19 

RATES OF "OTHER" OPERATING CosTS OF INSURED CoMMERCIAL BANKS WITH LoANS OF 30 TO 40 
PERCENT oF ToTAL AssETS, 1940, BY LoAN-INcoME RATES AND AMOUNT OF DEPOSITs" 

Loan-Income Rates0 

D~positsb Undcr4% 4-5% 5-6% 6-7% 7-8% 8-10% 10% or Over 

$100,000 or less (3.1)% (5.7)% (4.3)% (3.4)% 3.9% 4.1% 
1 oo,ooo-zso,ooo (3.0)% 2.0 2.3 2.5 2.9 3.1 3.8 
250,000-500,000 (2.0) 2.1 2.0 2.3 2.5 2.8 3.3 
soo,ooo-1 ,ooo,ooo 1.8 1.8 1.9 2.0 2.2 2.6 3.2 
1 ,ooo,ooo-2,ooo,ooo 1.9 1.8 1.8 2.0 2.3 2.6 (2.8) 

2,000,00o-S,OOO,OOO 1.6 1.8 1.8 2.1 (2.3) (2.3) 
5,000,000-10,000,000 (1.7) 1.7 1.9 2.0 (3.3) (3.1) 
10,000,000-50,000,000 1.5 1.9 1.9 (1.8) 
Over 50,000,000 1.4 1.6 (2.0) 

• na~ed on data from Federal Deposit Insurance Corporation. Rates of "other" operating costs represent costs of operation, ex­
clusive of net charge-olfs and interest payments, in percent of total assets; figures arc averages of rates of individual hanks, and 
pertain only to banks whose loans outstanding amounted to 30-10 percent of total assets. Loan-income rates represent income on 
loans in percent of loans outstanding. In regard to banks that were members of the Federal Reserve System loans outstanding, 
total assets and deposits are averages of figures for call dates during the year; and in regard to non-member banks they are 
averages of figures for the beginning, middle and end of the year. Banks that submitted reports covering less than the full 
year's operations or whose operations were materially affected hy mergers during the year are not included. Parentheses in­
dicate groups containing 10 banks or fewer. 
1' l~ach level is exclusive of the lower limit and inclusive of the upper. 
• Each level is inclusive of the lower limit and exclu~ivc of the upper. 
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The same was true of commercial banks, as is evident from Table 
19, which pertains to banks whose average loans outstanding in 
1940 were between 30 and 40 percent of total assets. Except among 
the smallest banks-those with deposits of $500,000 or less-the 
cost rates (in this instance operating costs exclusive of net charge­
offs as well as interest payments, and computed in percent of total 
assets) declined only slightly and irregularly among banks with 
approximately the same loan-income rate as size of bank increased. 

But irrespective of size, the cost rates shown by banks with 
similar loan proportions exhibited a decided tendency to rise as 
loan-income rates increased.37 Thus in commercial banks, as in 
the specialized agencies, available evidence indicates that char­
acter and size of loan have much more influence on operating 
costs than size of operating unit. 

37 The same tendency was found as loan proportions increased; see Appendix Table 
B-11. That table indicates no marked relationship between size of bank and rate 
of operating costs (except among the smallest banks) for banks with the same loan­
income rate and approximately the same loan proportions, but it shows a very 
marked relationship between cost rates and the proportion of total assets in the 
form of loans for banks of approximately the same size, and with the same loan­
income rate. 
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Profitability of Operations 

OrER . .-\TI:\G profit-tl1e income produced by tl1e entire amount of 
as...;ets used in an enterprise before tl1e p.1.~1nem or allocation of any 
rerum to tlwse 'rho ha,·e fumished the funds-is tl1e complement 
of ~.~penting com; and in ead1 type of consumer instalment financ­
ing agency and in commercial banks it decreased oYer tl1e period 
1 ~1~9-41. 

For botl1 tl1e specialized agencies and commercial banks, opent­
ing profit in rehtion to total funds im·ested in tl1e business­
C:lllc-d tl1e rate of openting profit1-fluctuated considenbly in 
'arious phases of tl1e business cycle, but oYer tl1e period as a whole 
slwwed a marked decline. 

The nte of operating profit pro,·ides one of tl1e best measures 
of tl1e succe55 of a business as an openting unit;:"! it is tl1e most 
conunonly used measure of profitability in tl1e field of regulated 
industrie-s--tl1e public utilities and railroads. Its use brings into 
s.luq:~er f~..xus tl1e influence exened upon tl1e nte of net profit on 
equity capital by tl1e rate of compensation paid for borrowed 
funds and by the e.xtent to which tl1e mmers' equity, tluough d10ice 
or necessity on tl1e pan of tl1e m.anagement, is used in tl1e enter-

1 ln the Iiter.lrure on the operations of pef'S(Inal finance rompanies the rate of 
''flttlling profit, l<hile purporting to be rebted to tow.l. 3..'\'i.CL'- is actuallv based 
it:Jirectlv on tlle amount of Irons. for e:umple, in tbe formula den:~loped bv the 
Ru~ Sate FounJllion. which sets the amount of ~neressar\' and useful" as.."fts in 
tt.e pers..:!~.a.l fi.nJ.nce business as 113 percent of Irons. See chapter 3, foomme 3. 
: Prdes.<;()r P.aton ~pelks of this concept. ''hidt he oils the earning rate on total 
opit.a.l. as f,,lJoKs: '"Of the nrious possible measures of flrning poKer, that Khidt 
r.\ptes.<.es inmme from the m.nJpoint of the entire opital of tl1e business. regardless 
of tbe form of c:.:~piLaliz.ation. is doubtless the most signifiont, plrticularh ''hen 
n'mp.ln;(lns among indi,iJua.l enterprises and between special groups or fielJs are 
ce;;:ted. It iJi the rate of remrn realized on all the opiw.l. committed to tl1e under­
ul..ir.;:. as opp..~ to the elrning poKer of the stockholders' equitY, that inJiotes 
tt.e de-.:ree of sUC"l'eSS attenJing the acti,itv of the roncem as an operating unit" 
:\ati..>tul Bureau of Ironomic Rese:uch, Corpt1ratt Pm,fir.s a.s Slw;.cn b_, •• ~tl<iit 

RrF•'"t.<. b' W. A. Paton. :\ew York. 1933, p. 1~1. Paton uses the rate of profit to 
srtxlholJers' equity to indicue ~earning power from tl1e standpoint of stocl.ho!ders·· 
,_;t·lJ~ p. -111. 
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prise.s In comparing two industries, however, it should be borne 
in mind that a difference in the level of their rates of operating 
profit does not necessarily indicate differences in efficiency of man­
agement, but may be the consequence, as in the case of commercial 
banks, of differences inherent in the industries.• 

PORTION OF TOTAL INCOME RETAINED 

AS OPERATING PROFIT 

During 1929-41, as is shown in Table 20, the portion of total in­
come represented by operating profit was higher, in general, for 
the sales finance companies than for the personal finance com­
panies; among industrial banks it tended to fluctuate at an inter­
mediate level, and was notably highest in federal credit unions. 
Approximately two-thirds of total income was retained by federal 
credit unions during 1938-41, as compared with from one-third to 
less than one-half retained by the other agencies. This was du'e to 
the credit unions' very low expenses. 

During the depression all types of specialized agencies, but 
especially personal finance and non-investment type industrial 
banking companies, showed a decrease in the portion of total in­
come represented by operating profit. In general, the subsequent 
increase did not restore it to the pre-depression level, and after 
1936 operating profit represented a declining proportion. 

In commercial banks the· portion of total income represented 
by operating profit was as high as in sales finance companies in 
1929, but during the depression it declined much more drastically 
than in the specialized agencies, at one point becoming actually 
an operating loss. This downward swing was the result of the 
3 Professor Crum uses the "return on equity," a ratio of "profits to equity of stock· 
holders," as the basis of his study of corporate earning power (William Leonard 
Crum, Corporate Size and Earning Power, Cambridge, Mass., 1939, p. 18). Epstein 
employs the term "profit to total capital" for the ratio of profit before interest 
payments on long-term debt to net worth plus funded debt, and the term "income 
to capitalization" for the ratio of net profit to equity capital (National Bureau of 
Economic Research, Industrial Profits in the United States, by Ralph C. Epstein, 
New York, 1934, p. 50). 
4 The maintenance of a significant portion of total assets in the form of cash and 
liquid assets has been necessitated by the singular status of the commercial bank 
as the originator of the most important component of the monetary system-demand 
deposits. Over the last decade the credit policy of the Board of Governors of the 
Federal Reserve System has resulted in an increase in the amount of such legally 
required reserves against deposits, and has thereby reduced the ability of the indi· 
vidual bank to invest its funds in income-producing assets. 
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'J to 32 l•,cal 1• 4'J.O 40.1 3R.5 30.5 36.2 43.7 42.3 42.2 42.5 32.2 33.2 33.R 3'i.5 
202 local" 47.7 . . 2'J.1 .. . . 3'J.3 0 .., 

/,rtH1nrJ/ firuJ1lrt! cornJiflTii'-.1 0 2 natihnHJd 46.5 3'J.9 35.2 33.7 30.0 35.3 3'>.2 3(,.2 34.4 33.1 30.'J 2r,.4 .., 
2 to 5 rq.-:ional'l 47.5 45.0 3(,.(, -1.'J 32.6 32.6 34.1 36.1 3R.2 31.R 34.11 33.1 2R.'J ,.., 
5 to 7 lontl'1 . . . . .. 2~.2 30.7 3S.4 33.K 27.4 2'J.5 :n.R 30.1 ., 
153 lw·al• 41.8 .. . . 23.K . . 30.7 > 

>-1 
7'J nrm-im,rtl. fyfu• indu.tl. bf..J:. co.t.• 46.2 .. . . 1f!.9 . . 37.4 . . . . . . 0 
lnu,t. l}'/'r imlutt. brJnf...r :/. 

5(, noniJuturrd" 47.1 .. . . 27.7 30.5 
6 htrKr!lt in11urr<l" .. . . . . u .. 5 32.5 37.2 34.1 3'J.6 3(,,5 32.7 31.0 
All otlwr inHun·cl• .. . . . . 2R.O 35.6 36.7 3R.'J 33.7 37.1 30.4 32.0 
37 inKurrd0 41.3 .. . . . . 2r..o .. 40.9 

Cur/it unionr 
All n·porting f•·rl .. nd 

crf'dit union"' .. . . . . . . . . 54.5 70.3 (,'}.') (,5,5 (,5.3 (,5.3 62.3 

CommrrcirJI /JrmA.r 
All national bank"" 55.5 47.8 2'J.1 15.6 -9.4 2.8 39.1 54.2 41.6 3R.3 43.1 40.1 3'J.R 
All imiiJn·d hankH• . . .. . . . . . . -2.0 31.8 48.7 37.8 33.5 37.7 37.0 3'J.2 

(/oolllolt'.f 011 follmuinf!. fmJ!.r) t.() 

-r 
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large volume of charge-offs on loans, securities and other assets, 
while the sharp rise in 1936 was due chiefly to recoveries and 
profits on securities. After 1936 operating profit again represented 
about the same proportion of total income in national banks as in 
sales finance companies. 

RATE OF OPERATING PROFIT 

Throughout the period 192941, personal finance companies had 
the highest rate of operating profit of any type of institution under 
consideration. Figures are shown in Table 21. From a high pre­
depression level of 10 to 15 percent, their rate of operating profit 
declined by almost one-half, reaching its low point probably in 
1932; in subsequent years, though it rose again somewhat, it did 
not regain the earlier level,5 and after 1937 it showed an irregular 
but marked decline. 

In most of the years under review sales finance companies re­
ported a rate of operating profit scarcely more than one-half that 
of personal finance companies. Here again the rate tended down­
ward, after its slight peak in 1934-35, and in 1941, in fact, was 
lower than its depression level and half or less than half its 1929 
level. 

Industrial banking companies included in the income tax 
5 This is also indicated by the average of figures on reporting licensees in a large 
group of states. In comparable years the personal finance companies included in the 
income tax sample reported a somewhat lower rate of operating profit. In regard 
to the negative rate for regional personal finance companies in 1932, see Chapter 5, 
footnote 8. 

FOOTNOTES TO TABLE 20 
• Operating profit designates the amount of profit after the payment of all costs except 
the cost of borrowed funds. The number of companies for each year may be found in 
Appendix Table B-1. 
b Based on data from the National Credit Office, Inc. Some of these companies are 
included in the 202 local companies of the income taX sample. In the majority of 
cases recoveries are probably included in total income. 
• Based on tabulations prepared by the Income Tax Study. 
4 Based on data from the National Credit Office, Inc. Some of these companies are 
included in the 153 local companies of the income tax sample. In the majority of 
cases recoveries are probably included in total income. 
• Based on data from Federal Deposit Insurance Corporation. Cash depositories and 
banks designated in this study as insured industrial banks are included with all 
insured commercial banks. 
t Data obtained from U. S. Farm Credit Administration,' Division of Finance and 
Accounts. 
a Based on data in Annual Reports of the Comptroller of the Currency. 



TABLE 21 ":! 

"" OI·ERATINO PRoFIT oF SI·:LECTED SAMPLES oF CoNSUMER INSTAI.MI•:NT FINANCING AGENciES 0 

AND CoMMERCIAL BANKS IN PERCENT oF ToTAL AssETS, 1929-41 a 
.., 
...; 

Sample 1929 1930 1931 1932 1933 1934 1935 1936 1937 1938 1939 1940 1941 > 
0:1 -Salu finance companiu t'"' 

2 to 3 nationalb 8.1% 6.8% 5.4% 4.8% 5.9% 7.2% 6.7% 6.0% 5.3% 4.6% 4.2% 3.5% 3.2% -...; 
2 to 4 rcgionalb 8.6 7.3 6.5 4.0 5.3 7.0 7.7 6.7 5.5 4.0 4.4 4.0 3.3 ~ 
9 to 32 localb 9.5 6.6 6.8 4.7 6.0 7.7 7.5 6.8 6.6 4.2 4.7 4.6 4.6 
202 local• 8.1 .. . . . . 4.5 .. . . 5.6 . . .. . . . . .. 0 .., 

Personal finance companiu 
0 2 nationald 13.4 11.3 10.0 10.0 9.1 10.6 10.4 10.8 9.5 9.2 8.6 7.3 ":! 

2 to 5 rcgionald 15.0 13.6 9.7 -.6 9.2 9.8 10.2 11.0 11.5 8.9 9.2 9.2 8.1 to! 
5 to 7 loca]d .. . . 7.9 9.0 10.6 9.7 7.2 7.9 9.5 8.1 "" 153 local• 9.9 . . .. . . 5.5 .. . . 7.3 .. .. .. .. .. > 

o-1 
79 non-invest. type indust. bkg. cos.• 6.6 .. . . .. 2.3 . . .. 5.2 .. .. .. .. .. ...... 

0 
Invest. ly/Je indust. banks z 

en 56 noninsured• 4.6 . . . . . . 2.5 .. .. 2.8 . . . . . . .. 
6 largest insured• . . .. . . . . .. 2.3 2.8 3.4 3.2 3.7 3.3 2.8 2.6 
All other insured• .. . . .. .. 2.9 3.6 4.0 4.3 3.5 3.7 3.0 3.0 
37 insured• 3.7 .. .. . . 2.2 . . .. 3.3 

Credit unions 
All reporting federal 

credit unions' .. .. .. .. .. . . 2.6 4.3 5.1 5.0 4.9 4.9 4.3 

Commercial hanks 
All national banks" 2.7 2.2 1.2 .7 -.4 .1 1.2 1.5 1.2 1.1 1.1 .9 .9 
All insured banks• . . .. . . . . . . -.1 1.0 1.4 1.1 1.0 1.0 .9 .9 

(footnotes on following page) -N> 
<.0 
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sample had lower rates of operating profit than sales finance com­
panies in all three years for which data are available. The rate 
of non-investment type industrial banking companies, higher in 
1929 than that of investment type banks, showed a larger propor­
tionate drop from 1929 to 1933 than that of the other types of 
companies; but in 1936 it was only slightly lower than it had been 
in 1929. From 1935 to 1939 the rate of insured industrial banks­
the lowest of any of the specialized agencies-fluctuated· at a fairly 
stable level, but declined appreciably in 1940-41. 

From 1937 to 1940 the operating profit of federal credit unions 
showed a high degree of stability, about 5 percent of total assets. 
This high level, which in 1938-40 exceeded that attained by any 
type of agency except the personal finance company, is due en­
tirely to the credit unions' low level of operating expenses, since 
their rate of total income on loans is comparable to, or lower than, 
that of insured industrial banks. In 1941 theft rate of operating 
profit dropped somewhat. 

Over the entire period 1929-41, commercial banks showed a 
rate of operating profit materially lower than that of the spe­
cialized agencies. This may be attributed primarily to the differ­
ence in asset composition, since cash and other non-income-pro­
ducing assets, as well as investments in lower-rate securities, char­
acteristically constitute a larger proportion of total assets of com-

FOOTNOTES TO TABLE 21 
• Operating profit designates the amount of profit after the payment of all costs except 
the cost of borrowed funds. The number of companies for each year may be found in 
Appendix Table B-1. 
• Based on data from the National Credit Office, Inc. Some of these companies are 
included in the 202 local companies of the income tax sample. Here the denomina­
tor is the average of total assets at the beginning and end of year. 
• Based on tabulations prepared by the Income Tax Study. The figures represent 
operating profit in percent of year-end assets. 
6 Based on data from the National Credit Office, Inc. Some of these companies are 
included in the 153 local companies of the income tax sample. Here the denominator 
is the average of total assets at the beginning and end of year. . 
• Based on data from Federal Deposit Insurance Corporation. Total assets are averages 
of figures for beginning, middle and end of year, except for industrial banks in 1934 
and 1935, when year-end figures are used; deposits accumulated for the repayment of 
loans have been deducted from total assets of industrial banks. Cash depositories and 
banks designated in this study as insured industrial banks are included with all insured 
commercial banks. 
r Data obtained from U. S. Farm Credit Administration, Division of Finance and 
Accounts. The figures represent operating profit in percent of year-end assets. 
8 Based on data in Annual Reports of the Comptroller of the Currency. Total assets 
are averages of figures for call dates during the year, 
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mercia! banks than of the other agencies.6 After 1934 the rate of 
operating profit of commercial banks remained fairly steady, at 
approximately 1 percent of total assets,i but earlier it had swung 
from 2.7 percent in 1929 to an operating loss of 0.4 of 1 percent 
in 1933. These extreme fluctuations were caused by the large 
amount of charge-offs taken in the depression years. The more 
recent lower rates, as compared with 1929, can be credited in part 
to lower total income, accompanied by lower but not commen­
surately lower, operating expenses (both resulting from a de­
creased volume of lending business), and in part to an increase 
in assets other than loans. 

1:\'FLUENCE OF CHARACTER OF LOANS ON THE RATE 

OF OPERATING PROFIT 

In general, individual institutions with higher-than-average rates 
of income on loans also showed higher-than-average rates of oper­
ating profit, indicating that the charges made on high-rate paper 
more than covered the higher losses and other incidental operat­
ing costs. 

In the preceding chapter it was pointed out that in general the 
higher the rate of total income on loans, the larger the proportion 
of total income absorbed by operating costs. Since the balance of 
total income not absorbed by operating costs is operating profit, 
it follows that the higher the rate of total income the lower the 
proportion of total income retained as operating profit. 

But companies with lower-than-average rates of income on 
loans, though they retained higher-than-average proportions of 
total income as operating profit, showed lower-than-average oper­
ating profit-in relation to total assets. The relatively low operat­
ing costs on low-rate paper were not sufficiently low to offset the 
influence of the higher rate of total income on high-rate loans. 
Table 22 shows that almost without exception the rate o£ operating 
profit among the companies included in the income tax sample 
increased with each increase in the rate of total income in 1936.8 

This tendency is consistent with the finding that national and 
6 See footnote 4, abo\'e. 
7 Except in 1936, when it jumped to 1.5 percent, because of an unusually large 
amount of reco\'eries and of profits on securities sold. 
8 l'ractically no exceptions were shown in 1929 by groups containing more than ten 
companies; in 1933 there were a few irregularities. 
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regional sales finance companies had a lower rate of operating 
profit than the locals (Table 21), even though their operating 
profit constituted a higher proportion of total income (Table 20). 
To an increasing degree in recent years the national and regiona1 
companies have shown a lower rate of total income than the local 

TABLE 22 

OPERATING PRoFIT oF CoNSUMER INSTALMENT FINANCING 

AoENcms IN PERCENT oF YEAR-END ToTAL AssETS, 

1936, BY LOAN-INCOME RATESa 

Industrial Banking Cos. 
Sales Personal 

Loan-Income Finance Finance Non-Invest. Invest. 
Ratesb Companies Companies Type Type 

Under 8% (1.6)% (-1.9)% (-.8)% -.1% 
8-12 4.6 (1.9) 3.5 3.3 
12-16 5.5 3.7 4.8 5.0 
16-20 6.7 6.1 5.7 

}<5.8) 20-24 6.0 6.5 8.6 

24-28 6.2 7.1 
}(9.6) 28-32 (9.3) 8.2 

32-36 (6.1) 8.1 
36 or over (4.7) 10.4 

ALL COMPANIES 5.6% 7.3% 5.2% 3.1% 

Number of companies 202 153 79 93 

• Based on tabulations prepared by the Income Tax Study. Parentheses indicate 
groups containing 10 companies or fewer. 
b Total income (composed predominantly of loan income) in percent of total year­
end loans outstanding. Each level is inclusive of the lower limit and exclusive of the 
upper. , i • · 

companies as a result of their acquisition of a larger proportion of 
wholesale and other low-rate paper.9 

Data on operating profit in percent of employed assets of per­
sonal finance licensees in Illinois, New Jersey and New York 
(Table 23) also illustrate the influence of differences in rate of 
total income. New Jersey licensees, that showed lower rates of 
total income than Illinois and New York licensees in almost all 
the size groups, also showed lower rates of operating profit. 
9 In Chapter 5 attention was called to the positive relationship between the rate of 
total income on loans and the proportion of total income absorbed by operating 
expenses. Although the proportion of total income retained as operating profit on low­
rate paper is higher, the amount of operating profit per $100 of low-rate paper is 
lower. 



TABLE 23 

RATES oF OroEI~ATJNG PRoFIT AND ToTAL INcoME oF PERSONAL FINANCE LicENSEES IN ILLINOIS 

AND NEw .}ER~mv, 1937, AND NEw YoRK, 1938, nv YEAR-END EMPLOYED AssETs" 

Fmf'lr!yrd An.-ts 

OJit!rafin~ Profit in % of 
Trar-Hnd Emf'I'!Yrd Assds 

Ill.b N.J.• N. Y.d 

Total Income in %of 
Y1ar-End EmJ,ftryt'd Assds 

Ill.b N.J.• N. Y.d III.b 

OpuatinJ: Profit in 
% of Total Income 

N.J.• N. Y.d 

S 1 0,000 or k•s 
10,000 ~ 25,000 
25,000-50,000 
50,000-7 5,000 
75,000-100,000 

6.7% 
3.9 
5.9 
8.7 
7.9 

(-8.5)% 
1.7 
1.9 

(2.0) 

} 86% 
27.4% 
23.1 
26.1 
26.2 
26.2 

(16.7)% 
15.1 
18.9 

(t 7 .5) 

}266% 
24.6% 
16.8 
22.7 
33.0 
30.1 

(-50.9)% 
11.2 
10.1 

(11.4) 

}324% 
100,000-200,000 
200,000-300,000 
300,000-400,000 
Over 400,000 

ALL LICENSEES 

8.6 
9.8 

10.8 
10.9 

9.4'/r; 

7.4 
9.6 

11.4 
(9.2) 

8.4% 

10.4 
10.9 
11.9 
11.7 

11.3% 

25.6 
27.3 
26.5 
31.3 

27.2';-;, 

• l'arenthe"·s intlicatc group11 containing 10 companieR or fewer. 

