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Sales Finance Contpanics 

and Their Credit Practices 

This book presents a factual study of 
sales finance companies as an agency of 
consumer instalment credit. It tleals with 
such topics as: 

the significance of sales finance com· 
panies in the entire retail instalment 
system; 

the customer-his economic circum· 
stances, comparison with the cash 
buyer; 

the company - its organization, 
sources of funds, credit losses, in· 
come, expenses, profits; 

credit procedure, relations between 
customer and dealer, between cus
tomer and finance company, between 
dealer and finance company; 

credit standards and terms - down 
payment, contract length, finance 
charges, insurance; 

repossessions and correlation with 
contract terms and customer's in· 
come; 

abuses and their regulation; 

competitive relations among sales fi. 
nance companies, and with other 
agencies of consumer instalment 
credit. 

The intention of this survey has been to 
present facts rather than opinion, and to 
draw a complete and accurate picture 
of this important institution of consum· 
er financing. 
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Preface 

THE National Bureau of Economic Research, under grants· 
from the Association of Reserve City Bankers and the Rocke
feller Foundation, inaugurated in 1938 a broad program of 
research in finance, of which the initial project has been a 
comprehensive investigation of the instalment financing of 
consumers. The prese~t study of sales finance companies is 
the second in a series of institutional studies under this in
vestigation, describing the important financial agencies that 
deal in consumer