22.5 
24.7 
25.8 

(21.5) 

22.7'}{, 

27.8 
27.7 
27.6 
26.9 

27.4% 

33.5 
35.7 
40.7 
34.9 

34.6% 

33.1 
38.9 
44.1 

(42.6) 

36.9% 

37.5 
39.5 
42.9 
43.3 

41.1% 

"Base<! on Illinois, Division of Small Loans, Anafvsis of llefmrts Fifrd /Jy Personal Finance Comfmnies, 1937, Schedule I, p. IG. 
The total y<·ar-end employed a'"etK of the 3!>3 oiiiceK was ahout $'11 ,200,000. 
" Bas<'d on inclividual reports of sma11 loan licensees in the New Jersey Annual Report nf Commissioner of Banking and lnsur­
allle (HJ37) pp. 90-101. The total year-end employed assets of the 103 officeN was about $1R,100,000. 
"!lased on SjJecial Rejmrl nf the .'iufH•rinlr·rrdent of llanlts of the Slate nf New Yorlt Relative to /.icen.~rd /,enders (HHO) p. 11. 
The fi,:{urcs used arc average estimated employed assets, and represent II!) percent of average loans outstanding throughout the 
year. The total average employed assets of the 200 olfices was about $!>2,300,000. 
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Within any one of these states those offices having lower aver­
age rates of total income also showed lower average rates of operat­
ing profit. This relationship between rate of total income and 
rate of operating profit was particularly evident when the differ­
ences between rates of total income were large.10 

In- an analysis prepared by the Superintendent of Banks of the 
State of New York it was shown that personal finance company 
offices in small communities were more profitable than those in 
large cities, a situation "due primarily to the maintenance gen­
erally of maximum rates in smaller communities."11 This finding 
not only confirms the earlier conclusion concerning the relation 
of rate of total income on loans to rate of operating profit, but 
draws attention to the fact that differences in rate of total income 
on loans are indicative of differences in competitive status, as well 
as in size and character of loans. 

Among insured industrial banks there was an unmistakable 
relationship in most of the years 1936-41, between rate of income 
on loans and average rate of operating profitP Since, however, it 
was most pronounced in 1936 and least pronounced in later years, 
one may ask whether this connection has not been giving way 
before new competitive conditions in the field of consumer in­
stalment credit. 

As in the case of the consumer agencies, insured commercial 
banks with higher loan-income rates showed higher average rates 
of operating profit, even though operating costs absorbed a larger 
proportion of total income. Figures for differences in operating 
profit among individual insured commercial banks are not avail­
able, but a study has been made of the factors affecting the rate 
of net earnings on total assets.1s Conclusions based on the relation 

10 It must be recognized that for some licensees lower rates of total income may. 
reHect inability to collect charges levied, and thus directly indicate less efficiency 
rather than lower charges, larger loans, or a higher quality of loan. To the extent 
that this is the case. the degree of the relationship between size of office and rate 
of operating profit which appears in Table 23 would be strengthened, even after 
cognizance were taken of the influence of differences in rate of total income. But 
in Illinois only the licensees with offices having employed assets of $50,000 or less. 
and in New York and New Jersey only those with assets of $100,000 or less, showed 
rates of operating profit materially below those of the other size-of-office groups. 
11 State of New York Banking Department, Special Report of the Superintendent of 
Banks Relative to Licensed Lenders (1940) p. 12. 
12 See Appendix Table B-12. 
18 The most commonly used concepts of profitability in the field of commercial 
banking are net earnings and net profit. In considering the profitability of banking 
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between the rate of net earnings and other factors may be con­
sidered representati\·e of the relation between the rate of operat­
ing profit and the same factors.H 

Chart XII indicates that the profitability of commercial banking 
operations, as reYealed by the rate of net earnings on total assets, 
depends in large part upon the proportion of loans held by the 
indi\idual bank and upon the a\·erage rate of income receiyed on 
a\ erage loans outstanding. In 1940, among banks with the same 
ratio of loans to total assets, aYerage net earnings in percent of 
total assets increased almost without exception with higher rates 
of income on loans. Among banks earning the same aYerage rates 
of income on loans the rate of aYerage net earnings also increased 
lrith increases in the proportion of loans.1s 
H The amount of ··oper:uing profit'' equals the net earnin(iS plus interest on bor­
ro11ed funds (in recem 1ears consisting almost exclmi1·ely of time and savings 
deposits) minus net durge-offs. Since interest on deposits (in relation to total 
a"sets) has in recent w:~rs borne a consistent. positi1·e relationship to the rate of 
net earning-s. a ··correction" for this item in each indi1idual case would raise the 
1t"1el of. a;1d augment the relationships shown lw, the rates of net e:.rnings. :\et 
chJr~-offs (in relation to total assets) ma1 show sharp and irregubr nri:nion in anv 
sin(!le lear in an i1Jdil•idua/ instimtion, as pointed out in the preceding footnote, 
hut there is no reason for belie1·ing that the deduction of net clur~-otfs would 
affect the relationships shown for the rate of net earnings. For 19-!0 (and for 1938 
and 1939) the ratio of net charge-offs to toul assets sho1.-ed no consistent or regular 
nri:nion \lith nriation in size of h:mk, in size of center. in rate of net earnings, 
or in rate of income on loans. 
1" b.cept for banks e:~rning less th:.n -t percent on loans; hut in these cases no con­
si>tent relationship was to be expected. since the rate of return on loans was 
approximatelY equ:tl to or below the rate of return on securities. and the share of 
total income deri1·ed from loans tended to be eqllJl to or less tlun that derived 
from securities. 

operations for a single ,·ear, particularly for individual institutions, the figure of 
net eJ.rnings from current operations is more significant than that of net profit. 
:\et earnings from current operations indicate the extent to which the tow! income 
of the b:mk, after co1ering interest on deposits and other operating expenses exclu­
sile of net charge-oils. is a1ailahle to pr01ide for net clnr~-o1fs on assets and for 
a return on capital. Since the figures of net earnings are relati1eh st:~ble from year 
to 1ear in an indi1idual institution, thev provide satisfactorv data for analYsis of 
factors reLued to differences among indiridual banks. :\et profit consists of net 
earnings from current operations. plus reco1eries on as.~ets pre1iously cl1arged off, 
reductions in valuation allowances. and profits on securities sold, minus charge-offs 
on assets and additions to 1-aluation accounts. In anv one 1ear the figure of net 
profit is affected hv the amount of los.;;es or rec01eries on a"ets that happened to he 
tal..en in tint 1e;1r. Inasmuch as the items upon 11 hich los<es or rem1eries are taken 
accumulate o1er a peri,)(i of 1ears. the anwnnts tint happen to be charged off or 
reco1ered in am one 1e;n 111.11 not necessarih hear am relation to operations in 
th.lt 1ear. \Jnre..•1er, the err:ttic nature of the amount of net charge·oiTs in an indi-
1 ah1.1l institmion males the use of the figure of net profit for a !lingle Year unsatis­
factorY for the atuhsis of bctors alfecting the profitability of operations of indi1·idual 
imtimtions. 
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CHART XII 

RATES oF NET EARNINGs oF INsURED coMMERCIAL BANKs, BY 

LoAN PROPORTIONS AND LoAN-INCOME RATEs, 1940& 

PERCENT 
4 

BANKS WITH LOAN-INCOME 
RATES Or-

PERCENT 
4 

oL-----~------L-----~------~--~~~--~0 
. UNDER 2.0% 20-30% 30-40% 40-50% 50-60% 60% AND OVER 

L------BANKS WITH LOAN PROPORTIONJ Or 

• Rates of net earnings represent net earnings from current operations in percent of 
total assets; figures used are averages of rates of individual banks. Loan proportions 
represent loans outstanding in percent of total assets. Loan-income rates represent 
income on loans in percent of loans outstanding. Points were plotted for each aver­
age rate of net earnings, and points for banks having substantially the same loan­
income rate were then joined. The slope of the resultant lines shows the increase 
in rate of net earnings with increases in loan proportions. The increase in rate of net 
earnings with increases in loan-income rates is shown within a single vertical column 
of the chart, by the higher levels of the successive lines. 

Based on data from Federal Deposit Insurance Corporation. In regard to banks 
that were members of the Federal Reserve System loans outstanding and total assets 
are averages of figures for call dates during the year, and in regard to non-member 
banks they are averages of figures for the beginning, middle and end of the year. 
Cash depositories, banks designated in this study as insured industrial banks, and 
banks that submitted reports covering less than the full year's operations or whose 
operations were materially affected by mergers during the year are not included. 
Loan-income rate groups and Joan-proportion groups are inclusive of the lower limit 
11n<l ~xclusjve of the upper. 
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C('ndu....U1.ms drawn from u1e aH·rage rates of net earnings on 
tl)t.li as...;cts of insured commercial b:mk.s are supplemented by a 
sun ey of u1e distribution of u1e b:mk.s according to rate of net earn­
ings of b.mk.s haYing u:rying loan proportions and Ya.::rying a\·erage 
hm-income rates. For e..xample, among banks with low proportions 
(•f kuns \less uun 30 percent of total assets) and low awrage rates 
of income on loans (1ess Ulan 5 percent of total loans), i6 percent 
sho,,·ed net deficits or net earnings of less uun 1 percent of total 
ai.'iCts: ,,-hile among banks \riu1 high loan proportions (50 percent 
or more of total assets 1 and high loan-income rates (I 0 percent or 
nwre of total loans), SS percent showed net eamings of ~ percent 
or more of tot:u a..-.sets. and of u1ese considerably more u1an one­
lulf shl)\red net earnings of 3 percent or o\·er. 

Rates of pn.1fitability of commercial banking institutions are 
thus subject to u1e same factors that influence u1e rates of income 
on llu.ns (discussed in Clupter 4) and u1e proportion of total assets 
in the form of lo:1ns (di.;;cussed in Clupter 31.111 

1:\FLlT~\CE OF SIZE 

.-\lthough nidence indicates uut rates of operating profit were in­
fluenced by u1e qmlity and dllr:tcter of the paper held, u1ere W:lS 

little indicuion that these rates were higher among larger than 
anwng sm:lller enterprises. 
~o conclusi' e relationship ben,·een size of institution and eiu1er 

tl1e share of income reuined or tl1e rate of operating profit was 
$)10\\"11 by the companies included in u1e income tax sample. 
A.mong s.ales finance companies u1e sm:lller institutions showed 
higher rates of operating profit in 19:29, where:IS in 1933 tl1e rates 
were quite irregubr. :1nd in 1936 tl1e larger institutions showed 
the higher r:ttes. _-\mong personal finance and non-inYestment type 
indusrri.1l banking companies tl1e Llrger companies tended to 
shll\,- a higher nte of operating profit. but u1is tendency w:IS sub­
ject to a number of irregularities. 

\IL1ffl)\ er. u1e differential between rates of operating profit 

"Tl:e :~Yera:e- poni,•n of wul inn•me retained as 0perating- pmfit did not ditler 
n:J:eri~:h anwn..:: inmrni n•mmercial b.lnl-s in cemers of ditlerent sizes. but the 
;a\erJ,::-e ratio d operatin:! pmiit to rouJ a.-.;.ets sho\•ed runsistem and material 
C.e-cre.L-;es -..ith increa;in,: ;.i1e of cemer: thi,; indicates that operating pn1fit is. in 
!:'t'ner:U. subject 10 the s.une in:h;eno! as rJte> of ino)me on k\lll:ii and percent3ges 
l)f JOJ!lS tO ltl!J} ;a;;>eL'-. 
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shown by the larger and the smaller institutions was small in com­
parison with that which appeared when companies were grouped 
by rate of total income on loans. Therefore it is likely that size 
differences, or lack of differences, in rates of operating profit were 
influenced materially by differences in rates of total income. 

The fact that throughout most of the period, national and 
regional sales finance companies showed a lower rate of operating 
profit than the local companies may be attributed to the larger 
proportion of low-rate paper acquired by the larger companies, 
the influence of which was particularly noticeable in the last few 
years. In the same way, the generally lower rate of operating profit 
shown by the six largest insured industrial banks reflects the influ­
ence of the larger banks' lower average rate of total income. 

In Illinois collateral evidence indicates that the size of licensed 
personal finance company offices showed a marked relation to rate 
of profitability in some of the years 1929-40, and suggests that the 
smaller offices were less able to recover after the depression.17 In 
the first two years there was no evidence of a relationship, but when 
the rate of operating profit fell to a low in all size groups in 1933 
or 1934, the decline affected the offices with assets of less than 
$200,000 to a much greater extent than it did the larger offices. In 
addition, by 1936 the larger offices had regained more of their 
depression losses than the smaller offices. 

The poorer showing made by the smaller offices in the depres­
sion years may probably be laid to a greater rate of loss and to a 
lesser ability to control operating expenses.1s Failure to attain 
their pre-depression position in 1936 and subsequent years may 
have been due to an inability to adjust themselves to increased 
competition in the consumer instalment financing field, effecting 
higher costs on loans without a commensurate rise in rate of total 
income. 

Among insured industrial banks with deposits of less than $500,-
000 the average rate of operating profit appears to have been sub­
stantially higher than among the larger banks. In each .of the years 
1936-41 the rate of operating profit of banks with deposits of 

17 Figures for 1929-36 are presented in M. R. Neifeld, Personal Finance Comes of 
Age (New York 1939) p. 240; comparable figures for 1937-40 were supplied to me 
by Mr. Neifeld. 
18 lt may have resulted also from the lesser ability of the smaller companies to con­
tract total funds with contraction in business. 
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S~:iO.OOO to $j00.000 '"as sharply abore tlut of banks in the next 
:iigher size group. This suggests tl1at the larger industrial com­
panies were increasingly engaged in acti,·ities characteristic of 
commercial banks. 

The rate of operating profit of insured commercial banks ap­
pears to haYe stood in imerse relationship to size of institution. 
whether tl1e rates were based on aggregates or on figures for in­
di' idual banks. Howner. large banks tend to hold more of tl1eir 
assets in tl1e fonn of cash and low-yield gm·ernmem securities, and 
more of tl1eir loans are made to large business concerns at a low 
rate of return. Thus tl1e element of size relationship disappears 
when banks are grouped according to other factors that ha,·e been 
found to be im}Xlrtant determinants of rates of profitability . 

. \mong banks of approximately the same size the a\·erage ratio 
of 11ft earnings to total assets showed consistent and regular in­
crease witl1 increases in bot11 tl1e rate of income on loans and tl1e 
percent of loans: but when size of bank ,,·as uried and tl1e per­
centJge of loans and rate of income were approximately tl1e same. 
t11e uriation in ayerage net earnings witl1 increases in size of bank 
was irregular. 



Interest Payments: The Cost 
of Borrowed Funds 

7 

ALL consumer instalment financing agencies and commercial 
banks benefited by the decline in interest rates over the period 
1929-41. But whereas in 1929 rates of interest paid on borrowings 
varied materially among the specialized agencies and commercial 
banks, by 1941 only relatively small differences were apparent.1 

The burden of interest payments-measured by the portion of 
total income they absorbed-also declined over the period in all 
types of agencies and in banks, primarily because rates declined 
as the proportion of borrowed funds increased. The burden of inter­
est payments varied considerably among the different types of 
agencies, in accordance not only with different timing in rate 
reductions, but also with differences in the proportion of borrowed 
funds between types of companies. 

The cost of borrowed funds is measured by the rate of interest 
paid on borrowings,2 in relation to the total amount of debt pre­
sumably subject to interest. Some understatement of the interest 
rate results from this calculation, because some debt is included 
upon which no interest was actually paid; but except in the case 
of industrial banks and, to a lesser extent, of sales finance companies, 
this understatement is not believed to be serious.3 

1 Except for local personal finance companies and credit unions. The average rate 
of interest paid by federal credit unions was considerably higher than that paid by 
the other agencies; but the credit unions borrowed only a negligible portion of 
their funds and these borrowings were principally from other credit unions. 
2 The term "interest" is here used to include fees that are a part of the cost of 
borrowed funds. Thus the figures for interest include not only trustees' fees on 
collateral trust notes (which were relatively significant in the case of companies in 
the National Credit Office sample) and amortization of discount on bonds sold, 
but also, in several instances, a significant amount of unamortized discount on bonds 
called for redemption prior to maturity. 
8 The error results from the extent to which accounts payable, dealers' deposits, 
demand deposits, and hypothecated deposits upon which no interest has been paid, 
have been included in total debt; it probably does not exceed 5 percent of the figures 
shown, except in the case of the investment type, industrial banks included in the 
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RATE OF !:\TERESI PAID 0~ BORROWI:\GS 

Table ~4 reveals that during 1929-41 interest cost, in percent of 
total debt presumably subject to interest, showed marked nri­
ation from year to year and from one type of company to another.4 

.-\.t the beginning of the period there was a sharp divergence be­
tween rates of interest paid on borrowings by agencies whose 
funds were derived from depositors or the sale of im·estment cer­
tificates-industrial and commercial banks-and those whose funds 
were deri\·ed from banks, from the sale of bonds, or in the open 
market-the sales finance, personal finance and non-im·estment 
type industrial banking companies. The latter group, regardless 
of type or size of company. paid from 6 to 8 percent for borrowed 
money, whereas the former paid approximately half as much . 

.-\Jl types of agencies (except credit unions) benefited sub­
stantially from the reduction in interest rates after 1929, although 
that reduction made itself felt at different times. By 1941 the 
specialized agencies, on the average, were paying interest rates 
of between 1 and 3 percent-only slightly above tl1e rate paid 
on time and s.wings deposits by commercial banks. 

In 1929 sales finance companies paid as high a rate of interest 
on borro"·ed funds as any other type of agency. Even the very 
largest comp:mies included in tl1e :\ational Credit Office sample, 
4 TlO m;1ch emphasis should not be pbced upon the ~·ear-to-Year fluctuations in the 
r.11e ( f i:;tere:;t as computed for these companies. for the degree of representativeness 
nm 1arY from 1ear to 1ear. See Appendix A for a discussion of hOI\' the ratios may 
h.• inftuenced hv the asset and 1iabilit1· figures that have been used as representative 
of Jlet-:l~e fig-ures. In regard to the companies included in the income tax sample, 
the 1ear-end borrowings used as the base may in a great manv cases ha,·e been 
nuteri:1lll below the arerages for the Year, as a result of the pressure under which 
the-;e C< mpanies were pl:lced to reduce borrowings during the early years of the 
193o·s .. \ counteracting influence mav also ha1·e affected the ratios: the nonpayment 
of interest due during the vear-bv companies whose income ta-x was reported on 
a ca'h basis-resulted in an indicated reduction in the computed rates which cannot 
be di;tinguished from an actual reduction in the average contractual rates. 

ta.x sample. which probabh· did not pa1· interest on their hrpothecated 
de]JO$its. If puritY of the data could ha1·e been assumed, accounts pavable should 
hare been excluded, since it is not the gener.1l practice-though instances may 
exist-to pav interest on accounts pa1able. panicularlv with respect to current 
items. But the e.xistence of large amounts of accounts pa1able in sune instances in 
the income ta.x data-in spite of the bet that the amount of accounts pa1·able may 
be expected to be imig·nificant in consumer instalment financing companies-appears 
to justifY the assumption that these were improper!~· reported or tabulated. In the 
other samples accounts pa1·able were not included. 



TABLE 24 .;: 
!'<) 

INTEREST PAYMENTS OF SELECTED SAMPLES OF CoNSUMER INSTALMENT FINANCING AGENCIES 
AND COMMERCIAL BANKS IN PERCENT OF DEBT, 1929-41& 

Sample 1929 1930 1931 1932 1933 1934 1935 1936 1937 1938 1939 1940 1941 

Sales .finaru:e companies 
2 to 3 nationaJb 6.4% 5.2% 4.0% 5.0% 3.2% 2.8% 1.9% 1.8% 2.0% 2.2% 1.9% 1.4% 1.2% 
2 to 4 regional b 7.5 6.2 5.3 5.4 5.4 4.0 2.4 1.8 1.9 1.6 1.6 1.5 1.6 n 
9 to 32 locaJb 8.3 6.6 7.1 6.6 6.0 6.2 4.4 3.6 3.3 3.0 2.9 2.6 2.4 0 
202Iocalo 6.3 .. .. .. 4.8 .. .. 2.7 . . .. .. .. . . a:: 

"0:1 
Pn-SfJtiOI.finatu:• eompaniu > 

2 nationaJd 7.0 6.5 5.8 5.1 4.1 4.8 2.0 2.1 1.8 2.0 2.1 2.2 :>:1 
2 to 5 regionaJd 7.5 7.3 7.4 8.0 5.7 5.6 4.6 3.9 2.9 2.6 2.2 2.1 2.1 > 

>-1 5 to 7locaJd .. .. .. 5.6 6.9 3.8 4.3 3.8 3.8 4.1 3.6 
153local• 5.7 .. .. .. 6.1 .. .. 5.8 . . .. . . .. . . < 

l'<l 
79 non-invest. typ11 indust. f>kg. cos.• 6.3 .. .. .. 6.4 .. . . 4.7 .. .. .. .. . . 

0 
Inr~t~st. typ• indust. hanks "' 

56 noninsured• 2.9 2.8 .. 2.2 . . .. l'<l .. .. .. .. :>:1 6 largest insured• .. .. .. .. .. 3.0 2.4 2.3 2.2 2.0 1.9 1.9 1.7 > All other insured• .. .. .. .. 2.6 2.3 2.4 2.3 2.1 2.0 2.0 1.9 >-1 
37 insured• 2.7 .. .. .. 2.5 . . .. 1.5 . . .. .. .. . . z 

Credit unions ~ 

All reporting federal to! 
credit unionsf .. .. .. . . .. .. 1.4 2.4 3.6 4.2 3.8 4.2 5.5 >< 

Commwcial hanks "' to! 
All national banks& 3.4 3.4 3.1 2.9 2.6 2.5 2.0 1.7 1.7 1.6 1.5 1.4 1.2 :>:1 
All insured banks" .. .. .. . . .. 2.4 2.0 1.7 1.6 1.6 1.4 1.3 1.2 to! 

z 
(footnotes on opposite page) n 

l'<l 
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those baring access to the open market, were then paying as high 
a rate as the smaller companies included in t11e income tax sample, 
whose sources of funds were presumably more limited. But in t11e 
immediately succeeding years the effect of the high regard t11at 
sales finance companies in general had acquired among credit 
sources, as well as the pressure among banks for outlets for funds, 
began to be noticeable. By 1934, sales finance companies engaged 
in nationwide and regional operations had so benefited by the re­
duction in open-market borrowing rates that they were paying a 
rate of about one-half tl1e 1929 le,·el. 

By 1936, howerer, both tl1e local companies included in the Na­
tional Credit Office sample, which were presumably borrowing in 
the open market, and the 202 local companies in the income ta..x 
sample, presumably restricted to local sources for credit, were also 
bonowing at about one-half tl1e 1929 rates. By the end of the period 
national sales finance companies were paying an aYerage rate on 
long- and short-tenn bonowed funds combined, which was as low 
as the rate paid by commercial banks on time and savings deposits. 
Regional and local companies with access to the open market were 
paying somewhat higher aYerage rates, and so, probably, were the 
smaller local companies with more restricted sources of funds. 

roonous ro TABLE 24 
• The number of companies for each ,·ear mav be found in Appendix Table B-1. 
• Based on data from the Xational Credit Office, Inc. Some of these companies are 
included in the 202 local companies of the income tax sample. Here the denominator 
is the arerage of debt at the beginning and end of year. 
• Based on tabulations prepared by the Income Tax Study. The figures represent 
interest parments in percent of year-end debt. 
• Based on data from the X a tiona! Credit Office, Inc. Some of these companies are 
included in the 153 local companies of the income tax sample. Here the denominator 
is the average of debt at the beginning and end of year. 
• Based on data from Federal Deposit Insurance Corporation. Interest payments in­
clude all interest reported paid on time and sa\ings deposits, postal sa\ings deposits 
and borrowed money. Figures represent interest pavments in percent of arerage of time 
and savings deposits (including postal savings deposits) for beginning. middle and end 
of year, except for industrial banks in 1934 and 1935, when year-end figures are used; 
deposits accumulated for the repannem of loans have been deducted from time and 
sa\ings deposits of industrial banks. Cash depositories and banks designated in this 
stud\· as insured industrial banks are included ,,·ith all insured commercial banks. 
1 Ba~d on data from l'. S. Farm Credit Administration, Division of Finance and 
Accounts. The figures represent interest pam1ents in percent of ,·ear-end debt. 
'Based on data in Annual Reports of the Comptroller of the Currenc\'. Interest pa\'· 
ments include all interest reported paid on time and sa\·ings deposits (except time 
deposits of other banks). postal sarings deposits and borrowed money. Figures repre· 
sent interest pa\lnents in percent of arerage of time and sarings deposits (including 
postal savings deposits) for call dates during the year. 
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For the large personal finance companies engaged in operations 
on a nation-wide, regional and local scale, recognition of a high 
degree of creditworthiness carne a little more slowly than for the 
comparable sales finance companies. From 1936 on, however, the 
rate of interest paid by national personal finance companies ap­
proximated only about 2 percent, and that of the locals 4 percent. 

The differentials evident through most of the period in rates 
paid by the national, regional and local personal finance companies 
bespoke the lag in recognition of the creditworthiness of smaller 
institutions. They may also have resulted from the smaller institu­
tions' practice of borrowing funds from sources allied with manage­
ment or stockholder interests, which deliberately required rates 
in excess of those available from competitive sources; possible indi­
cation of such a practice is seen in the fact that for local companies 
included in the income tax sample the computed rate for 1936 
exceeded that for 1929.5 

The rate of interest paid by federal credit unions does not appear 
to have been affected by easy money conditions in the later years 
of the period. This may be partly attributed to the fact that these 
organizations have done a large portion of their borrowing from 
other credit unions, a source not likely to be responsive to changes 
in short-term interest rates.6 

5 Although these computed rates may be influenced by the nature of the data, the 
distribution of the individual companies included supports the representativeness 
of the average. Examination of the individual personal finance companies reveals 
that the rate of interest payments on year-end debt is meaningless in a number of 
instances, but that these are not sufficiently important to bias the results; the rate 
is therefore reasonably representative. In several instances the amount of interest 
paid during the year exceeded the debt outstanding at the end of the year, and in 
several no debt was outstanding at the end of the year. Repayment of all or of a 
large proportion of the debt outstanding at the beginning of the year is the most 
reasonable explanation for such cases, although some of the institutions concerned 
may have kept their books on a cash basis, and made payments during the year 
which covered interest for a number of years. 

Conversely, there were a number of instances in which debt was reported at the end 
of the year, but no interest payments during the year; these cases could result from 
the original issuance of interest-bearing obligations during the year, on which no 
interest was paid or accrued, or from a failure to pay or to accrue interest on debt 
that had been outstanding throughout the year. Since all of the companies concerned 
were small, with total assets of less than $100,000, it is possible that holders of the 
stock and of the debt obligations were identical, and that no interest was actually 
paid. 
6 The much lower rates shown for 1935 and 1936 are believed to represent payment 
of interest for only a portion of those years, a situation resulting in part from the 
rapid growth in number of federal credit unions ~t that time. 
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Since the sources of funds of 11011-ill\'estment type industrial 
banking companies and personal finance companies were somewhat 
alike, it is not surprising to find similarity in both the level of, and 
changes in, their rates of interest paid on borrowings. 

Early in the period the rate of interest paid by industrial banks 
included in the income tax sample was the lowest to be found 
among consumer financing agencies. During the latter years, how­
ner, the rate paid by insured industrial banks was in excess of 
that paid by the large sales finance companies. This differential 
reflects the difference between the primary source of funds of in­
dustrial banks and of other types of companies.r 

Since the great bulk of the borrowed funds of industrial banks 
takes the form of time and savings deposits, the le,·el of interest 
rates, and their trend, are subject to the competiti,·e influence of 
rates on similar deposits in commercial banks. Nevertheless, the 
average rate paid by insured industrial banks, adjusted for hypothe­
cated deposits, was considerably in excess of the average paid by 
insured commercial banks. This was true eren of the larger insured 
industrial banks located in very large centers, in which interest 
rates were materially affected by easy money conditions. 

To obtain an adequate and gTowing volume of deposit, these 
banks paid rates of interest on time and savings deposits in excess 
of those paid by larger commercial banks that were their competi­
tors. They were enabled to do so by the satisfactory returns they 
received on loans; and their rates of net earnings and net profit 
remained materially above those of the average commercial bank. 
This suggests that the greater prestige attached to the maintenance 
of an account with a commercial bank is sufficient to pre,·ent 

7 It must be recognized that the rate of interest paid on deposits by industrial and 
commercial banks does not represent a true comparison with the rate of interest 
paid on borrowings br the other trpes of consumer instalment financing agencies, 
becluse a portion, or all, of the cost of running the time and sarings deposit 
department-rent, light, heat, and personnel-should properlv be considered a cost 
of borrowing. Figures of departmental costs \-ary great!\·, depending upon t11e method 
of the indhidual investigator. Some indication of the magnitude of these costs may 
he derired, howerer, from figures co\·ering 83 Massachusetts banks for 1937, which 
showed the follo\\ing sa,·ings department expenses, in percent of time and sa\"ings 
deposits: salaries, 0.22 percent: adrertising. 0.01 percent: operating expenses, 0.16 
percent: occupancy e.xpenses, 0.10 percent; and total expenses. 0.49 percent (Driscoll, 
\lillet & Companr, Supplemenlar".' Report 011 Srm•ey of Commncia/ Banks in 
.\fassaclrusetts for tilt rear 1938, Philadelphia). 
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transfer of a significant amount of deposits to an industrial bank, a 
transfer which an assumption of pure competition would imply.8 

During the late 1920's the average rate of interest paid on time 
and savings deposits by commercial banks ranged between 3 and 
3Y(i percent. The decline in rates began in the early thirties, and 
was marked and steady untill936. The impetus in the decline may 
be traced to limitations imposed by the Banking Act of 1933,9 but 
its continuance must be ascribed to the influence of the general 
decline brought about by the easy condition of the money market. 
By 1941 the interest rate, as shown in Table 24, approached one­
third that prevailing in the late twenties. 

Data on the rates of interest paid by individual insured com­
mercial banks for 1939, 1940 and 1941 reveal considerable varia­
tion from bank to bank, but parallel other data indicating a rela­
tive shortage or relative plethora of funds in the communities 
concerned. In general, banks that paid higher rates of interest on 
time and savings deposits were the banks with higher proportions 
of assets in the form of loans producing good rates of interest. For 
the most part, they were small banks or banks in small communi­
ties, and they paid relatively high rates of interest because it was 
worth their while, apparently, to do so in order to attract addi­
tional funds in the form of time deposits. Yet despite the higher 
rates paid on deposits, they were able to show the best rates of 
earnings. 

The lowest rates of interest paid on time and savings deposits 
were found among banks in the larger cities, where interest rates 
generally were very low, where high-rate loans represented a very 
small proportion of total assets, and where cash, reserves with other 
banks, and low-yield securities represented a large proportion of 
total assets.10 Here free funds in the form of demand deposits 

8 The difference in the rates paid by the insured and the noninsured investment 
type industrial banks can probably be attributed to the added safety resulting from 
the insurance of deposits by the Federal Deposit Insurance Corporation. 
9 This act prohibited the payment of interest on demand deposits, with certain 
minor exceptions, and gave the Board of Governors of the Federal Reserve System 
power to limit the rates of interest paid on time and savings deposits by national 
and state banks that were members of the Federal Reserve System. The same power 
over insured state banks not members of the Federal Reserve System was granted 
to the Board of Directors of the Federal Deposit Insurance Corporation by the 
Banking Act of 1935. 
lo The regulation of interest on deposits by clearing house agreements in the larger 
centers, and the effective absence of such agreements in the smaller centers, may 
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were plentiful, and there was no incentive to try to attract addi­
tional funds. These banks, in spite of their very low rates of 
interest on deposits, showed the lowest rates of net earnings. 

The rate of interest received on loans by consumer instalment 
financing agencies and commercial banks, and the rate of interest 
paid by these institutions, represent a cost of money to different 
segments of the economy. To a certain extent both rates are subject 
to factors that affect the availability of lendable funds. But dur· 
ing the period under consideration, the effect of easy money condi­
tions upon rates paid by these ag·encies and by commercial banks 
was much greater than upon average rates collected from their 
respective customers, so that the differential in favor of the agen­
cies and banks increased. 

The extent of this differential, and the changes in it, are best 
seen from the ratio of average rate of interest on loans to average 
rate of interest paid on borrowings.11 At the beginning of the 
period the average rate of interest received on loans represented, 
in personal finance companies, about 4.5 to 5 times the average rate 
paid on borrowings. Comparable ratios for the other consumer 
instalment financing groups were as follows: itwestment type indus­
trial banks, 3.5 to 4; sales finance companies, 2.5 to 3.5; non-in­
,·estment type industrial banking companies, 2.5. 

In succeeding years the rapid decrease in the rate of interest paid 
on borrowings increased these ratios in each type of company,12 
but the relative relationship between rates collected on consumer 
loans and rates paid for borrowed funds remained essentially the 
same from one type of company to another: the largest ratio, about 
8 to 15, shown by the personal finance companies, was followed 
11 See Appendix Table B-l·t. 
12 It should not be orerlooked that the rates paid by the customers of these com­
panies corer a materially greater element of service than is inherent in the rates 
paid for the larger amounts borrowed by the companies. 

be considered an incidental factor. See the statement in the Amnwl Report of the 
FDIC for 1939, p. 54. The distribution of insured commercial banks according to 
the rate of interest paid on a\·erage time and sarings deposits, and by the rate of 
net earnin~?S in 1939 the rate of income on loans, and the ratio of loans to total 
assets, is p~esented i~ Table 146 of the same report, p. 188. The distribution of 
insured commercial banks according to the rate of interest paid on arerage time 
and savings deposits, and br the ratio of time and sarings deposits to total deposits, 
the amount of deposits, and the popu'ation of center in which located, is presented 
in Table 147 of the same report. p. 1K9. Similar distributions are shown in the 
Annual Reports for 1940, pp. 200, 202, 203, and 1941, pp. 169·72. 
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by sales finance companies, 6 to 9; insured industrial banks, 5 to 6; 
and credit unions, 2. 

Figures covering all national banks indicate a comparable but 
less drastic change in the ratio of average rate of interest received 
on loans to average rate of interest paid on time and savings de­
posits, the commercial banks' chief source of interest-bearing funds. 
In 1929 the average rate of income on loans was 1.8 times the 
average rate of interest paid on time and savings deposits, while 
in 1936 the ratio was 2.6 and by 1941 it had become 3.5, resulting 
in a striking shift in the importance of interest cost to commercial 
banks. During 1929-34 interest paid on deposits and borrowings 
amounted to more than 50 percent of income received from loans, 
but it amounted to less than 30 percent in 1941. 

INCOME ABSORBED BY INTEREST 

From Table 25 it can be seen that in all the specialized agencies, 
as in commercial banks, the payment of interest exacted a more 
significant proportion of total income at the beginning than at 
the end of the period 1929-41. Data on the income tax sample 
show that among sales finance companies and investment type in 
dustrial banks interest payments absorbed more than one-fifth 
of total income in 1929, while as a result of smaller proportions 
of outstanding debt, they absorbed only 14 percent among non­
investment type industrial banking companies and less than 7 per­
cent among personal finance companies. By 1936, with the decline 
in interest rates, the burden of interest payments had lessened in 
all the agencies except personal finance companies. 

Despite the increase in proportion of borrowings and the de­
crease in rate of total income on loans, the force of the decline in 
interest rates on borrowings was so great in the sales finance com­
panies that between 1929 and 1936 the proportion of total income 
absorbed by interest payments was reduced to nearly half in the 
local companies, and to about one-fourth in the national and re­
gional companies. In subsequent years it continued to decline for 
the smaller sample of local cpmpanies, and although it increased 
somewhat for the regionals and nationals, by 1941 it had returned 
to the 1936 level. 

For the income tax sample of personal finance companies the 
portion of total income absorbed by interest payments was higher 
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2 to 4 rq-tionaJh 2'J.6 23.') 20.0 20.3 14.0 10.6 7.7 6.9 8.9 8.4 7.4 1!.6 10.2 :>:1 
0 

'J to 32 ltwal'• 2S.6 23.9 24.2 22.1 15.8 18.2 15.3 14.2 13.8 13.4 11.7 11.8 11.3 ... 
202 lontl• 20.8 .. . . . . 13.3 .. .. 11.6 .. .. . . .. .. .... 

M 

/,rr,ronal finanr.e cornjHJni,.r I:' 

2 natiounl*l .. 6.0 7.2 6.2 4.3 3.6 2.3 2.2 2.5 2.2 2.5 2.9 3.3 ..., 
2 to 5 rq~iona1•1 9.3 6.3 13.8 9.7 5.3 6.7 5.6 4.9 3.9 3.8 3.4 3.4 3.5 ~ 

5 to 7 lo('a1'1 .. .. . . .. . . 4.4 5.8 3.2 5.2 5.5 5.0 5.5 5.4 :,00: 

153 lo<'al 0 6,(, .. . . 4.8 .. . . 7.6 I:' 

79 mm-im".st. lyf!e indwt. bA~t. co.1.• 13.9 .. . . . . 10.4 . . . . 10.2 

hwrrt. IY/''- imlwt. bankr 
56 nouiruuJrrd0 20.9 . . . . .. 20.4 17.2 
6 largrKt inHurcd• .. . . . . . . . . 26.5 21.7 1 ?.4 18.6 16.9 16.5 16.3 14.8 
All ottwr iru111rcd• .. . . 15.6 14.9 13.6 14.0 13.6 13.2 13.1 13.3 
37 inHur·rd• 22.6 .. . . . . 1 ?.8 . . . . 13.9 

Cut/it umrm.r 
All rqwrting frdrral 

cr<"dit unionH 1 .. .. . . . . . . 1.1 1.0 1.1 1.3 1.1 1.0 .9 

Corrmurcial bank.r 
All national hank"" 34.7 35.8 33.8 32.0 26.3 21.8 19.1 16.2 15.1 14.6 13.5 12.2 10.7 
All inHured hank•• .. .. . . . . . . 20.4 17.8 15.3 14.5 14.6 13.4 12.3 11.0 

(footnotes on followir~g Jmgr•) -..... 
(.0 
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in 1936 than before the depression, due to the increase in propor­
tion of borrowings and the continued high rate of interest on 
them. But for the national or regional companies, whose rate of in­
terest paid on borrowings fell off sharply after 1929, there was a 
marked drop in the amount of total income absorbed by interest 
expense; after 1937 it showed no material change. 

The very low proportion of borrowings of federal credit unions 
accounts for absorption of only about 1 percent of those organiza­
tions' total income by interest expense in 1935-41, the lowest figure 
for any type of agency. For the insured industrial banks this propor­
tion decreased gradually from year to year after 1934, with the 
decrease in the rate of interest paid on deposits. 

More than one-third of the total, income of commercial banks 
was required to meet interest payments in 1929, a substantially 
higher proportion than was generally required in any of the special­
ized agencies. It began to decline, however, in 1932, and thereafter 
its fall was very rapid, following the prohibition of interest pay­
ments on demand deposits and regulation of interest rates on time 
and savings deposits.1s 

By 1941 only about one-tenth of the total income of commercial 
banks was absorbed by interest payments, a figure about equal to 
that of sales finance companies and somewhat lower than that of 
insured industrial banks. The downward trend in this proportion 
was due almost entirely to the decline in interest rates paid on 
1a See footnote 9, above. 

FOOTNOTES TO TABLE 25 
•The number of companies for each year may be found in Appendix Table B·l. 
b Based on data from the National Credit Office, Inc. Some of these companies are 
included in the 202 local companies of the income tax sample. In the majority of cases 
recoveries are probably included in total income. 
• Based on tabulations prepared by the Income Tax Study. 
4 Based on data from the National Credit Office, Inc. Some of these companies are 
included in the 153 local companies of the income tax sample. In the majority of cases 
recoveries are probably included in total income. 
• Based on data from Federal Deposit Insurance Corporation. Interest payments include 
all interest reported paid on time and savings deposits, postal saving deposits and 
borrowed money. Cash depositories and banks in this study designated as insured 
industrial banks are included with all insured commercial banks. 
f Based on data from U. S. Farm Credit Administration, Division of Finance and 
Accounts. 
r Based on data in Annual Reports of the Comptroller of the Currency. Interest pay­
ments include all interest reported paid on time and savings deposits (except time 
deposits of other .banks), postal savings deposits and borrowed money; before 1935 
they include, in addition, interest on demand dep~its. 
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deF"-"'sits. a decline more drastic in commercial tl1an in insured 
inc!umi.u ronks. 

In general. among companies included in the income t:Lx sample, 
t!1e brger tl1e comp.my the higher tl1e proportion of total income ab­
s...)rba:l by interest cost. Predl1minant in effecting this relationship 
\OS the disposition sho\m by tl1e larger companies to borrow a 
hi;her pn"~portion of funds than tl1e smaller companies. Only 
anll"'ng sales finance companies in 1936 was tl1e p.1~1nent of decisi,·ely 
l~."'''"er rates of interest by tl1e larger comp.1nies a bctor strong 
en('u;h to counteract the influence of hea,·ier borrowing and 
elimin:ue all rebtionship between size of company and the pro­
fX1rti~.m of total income absorbed bY interest.14 

This tendency for larger companies to show higher interest cost 
in rebtion to total income was not dear<ut among the smaller 
s...unples .. \fter 1930 rq,-rional sales finance companies showed a 
k1\1·er pn1portil)lllte interest cost tl1an tl1e locals, but the national 
comp .. mies moYed erratically. exceeding botl1 regionals and locals 
in S(l!11e Years and f.uling below both in otl1er years. This bck of 
a wndusi,·e size-interest cost relationship was due primarily to 
t!1e bet that differences in tl1e pfllportion of borrm,ings in these 
c~.1mp.mies. all borrowers in tl1e open market. were not consistent 
\1·irh S<:"t)pe of operations .. \mong persoml finance companies in 
the \".uion.u Credit Office sample tl1e relati,·e burden of interest 
e':r-ens.e w:1s consistently lower for the mtional than for the regional 
comp.mies throughout the period; and after I 936 it was lower 
r~)r the rq,-rionals than for the locals. 

I~Fll'E:'\CE OF CHARACTER OF LO:\:'\S 0:'\ THE R.\TE 

OF 1::'\TIREST PAID 0:'\ BORROWI:'\GS 

In CJupter j it '"as pointed out tlut companies receiYing higher­

a In ~~~ :md 19~~ the fX"':ri,·e rebti@iliip betKeen the size of sales finance rom· 
~nies and the pn'porti<'n of wtal inn,me a~1rhcl lw interest "-as rea.."tonablY 
<t1n~:;:ent. and resulted fwm the l'"'er rJte of gn:~ inn,me and the hi~er propor­
r:,,n of to.1m:1"in;s w'"'ll tw the br~r <t'mp.mies. Per><.,nJI finance <t'mp.mies and 
n.:>n·in,es:ment type indumi.al lxmkin:;: n1mp.mies al"-l showed a pt"'itiYe rellti,,n­
~!'.:p ~t\\'Ml s:l(' of c~>mp.tm ;md the pn'P''ni,,n ,,{ wul in('l'llle Jhsorhed b,· interest 
cn,.t. f;ut "'irh nn in,:: dr~ ,,f Tl"'.:-ul.nit\' in f.l(h \e.lr. The i!1\'3lt:St Te\."U!aritY 
(,,r pcr><'nll linJ.nce ~'mp.lllies "·Js s.~'"'n in ~~~:i: in e.l<'h of th~ leJrs the. hi~er 
pr•'~"-'Tti,,n ,,{ bt1rro" in~ wo,,n lw the !Jrger <t'mp.mies ,,.JS the predt.'minant 
i::f..•e:1ce up..'n the imp..\ftance of interest 35 a Ct"I$H:omponent. In,estmeut t'-pe 
i:1.i:.:Str..l) l:unls $bowed :l \'ef'\ pmoounceJ rellUt1llShip in ~~~j and 19~; in 19'..'9 
it ,..lS l<"SS regul.u. 
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than-average rates of income from loans sustained higher-than­
average rates of operating costs, including charge-offs. Similarly, 
it appears from the data presented in Table 26 that the higher 
the rate of income received on loans, the higher the rate paid by 
the company on its own borrowings. 

TABLE 26 

INTEREST PAYMENTS oF CoNSUMER INSTALMENT 

FINANCING AGENCIES IN PERCENT OF YEAR-END 

DEBT, 1936, BY LoAN-INCOME RATES" 

Sales Personal 
Industrial Banking Cos. 

Loan-Income Finance Finance Non-Invest. Invest. 
Rates/' Companies Companies Type Type 

Under 8% (1.8)% (8.0)% .6% 1.7% 
8-12 2.6 3.7 4.9 1.7 
12-16 2.2 3.5 4.8 2.4 
16-20 3.6 4.6 4.2 

}(3.1) 2D-24 3.5 4.5 4.8 

24-28 5.1 7.8 
}(8.5) 28-32 (4.6) 5.4 

32-36 (5.9) 7.1 
36 or over (6.8) 5.7 

ALL COMPANIES 2.7% 5.8% 4.7% 1.8% 

Number of companies 202 153 79 93 

• Based on tabulations prepared by the Income Tax Study. Parentheses indicate 
groups containing 10 companies or fewer. 
b Total income (composed predominantly of loan income) in percent of total year· 
end loans outstanding. Each level is inclusive of the lower limit and exclusive of 
the upper. 

This positive relationship between rate of income on loans and 
rate of interest on borrowings probably derives from the willing­
ness of companies with a large proportion of loans that produce 
high rates of income to pay high rates to obtain additional funds. 15 

It may also be due in some cases to the borrowing of funds, at 
higher cost, from sources closely allied to the management, and in 
others to the prejudice in some quarters against institutions engaged 
in high-rate lending. 

The relation of rate of income on loans to rate of interest on 
borrowings was most evident among sales finance companies, but 
it was fairly clear, though with more exceptions, among personal 
15 This was pointed out above, with respect to if1sured banks. 
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finance companies. Among industrial banking companies the ap­
parent relationship was based on so few groups that it would be 
considered inconclusiYe in the absence of proof of a similar rela­
tionship in the other agencies. 

The burden of interest payments, howe,·er, did not increase 
with increases in the rate of income from loans. The reason for 
this is that, just as in the case of the rate of operating costs, the 
rate of interest paid on borrowings, while higher among the higher 
income rate groups, was not nearly so much higher as the rate of 
income. In addition, the companies with a higher-than-average rate 
of total income generally showed a smaller proportion of borrow­
ings. Thus the interest payments of the higher loan-income rate 
companies accounted for only a portion of the higher rates received, 
and did not absorb higher proportions of total income. 
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Net Profit and Cash Dividends: 
The Share of the Owners 

THROUGHOUT the period 1929-41, net profit-the amount available 
to stockholders after all operating costs and interest payments have 
been met-was a high percentage of net worth for the consumer 
instalment financing agencies as compared with commercial banks 
or with other corporations generally. Likewise, their dividend pay­
ments to stockholders were higher percentages of net worth than 
those of banks or other corporations. However, as a result of the 
higher level of net profit among the specialized agencies, the 
amounts paid out in dividends generally represented a smaller 
proportion of net profit than they did for commercial banks or 
other corporations. 

NET PROFIT 

Rate of Net Profit 

The average rate of net profit on the book value of ownership 
equity invested in the business declined sharply during the depres­
sion for the consumer instalment financing agencies, but in general 
it remained positive; after reaching pre-depression levels during 
the recovery in 1936 and 1937' it declined in 1938, rallied in the 
subsequent years and remained at a high level.l On the other 
hand, the average rate of net profit on net worth of commercial 
banks, although better than that of corporations in general, was 
lower than that of the consumer agencies in the good years, 
and in the depression was a negative figure. Figures are shown in 
Table 27. 

Sales finance companies for the period as a whole showed almost 

1 A considerable variation was shown in the rates of net profit reported by individual 
companies in the income tax sample, but the distribution of individual companies, 
presented in Appendix Table B-14, confirms the inferences based on average rates 
of net profit. 



TABLE 27 z 
tol 

NET PRoFIT oF SELECTED SAMPLES oF CoNsUMER INSTALMENT FINANCING AGENCIES o-j 

AND CoMMERCIAL BANKS IN PERCENT OF NET WoRTH, 1929-41" "0 

"' Sampl~ 1929 1930 1931 1932 1933 1934 1935 1936 1937 1938 1939 1940 1941 0 ..., -Sales finance companies o-j 

2 to 3 nationalb 15.9% 11.4% 8.9% 5.8% 9.6% 15.3% 17.9% 20.2% 20.4% 14.1% 12.1% 12.3% 14.1% 
2 to 4 regional b 16.4 13.0 11.5 3.6 6.4 11.8 18.5 19.2 15.6 9.6 10.1 10.7 8.9 > 
9 to 32 localb 13.4 8.0 7.4 3.1 6.9 11.0 15.0 16.0 16.1 7.5 9.0 10.8 11.6 z 
202 local• 11.9 .. .. .. 4.7 . . .. 12.1 .. .. . . .. .. '=' 

Personal finance companies '=' 
2 nationald .. 16.3 14.1 12.2 12.0 11.3 13.5 14.9 16.6 14.4 13.8 13.5 11.8 < 
2 to 5 regionald 20.6 16.4 12.8 -6.3 10.8 12.7 14.0 16.3 18.2 14.0 15.1 15.4 14.5 

'=' 5 to 7 locald .. .. .. .. . . 9.2 10.4 13.7 13.8 10.2 11.4 14.5 12.8 tol 
153 local• 11.8 .. . . .. 5.4 .. .. 8.3 .. .. .. .. . . z 

79 non-invest. type indust. hkg. cos.• 7.3 1.3 5.9 '=' .. .. .. .. . . 
Invest. type indust. hanks 

56 noninsured• 9.7 .. .. .. 2.0 .. 4.9 
6 largest insured" .. .. .. .. . . h 6.3 12.1 12.5 19.2 16.7 13.4 13.4 
All other insured8 . . .. . . . . . . 4.1 7.3 8.2 10.0 8.0 9.8 7.8 8.7 
37 insured• 8.9 .. .. .. 1.8 .. . . 10.8 

Credit unions 
All reporting federal 

credit unions! .. .. .. . . .. .. 2.6 4.3 5.1 5.0 4.9 4.9 4.3 

Commercial hanks 
All national banks~< 7.8 4.0 -1.5 -5.0 -9.6 -5.2 5.1 10.0 7.1 6.1 7.4 7.0 7.5 
All insured bankse .. .. .. .. . . -5.5 3.4 8.4 6.0 4.7 6.0 6.1 6.7 

(footnotes on following page) -~ 
~ 
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as high a rate of net profit on net worth as personal finance com­
panies, despite a relatively low rate of operating profit on total 
funds. Their net profit rate showed sharper fluctuations, how­
ever, with changes in the business cycle, falling during the depres­
sion and rising in the years immediately following 1933; and its 
year-to-year pattern diverged materially from the rate of operating 
profit on total assets. These relationships emphasize the importance, 
as factors in the rate of net profit, of the sales finance companies' 
high proportion of borrowed funds, and of the interest rate paid on 
them. 
_ In 1929 the rate of interest paid by sales finance companies on 

borrowed funds was only slightly below the rate of operating 
profit; nevertheless, the high proportion of borrowed funds pro­
vided sufficient leverage to lift the rate of net profit on equity 
capital. When the rate of operating profit fell, from 1930 to 1933, 
the rate of interest paid on borrowed funds fell also, but less 
rapidly, so that the rate of net profit dropped more sharply than 
the rate of operating profit. From 1933 to 1936 the rate of net 
profit rose spectacularly, much more rapidly than the rate of 
operating profit, because of the continued sharp fall in the inter­
est rate on borrowed funds, and the rise in the proportion of 
such funds. From 1938 to 1941, despite a decline in the rate of 
operating profit, the rate of net profit was fairly stable, thanks 
to the continued decline in the rate of interest on borrowings 
and in the proportion of equity capital. 

FOOTNOTES TO TABLE 27 
• The number of companies for each year may be found in Appendix Table B·l. 
b Based on data from the National Credit Office, Inc. Some of these companies are 
included in the 202 local companies of the income tax sample. Here the denominator 
is average net worth at the beginning and end of year. 
• Based on tabulations prepared by the Income Tax Study. The figures represent net 
profit in percent of year-end net worth. 
d Based on data from the National Credit Office, Inc. Some of these companies are 
included in the 153 local companies of the income tax sample. Here the denominator 
is average net worth at the beginning and end of year. 
• Based on data from Federal Deposit Insurance Corporation. Net worth is the average 
of figures for beginning, middle and end of year, except for industrial banks in 1934 
and 1935, when year-end figures are used. Cash depositories and banks designated 
in this study as insured industrial banks are included with all insured commercial 
banks. 
t Based on data from U. S. Farm Credit Administration, Division of Finance and 
Accounts. The figures represent net profits in percent of year-end net worth. 
r Based on data in Annual Reports of the Comptroller of the Currency. Net worth 
is the average of figures for call dates during the year. 
h Less than 0.05 percent. · 
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In personal finance companies, whose proportion of bonowed 
funds was lower than that of sales finance companies, fluctuations 
in the rate of net profit on net worth followed those in the rate 
of operating profit on total assets more closely. In addition, as 
long as the rate of personal finance companies' operating profit 
was high, the decline in the interest rate paid on borrowed funds, 
and the increase in the proportion of such funds, had a less 
noticeable effect on the rate of net profit. By 1937, howeyer, the 
rate of operating profit had decreased sufficiently to allow the in­
fluence of tl1ese factors to be reflected in tl1e rate of net profit. After 
1937, despite tl1e continued decline in tl1e rate of operating profit, 
the rate of net profit was relati,·ely stable. 

For industrial banking companies included in tl1e income tax 
sample tl1e average rate of net profit in 1929 was somewhat below 
tlut of sales finance and personal finance companies, and by 1933 
it had dropped still furtl1er. This fall was sharper tl1an tl1at in 
the rate of operating profit, since tl1e cost of borrowed capital 
had remained relati,·ely constant. During the subsequent upturn, 
1933-36, tl1e rate of net profit of non-im·estment and of nonin­
sured im·estment type industrial banking companies failed to 
reach 1929 levels, since the rate of operating profit did not show 
sufficient recovery nor tl1e rate of interest on borrowed capital suffi­
cient decline. 

This was in sharp contrast to the experience of insured indus­
tri,ll banks, which exceeded tl1eir 1929 level in 1936 and subse­
quent years, as a result of the expansion in proportion of deposits 
to equity capital and the decrease in rate of interest paid on 
deposits.2 

Since the proportion of borrowed capital in federal credit unions 
has always been insignificant, the rate of net profit-about 5 per­
cent of year-end net wortl1-was only fractionally higher during 
the period under re,·iew tl1an tl1e rate of operating profit on 
year -end total assets. As in the case of all data covering federal 

=figures for a group of reporting ~[orris Plan banking companies-almost all of 
which are imestment t'-pt: companies, and a number of which are insured banks, 
included in the income taX samplf-4;how a higher rate of net profit throughout 
the period than the other samples of industrial banks. In this series. the fluctuations 
from \ear to )·ear, ho,,e,·er. are in general agyeement with those indicated by the 
other samples. See :\'ational Bureau of Economic Research (Financial Research 
Program), /ndustn'al Banking Companies and Their Credit Practices, by Raymond 
J. Saulnier (:\ew York 1940) Table 47, p. 164:. 
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credit unions, the average rate of net profit of those units that have 
operated throughout the respective years was somewhat higher than 
indicated by reported figures, which are affected by the rapid growth 
in the number of federal credit unions during this period. 

Over the period 1890-1929 national banks experienced an aver­
age rate of net profit of 7.8 percent of net worth,3 the same as that 
shown in 1929. The fact that despite a substantially lower rate of 
operating profit, this net profit rate was almost as high as that of 
investment type industrial banking companies, and about two­
thirds that of local sales finance and personal finance companies, 
may be attributed to the high proportion of demand deposits, 
on which no interest or a very low rate of interest was paid.4 

The national banks' rate of net profit dropped sharply to a 
negative figure of almost 10 percent in 1933, as a result of · 
continued payment of interest, which absorbed over one-quarter 
of total income at a time when the rate of operating profit had 
declined beyond the vanishing point. This drastic drop in rate of 
operating profit may be laid ·to the huge increase in the rate of 
gross and net charge-offs on loans and securities.5 

With the subsequent recovery the rate of operating profit for 
national banks fluctuated around 1 percent of total assets, a level 
less than one-half that of the late twenties. At the same time, how­
ever, there was a further decline in the proportion of total funds 
represented by net worth,6 a prohibition of interest payments on 
demand deposits, and a sharp decrease in the rate of interest paid 
on time and savings deposits.7 In consequence, during the six-year 
period ending in 1941, the rate of net profit of all national banks 
averaged about 7.5 percent, only slightly below the rate for 1929 
and the average for the years 1890-1929.8 

SSee Chart XV. below. 
4 The rate of operating profit was less than 3 percent of total assets, and the rate 
of interest paid on time and savings deposits was in excess of the rate of operating 
profit. 
5 See Chart IX, Chapter 5. 
a See Chart Ill, Chapter 2. 
7 See Chapter 7, especially footnote 9. 
8 The only practical method of determining the rate of profitability (on net worth) 
is by the use of book figures of net worth. It should be noted that as a result of the 
disappearance of a substantial portion of the net worth of the entire banking system, 
through bank failures in the early thirties, the total dollar amount of net profit 
(and of dividends) of the banking system was lower, in relation to the previous 

decade, than the data on rates indicate. 
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ComjJari.wtJ u·ith Other l11dustries 

It is difficult, if not impossible, to obtain an adequate measure of 
the profitability of consumer instalment fimncing agencies and 
commercial banks in relation to that o£ other types of corpora­
tions. Figures are aYailable, howeYer, from income tax returns for 
the years 1930-39, coYering the rate of net profit (book) to net 
worth for all actiYe corporations and for banks and trust com­
panies.9 In Chart XIII these are juxtaposed to figures on the rate 
of net profit to net worth of the Xational Credit Office samples 
of sales finance and personal finance companies, and to figures 
ro\ ering insured industrial banks. Although the data are 
not entirely comparable, one set being prepared for published 
statements. superYisory authorities, or credit purposes, and the 
other for income tax purposes, the indicated leYels of net profit 
rates rneal that throughout the period consumer agencies earned 
nuterially higher rates of net profit on owners' equity than banks 
or corporations in genera1.1o 

Figures prepared from income ta..x returns of banks and trust 
t\)mpanies.U and of all corporations, are more readily comparable 
w e.Kh other than to the other series shown in the chart. The 
banks' rate of net profit on net worth appears to have been more 
f.l,orable than that of all corporations except in 1933 and 1934, 
and fl)r the period as a whole banks showed a net profit of 2.5 
percent of net worth, as compared with 2.1 percent for all cor­
porat:ons. 

B.mks ,1·ere able to continue profitable operations through 1931. 
one ~ear longer than all corporations, and did not emerge from 
their unprofitable situation until after 1934, again a year later 
than all corporations. This supports the ,·iew that the effect of 

'In presenting fig-ures from income t:lX remrns t11e Internal Re,·eml~ Bureau 
separates returns of c1.1mpanies and banks into those witl1 "net income·• and tlmse 
'' ith "no net income." These h:ne been combined here. 
h In order to simplify the present:~tion the r:Hes of n:nimul banks haYe not been 
included in t11e dun. TheY showed more e-xtreme nriation than the rates of all 
h.ml.s and trust companies· filing income tax returns, being lower in 1930-3-l and 
hi:her in sub>equent Years. The fig-ures are a'-aibble for comparison in Table 2i. 
11 The clas.sifiGitions used were. for 1930·37, "national banks" and "state banks and 
rru~r companies," and. f~n J!:l3:;-~9. "banks and trust companies." Although the 
c.uf'.::ories used bY the Intemal ReYenne Bureau include some enterprises not encom­
p.l;..,;.._i in our definition of commercial banks (:lnd apparent!\ exclude industrial 
blnl.;), the differences are not sutficiently significant to affect our condusions. 
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CHART XIII 

RATES oF NET PROFIT oF CoNsUMER INSTALMENT FINANCING AGENCIEs, 

CoMMERCIAL BANKS AND ALL CoRPORATIONs, 1929-4ta 
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• Represents net profit in percent of net worth. For sales finance and personal finance 
companies, based on data from the National Credit Office, Inc., combining national, 
regional and local companies; net worth is the average of figures for beginning and 
end of year. For industrial banks, based on data from Federal Deposit Insurance 
Corporation covering insured industrial banks; net worth is the average of ligures for 
beginning, middle and end of year, except in 1934 and 1935, when year-end fig· 
ures are used; banks that submitted reports covering less than the full year's opera· 
tions or whose operations were materially affected by mergers during the year are not 
included. The number of the above companies for each year may be found in 
Appendix Table B·l. 

For all active corporations filing income tax returns based on data in Statistics of 
Income. For active banks and trust companies filing income tax returns based on data 
in the Source Book of the Bureau of Internal Revenue. Returns were filed on a fiscal 
or ~alendar year basis. The comparability of these sets of data for the various years 
is discussed in Statistics of Income, 1938, Part 2, pp. 6-8, 241-83. 

the business cycle on banks tends to come later than that on the 
national economy as a whole. 

Further data from the income tax returns are presented in Chart 
XIV, which shows the proportion of corporations reporting tax· 
able net income for each of the years 1918-40.12 This chart reveals 
12 Taxable net income differs from net profit, as tabulated from income tax returns, 
by the amount of tax-exempt income and by the amount of income, excess profits 
taxes, and surtaxes. 
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CHART XIV 

PERCENTAGE oF CoRPORATIONS FILING RETURNS THAT REPORTED 

TAXABLE NET INCOME, 1918-4Qa 
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"Based on data in Statistics of Income, and in the Source Book of the Bureau of 
Intemal Revenue covering income tax returns of all active corporations filed on a 
fiscal or calendar year basis. Prior to 1927, inactive corporations were included, their 
returns being compiled among those showing no taxable net income. Except for "all 
corporations" figures are not available for 1925. In 1938 there was a slight change in 
classification of "commercial banking corporations." 

that during the first war a greater proportion of national and state 
banks and trust companies enjoyed profitable operations than all 
other corporations taken as a whole. Moreover, the proportion of 
banks whose operations were profitable is probably understated, 
primarily because in banks interest from tax-exempt securities is 
an important component of total income.13 

13 The importance to banks of income from tax-exempt securities is indicated by 
the following percentages of income on government obligations in 1938 (both 
wholly and partially tax-exempt) to total income ("total compiled receipts"): 

All corporations 
Corporations with taxable net income 
Corporations with no taxable net income 

All Corps. 
All Other Than 

Corps. 

0.6% 
0.5 
0.8 

Banks 

23.2% 
24.1 
20.6 

Banks 

0.2% 
0.1 
0.6 
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While the advantage of banks over other corporations dimin­
ished materially after 1920, under the pressure of agricultural diffi­
culties on many small.country banks, it lasted nevertheless until 
1930. In 1931 and 1932 the proportion of enterprises showing net 
income rapidly became smaller, reaching a low point for all cor­
porations in 1932 and for banks in 1933, when only one bank 
in eight reported taxable net income. From 1932 through 1935 the 
proportion of enterprises showing taxable net income continued 
lower among banks than among other corporations, but this rela­
tionship was reversed in 1936, and from that year through 1940 
the differential in favor of banks was greater than it had been 
during the twenties. 

From data on the proportion of companies reporting taxable net 
income for the period 1918-40, and on rates of net profit on net 
worth for the shorter period 1930-39, it appears that the profit­
ability of capital invested in banking is higher than that of cor­
porate enterprises in general. However, there is no doubt that in 
some specific industrial groups a higher proportion of corpora­
tions enjoyed profitable operations, or that certain industrial 
groups as a whole had higher average rates of net profit on net 
worth.14 

Profitability and Size of Institution 

There is little indication of a direct relationship between size of 
enterprise and rate of net profit among the specialized companies 
included in the income tax sample. 

Since the relation of size of company to rate of operating profit 
on total assets was slight,15 any relationship existing between size 
of company and rate of net profit must be attributed to variation 
in the rate of interest paid on borrowings, or to variation in the 
relationship between borrowed and owners' capital. 

We have seen that there was little conne~tion between size of 
company and rate of interest paid on borrowed capital among the 
companies included in the income tax sample,16 but that for both 
14 Six-year averages of rates of return for industrial groups, over the period 1931-36, 
presented in William Leonard Crum, Corporate Size and Earning Power (Cam· 
bridge, Mass., 1939) p. 25, lead to the conclusion that the pub'ic utility, food, 
liquor, tobacco, leather, rubber, paper, printing, chemical, and metal groups had 
higher rates of net profit than commercial banks during this period. 
15 See the concluding section of Chapter 6. 
ta See Chapter 7. 
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sales finance and personal finance companies included in the 
smaller samples, the degree of variation among companies en­
gaged in nation-wide, regional and local operations differed con­
siderably from year to year during the period 1929-41,17 

It appears, therefore, that any correspondence between size of 
enterprise and rate of net profit on net worth shown by these com­
panies would be due almost entirely to variations in the propor­
tion of total funds represented by owners' equity. But although 
the relationship between size of institution and proportion of net 
worth was marked,18 the influence of the latter upon rate of net 
profit (to net worth) was largely dissipated by the counter-influence 
of rate of operating profit and rate of interest on borrowings, both 
of which bore an irregular relationship to size of institution. The 
influence of size on the rate of net profit was thus negligible. 

National bank data collected by the Federal Reserve Committee 
on Branch, Group, and Chain Banking for the years 1926-30, in­
clusive, show a rate of net profit on net worth markedly higher 
for the larger than for the smaller banks, when banks are grouped 
according to size, as measured by loans and investments.19 These 
data have been widely interpreted and quoted as proving a causal 
relationship between size of institution and rate of profit.20 There 
is every indication, however, as pointed out in a later study,21 that 

17 See Chapter 7, especially Table 24. 
18 See Chapter 2, especially Chart II. 
19 Ba11ki11g Profits, 1890-1930 (material prepared for the information of the Federal 
Reserve System by the Federal Reserve Committee on Branch, Group, and Chain 
Banking): Docume11ts, Vol. 22, 73rd Co11gress, 1933-JI. 
~0 See, for example, Twentieth Century Fund, How Profitable is Big Busi11ess1 (~ew 
York 1937) pp. 160-61, \rhich concludes as follows: "A study of banking profits 
shows clearly that the larger institutions had more favorable operating results than 
the smaller ones .... " "The comparison between the profitableness of large and 
small banks leaves little doubt that the advantage is with the former. Nevertheless, 
the largest banks are by no means always the most profitable. Neither should it be 
assumed that operation on a small scale cannot be made fairly profitable. 1\lany of 
the smallest institutions must be looked upon, however, as uneconomic units and as 
constituting weak links in the banking system." See also Chapter 9 and pp. 150-53. 
~1 See Donald S. Thompson, "Trends of Bank Earnings and Expenses," journal of 
the American Statistical Association, vol. 33 (]nne 1938) pp. 327-33. This study 
shows that the figures on profits of small banks were dominated by figures of banks 
in agricultural and rural regions, particularly in the midwest and south, and that 
the figures on large banks were dominated by the results of banks in industrial 
and financial centers, particularly in the north and east. During the period covered 
by the study, banks in agricultural regions were still subject to the e[fects of postwar 
adjustments in agriculture; many of their loans were in default and the banks were 
taking substantial charge-offs on assets. Industry and finance, on the other hand, 
were active and prosperous. ''The loss experience of the larger banks was charac· 
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the figures not only reflect the economic circumstances in which 
banks operated during that period, but are greatly influenced by 
variations in the proportion of total funds represented by net 
worth. 

Among insured commercial banks in the years 1939-41 the rela­
tion of total net worth to total assets was much more important in 
determining the rate of net profit on net worth than was size of 
bank. This is evident from Table 28, which presents average net 
profit in percent of total net worth of insured commercial banks, 
grouped by amount of deposits and percentage of net worth, for 
the calendar year 1939. 

When the percentage of net worth is held constant (reading 
down in the table) there is a tendency for smaller banks to show 
higher rates of net profit than larger banks, exactly the reverse 
of the conclusions attributed to the Federal Reserve Committee 
study. Differences between rates of net profit in any one group of 
banks with the same net worth proportion are not nearly so marked, 
however, as are· differences between rates of net profit in any one 
size group (reading across the table) with varying net worth 
proportions. 

Influence of Character of Loans on the Rate of Net Profit 

We have seen in Chapter 6 that in consumer instalment financing 
companies included in the income tax sample there was a close rela­
tionship between rate of operating profit on total assets and rate of 
total income on loans-the rough measure of the character of the 
paper held; and that this was true also of commercial banks, where 
the relationship was computed between rate of net earnings on 
total assets and rate of income on loans. 

This influence of character of paper on rate of operating profit 
(or net earnings) was sufficiently strong to carry over to the rate of 
net profit on net worth. True, the relationship between character 
of paper and rate of net profit was subject to a number of irregu­
larities, due to the intervening influence of lower rates of interest 
on borrowed capital in low-rate companies, and of their higher pro­
portion of borrowed funds. Nevertheless, in general, the greater 

teristic of a period of prosperity; that of the small banks appeared to be character· 
istic of a period of depression. It seems, certainly in retrospect, that the situation 
was not at all a characteristic one and was of such a nature as to result in an un­
favorable showing of small banks as. compared with large banks." 
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degree of trading on equity in low-rate companies did not offset 
the higher rate of operating profit in high-rate companies, which 
showed higher rates of net profit on net worth. 

PAYMENT OF CASH DIVIDENDS 

Rate of Dividends 

The rate of cash dividends paid by consumer agencies during the 
period 1929-41 was subject to much less severe fluctuation than 
the rate of net profit. It did decline, however, from 1929 to 1933, 
spurted upward in the subsequent recovery and was reasonably 
stable from 1938 to 1941, at a level generally above that recorded 
at the beginning of the period. For the most part, those groups 
of companies whose net profit showed greater fluctuation displayed 
greater variation in dividend rates than those whose profits were 
more stable. . 

Amounts of cash dividends in percent of net worth for the period 
1929-41, covering selected samples of consumer instalment financ­
ing agencies and commercial banks, and, for 1934-39, all corpora­
tions and banks and trust companies filing income tax returns, are 
presented in Table 29,22 The figures based on income tax returns 
for 1934-39, while not entirely comparable to the other series, indi­
cate that "banks and trust companies" paid rates of dividends some­
what lower than "all corporations," and much lower than sales 
finance and personal finance companies. 

In fact, dividends of sales finance and personal finance companies 
were at higher average levels than those of any of the other groups 
studied. Sales finance companies, however, showed materially greater 
variation than personal finance companies; their more noticeable 
decline during the depression and their subsequent skyrocketing 
coincided with greater fluctuations in their net profits. 

Among industrial banking companies'in the income tax sample 
average rates of dividends paid dropped sharply during the de­
pression, but by 1936, like those of the other specialized agencies, 
exceeded on the whole their 1929 level. After 1936 insured indus-
22 Throughout this section the terms "dividends paid" and "dividend payments" 
are used for simplicity and brevity. They generally refer, however, to cash dividend 
declarations (or authorizations, in the case of credit unions) within the calendar 
or fiscal year; ordinarily the dividend payment occurs within a month after the 
dividend declaration. 
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trial banks, except for the six largest, reported an almost constant 
rate of dividends on net worth, at about 4.5 percent. That of the 
six largest increased steadily between 1934 and 1940, but showed 
a slight decline in 1941. 

The rate of dividends authorized by federal credit unions rose 
throughout the period 1935-41 except, again, for a slight decline in 
the latter year; but it was lower in percent of net worth than that 
of any agency, or of banks or corporations. Although credit union 

FOOTNOTES TO TABLE 29 
• Represents total eash dividends declared or authorized during year (whether or not 
paid in same year or based on earnings of same year) of companies paying dividends, 
in percent of average or year-end total net worth of all companies. The number of 
companies for each year may be found in Appendix Table B-1, except as noted in 
footnotes below. 
b Based on data from the National Credit Office, Inc. Net worth is the average of figures 
for the beginning and end of year. These samples differ from those used in other 
tables beeause, in order to increase the coverage, all companies that reported on divi· 
dends are here included, regardless of whether complete statements of income, 
expenses, interest and profits were available. In 1929 one national company, and 
in 1929-32 one regional company, reported on dividends, though not otherwise report· 
ing a complete statement. The sample of loeal companies differs in each year, the 
numbers in the sample for each year being as follows: 1929, 10; 1930, 10; 1931, 13; 1932, 
15; 1933, 18; 1934, 25; 1935, 28; 1936, 30; 1937, 32; 1938, 31; 1939, 29; 1940, 29; 1941, 
29. Some of the loeal companies are included in the 202 local companies of the 
income tax sample. 
• Based on tabulations prepared by the Income Tax Study. Net worth is the year­
end figure. 
4 Based on data from the National Credit Office, Inc. Net worth is the average of figures 
for the beginning and end of year. These samples differ from those used in other 
tables for reasons given in footnote b above. Companies that reported on dividends, 
though not otherwise reporting a complete statement, were as follows: in 1929 one 
national; in 1930-31 and 1935-36 one regional; in 1932-34 two regionals; in 1932-33 
two loeals; and in 1934-35 one local. Some of these companies are included in the 153 
local companies of the income tax sample. 
• Based on data from Federal Deposit Insurance Corporation. Net worth is the average 
of figures for the beginning, middle and end of year, except for industrial banks in 
1934 and 1935, when year-end figures are used. Cash depositories and banks designated 
in this study as insured industrial banks are included with all insured commercial 
banks. 
t Based on data from U. S. Farm Credit Administration, Division of Finance and 
Accounts. Represents dividends authorized in percent of year-end net worth of all 
reporting federal credit unions. 
1 Based on data in Annual Reports of the Comptroller of the Currency. Net worth 
is the average of figures for ea1l dates during the year. 
b For all corporations, and for banks in 1938-39, based on data in Statistics of Income; 
for banks in 1934-37, based on data in the Source Book of the Bureau of Internal 
Revenue. The classifieations for banks were, for 1930-37, "national banks" and "state 
banks and trust companies," and, for 1938-39, "banks and trust companies." Except 
for 1938-39 data on dividends pertain to all banks filing income tax returns-a slightly 
larger number than those filing net worth figures. Data on dividends include only 
dividends paid on common eapital. 
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diYid.ends may leg:Uly be, and generally are, as high as 6 percent 
t)f members' shares, three-quaners of the reporting federal credit 
uni~ms at the beginning of the period, and one-quaner at. the end. 
did. not authorize dj,·idends. 

The di,·idend record of national banks 0\er the forty years end­
ing in 19~9 reYeals th:tt during the last twenty·fiYe years of that 
peri()d tl1e rate of return on total net wortl1 had attained a degree 
l)f regulJiity reminiscent of conn-actual interest \Chart X\ ).2.3 In 
c,;c!l ye.1r hom l90j to 19~9 di,·idends were paid at a rate of hom 
j_~ to 6.~ percent of total net worth. This high degJ·ee of regularity 
is explained by tl1e fact that tl1e amount of di,·idends paid from 
'e.u to year increased at about the same 1-ate as toul net wortl1. 

In 19~~ and 19~3 tl1e dollar amount of diYidends decreased 
sharply. as a result of tl1e hea,~· charge-{)ffs of tl1e depression years, 
and by 1933 the rate on total net wonh had declined to less tlm1 
lulf its pre,·ious le,·el. .-\s tl1e subsequent re,·iul failed to restore 
the nte to its earlier Je,·el. it fluctuated from I936 to I941 within 
mrrow limits-slightly below -l percent of total net worth, or at 
about rwo-tl1irds of tl1e a\·erage nte maintained 0\·er the earlier 
peri~xi. 

In contrast to tl1e regularity of rate of di,·idends on total net 
,,-t)rtll. tl1e nte of di,·idends paid on capital stock exhibited a con­
stant growili, wiili but minor fluctuations. hom a low of 6.8 per­
cent of capitJ.l stock in I 894 to a high of I 3.7 percent in 19~9 

Clurt X\1. The ~-owtll in rate of di,·idends paid on common 
capital, in contrast to tl1e regularity in tl1e rate on toul net wortl1. 
nuy be amibuted to tl1e growing share of toul net worth repre­
sented by surplus and undi,·ided profits-Or, com·ersely, to tl1e 
diminution in tl1e share represented by tl1e par nlue of capital 
stcd;. outsunding. 
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From 1910 through 1931 the rate of dividends was never less 
than 10 percent of capital stock; it exceeded 11 percent in all but 
two of tqose years, and was more than 12 percent in seven years.2• 

During the early thirties the average rate dropped sharply, but it 
exceeded 4.5 percent of stock even at the low in 1933; in subse­
quent years the rate of common dividends recovered quickly, 
and from 1937 to 1941 averaged over 9 percent. of common stock.25 

Net Profit Paid Out in Dividends 

In most years for which data are available, dividends of sales 
finance and personal finance companies amounted to between 50 
and 100 percent of net profit, averaging about 80 percent; in only 
a few of the years did dividends exceed net profit. 

Although industrial banking companies in 1929 and 1933 paid 
out the highest proportion of net profit in dividends, the dividends 
paid by insured industrial banks since 1934 have generally been 
less than half of net profit, probably reflecting the conservatism 
attendant upon the acquisition by these institutions of the status 
of banks. 

The proportion of net profit authorized by federal credit unions 
to be paid out in dividends increased steadily throughout the 
period for which data are available, rising from 40 percent in 1935 
to 61 percent in 1941. The latter level was still comparatively low, 
however, largely because of the relative youth of these enterprises. 
There is, besides, a stipulation in federal credit union law which 
requires the retention of 20 percent of net profit. In a new institu­
tion the added incentive to build up a backlog of reserves serves 
to curtail the authorization of dividends . 

. 
2~ Dividends averaged 10.7 percent of capital stock for the period 1890·1929, and 
10.1 percent for the entire fifty-two years. The pattern of rates clearly elucidates 
the growth trend, as is evident from the following tabulation of the number of 
years in which rates were at various stipulated levels: 

Under 7% 
7-8 
8-9 
9-10 
10-11 

18g()-99 1900-D9 1910--19 1920-29 

11-12 4 
12-13 4 
13 or over 2 

1930-39 
2 
1 
4 
1 

1940-41 

25 Beginning in 1933, the rate of dividends on total net worth includes declarations 
on both preferred and common shares. The rate on common capital stock repre· 
sents common dividends throughout. · 
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CHART XV 
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• Based on Annual Reports of the Comptroller of the Currency. For 1890-1915 the 
numerator (dividends or net profit) pertains to the years ending August 31, 1890· 
1906, the ten months from September I, 1906 to June 30, 1907, and the years ending 
June 30, 1907-15; and the denominator (common stock or net worth) pertains to June 
30 or approximately that date. For 1916 the numerator pertains to the eighteen 
months ending December 31, 1916, adjusted to an annual basis; and the denominator 
is the average of figures for June 30, 1915, June 30, 1916, and December 31, 1916. For 
1917-41 the numerator pertains to the years ending December 31, 1917-41; and the 
denominator is the average of figures for call dates during the respective years. Com· 

mon stock represents par value. 
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For the forty-year period prior to 1930, dividends of national 
banks averaged about 70 percent of net profit; thus, on the aver­
age, about 30 percent of net profit was retained and added to net 
worth. Reference to Chart XV reveals that the relation of dividends 
to total net worth was much more regular than that of net profit 
to total net worth, and it is therefore not surprising to find that 
the proportion of net profit paid out in dividends fluctuated con­
siderably from year to year. 

Nevertheless, dividends exceeded 80 percent of net profit in only 
ten of the forty years prior to 1930, stood between 60 and 80 per­
cent in twenty-six years, and were less than 60 percent in four 
years. Heavy net charge-offs resulted in a sharp drop in net profit 
in 1930, and in net losses in 1931-34, yet the payment of dividends 
was curtailed much less drastically.26 Thus, although a reasonable 
average margin of net profit above dividends had been maintained 
from year to year, the heavy charge-offs of five bad years, combined 
with the continuance of dividend payments, wiped out a large 
percentage of the retained net profit accumulated over the pre­
ceding forty years. 

Dividends paid by national banks over the entire period, 1890-
1941, amounted to 82 percent of net profit. Over the years 1929-
41, slightly more than the total net profit earned during that period 
was paid out in dividends. 

Variation Among Individual Companies 

The dividend record of individual consumer instalment financing 
companies included in the income tax sample is characteristic of 
an industry growing to maturity. In 1929, when practically all 
the companies reported profitable operations, one-third of the per­
sonal finance companies, and about one-fourth of the sales finance 
and non-investment type industrial banking companies retained 
26 The computation of rates of dividends on net profit is meaningless for the years 
1931-34, ":hen t?ere were net losses. For the rest of the period 1890·1941 the number 
of years m whtch rates were at various stipulated levels is as follows: 

1890-99 1900-09 1910-19 19?1}-29 1930-39 7940-41 
Under SO% ... 1 
So-60 2 2 2 
6Q-70 1 5 2 4 1 
7Q-80 3 3 3 5 1 
80-90 2 3 1 
9Q-100 3 
100 or over 1 
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all of their net profit to retire borrowings or to provide additional 
funds for working capital. Only among investment type industrial 
banking companies did an exception occur: in that gToup less than 
I 0 percent of the companies with profitable operations retained all 
net profits. 

In 1936 practically all the companies that showed profitable oper­
ations, and a few that sustained net losses, paid dividends.27 In the 
interim their worth as potential borrowers had become more gen­
erally recognized, the rates of interest paid on borrowed funds 
had been reduced, and they were therefore no longer so dependent 
upon retained funds for expansion. 

In addition, there was a pronounced tendency for the companies 
that did pay dividends to pay out higher proportions of net profit 
in 1936 than in 1929.28 This, too, indicates less urge to provide 
for the possibility of expansion, temporary or permanent, through 
the retention of net profit. In 1936 fewer of the insured industrial 
banks than of any other type of company paid out a relatively large 
proportion of net profit in dividends-an indication that these 
banks had become more conservative with respect to the retention 
of net profit, at a time when other types of companies had become 
less conservative. 

Also, companies that paid dividends paid higher rates on net 
worth in 1936 than in 1929.29 In each type of company the propor· 
tion paying dividends of more than 8 percent of net worth increased 
between those two years, while the proportion paying dividends of 
4 to 6 percent decreased materially. In almost all cases this rate 
represented a somewhat higher percentage on the par, or stated, 
value of the outstanding stock. 

Companies paying a rate of more than 8 percent in 1936 ac­
counted for nearly half of the sales finance group, one-third of the 
personal finance, and one-fifth of the industrial banking com­
panies, except the insured industrial banks (where they constituted 
scarcely more than one-twentieth). 

In each of the types, the smaller the company, the greater the 

~• This may hal'e been in part the result of the surtax on ~ndis~ributed profits in 
1936 and 1937 upon the diridend panuents of these compames .. sm~e, howe1·:r• the 
proportion of net profits paid out in diridends by the compame~ t_nclud~d Ill the 
Xational Credit Office sample was not out of line in those years, 1t ts believed that 
the tax was not a major factor. 
28 See Appendix Table B-15. 
~9 See Appendix Table B-16. 
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likelihood that it will retain all of its net profit in the business 
and not pay dividends, a tendency particularly noticeable among 
institutions showing profitable operations. In larger companies, 
especially those in which stock is widely held, there is considerable 
reluctance to withhold payment of a dividend, for fear of the effect 
of such action upon the marketability of the stock; in a small 
company, in which stock is generally closely held, this factor is 
not operative. 

Among the specialized companies that did pay dividends, it ap­
pears from the income tax data that there was no marked relation­
ship between size of company and either rate of dividends on net 
worth or proportion of net profit paid out in dividends. However, 
national and regional sales finance and personal finance companies, 
on the average, showed a higher rate of dividends than the locals, 
and a higher proportion of net profit paid out in dividends;30 

and the six largest insured industrial banks showed higher aver­
ages than the smaller institutions. 

National sales finance companies consistently paid higher rates 
of dividends than the regionals or locals1 and paid out the highest 
proportion of net profit of any of the consumer instalment financ­
ing agencies over the period. Their dividend rates were par­
ticularly high during the years 1935-37, when their level of profit 
was correspondingly high. 

During. the last few years a substantial, but decreasing, propor­
tion of banks have refrained from paying dividends.31 Among all 
the various measurable factors affecting payment or nonpayment of 
dividends size of bank was most important. It is true that the 
higher the rate of net profit (on net worth) the higher was the 
proportion of banks paying dividends, but the differences were 
much more striking when banks were arranged according to size. 
This greater influence of size persisted even when the influence of 
other factors, such as rate of net profit, rate of net earnings, and 
proportion of net worth (to total assets), was held constant. 

These size differences reflect the greater willingness of the man-

30 These averages are based on the net worth or net profit of all companies, whether 
or not they paid dividends. Very few, however, of the larger companies inc~uded 
in the National Credit Office sample reported nonpaymPnt of dividends-among 
the sales finance companies, no nationals; 1 regional, in 1933; 4 locals in 1932-33, 
3 in 1935, and 1 each in 1934, 1936 and 1938; among the personal finance companies, 
only 1 regional, in 1929. 
s1 See Appendix Table B-17. 
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a~ement in _a _small bank, ,,·here the stock is usually closely held, to 
wuhhold dmdend payments: and. comerselv. the reluctance of 
the mamgement in a large bank, where the ~tork is widely held. 
to withhold a di,·idend and thereby adwrsely influence the ;narket 
\alue of the stock. With but one exception in Et19 and one in 
1941 e,·ery bank with a\·erage deposits in excess of 50 million dol­
l:us reported that it had declared a diYidend in the years I 939-41. 

TABLE 30 

R.~ rrs OF <?--\SH ~I\WE~Ds PAID BY hst'RED CmmERCIAL BANKS, 

19J9, BY NET \\ ORTH PRoPORTIO~s AND RATES oF KET PRom..a 

.\"tt Worth in Prmnl of Total Amts 
.\"ft Profit 

in PrrunJ qf All l"nder 20% or 
.Ytt lrorth Btmks 5% 5-10% IQ-15% 15-20% o,·er 

~!inus (net loss) 1.9% 2.0<;0 2.0% 1.8% 1.9% 

l"nder 5% 2.3 (1.7)% 2.3 2.3 2.2 2.3 
5-10 3.2 (2.7) 3.0 3.1 3.3 3.4 
lQ-15 4.1 (5.7) 4.0 4.1 4.3 4.4 
15-20 5.2 4.8 5.2 6.1 6.6 
~0 or on·r 7.9 (8.8} 6.9 8.7 7.4 (6.9} 

ALL BA~KS 3.4% 5.0'( 3.6'( 3.5% 3.2'( 3.or;, 

• Based on data from Federal Deposit Insurance Corporation. Rates of cash dhidends 
represent cash diridend p:n ments in percent of net worth of banks p:~ring di1·idends; 
fi;ures are a1erages of rates of indi1idual banks. In regard to banks that were mem· 
hers of the Federal Resen·e Sutem net ''onh and total assets are a1·erages of figures 
ftlr call dates during the \ear: and in regard to non-member banks they are a1erages 
of figures for the beginning. middle and end of ~ear. Cash depositories, banks desig· 
tilted in tltis studY as insured industrial banks, and banks that submitted reports 
rorering less than· the full year's operations or whose operations were materially 
Jffected ll\ mer"ers durincr the \ear are not included. :\et-worth and net-profit rate 
groups ar~ ind~she of th~ lower limit and e.xclusi1·e of the upper. Paremheses indi· 
cate groups ront.Jining 10 banks or fewer. 

Although there was a greater likelihood that a di,·idend pay­
ment would be made among larger than among smaller banks, 
there was no reo-ular difference in the rate of di,·idends paid by 
the large banks :S compared with the small.32 The rate was highest 
for the largest banks, but it was almost as high for smaller banks, 
and much lower for medium-sized banks. In fact, the rate of diri­
dend payments on net worth appears to hare been most closely 

t: See Appendix Table B-18. 
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related to the rate of net profit on net worth, as can be seen from 
Table 30. 

Irrespective of the net worth ratio, the higher the rate of net 
profit the higher was the dividend rate, and this tendency was both 
consistent and marked. Also, as can be deduced from Table 30, the 
proportion of net profit paid out in dividends was larger, on the 
average, among banks with a low than among those with a high 
rate of net profit. 

Among banks with approximately the same rate of net profit 
the larger the net worth ratio the higher, in general, was the rate 
of dividends paid, but the relationship was not marked. Among 
banks with losses or with low rates of net profit the institutions 
with a low capital cushion paid as high a rate of dividends (repre­
senting a higher proportion of net current operating earnings) as 
those with adequate or high capital cushions. This tendency may 
well give the supervisory authorities cause for concern, when they 
recall how rapidly the retained net profits of the banking system­
accumulated slowly over decades-were wiped out by the unusual 
charge-offs of a few years of depression. 
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Xotes on the Character 
of the Data 

THIS study ''-as originated to utilize the large amount of data on con­
sumer instalment financing agencies prepared bv the Income Tax Studvt 
and the unpubliilled data on bank operations i~ the files of the Fede~l 
Deposit Insurance Corporation, but it also makes use of a Yarietv of 
oth_er data, heterog~neous in character. The combined samples' are 
beheYed to be sufliaently comprehensiYe and representati,·e, and the 
data sufficiently uniform and accurate, to pennit Yalid generalizations on 
the questions examined. 

CD:'.IPOSITIO~ A.."\D REPRESE~TATIYE~ESS OF THE SA.\IPLES 

In general, the study is based chiefly on the following data: for sales 
finance and personal finance companies, the income tax and ~ational 
Credit Office samples; for industrial banking companies, the income 
ta-x sample and FDIC figures on all insured industrial banks; for credit 
unions. figures on federal credit unions reported to the l:nited States 
Farm Credit .\dminisua.tion; and for commercial banks, data on all 
national banks for historical material, and data on either all insured 
commercial banks or all insured commercial banks not members of the 
Federal Resen·e System for deYelopments of recent years. 

The derh·ation of the data was such tl1at no problems arose with 
respect to classification, except in the income tax sample. Yery few of 
tl1e companies were exclusiYely engaged, howeYer. in rlle actiYities con­
sidered characteristic of their type. Some personal finance companies in 
the ~ational Credit Office samples bordered, either directly or through 
subsidiaries, on industrial banks, and. similarly. some of tl1e sales 
finance companies made small loans. Insured industrial banks were 
increasincrh· enQ"acred in commercial bankin!! to the extent permitted 

;:, • 0 1'l ~ • • 

bv statuton· limitations; and, conwrselv, a large poruon of the busmess 
of some co~mercial banks bordered o~ industrial lending.2 

1 The income t.a..x l:ibulations, comprising l:lhles of a~greg:nes and frequencY 
distributions, totaling 344 t\pewritten pages. are on file in the l'. ~- Department _of 
the Treasur\', Bureau of Internal Rnenue. as the Bas( Book CO\·enng Proposal ~o. 
::2. Income Tax Stud\'. 
~In its publications u1e FDIC usuallY includes among conun_erci:I banks _th~ banks 
des:;:-ruted in this studY as industrial banks. Where a distinmon 1s made, It ts based 
on ln':ll statu5• atfiliations and operating characteristics. The instituti01_1s design:H1 
as industrial banl<s are: banks operating under state axles of law speofically app t· 

li9 
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The 612 companies included in the income tax sample-229 sales 
finance companies, 179 personal finance companies, 112 investment type 
industrial banks, and 92 non-investment type industrial banking com­
panies-were selected on the basis of positive identification, and consist 
of reasonably homogeneous groups representative of the types de­
scribed.a In a great many cases, where the taxpayer failed to designate 
the character of the business in detail, it was necessary to classify on the 
basis of supplementary data. 

Often the editing of the balance sheet in the income tax form pro­
vided positive identification, such as the existence of hypothecated de­
posits or of pledged investment certificates in the case of industrial 
banking companies, or the existence of substantial dealers' reserves in 
the case of sales finance companies. 

Other useful, though not conclusive, evidence consisted of lists of 
companies existing during the period of the income tax data: for sales 
finance companies, membership lists of the American Finance Confer­
ence and of the National Association of Sales Finance Companies;4 for 
personal finance companies, lists in reports of state supervisors, and the 
Roster of Personal Finance Companies, which includes all small loan 
licensees, most of whom are members either of the American Associa· 
tion of Personal Finance Companies5 or of the various state associations; 
and for industrial banking companies, membership lists of the American 
Industrial Bankers Association and the Morris Plan Bankers Associa­
tion.6 In addition, almost half of the industrial banks included were 
identified by membership in the FDIC. Where these means of identifica­
tion provided conflicting evidence, which could not be resolved by the 
s The group of 92 non-investment type industrial banking companies was separated 
from the investment type industrial banks in order to improve the latter's homo­
geneity. 
4 In the winter of 1940-41 these trade associations were combined under the name 
American Finance Conference. See National Bureau of Economic Research (Financial 
Research Program) , Sales Finance Companies and Their Credit Practices, by Wilbur 
C. Plummer and Ralph A. Young (New York 1940) pp. 37-38, for a description of 
the membership of the associations. 
5 See National Bureau of Economic Research (Financial Research Program), Personal 
Finance Companies and Their Credit Practices, by Ralph A. Young and Associates 
(New York 1940) pp. 151 ff. 

8 See National Bureau of Economic Research (Financial Research Program) , Indm­
trial Banking Companies and Their Credit Practices, by Raymond J. Saulnier (New 
York 1940) pp. 180-88. 

cable to industrial banks; other banks associated with the Morris Plan group; and 
banks reported by examiners or by the bank as primarily engaged in "industrial" 
banking, that is, having more than 50 percent of total assets in the form of con· 
sumer instalment loans and more than 75 percent of deposits in the form of time 
deposits. In this connection it is pertinent to point out that although large numbers 
of commercial banks had the characteristics of industrial banks on one side of the 
balance sheet, there were only three that approached industrial characteristics on 
both sides of the balance sheet. 
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advice of experts, the companies affected were excluded from the 
sample. 

In some of the samples certain companies were excluded from the 
analysis of income and expenses, either because their operating results 
were unrepresentative or because income and expense data were not 
a\'ailable for them in satisfactory form. Their asset figures were in· 
eluded, however-except for the National Credit Office samples7-
because the very changes that made them unrepresentative for the in­
come and expense analysis were significant in showing changes in asset 
distributions. 

In the income tax sample the companies thus excluded were those 
that filed on a consolidated basis8 and those that held an unusually large 
proportion of securities, or of real estate, or of miscellaneous assets in 
one or more of the years studied. For the income and expense analysis 
this sample was thus reduced to 202 sales finance companies, 153 per­
sonal finance companies, 79 non-investment type industrial banking 
companies, and 93 investment type industrial banks. 

Operating ratios of individual insured banks do not include the rela­
tively small number whose operations commenced during the year; 
whose reports of earnings and dividends did not, because of changes in 
class or insured status, cover the full year's operations; or whose oper­
ations were materially affected by mergers during the year. 

For sales finance companies, personal finance companies, investment 
type industrial banks and commercial banks the data used provide a 
coverage of half or more of total outstanding loans; for non-investment 
type industrial banking companies and credit unions the coverage is 
less satisfactory. Estimated total loans of consumer instalment financing 
agencies and commercial banks on December 31, 1936, and of selected 
samples are presented in Table A-1. 

The income tax sample of 112 investment type industrial banks for 
which asset distributions are included covers a very high proportion 
of this field. The sample of 93 for which income and expense data are 
included covers about half the loans of companies of this type. The 
data for insured industrial banks (some of which are included in the 
income tax sample) cover all except a few insured in~titutio~s; their 
loans amounted to approximately half the loans of all mdustnal bank­
ing companies. 

Sales finance companies included in the income tax sample held 

1 Since companies from these samples whose figures for income and .expenses were 
not available in satisfactory form were excluded from fig~ res. covenng assets: the 
data regarding them differ from those shown in other puhhca11ons of the Natwnal 
Bureau of Economic Research. 
s For these companies income consisted entirely or largely of dividen?s from snh· 
sidiaries, and expenses reflected only the operations of the parent. holdmg. company. 
The use of consolidated returns was optional in 1929 and 1933; m 1936 tt was not 
permitted. The Revenue Acts of 1934 through 19-11 denied to all corporations 
except railroads the privilege of filing consolidated normal tax returns. 
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TABLE A-1 

OuTSTANDING LoANS oF CoNSUMER INSTALMENT FINANCING 

AGENCIES AND COMMERCIAL BANKS, YEAR-END 1936& 

Income Tax Sampleh 
U.S. Total, 

Agency Estimated 612 Cos. 527 Cos. 

Sales finance companies $1,900.0• $170.9 $164.8 
Personal finance companies 301.0• 38.1 23.0 
Ind. bkg. cos.-total 191.3• 168.2 97.3 

Non-investment type 13.5 9.8 
Investment type-total 154.7 87.5 

Noninsured (37.7) 
Insured 90.Sh (49.8) 

Credit unions 66.0• 
Commercial banks 16,41S.Oh 

Insured 15,964.9h 
Noninsured 45Q.1h 

Othtr 
Samples 

Used 

$1,315.0d 
138.6d 

89.7i 
7.3i 

8,271.2k 
2,60S.Oh 

• All figures in millions of dollars. Loans consist of all loans held by the respective 
agencies, and wherever data are available loan figures are net, after reserves for bad 
debts. 
b The 612 companies are those whose balance sheets were analyzed; the 527 are those 
whose income and expenses were analyzed. 
• Estimated by inflating the amount of retail instalment paper held by sales finance 
companies, using the average ratio of such companies' retail instalment paper to 
total loans. 
4 Based on data from the National Credit Office, Inc. Some of the smaller companies 
in this group are included in the income tax sample. 
• Based on National Bureau of Economic Research (Financial Research Program), 
The Volume of Consumer Instalment Credit, 1929·38, by Duncan McC. Holthausen, 
et al. (New York 1940) pp. 82, 83, 87. 
t Some use was made of other samples, for which total assets are given in the respec­
tive tables. 
r Not available. 
h Based on data from Federal Deposit Insurance Corporation. For insured investment 
type industrial banking companies outstanding loans are averages of figures for the 
beginning, middle and end of the year, adjusted for deposi[S accumulated for the 
repayment of instalment loans. In "other samples used" insured commercial banks 
consist only of those that were not members of the Federal Reserve System. 
1 See footnote h above. Includes only banks operating throughout the year. Some of 
these companies are included in the income tax sample. 
l Federal credit unions only. Based on data from U. S. Farm Credit Administration, 
Division of Finance and Accounts. 
t National banks only. Based on data from Annual Report of the Comptroller of the 
Currency, 1937. 

roughly 10 percent of the loans of all sales finance companies; personal 
finance companies represented, for asset data, something under 15 per­
cent of the total and for income data about 8 percent. This small cov· 
erage for these two types of agencies results from the fact that the use 
of any company whose size would permit its identification in subgroups 
of the tabulated data would violate the confidential character of the 
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income tax retm:ns. Funhermo~e, the operations of all the larger personal 
finance compames-two of which accounted for over a third of all loans 
in the field-are carried on through subsidiaries, and therefore data 
from inc~n~e tax retm:ns would not be suitable for use in this sample. 

The National Credtt Office samples, however, covered almost three­
fourths of sales finance company loans and about half of personal 
finance company loans in 1936 and later years. Therefore, in spite of 
the small number of companies they contain, the inclusion of these 
samples provides satisfactory coverage, and makes it possible to avoid 
any serious errors that might arise from the use of a sample containing 
a high concentration of small companies. 

Since the formation of the FDIC insured commercial banks have rep­
resented from 92 to 94 percent of all commercial banks and have held 
more than 97 percent of the loans. Although national banks held only 
about half the loans of all commercial banks in 19:36, their distribution 
with respect to size (and geographic location) makes them the most 
representative sample available for the years prior to 1934. 

Non-national banks that were not included were primarily of two 
opposite types: state banks members of the Federal Reserve System, 
which were predominantly large banks in large centers; and state banks 
not members of the Federal Reserve System, which were small banks in 
small centers or in rural areas. Wherever data have been limited to 
insured commercial banks not members of the Federal Reserve System 
-holding only 15 percent of the loans, but numbering about half of all 
commercial banks-it is believed that satisfactory cognizance has been 
taken of the bias involved. 

Federal credit unions held 11 percent of the loans of all credit unions 
at the end of 1936, 17 percent at the end of 1937 and 33 percent at the 
end of 1941. Accordingly, from 1936 or 1937 on, the federal group prob­
ably constituted a satisfactorily representatire sample.9 

In the National Credit Office samples, personal finance companies 
designated as national were those operating more than 200 offices in 
1941; the regionals were those operating 50 to 200 offices; and the locals 
were those operating fewer than 50 offices. The designation of sales 
finance companies as national, regional, or local was based on kno:vledge 
of the scope of their operations. No attempt was made to detenmne the 
exact geographic distribution of the sales finance and_ personal finance 
company offices; the representatiYeness pr~bably vane~ f~·om year t.o 
year, being poorest for the local cOt_npames: These Natwnal Credtt 
Office samples, used in conjunction wtth the mcome tax samples, offer 
probably a quite complete geographic co\·eragc. 

9 But since there was such a rapid increa'e in the numher ami iu the assets of 
federJ) credit unions. all ratios of income and expenses durin~ a year to assets and 
I. 1 ·1· · d' 1 d of the )·ear consistent!)' understate the results 1a li Illes outstan mg at t 1e en ' · . d 
shown hy indi1idual unions that operated throughout the peno · 



COMPARATIVE OPERATING EXPERIENCE 

The income tax sample of personal finance companies included repre­
sentatives from all but three of the states in which laws similar to the 
Uniform Small Loan Law were in effect during the period covered.1o 
The nine states, industrial and semi-industrial, which accounted for 
more than three-fourths of the total small loans outstanding on Decem­
ber 31, 1937, were satisfactorily represented.11 Pennsylvania, with the 
largest number of licensees of any state, 15 percent of the total, also had 
the largest representation in the income tax sample. 

Sales finance companies in the income tax sample represented forty 
states and the District of Columbia, including all states that in 1941 had 
regulatory legislation for the financing of retail instalment paper.12 
· The income tax sample of industrial banking companies represented 
every state that had specific legislation authorizing industrial lending 
during the period 1929-36, except Arizona and Washington.13 North 
Carolina, however, which has legislation favorable to the organization 
of industrial banks, accounted for 16 of the 37 insured banks in the 
income tax sample,14 and for 25 of the 84 insured industrial banks in 

lO See Young and Associates, op. cit., pp. 27-35. The states not represented in the 
income tax sample were New Hampshire, Tennessee and Utah; the amount of 
small loans outstanding in these states was not significant in proportion to the 
national total. Included in tl!e sample were three companies that reported income tax 
returns from Kentucky, New Mexico and Washington, which did not have small 
loan legislation throughout the period; these companies held total loans of less 
than l percent of the sample on December 31, 1936, and are not believed to impair 
the sample's validity. 
n These states, in order of amount of small loans outstanding, were New York, 
Ohio, Pennsylvania, Illinois, Michigan, Massachusetts, Indiana, New Jersey and 
Missouri. 
12 The Indiana Retail Instalment Sales Act, which became effective July 1, 1935, 
provides for the licensing of all financial institutions buying retail instalment paper, 
and for the regulation of finance charges. On June 30, 1936, there were 328 retail 
instalment licensees operating in Indiana. 

Maine has provided since 1939 for the licensing of anyone, except a supervised bank, 
engaged in the financing of time sales on motor vehicles. 

Maryland has provided for the licensing and regulation, effective June 1, 1941, of 
sales finance companies, limiting charges on "extensions" to an effective interest 
rate of not more than 15 percent. 

Michigan has regulated, effective 1939, motor vehicle retail instalment contracts, 
providing penalties for inadequate disclosure in the instruments, and for improper 
repossession of the goods sold. 

Wisconsin has provided (originally, 1935; amended, 1937, 1939) for the licensing 
of anyone engaged in motor vehicle instalment financing. and for the regulation of 
fees and charges by the State Banking Commission. 
13 Saulnier, op. cit., pp. 184-86, cites laws in existence as of the end of 1939; and 
digests of laws in existence in 1939, with dates of enactment in some cases, are pre­
sented in Consumer Credit Institute of America, Industrial Banking, by Margaret 
Grobben (New York 1940) Ch. 11. 
uon December 31, 1936, industrial banking companies in New York and North 
Carolina held 12.8 percent and 8.9 percent, respectively, of the loans of the 37 
insured investment type banks for which income and expenses were analyzed, and 
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~xistence on Decei?ber 31, 1941. Industrial banks admitted to deposit 
msurance operate m twenty states and the District of Columbia. 
Fe~eral cr~dit. unions are o~ganized in every state except Wisconsin, 

~nd m the D1stnct of Columbia a.nd Hawaii, with a good representation 
m all but a few of the states. In s1x states and Hawaii there are no state­
char~ered ~redit unions. For the most part, federal credit unions pre­
~ommat~ m .stat.es where there was no state law until recently, and are 
m the mmonty m states where there is a long-established state law. The 
geographic representation of federal credit unions has widened in each 
year since their establishment. 

Insured commercial banks and national banks provide complete geo­
graphic coverage. The national banks constitute varying but satisfactory 
proportions in the different states. 

Data in the income tax sample cover the operations of the same group 
of companies in each of the years, 1929, 1933 and 1936; the other sam­
ples consist of a changing number of enterprises.t5 

In the National Credit Office sales finance and personal finance com· 
pany samples, the number of companies included varies widely. There 
were so few in certain years that some of the apparent variation may be 
due to the number in the sample; for this reason too much emphasis 
should not be placed upon the changes between any two years. 

The historical data on national banks, insured commercial banks and 
federal credit unions pertain to all available reporting institutions, but 
for the historical data on insured industrial banks (and for the data 
pertaining to ratios of individual insured commercial banks), some 
reports were purposely excluded. Although the number of banks is not 
constant from year to year, the numerical change affected assets, liabil­
ities, income and expenses so slightly as to introduce no noticeable error. 
Federal credit union activities, however, grew so rapidly during this 
period that new, recently established institutions were continually being 
added to the group of reporting companies; the resultant error is most 
serious in 1935 and 1936. 

The unchanging character of the income tax samples introduces other 
types of bias, since the method of selection r~quired that the comp~nies 
have a continuous existence without change m name or corporate Iden­
tity over the period.16 But since the data exclude companies that showed 

15 The number and total assets of the companies in the various samples are presented 
in Appendix Tables B·l and B-2. . . 
16 More than half of each type included had had a conun~ed c?rporate existence 
for over a decade. In addition, it is probable that the operating llfe of some of the 
companies was longer than that shown by the d~te ?f incorP?ration ?n the tax form. 
This indicates a relatively high degree of conu~uny of ex~stence m the consum~r 
instalment financing business. The inherent quahty of the mst~lment pa~er consh· 
tuting its principal asset is reflected in the fact that a substantial proportiOn of the 
companies had enjoyed only a few years of corporate existence prior to the 1930's 
and nevertheless withstood the depression. 

7.3 percent and 6.0 percent, respectively, of the loans of the 93 insured and non· 

insured banks. 
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extremely good operating results (and absorbed other companies) as 
well as those that showed extremely poor operating results (and failed), 
there is no reason to believe, on balance, that the sample is seriously 
unrepresentative of the operations of all companies engaged in con­
sumer instalment financing. This assumption is supported by compar­
ison of the income tax data with collateral data obtained from other 
sources. 

LIMITATIONS OF THE DATA 

In general, relationships between income and expense items, and among 
asset, liability and net worth items, are based on aggregate figures, except 
that some figures covering insured banks are based on ratios of individ­
ual banks. 

The data for insured industrial banks, on which the discussion of 
asset, liability and net worth items is based, are averages of figures for 
the beginning, middle and end of the year, except for 1934 and 1935. 
With this exception, the aggregate data on asset, liability and net worth 
items are, for all the samples, averages of figures for a single date at the 
end of the calendar year (fiscal year for some companies) . These are not 
entirely representative of the average of values obtaining throughout 
the year. But since consumer instalment financing operations are rela­
tively stable seasonally, the use of figures for a single date is not likely 
to distort the broad changes in asset distributions and in sources of funds 
which accompanied the cyclical change in volume of business, and the 
growing maturity of the industry. 

Year-end balance sheet values were used as bases for the computation 
of ratios of income and expense in the income tax and credit union 
samples; this introduces an erratic error,. caused by the severity of the 
cyclical fluctuations that characterized the period. Too much emphasis 
must not be placed, therefore, upon year-to-year fluctuations in ratios, 
particularly when these are severe and irregular. 

An indication of the degree and direction of the bias resulting from 
the use of year-end figures is shown in Table A-2. In each type of con­
sumer instalment financing agency year-end loans exceeded average 
loans for the industry as a whole in 1929 and 1936; in 1933 year-end 
loans exceeded average loans in the retail instalment credit field, but 
were below the average for the cash-lending agencies. For those years in 
which year-end loans exceeded average loans, the ratios of income and 
expenses to year-end loans or total assets understate the situation to a 
varying degree.17 

In the National Credit Office samples the average of balance sheet 
values at the beginning and end of the year was used in the computation 
17 In the income tax sample about 10 percent of each type of company reported in 
each year on a fiscal year basis instead of a calendar year basis. To the extent that 
year·end figures are not lumped on December 31, but are distributed throughout 
the year, the bias just described is counteracted. 
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TABLE A-2 

EsTIMATED YEAR-END CoNSUMER INSTALMENT OursTANDINGS 

IN PERCENT OF EsTIMATED AVERAGE FOR THE YEAR 

1929-41, BY TYPE OF LOANa ' 

lnstalmmt Cash Loans 
Automobile 

Rttail Personal Industrial Federal 
lnstalmmt Finance Banking Credit 

Ytar Paperb Companies Companies Ucions 

1929 103.7% 115.5% 108.1% 
1930 84.7 104.5 99.0 
1931 83.6 100.8 90.9 
1932 72.8 95.1 87.0 

1933 119.2 98.2 95.8 
1934 106.2 104.6 103.8 
1935 119.0 106.3 113.6 
1936 110.7 107.1 109.9 154.1% 

1937 98.2 107.9 105.9 136.4 
1938 89.2 100.8 103.2 123.5 
1939 112.0 116.9 105.6 127.1 
1940 113.9 107.5 104.9 118.4 
1941 94.5 102.6 99.5 107.6 

• Except for credit unions based on data in Sun•cy of Current Busi11ess (November 
1942) pp. 9-25, which revises and brinhrs up to date the National Bureau of Economic 
Research (Financial Research Program) estimates published in The Volume of Con­
Sllmer Instalment Credit, 1929-38, by Duncan flfcC. Holthausen, et al. (New York 
1910) ; averages are based on estimated end-of-month outstandings, January through 
December. For credit unions based on data from U. S. Farm Credit Administration, 
Dil·ision of Finance and Accounts; a\'erages are based on figures for three to fi\'e 
dates during the year. 
b Automobile retail instalment paper may be considered representati\'e of total hold­
ings of sales finance companies, e\'en though the latter hold a small proportion of 
other types of retail instalment paper, and el'en though a small proportion of the 
total retail instalment paper is held by industrial banking companies and commer­
cial banks. 
'Not al'ai!able. 

of income and expense ratios; this appeared to reduce the error mate­
rially.1s For insured industrial and commercial banks (except industrial 
banks in 1934 and I 935) a\·erages of asset and liability items at the 
beginning, middle and end of the year were used as bases for computa­
tion of the income and expense ratios. National banks' ratios were based 
on averages of asset and liability items for call dates (at least fo.ur) 
during the year. For banks, therefore, both the seasonal and the cychcal 
biases were practically eliminated. 

BIn these samples an increasing proportion of the companies reported on a fiscal 
vear basis toward the end of the period. 
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Another problem in interpretation arises from the limitations inher­
ent in the use of data prepared from income tax returns. Since the bal­
ance sheets .and income statements in these returns are general purpose 
forms, the accuracy of the data tabulated from them depends on the 
relevance to the consumer instalment financing industry of the common 
categories used, which affects the ability of the taxpayer to classify 
correctly the amounts to be entered against the printed items on the 
form; it depends also on the descriptiveness of the captions interlineated 
by the taxpayer, which in turn affects the ability o£ the tabulating 
agency to classify such amounts correctly. 

Because of the heterogeneous character of the samples used, and 
because the danger of error increases in relation to the increase in detail 
of account categories, it has been considered advisable to utilize only a 
few broad account classifications for the principal samples of data. The 
asset, liability and net worth items that have been used conform, in gen­
eral, to a satisfactory condensed balance sheet presentation of a con­
sumer instalment financing agency; income and expense items have 
been severely limited. Descriptions of the principal account items used, 
and comments regarding their comparability in the data, in addition 
to those appearing in the text and footnotes, are given below. Where 
supplementary data have been utilized to provide greater detail, the 
main classifications conform with those used for the principal samples. 
Captions describing supplementary detail are sufficiently clear to pro­
vide accurate interpretation. 

Loans. By far the most important asset in a consumer instalment 
financing agency is the instalment paper acquired. Every attempt has 
been made to tabulate assets of this character, however acquired, as 
"receivables," herein referred to as loans. In the income tax and insured 
bank data, the figures for loans represent values after deducting reserves 
for bad debts or for repossession losses; data in the National Credit 
Office sample conform reasonably well in this respect. In the income tax 
sample, hypothecated deposits were not deducted from the loans of 
industrial banking companies, but in the FDIC data on insured indus· 
trial banks, loans are shown after deduction of hypothecated deposits, 
unless otherwise indicated. 

Cash is used consistently to include all items generally considered as 
cash equivalents, including bank deposits and, in the case of commer­
cial banks, balances with correspondents and the Federal Reserve banks. 

Investments include, in the income tax sample, investments in sub­
sidiaries. This necessitated the exclusion of some companies from the 
income-expense analysis. In the National Credit Office data consolidated 
statements have been utilized wherever available. 

Miscellaneous assets include all types of assets not separately tabulated. 
Net worth, or owners' equity, has been divided, in the income tax 

sample, into preferred stock and common equity. Preferred stock includes 
capital advances made by the Reconstruct~on Finance Corporation, and 
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common equity inclu?es all. items of net worth except preferred stock. 
The amounts shown m the mcome tax and National Credit Office sam­
ples are probably not seriously affected by the lack of uniform treatment 
of reserves for contingencies, or by the lack of careful definition of other 
reserve accounts. 
T~e fi?ure reported on the income tax returns as preferred stock may 

consist e1ther of the par amount of the preferred stock outstanding or of 
the stated value of no-par preferred stock. In either case some of the 
~ommon equity, as reported, may actually consist of capital surplus paid 
m ~y ~he preferred stockholders. In ~orne cases the real ownership 
equity IS represented by the preferred mvestment; in other words, the 
major cash investment at the origin of the corporation was made by the 
preferred stockholders, and the common stock represented promotional 
hopes. Where this is true the common equity may consist almost entirely 
of surplus built up by retention of earnings during a period of successful 
operation. 

Borrowed funds are treated under long-term debt and short-term debt. 
Except in the income tax sample long-term debt includes bonds and 
other evidences of funded debt; in the income tax data evidences of 
debt-both secured and unsecured-with a maturity of more than one 
year are treated as long-term. Short-term debt includes deposits and 
investment certificates, as well as other obligations; in the income tax 
data it includes also accounts payable, even in the analysis of interest 
payments, because the amount of this item may be expected to be nom­
inal, and because of the difficulty of accurately excluding it. 

Deposits and investment certificates include in the income tax data, 
dealers' deposits, dealers' credits and dealers' reserves.19 Deposits con­
stitute the most important source of funds of commercial banks and of 
investment type industrial banks. Where statutory limitations on the 
latter resulted in the use of investment certificates instead of deposits, 
these have been tabulated, in the income tax sample, as deposits; they 
include, besides unrestricted funds, credits to hypothecated accounts, 
representing debtors' payments that are not applied to reduce the debt 
until the completion of the entire transaction. In FDIC data on i~sured 
industrial banks, however, deposits are shown net, after deductwn. of 
hypothecated deposits; these include a s~all ~mo.unt of de_mand deposit~. 

Total income. Because of lack of umform1ty m reportmg methods, It 
was not deemed advisable in the income tax and National Credit Office 
samples, to attempt a seg~egation of income by sources. In the income 
tax sample total income corresponds in content .and in scope to gr~ss 
earnings from current operations as reported by msured banks; that 1s, 

19 Since none of these items, not even deposits, appears on the pri~ted bala.nce 
sheet on the income tax form, some taxpayers may have reported such ttems agamst 
other liability captions, such as notes payable or accounts payable, rather th~n 
writing them in; therefore it is probable that deposits are shghtly understated m 

the income tax data. 
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bad-debt recoveries were excluded.20 In the National Credit Office sam­
ple bad-debt recoveries were excluded where possible, but are presum· 
ably included for some companies. 

Cost of loan ojJerations, or total cost, includes all expenses except 
payments for borrowed money.:n Net charge-offs or net bad-debt ex­
pense, are included,22 and inthe income tax data an excess of recover­
ies over net bad-debt expense in an individual company is treated as a 
deduction from total cost.23 The details of operating costs are not uni­
formly presented in the principal bodies of data. In neither the income 
tax nor the National Credit Office sample would there have been any 
assurance that arbitrarily determined categories were on a uniform 
basis. The supplementary data showing additional details are believed 
to be reasonably uniform. 

Net charge-offs were available on a satisfactory basis only for the 
income tax sample and for commercial banks. In the income tax sample 
they represent bad-debt losses incident to business operations-including 
some repossession losses-minus recoveries of bad debts previously 
charged off.24 Worthless bonds charged off were not included with bad 
debts, because their inclusion would have made the latter less represent­
ative of the bad-debt losses incident to the financing of consumer 
loans.25 

It may be presumed that the National Credit Office samples (at least 
in some cases) and the data on personal finance company operations 
based on state supervisory reports, include gross losses or charge-offs as a 
part of cost of operations, and recoveries as a part of total income.26 In 
the former samples, covering the larger companies, the reserve basis is 

2° In this sample income items and deductions for income tax purposes were both 
'adjusted by the amount of non-taxable income and non-deductible expenses, in 
order to obtain the amount of book income and costs. 
21 Total expense as derived from the income tax data corresponds essentially with 
the deductions made from total income for the purpose of determining net profit 
available for dividends or for addition to net worth; from this the amount of 
interest paid has been deducted. 
22 In the National Credit Office sample gross charge-otis are sometimes included 
in total cost, with recoveries reported as a part of income; in these cases net charge­
offs are not available separately. 
2a See footnote 24, below. 
24 For companies using the reserve method, net bad debts were derived by adding 
the current year's credits to the reserve for bad debts reported as of the beginning 
of the year and subtracting the reserve reported as of the end of the year. When 
recoveries exceeded net bad debts charged off, the excess was tabulated as a negative 
expense item; this procedure made possible a uniform treatment of recoveries in 
the aggregates. 
25 As a result of this exclusion of the amount of worthless securities, the total costs 
of some of the companies were smaller, and their net profit greater, than the amounts 
actually reported on the income tax form. But in view of the small proportion of 
securities held by these companies the effect of this distortion is neglible. 
26 This practice seems to be followed also by other research workers in the field. 
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probably_ most generally used; 27 in the latter, actual charge-olfs. For 
commernal banks net charge-offs or net losses represent the amounts 
reported as losses or charge-offs, minus the amounts reported as recoyer­
ies; the basis of reporting-that is, the use of a resen·e or of an "actual 
realization" basis-varied from bank to bank. Profits on securities sold 
,w·e excluded, by estimation when necessary, e,·en though these prob­
ably include some recoveries. 

Operating profit represents the difference between total income and 
cost of loan operations, and is subject to the limitations of those two 
items, already described. See also interest payments, below. 

Interest payments include all payments made for the use of borrowed 
funds, including deposits. It is general accounting practice, and also the 
practice of the federal bank supervisory agencies, to include interest in 
total expenses. In the field of personal finance statistics, however, the 
usual practice is to exclude interest from expenses of operation, since 
the commonly emplo}ed concept of profit is that of net profit before 
interest payments.28 This procedure has been followed in the present 
study, in order to facilitate comparison with material available from 
sources other than the income tax and insured bank data. However, 
operating profit prmides an excellent basis for showing how the rate of 
net profit is influenced by interest cost, and by the degree of trading on 
equity. 

Xet profit (or loss) is the amount available for dividends or for addi­
tion to net worth. In the income tax sample this item is book profit 
or loss, obtained by adjusting the amount of statutory net income (or 
deficit) for tax-exempt income and for non-allowable deductions.29 Net 
profit is slightly overstated, however, by the exclusion of worthless securi­
ties charged off from bad-debt losses.30 

Cash divido1ds paid include all cash distributions to common or pre­
ferred stockholders. Payments to the Reconstruction Finance Corpora­
tion are included with preferred dividends, in accordance ·with the 
practice of federal bank supen·isory agencies. Stock dividends are not 
included. 

:r: In the published statements of industrial banks: and t~ a lesser extent in those 
of personal finance companies, it is customary to mclude m resen·es for charge-offs 
the pam1ents made to a second party for insuring against the risk of certain types 
of losses. The most common pa\ment of this kind represents the e.xpense of group 
insurance on the life of borrO\~·ers, the cost of which is frequently transferred to 
the borrower but is sometimes absorbed by the lender. 
~This mar be attributed to the preoccupation of the chief workers in the personal 
finance field with the question of the proper rate of return and the necessary ra.te 
of char!!f which has resulted in a trend of anahsis comparable to that found m 
the r~l~ted public utilities. Here the concept of rate of return has been related, 
predominantlr, to the ,·alue of the entire amount of necessary as.se~ ~evot~d to the 
business. with onlv secondan· attention to the rate of return on ~mty capital. 
:~~In 1929 losses for prior years were allowed as statutory deducuons, but such de-

ductions are excluded from these data. 
30 See a bore, under ··net charge-offs." 
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Supplementary Tabulations 



TABLE B-1 

NuMBER oF CoMPANIES IN SELECTED SAMPLES oF CoNSUMER INSTALMENT FINANCING 

AGENCIES AND CoMMERCIAL BANKs, YEAR-END 1929-41 

Sample 1929 1930 1931 1932 1933 1934 1935 1936 1937 1938 1939 1940 1941 

Sales finance companies 
2 to 3 national" 2 3 3 3 3 3 3 3 3 3 3 3 3 
2 to 4 regional" 2 2 2 2 4 4 4 4 4 4 4 4 3 
9 to 32 local" 9 11 10 15 19 24 28 32 32 32 29 29 30 
202localb 202 .. .. . . 202 . . 202 

Personal finance companies 
2 national" .. 2 2 2 2 2 2 2 2 2 2 2 2 
2 to 5 regional" 2 2 3 3 3 3 4 4 5 5 5 5 5 
5 to 7 local"' .. . . . . .. 5 5 7 7 7 7 7 7 

~ 
153 localb 153 . . .. .. 153 .. . . 153 

79 non-invest. type indust. bkg. cos.b 79 .. .. . . 79 .. 79 

Invest. type indust. banks 
56 noninsuredb 56 .. .. .. 56 . . . . 56 
6 largest insured• .. .. .. . . .. 6 6 6 6 6 6 6 6 
All other insured• .. .. .. . . 54 56 57 60 64 67 69 74 
37 insuredb 37 . . .. 37 . . .. 37 

Credit unions 
All reporting federal 

credit unionsd .. .. .. .. .. . . 762 1,701 2,276 2,753 3,172 3,715 4,144 

Commercial banks 
All national bankse 7,408 7,038 6,373 6,016 5,159 5,467 5,392 5,331 5,266 5,230 5,193 5,150 5,123 
All insured banks• .. .. .. .. . . 14,137 14,123 13,969 13,795 13,657 13,534 13,438 13,427 

(footn·otes on page 197) 



TABLE B-2 -<.0 

TOTAL AsSETS OF SELECTED SAMPLES OF CoNSUMER INSTALMENT FINANCING 
0) 

AGENCIES AND CoMMERCIAL BANKS, YEAR-END 1929-41 (in millions) 

Sample 1929 1930 1931 1932 1933 1934 1935 1936 1937 1938 1939 1940 1941 

Sales finance companies 
2 to 3 national• $625 $703 $596 $372 $456 $615 $839 $1,204 $1,416 $956 $1,089 $1,478 $1,720 
2 to 4 regional" 41 34 34 22 58 69 110 169 195 132 176 236 192 C") 

9 to 32 local• 27 30 19 23 37 53 82 114 138 102 122 146 175 0 
202locaJb 114 .. .. .. 88 .. .. 189 .. .. .. . . . . :s: 

Personal finance companies 
":: 
> 

2 national• 89 101 90 89 97 101 122 144 135 148 163 179 :;.:! 

2 to 5 regional" 5 7 17 10 10 13 20 24 41 48 62 72 84 > 
5 to 7 local" .. .. .. .. 4 5 11 15 13 15 18 19 ...; -153 locaJb 21 .. .. .. 21 .. .. 26 .. . . .. .. . . < 

79 non-invest. type indust. bkg. cos.b 
to.! 

13 .. .. .. 10 .. .. 11 . . .. . . .. .. 
0 

Invest. type indust. banks ":: 
56 noninsuredb 40 .. .. . . 32 42 .. to.! 

6 largest insured• .. .. .. .. 55 66 72 84 93 103 116 132 :;.:! .. > All other insured• .. .. . . .. 29 36 45 54 62 72 86 102 ...; 
37 insuredb 49 .. .. .. 34 .. . . 58 .. .. . . .. . . 

z 
Credit unions ~ 

All reporting federal 
to.! credit unionsd .. .. .. .. .. .. 2 9 19 30 48 72 106 >< 

Commercial banks ":: 
to.! 

All national banks• 28,882 28,800 24,662 23,311 21,747 25,630 28,225 31,070 30,124 31,666 35,319 39,734 43,538 :;.:! 
All insured banks" .. .. .. . . •. 46,448 50,927 56,211 54,212 56,800 63,147 70,720 76,827 ..... 

to.! 
z 

(footnotes on opposite page) C") 

!:1'1 
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roonoru TO T.-\RI..ES B-1 "'-'"D B-2 
• Dau from the ~ational Credit Office, Inc. Some of the local companies are included 
in the respecti,·e income taX sample. 
• Dau from the Income Tax Studv. 
• Dat.a from Federal Deposit lnsuiance Corporation. For industrial banks, total assets 
are arerages of figures for beginning, middle and end of year, e.xcept in 1934 and 
193j; deposits accumulated for the repayment of loans have been deducted from toul 
assets; and banks that operated less than the full year or whose operations were 
materially affected bv mergers during the ~-ear are not included. Cash depositories and 
ba.nks designated in this study as insured industrial banks are included with all 
insured commercial banks. 
'Dat.a from U. S. Farm Credit Administration, Dh·ision of Finance and Accounts. 
• Dat.a from Annual Reports of the Comptroller of the Currenc-y. 

TABLE B-3 

DrsTRIBl'TION OF CoKSl'YER IKSTAU£EST FrsASCL~G AGENC£ES is THE 

hem££ T."-."1\. SA.\U'LE, 1929, 1933, 1936, BY YEAR-EKo ToTAL ASSETS• 

Agmry 

229 Salu firuma romprmm 
1929 
1933 
1936 

r;g Prrsorud finana romprmUs 
1929 
1933 
1936 

92 ltilll·ilk"Y.Sl. f)Pt indust. bJ:g. ros. 
1929 
1933 
1936 

112 ln.'Ysl. f)Pt indusl. banks 
1929 
1933 
1936 

l'nder 
$100 

63cos. 
81 
59 

98 
99 
91 

26 
42 
39 

2 
4 
3 

• Dau from the Income Tax Study. 

Total Asstts (in thousands) 

$100- $250-
250 500 

63cm. 47 cos. 
67 38 
52 45 

55 20 
60 12 
58 18 

43 18 
38 10 
40 9 

23 2' 
27 27 
18 23 

$500- $1,000- $5,000-
1,000 

31 cos. 
29 
31 

1 
4 
7 

4 
1 
2 

27 
32 
34 

5,000 

20cm. 
11 
36 

5 
4 
3 

1 
1 
2 

26 
18 
27 

50,000 

5 cos. 
3 
6 

2 

7 
4 
7 



TABLE B-4 

CoNSUMER INSTALMENT LoANS IN PERCENT OF ToTAL LoANS OuTSTANDING OF INSURED CoMMERCIAL 
BANKS, 1940, BY AMOUNT OF DEPOSITS AND PoPULATION OF CENTER" 

Population '![ Banking Center 
All 

Deposits Banking Under 250- 500- 1,000- 2,500- 5,000- 10,000- 25,000- 50,000-
(in thousands) Centers 250 500 1,000 2,500 5,000 10,000 25,000 50,000 100,000 

$100 or less 6.8% 6.4% 6.4% 9.1% 3.7% 
100-250 8.5 7.6 7.7 8.0 11.2 17.8% (23.7)% (20.2)% (14.0)% 
250-500 9.3 8.3 8.0 8.2 9.6 12.0 19.9 18.9 (22.7)% (15.6) 
500-1,000 9.3 4.8 6.3 7.8 8.3 10.4 11.7 11.0 15.4 14.9 
1,000-2,000 8.8 (8.4) 9.8 5.4 7.3 7.6 8.8 10.7 8.3 10.1 

2,ooo-5,ooo 8.0 (10.1) (.7) (3.9) 5.2 6.4 6.8 7.6 7.8 10.8 
5,00D-10,000 7.5 .. .. .. 

(13."4) 
{3.1) 6.8 6.6 6.3 6.7 

10,000-50,000 6.4 .. .. .. (3.6) (1.3) 6.5. 7.5 6.2 
Over 50,000 5.0 .. .. .. .. .. .. .. . . (8.2) 

ALL BANKS 8.7% 7.4% 7.6% 8.0% 8.9% 9.4% 9.6% 8.8% 7.9% 8.4% 

100,000 
or Over 

(18.0)% 
23.4 
24.1 
17.4 

12.9 
10.7 

6.2 
5.0 

10.5% 

<.0 
00 

n 
0 
a:: 
"=' 
> 
l<l 
> ...., 
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• Based on data from Federal Deposit Insurance Corporation. Figures are averages of ratios of individual banks. In regard to toJ 
banks that were members of the Federal Reserve System loans outstanding and deposits are averages of figures for call dates ~ 
during the year, and in regard to non-member banks they are averages of figures for the beginning, middle and end of the '-.:1 
year. Cash depositories, banks designated in this study as insured industrial banks, and banks that submitted reports covering toJ 
less than the full year's operations or whose operations were materially affected by mergers during the year are not included. ::0 
Parentheses indicate groups containing 10 banks or fewer. [;; 
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TABLE B-5 > 
~ 

ToTAL INCOME OF SELECTED SAMPLES OF CoNSUMER INsTALMENT FINANCING AGENCIES ~ 

AND CoMMERCIAL BANKS IN PERCENT oF ToTAL AssETS, 1929-41" to! 
z 
t::! 

Sample 1929 1930 1931 1932 1933 1934 1935 1936 1937 1938 1939 1940 1941 -;.< 

Sales finance companies = 2 to 3 nationalb 14.6% 12.9% 12.0% 11.4% 13.2% 14.6% 12.8% 11.8% 10.8% 9.4% 9.6% 8.7% 9.1% 
2 to 4 regionalb 14.9 14.5 14.3 13.5 14.0 16.7 16.6 15.2 13.4 10.7 12.0 10.9 10.2 
9 to 32 localb 19.4 16.6 17.6 15.5 16.6 17.6 17.6 16.0 15.5 13.0 14.2 13.8 13.6 
202 local• 16.9 .. .. . . 15.4 .. . . 14.3 

Personal finance companies 
2 nationa!d 28.7 28.4 28.3 29.6 30.2 30.0 29.5 29.9 27.7 27.8 27.8 27.8 
2 to 5 regiona!d 31.7 30.3 26.5 31.8 28.3 30.2 29.9 30.5 30.2 28.1 27.2 27.7 28.1 
5 to 7 loca!d .. .. .. . . . . 27.9 29.3 29.8 28.7 26.2 26.8 28.2 27.1 
153 locale 23.7 .. .. . . 22.9 .. .. 23.8 

79 non-invest. type indust. bkg. cos.• 14.4 .. .. . . 12.1 .. . . 14.0 

Invest. type indust. banks 
56 noninsured• 9.7 .. .. . . 8.9 .. . . 9.2 
6 largest insured• .. .. .. .. . . 8.8 8.6 9.2 9.3 9.3 9.0 8.6 8.2 
All other insured" .. .. .. . . 10.5 10.0 10.9 11.0 10.3 10.0 9.8 9.2 
37 insured• 9.1 .. .. .. 8.3 . . 8.0 

Credit unions 
All reporting federal 

credit unionsf .. . . .. .. . . .. 4.7 6.1 7.3 7.6 7.5 7.5 6.9 

Commercial banks 
All national banks" 4.9 4.7 4.3 4.3 3.7 3.4 3.0 2.8 2.8 2.7 2.5 2.3 2.2 
All insured banks" .. .. .. . . 3.4 3.1 2.9 3.0 2.9 2.7 2.5 2.4 

(footnotes on following page) <.0 
(.0 
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FOOTNOTES TO TABLE B-5 
• The number of companies for each year may be found in Appendix Table B-1. 
b Based on data from the National Credit Office, Inc. Some of these companies are 
included in the 202 local companies of the income tax sample. In the majority of cases 
recoveries are probably included in total income. Here the denominator is the aver­
age of total assets at beginning and end of year. 
• Based on tabulations prepared by the Income Tax Study. The figures represent total 
income in percent of year-end total assets. 
4 Based on data from the National Credit Office, Inc. Some of these companies are 
included in the 153 local companies of the income tax sample. In the majority of 
cases recoveries are probably included in total income. Here the denominator is the 
average of total assets at beginning and end of year. 
• Based on data from Federal Deposit Insurance Corporation. Total assets are aver­
ages of figures for beginning, middle and end of year, except for industrial banks in 
1934 and 1935, when year-end figures are used; deposits accumulated for the repay­
ment of loans have been deducted from total assets of industrial banks. Cash deposi­
tories and banks designated in this study as insured industrial banks are included with 
all insured commercial banks. 
f Based on data from U. S. Farm Credit Administration, Division of Finance and 
Accounts. The figures represent total income in percent of year-end total assets. 
g Based on data in Annual Reports of the Comptroller of the Currency. Total assets 
are averages of figures for call dates during the year. 



TABLE B-6 
> 

OPERATING CosT ITEMS OF PERSONAL FINANCE CoMPANIES IN PERCENT oF '"0 

AvERAGE LoANS OuTSTANDING, FISCAL YEARS 1929-39" '"0 
l""l 

Item 1929 1930 1931 1932 1933 1934 1935 1936 1937 
z 

1938 1939 t:l 

Salaries 8.58% 8.15% 7.68% 7.82% 8.53% 8.67% 8.53% 8.11% 7.74% 7.59% 7.46% 
;.< 

Traveling expenses .44 .52 .51 .51 .58 .55 .62 .69 .64 .63 .61 1:1:1 
Legal fees .23 .39 .36 .36 .49 .47 .48 .43 .41 .41 .37 
Auditing .72 .76 .52 .41 .44 .37 .30 .26 .24 .23 .23 

Total 9.97 9.82 9.07 9.10 10.04 10.06 9.93 9.49 9.03 8.86 8.67 

Taxes and license fees 1.64 1.48 1.32 1.48 1.87 1.81 2.02 2.38 2.55 2.43 2.45 
Recording and acknowledging fees .to .06 .06 .05 .07 .08 .06 .06 .10 .14 .14 

Total 1.74 1.54 1.38 1.53 1.94 1.89 2.08 2.44 2.65 2.57 2.59 

Rent 1.20 1.22 1.22 1.32 1.40 1.30 1.28 1.16 1.16 1.13 1.13 
Depreciation on furn. and fixtures .22 .23 .22 .25 .26 .25 .23 .21 .21 .20 .19 

Total 1.42 1.45 1.44 1.57 1.66 1.55 1.51 1.37 1.37 1.33 1.32 

Advertising 2.05 1.74 1.94 1.52 1.79 2.29 2.31 2.52 2.07 1.81 2.29 
Printing, stationery, etc. .79 .84 .85 .86 .95 .99 1.01 1.06 1.06 1.05 1.08 
Insurance and bonding .16 .17 .14 .20 .24 .24 .26 .24 .22 .22 .20 
Sundry other expenses 1.93 1.61 1.99 1.94 1.63 1.76 1.84 2.00 1.99 1.96 2.08 

Total 4.93 4.36 4.92 4.52 4.61 5.28 5.42 5.82 5.34 5.04 5.65 

Total "other" operating costs 18.06 17.17 16.81 16.72 18.25 18.78 18.94 19.12 18.39 17.80 18.23 

Bad debts and in~urance against loss 2.08 2.25 2.81 4.91 4.44 3.55 2.77 2.12 1.90 2.36 1.99 

TOTAL OPERATING COSTS 20.14% 19.42% 19.62% 21.63% 22.69% 22.33% 21.71% 21.24% 20.29% 20.16% 20.22% 

• For 1929-33 based on Russell Sage Foundation, Expenses of Small Loan Licensees, 1929-33, ed. by Rolf Nugent. For 1934-39 
based on annual reports of state banking departments or on accountants' reports made available by the Russell Sage Founda-

to tion. The arrangement of the items has been made comparable to the presentation of the data for industrial and commercial 8 banks. Average loans outstanding have been estimated at 1.15 times average employed assets. Total operating costs include all 
expenses other than interest payments. 



TABLE B-7 

OPERATING CosT ITEMS OF INSURED INDUSTRIAL BANKS IN PERCENT oF LoANs OuTSTANDING, 

1 9 34-41"' (dollar figures in thousands) 

Item 1934 1935 1936 1937 1938 1939 1940 1941 

Salaries, wages and fees 4.19% 3.40% 3.57% 3.47% 3.63% 3.67% 3.52% 3.50% 
Taxes (other than on income) .40 .41 .50 .43 .54 .47 .52 .43 
Income taxes .. .. .32 .48 .52 .47 .50 .69 
Other costs of occupancy, including 

recurring depreciation .18b .18b .81 .74 .63 .62 .62 .57 
Other current operating costs 3.57 2.86 2.17 2.11 2.16 2.40 2.33 2.19 

Total "other" operating costs 8.34 6.85 7.37 7.23 7.48 7.63 7.49 7.38 

Net losses on loans" 1.34 .60 .09 .21 .45 .31 .64 .43 
Net losses on other assetsd .60 .40 .61 .77 .28 .14 .07 -.01 

TOTAL OPERATING COSTS 10.28% 7.85% 8.07% 8.21% 8.21% 8.08% 8.20% 7.80% 
$5,746 $6,134 $7,235 $8,795 $9,480 $10,444 $12,575 $13,848 

Total loans outstanding $55,898 $78,122 $89,681 $107,071 $115,406 $129,191 $153,368 $177,242 
Number of banks 60 62 63 66 70 73 75 80 

• Based on data from Federal Deposit Insurance Corporation. Banks that submitted reports covering less than the full year's 
operations are not included. Loans outstanding are averages of figures for beginning, middle and end of year, except in 1934 
and 1935, when year-end figures are used. Total operating costs include all expenses other than interest payments. 
h Represents only depreciation on banking house, furniture and fixtures. 
c Losses and charge-offs on loans, minus recoveries on loans. 
4 Losses and charge-offs on securities and other assets, minus recoveries on securities, profits on securities sold, and recoveries 
and profits on all other assets. 
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TABLE B-8 

OPERATING CosT ITEMS OF ALL REPORTING FEDERAL CREDIT UNIONS 

IN PERCENT oF YEAR-END LoANS OuTSTANDING, 1935--41" 

Item 1935 1936 1937 1938 1939 1940 1941 

Salaries .29% .80% 1.43% 1.92% 1.93% 1.97% 2.40% 
Stationery and supplies 1.32 .57 .30 .24 .21 .22 b 

Cost of space occupied 

l 
.04 .04 b 

Educational expense .02 .05 b 

Surety bond premiums 1.16 .88 .96 1.10 .07 .08 .09 
Other operating costs .99 .99 1.48 

TOTAL OPERATING COSTS 2.77% 2.25% 2.69% 3.26% 3.26% 3.35% 3.97% 

Total year-end loans outstanding $1,830,000 $7,330,000 $15,684,000 $23,915,000 $38,020,000 $56,098,000 $69,250,000 

a Based on data from U. S. Farm Credit Administration, Division of Finance and Accounts. In 1938-40 year-end loans outstand­
ing include loans to other credit unions. Total operating costs include all expenses other than interest payments and charge-offs. 
b Included in '"other operating costs." 
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TABLE B-9 

OPERATING CosT ITEMS OF ALL NATIONAL BANKS IN PERcENT OF AVERAGE LoANS "" 
AND INVESTMENTS OUTSTANDING, 1929-4ta (dollar figures in millions) 

2 

Item 1929 1930 1931 1932 1933 1934 1935 1936 1937 1938 1939 1940 1941 

Salaries and wages 1.24% 1.29% 1.25% 1.26% 1.20% 1.21% 1.16% 1.12% 1.13% 1.18% 1.16% 1.14% 1.06% 
Fees (directors and 

committees) b b b b b b b .02 .02 .02 .03 .02 .02 
Real estate taxes } .30 .32 .26 .25 .25 .25 .23 .11 .11 .11 .10 .10 .08 n 
Other taxes .14 .16 .15 .15 .20 .25 0 
Losses and deprecia- s:: 

tion on banking '0 
house, furniture, > 
fixtures .11 .12 .09 .08 .13 .17 .13 .13 .12 .13 .13 .13 .13 "" Other current operat- > 
ing costs .76 .78 .72 .90 .74 .78 .78 .79 .77 .76 .76 .75 .70 

...., 

Total "other" operat- < 
ing costs 2.41 2.51 2.32 2.49 2.32 2.41 2.30 2.31 2.31 2.35 2.33 2.34 2.24 t-1 

Net losses on loansa .35 .55 .95 1.37 1.76 1.57 .61 .43 .11 .23 .13 .10 .03 0 
'0 

Net losses on other t-1 
assetsd .12 .15 .70 .87 1.34 .63 -.27 -.83 -.01 -.06 -.19 -.12 .11 ~ 

> 
TOTAL OPERAT- ...., 

ING COSTS 2.88% 3.21% 3.97% 4.73% 5.42% 4.61% 2.64% 1.91% 2.41% 2.52% 2.27% 2.32% 2.16% .... 
z $626 $692 $818 $845 $877 $786 $484 $378 $501 $517 $482 $518 $557 c;"l 

Total loans and 
invest. outstanding $21,772 $21,574 $20,600 $17,853 $16,164$17,053 $18,322 $19,827 $20,821 $20,500 $21,218 $22,359 $25,741 t-1 

Number of banks 7,408 7,038 6,373 6,016 5,159 5,467 5,392 5,331 5,266 5,230 5,193 5,150 5,123 ~ 
'0 
t-1 

• Based on data in Annual Reports of the Comptroller of the Currency. Loans and investments outstanding are averages of "" figures for call dates during the year. Total operating costs include all expenses other than interest payments. t-1 
b Reported as part of "other current operating costs." • Losses and charge·offs on loans, minus recoveries on loans. z 
4 Losses and charge·offs on securities and other assetsj' minus recoveries on securities .. profits on securities sold .. and recoveries n 
and profits on all other assets. !01 



J 1\llt.l·. H-10 

N1n· (;IIAIHII>:-()J•F!4 oN LoANS Of' (!oNStJMER INSTAI.MJ·:NT FJNANCINO Aoi'.NI:U>:s IN PF.IH!ENT 

Ol' YEAR-ENu LoAN!4 ()uTsTANI>INo, 1 'J2'J, 1933, 1936, uv LoAN-INGOMI'.. RATEs" 

Lor~n-lncome Ratu 

All Llndrr 
Aw,nry Co.r. 8% 8 12% 12-16% 16 20% 20-24% 24-28% 28-32% 

---
202 sales finrmce co.r. 

1929 1.51% (.49)% .44% .65% .91% 2.76% 1.69% 2.32% 
1933 2.33 (2.13) 2.59 2.37 1.43 2.30 3.40 4.78 
1936 1.24 (2.80) .55 1.07 1.1 1 1.36 2.67 (.72) 

153f"rsotwl finr~nce cos. 
1929 1.53 (.01) .54 1.72 1.51 .93 1.25 
1933 3.61 (.40) 2.19 1.96 2.72 2.87 4.79 2.59 
1936 3.04 (2.30) (1. 93) .70 1.09 1.24 2.21 5.20 

79 non-invest. type indurt. 
b!.g. C(J.f. 

1929 1.36 .20 1.37 1.58 2.57 (2.57) 
1933 3.11 (1.22) 1.73 4.43 4.62 (2.64) (4.08) 
1936 1.28 (2. 1 5) 1.06 .94 1.96 1.17 (.66) 

93 invul. type inclusl. banks 
56 noninsurcd 

1929 .50 (.03) .48 1.05 (.51) 
1933 1.71 .82 1.39 3.56 (2.74) 
1936 .68 (.66) .61 .77 (1.61) 

37 insured 
1929 .80 (.27) .88 (.51) 
1933 1.21 (1.39) 1.26 (.64) 
1936 .22 (.39) .18 (.56) ( -.40) 

3(,% 
32-36% or Ovrr 

(1.04)% 3.87% 
(2.94) 3.91 
(.94) (4.77) 

2.14 3.37 
5.49 8.04 
4.15 4.40 

• lla~;ed on tabulations prepared by the Income Tax Study. Loan-income rates represent total income (composed predominantly 
of loan income) in percent of total year-end loans outstanding. Loan-income rate group• are inclusive of the lower limit and 
exclusive of the upper. l'arentheses indicate groups containing 10 companies or fewer. 
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TABLE B-11 

RATES oF "OTHER" OPERATING CosTS oF INSURED CoMMERCIAL BANKS WITH "" 0 
LOAN-INCOME RATES OF 5 TO 6 PERCENT, AND NUMBER OF BANKS, 1940, 0'> 

BY LOAN PROPORTIONS AND AMOUNT OF DEPOSITSa 

Loan Proportions 

All Under 60%or 
Deposits Banks 20% 20-30% 30-40% 40-SO% SG-60% Over 

RATES OF COST 
C'l 
0 

$100,000 or less 3.35% 
ct.84>% 

(2.77)% (5.70)% (2.68)% (3.42)% (2.86)% ~ 
100,000-250,000 2.52 2.25 2.28 2.43 2.64 2.84 '"tl 
250,000-500,000 2.19 1.72 1.96 2.04 2.17 2.27 2.53 > 
500,000-1,000,000 2.00 1.66 1.90 1.91 1.99 2.11 2.34 ::<1 
1,000,000-2,000,000 1.87 1.61 1.74 1.83 1.97 2.04 2.29 > 
2,000,000-5,000,000 1.82 1.54 1.67 1.81 2.04 2.10 2.18 >-1 

5,000,000-1 0,000,000 1.85 1.55 1.70 1.88 2.21 2.24 (2.38) < 
1 0,000,000-50,000,000 1.78 1.48 1.64 1.91 2.05 (2.05) .. t<l 

Over 50,000,000 (1.68) (1.33) (1.55) (1.96) (1.56) .. 0 

2.01% 1.60% 1.78% 1.93% 2.08% 2.24% 2.49% 
'"tl 

ALL BANKS t<l 
::<1 

NUMBER OF BANKS > 
$100,000 or less 26 1 3 4 9 9 ...; 
100,000-250,000 351 3 19 77 97 86 69 z 
25o,ooo-5oo,ooo 770 24 84 154 209 185 114 ~ 
500,000-1,000,000 954 52 151 244 247 157 103 

t<l 1 ,ooo,ooo-2,ooo,ooo 914 95 199 264 209 105 42 ><: 2,000,000-5,000,000 691 86 213 176 140 54 22 '"tl 
5,000,000-10,000,000 224 34 71 68 32 15 4 t<l 
10,000,000-50,000,000 110 16 40 30 18 6 .. ::<1 
Over 50,000,000 9 1 3 3 2 .. t<l 

ALL BANKS 4,049 311 781 1,019 958 617 363 z 
C'l 
t<l 

(footnote on opposite page) 



APP£SDIX B 

roorson: ro H.BLE B-11 
• Based on data from Federal Deposit Insurance Corporation, pertaining to banks 
"hose income on loans amounted to 5 to 6 percent of loans outstanding. Rates of 
operating ('()j;(S represent ('()j;ts of operation, exdusi,·e of net charge-off;; and interest 
pannent~ in percent of total assets: figures are a,·erages of rates of indi,·idual banks. 
Loan proportions represent loans outstanding in percent of total assets. In regard to 
banks that "·ere members of the Federal Reserre System loans outstanding, total 
as.<oets and deposits are a\·erages of figures for call dates during the ~·ear. and in regard 
to non-member banks the}· are a\·erages of figures for the beginning. middle and end of 
r.he rear. Cash depositories, banks designated in r.his study as insured industrial banks 
and banks that submitted reports co,·ering less than the full year's operations or whose 
operations "·ere materially affected by mergers during the year are not included. 
Loan-income groups and loan-proportion groups are indush·e of the lower limit and 
exdusi,·e of r.he upper. Deposits are exdusi\'e of the lower limit and inclusive of the 
upper. Parentheses indicate groups containing 10 banks or fewer. 

TABLE B-12 

0PERA~G PRom IN PERCENT oF AvERAGE ToTAL 

ASSETS oF Ixst'RED bot!'STRIAL B.-\..'\'KS, 1936-41, 
BY LoA..~-bcoME RAn.s• 

L=t-I~Ra.Je.r 1936 1937 7938 7939 79-10 19-!1 

l'nder10% (3.07)% (3.34)% (3.31}% (3.39)% (2.00)% 2.44% 
lG-12 3.61 3.13 3.64 3.45 3.19 2.95 
12-14 3.92 4.27 3.62 3.48 2.94 2.98 
14-16 4.50 4.24 (3.43) 3.87 4.14 2.86 
16 or o\·er (4.93) (4.32) (5.14) (3.72) (3.15) (4.81) 

ALL BA..'\"KS 3.65% 3.60CO 3.60CO 3.46CO 2.89% 2.72c;;, 

• Based on data from Federal Deposit Insurance Corporation. Loan-income rates 
represent income on loans in percent of a,·erage loans outstanding. Loans outstanding 
and total assets are aYerages of figures for beginning, middle and end of year, net 
lfter deduction of hYpothecated deposits. Banks that submitted reports corering less 
than the full year's operations or whose operations were materially ~fleet~ by 
mer~ durin<> the rear are not included. Loan-income rate groups are mdttst\'e of 
the lower limit and' e.xdush·e of the upper. Parentheses indicate groups containing 
10 banks or fewer. 



TABLE .B-13 
N> 

RATIO oF LoAN-INcoME RATES OF SELECTED SAMPLES OF CoNSUMER INSTALMENT FINANCING 0 
00 

AGENCIES AND CoMMERCIAL BANKS TO RATE OF: INTEREST PAm ON BoRROWINGS, 1929-4ta 

Sample 1929 1930 1931 1932 1933 1934 1935 1936 1937 1938 1939 1940 1941 

Sales finance eos. 
2 to 3 national 2.7 2.9 3.6 3.0 5.3 6.4 7.9 7.6 6.2 4.8 5.7 7.0 8.4 
2 to 4 regional 2.3 2.7 3.3 3.1 3.4 5.1 8.2 10.0 8.2 8.1 8.9 8.5 7.3 
9 to 321ocal 2.9 3.1 2.9 2.8 3.3 3.4 4.7 5.3 5.5 5.3 6.0 6.4 6.7 c:"l 
202local 3.1 .. .. .. 3.9 . . .. 6.0 .. .. . . .. . . 0 

Personal finance eos. 
a:: 
"tl 

2 national 4.6 5.0 5.8 6.9 8.5 7.1 16.6 16.1 17.7 16.0 14.8 13.9 > 
2 to 5 regional 5.0 4.9 3.9 4.4 5.8 6.3 8.0 9.3 12.2 12.8 14.6 15.5 15.8 ::0 
5 to 7local .. .. .. .. . . 5.7 4.9 8.9 7.4 7.7 8.1 7.9 8.8 > 
153local 4.5 .. .. .. 4.3 . . . . 4.6 .. .. . . . . .. o-1 

79 non-inuest. type intlust. hkg. cos. 2.5 2.1 3.2 < .. .. .. .. .. .. .. .. .. . . 1:".1 

lnuest. type indust. banks 0 
56 noninsured 3.6 .. .. .. 3.7 . . 4.6 .. "tl 

6 largest insuredb .. .. .. .. .. 3.8 3.9 4.6 4.8 5.5 5.4 5.4 5.5 1:".1 
::0 All other insured• .. .. .. .. 4.8 5.2 5.5 5.5 5.9 6.1 6.0 5.8 > 37 insured 3.8 .. .. .. 4.7 .. . . 6.2 .. . . .. . . .. o-1 

Credit unions z 
All reporting fed. cred. unions .. .. .. .. .. . . 3.0 2.8 2.3 2.1 2.3 2.2 1.8 ~ 

Commercial hanks 1:".1 

All natl. banks (income on loans) 1.8 1.7 1.7 1.8 1.9 1.9 2.3 2.6 2.6 2.7 3.0 3.3 3.5 ~ 
"tl 

All insured banks (inc. on loans) .. .. 1.9 2.2 2.5 2.6 2.8 3.1 3.4 3.6 1:".1 
All nad. banks (inc. on securities) 1.3 1.4 1.3 1.4 1.4 1.4 1.4 1.6 1.6 1.6 1.6 1.6 1.7 :1<1 
All insured banks (inc. on securities) .. .. .. .. . . 1.3 1.4 1.6 1.6 1.6 1.7 1.7 1.7 ;;; 

• Based on Tables IS (Chapter 4) and 24 (Chapter 7) . 
z 
c:"l 

b Ratio of loan-income rates to rate of interest on average time and savings deposits. 1:".1 
• Ratio of rate of income on securities to rate of interest on average time and savings deposits. 
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TABLE B-14 

PERCENTAGE DISTRIBUTION OF CoNSUMER INSTALMENT 

fiNANCING AGENCIES, 1929, 1933, 1936, AND INSURED 

COMMERCIAL BANKS, 1938, BY NET PROFIT IN 

PERCENT oF YEAR-END NET WoRTHa 

Net Profit in Percent of Net Worth 

Under 0 20%or 
Agency (net loss) Q-5% 5-10% 1Q-15% 15-20% Over Total 

202 sales .firw.nce cos. 
1929 2.0% 10.4% 30.7% 31.2% 15.3% 10.4% 100.0% 
1933 28.7 38.2 25.2 5.4 1.5 1.0 100.0 
1936 5.9 17.3 33.2 26.7 11.9 5.0 100.0 

153 per so no.[ .firw.nce 
cos. 

1929 3.9 11.1 37.3 26.8 11.1 9.8 100.0 
1933 25.5 36.6 34.6 1.3 .7 1.3 100.0 
1936 11.8 37.2 28.1 11.1 8.5 3.3 100.0 

79 non-invest. type 
indust. bkg. cos. 

1929 3.8 11.4 59.5 21.5 2.5 1.3 100.0 
1933 34.1 48.1 15.2 1.3 1.3 100.0 
1936 10.1 29.1 46.8 7.6 5.1 1.3 100.0 

93 invest. type 
indust. banks 

56 noninsured 
1929 1.8 14.2 37.5 41.1 3.6 1.8 100.0 
1933 25.0 55.4 19.6 100.0 
1936 5.4 30.4 28.5 25.0 7.1 3.6 100.0 

37 insured 
1929 2.7 10.8 40.5 35.2 8.1 2.7 100.0 

1933 27.0 40.6 29.7 2.7 100.0 

1936 10.8 29.7 35.2 13.5 10.8 100.0 

13,487 insured com· 
mercia/ banks 

1938 16.0 29.3 32.0 15.4 5.2 2.1 100.0 

• For consumer instalment financing agencies based on tabulations prepared by the 
Income Tax Study. For commercial banks based on data from Federal Deposit lnsur· 
ance Corporation (figures covering insured commercial banks, 1938-41, are presented 
in the Annual Report of the FDIC for 1941, p. 57); in regard to banks that were 
members of the Federal Reserve System net worth is the average of figures for call 
dates during the year, and in regard to non-member banks it is the average of figures 
for beginning, middle and end of year. Banks that submitted reports covering less 
than the full year's operations or whose operations were materially affected by mergers 
during the year are not included; cash depositories and banks designated in this study 
as insured industrial banks are included. Net-profit rate groups are inclusive of the 
lower limit and exclusive of the upper. 



TABLE B-15 

PERCENTAGE DISTRIBUTION OF DIVIDEND-PAYING COMPANIES AMONG CoNSUMER INSTALMENT NO 

FINANCING AGENCIES, 1929, 1933, 1936, BY PROPORTION OF 0 
NET PRoFIT PAID OuT IN DrviDENDsa 

Dividends in Percent cif Net Prcifitb 
No. cifCos. 

Paying Under 100% or 
Agency Dividends Minus0 20% 20-40% 4o-60% 60-80% 80-100% Over Total 

202 sales finance companies n 
1929 148 1.4% 6.8% 18.2% 26.4% 26.9% 9.5% 10.8% 100.0% 0 
1933 119 13.4 4.2 8.4 13.4 16.8 10.9 32.9 100.0 s::: 
1936 190 4.2 .5 3.2 19.5 18.4 22.7 31.5 100.0 "d 

153 personal finance d,mpanies 
> 
:= 

1929 100 1.0 7.0 24.0 25.0 14.0 13.0 16.0 100.0 > 
1933 113 16.8 3.5 4.4 12.4 14.2 11.5 37.2 100.0 ....; -1936 140 7.9 2.9 2.1 8.6 18.6 14.3 45.6 100.0 < 

to! 
79 non-in'lll!st. type indust. bkg. cos. 

0 1929 56 3.6 3.6 1.8 23.2 23.2 21.4 23.2 100.0 
1933 43 23.3 11.6 16.3 7.0 18.5 23.3 100.0 "d 

to! 
1936 73 5.5 1.4 .. 9.6 20.5 27.4 35.6 100.0 := 

93 invest. type indust. banks > 
....; 

56 noninsured 
1929 51 .. 3.9 17.6 35.4 19.6 7.8 15.7 100.0 z 
1933 38 15.8 7.9 10.5 21.1 7.9 36.8 100.0 ~ .. 
1936 54 3.7 1.9 11.1 13.0 29.5 27.8 13.0 100.0 to! 

;.< 
37 insured "d 

1929 32 .. 6.3 25.0 25.0 25.0 12.5 6.2 100.0 to! 
1933 21 14.3 9.5 9.5 14.3 28.6 4.8 19.0 100.0 := 
1936 36 .. 13.9 30.5 27.8 19.4 5.6 2.8 100.0 to! 

z 
& Based on tabulations prepared by the Income Tax Study. n 
"Each level is inclusive of the lower limit and exclusive of the upper. to! 
• Dividend-paying companies that had sustained a net loss before dividend payment. 



TAIILE U-J(, 

PI'.JH:J'.NTAOJ~ l>nnJHIIIJTtoN Of' J)JVII>I'.NU-I'AYJNCI CoMJ·ANmK AMoNo CoNKtlMI'.I( )N!ITALMI'.NT 

FINi\NCINO AcmNt:Jit.K, 1 'J2'J, 1933, 1 'J3(j, JIY I )IVIIli'.NJJK IN I'l'.IH:I'.NT 01' N1r:r WoJ(TII• 

AJ!mcy 

202 salfJ jinnnr11 compnnin 
1929 
1933 
1936 

15.1 J,r.wnal finanCII comJ•ar~in 
1'J29 
1'JH 
1936 

79 nnn-ir~fJnl. tyj1e indriJt. IJAg. ens. 
192') 
1933 
1936 

fJJ ir~tJnt. tyj111 irulrt.rt. fmnAs 
56 n;min11urrd 

192'J 
1'J33 
1936 

37 in,.urrd 
1929 
1933 
1936 

.No. '!f Co.r. 
l'fi'J'lriJ! 

/Ji11irlmrl.r 

14R 
119 
1 'JO 

100 
113 
140 

56 
43 
73 

51 
38 
54 

32 
21 
36 

lJndrr 
2% 

6.R% 
10.9 

3.2 

9.0 
13.3 
6.4 

5.4 
16.3 
8.2 

5.9 
1B.4 
7.4 

6.2 
33.3 
11.1 

24% 

14.1% 
32.7 
IJ.2 

17.0 
27.4 
23.6 

5.4 
34.9 
19.2 

15.7 
47.4 
31.5 

JR.8 
42.8 
27.8 

/Jim'rlmd.r in /'ncurt nj r,m-Hnrl ,N,t Wmth" 

46% 

27.7% 
311.3 
22.6 

32.0 
30.1 
26.4 

37.5 
37.2 
31.5 

43. t 
23.7 
25.9 

46.9 
14.3 
41.6 

6R% 

27.7% 
14.3 
15.8 

22.0 
15.0 
13.6 

39.2 
7.0 

20.5 

2'J.4 
10.5 
14.8 

25.0 
4.8 

13.9 

8--10% 

12.2% 
5.9 

16.8 

7.0 
6.2 
9.3 

8.9 
2.3 

11.0 

2.0 

9.3 

3.1 
4.8 
2.8 

10-15% 

R.8% 
3.4 

17.9 

7.0 
(,.2 

10.7 

3.6 
2.3 
5.5 

3.9 

7.4 

2.8 

• na,.<·d on tahulation~ prcparcd hy the Income Tax Study. 
"J<:;ach level i11 inclu11ivc o[ the lower limit and exduMive of the upper. 

t'i%ur 
()vrr 

2.7% 
2.5 

10.5 

6.0 
l.B 

10.0 

4.1 

3.7 

Tutal 

100.0% 
1110.0 
100.0 

100.0 
100.0 
100.0 

100.0 
100.0 
100.0 

100.0 
100.0 
100.0 

100.0 
100.0 
100.0 

> ., ., 
,..., ., 
I:' ->'= 
tllf 
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TABLE B-17 

PERcENT oF DIVIDEND-PAYING INSURED CoMMERCIAL BANKS, 1936-41, BY AMOUNT oF DEPOSITS" 

All Insured Insured Co'mmercial Banlcs Not 
Commercial Banks Members 'If Federal Reserve System 

Deposits 
1939 1940 1941 1936 1937 1938 1939 1940 1941 

$1 00,000 or less 52.8% 58.1% 60.0% 45.4% 48.8% 48.1% 53.0% 58.0% 60.9% 
100,000-250,000 69.7 75.9 77.8 64.0 67.3 65.9 68.8 75.2 78.1 
250,00Q-500,000 80.1 84.0 85.5 72.1 74.0 74.6 78.5 82.0 84.8 
500,000-1,000,000 84.7 87.6 88.6 76.6 78.8 77.4 81.5 84.1 86.0 
1,000,000~2,000,000 88.3 89.6 90.3 81.0 82.1 81.3 81.9 84.3 88.0 

2,000,000-5,000,000 90.0 91.7 92.6 86.4 85.0 82.1 85.4 86.0 87.6 
5,000,000-10,000,000 92.2 93.3 92.5 90.5 89.9 85.7 87.1 87.7 90.4 
10,000,000-50,000,000 93.3 95.2 94.8 90.2 94.2 90.2 90.0 91.1 92.7 
Over 50,000,000 99.2 100.0 99.3 (75.0) (80.0) (80.0} (100.0) {100.0) (83.3) 

ALL BANKS 81.6% 85.4% 87.2% 69.5% 72.7% 71.7% 75.8% 80.2% 83.6% 

& Based on data from Federal Deposit Insurance Corporarjon. Cash depositories, banks designated in this study as insured in· 
dustrial banks, and banks that submitted reports covering less than the full year's operations or whose operations were materially 
affected by mergers during the year are not included. Parentheses indicate groups containing 10 banks or fewer. 
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TABLE D-18 

NuMBER AND PERCENTAGE DisTRIBUTION OF DIVIDEND-PAYING INsURED CoMMI;:RcrAL BANKs, 1939, 
BY DIVIDEND RATE AND AMOUNT OF DEPOSlTSa 

NUMIU~R Pl~RCENTAOE DISTRIBUTION 

Diuidmds in% of Net Worth Dividends in % of N~t Worllt Average 
Dividmds 

D~posits Under S%or Under S%or in %<if 
3% 3-5% Over Total 3% 3-5% Over Total Net Worthb 

S100,000 or le-ss 125 73 42 240 52.1% 30.4% 17.5% 100.0% 3.29% 
100,000-250,000 797 535 359 1,691 47.1 31.7 21.2 100.0 3.62 
250,000-500,000 1,150 729 577 2,456 46.8 29.8 23.4 100.0 3.78 
500,000-1,000,000 1,297 674 466 2,437 53.2 27.7 19.1 100.0 3.47 
1,000,000-2,000,000 1,103 520 231 1,854 59.4 28.1 12.5 100.0 3.07 

2,000,000-5,000,000 798 376 106 1,280 62.3 29.4 8.3 100.0 2.83 
5,000,000-10,000,000 306 118 25 449 68.1 26.3 5.6 100.0 2.55 
10,000,000-25,000,000 147 87 23 257 57.2 33.8 9.0 100.0 2.94 
25,000,000-50,000,000 45 41 11 97 46.4 42.3 11.3 100.0 3.35 
Over 50,000,000 39 57 28 124 31.4 46.0 22.6 100.0 3.81 

ALL BANKS 5,807 3,210 1,868 10,885 53.4% 29.5% 17.1% 100.0% 3.37% 

• Da11ed on data frorn Federal Deposit Insurance Corporation. In regard to banks that were members of the Federal Reserve 
System net worth and deposits are averages of figures for call dates during the year, and in regard to non-member bank" they 
are avemgcs of figure" for the beginning, middle and end of the year. nanks that submitted reports covering less than the full 
year's operations or whose operations were materially affected by mergers during the year arc not included. Dividend rate 
groups arc inclusive of the lower limit and exclusive of the upper. Deposits are exclusive of the lower limit and inclusive of 
the upper. 
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b Avcmgcs of rates of individual banks. ~ 
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Studiel in 
Consumer Instalment FiJUliU:ing 

These studies are part of a broad program 
of research in finance inaugurated by the 
National Bureau of Economic Research 
in 1938 under grants from the Association 
of Reserve City Bankers and the Rocke· 
feller Foundation. They have been pre­
pared with the cooperation of public agen· 
cies, private enterprises and 1;1.1liversity 
specialists. 

In all, the Consumer Instalment Finane· 
ing series includes eleven volumes. Seven 
were published during 1940. Five of these 
were studies of the institutions dealing in 
consumer credit: Personal Finance Com· 
panies and Their Credit Practices; Sales 
Finance Companies and Their Credit Prac· 
tices; IndustrW.l Banking Companies and 
Their Credit Practices; Commercial Banks 
and Consumer Instalment Credit; and Gov· 
ernment Agencies of Consumer Instalment 
Credit. Two were special statistical studies: 
The Volume of Consumer Instalment 
Credit, 1929-38; and The Pattern of Con­
sumer Debt, 193j.36. 

During 1941 a third special statistical 
study was published, entitled Risk Ele­
ments in Consumer Instalment Financing. 
A fourth special statistical study, Con· 
sumer Instalment Credit and Economic 
Fluctuations, was published in 1942. 

The present study, Comparative Operat· 
ing Experience of Consumer Instalment 
Financing Agencies and CommercW.l Banks, 
1929-41, is the tenth volume in the series, 
and belongs with the earlier studies of in· 
stitutions dealing in consumer credit. The 
final volume will be a summary of the 
findings of the Consumer Instalment Finane· 
ing research program as a -whole. 


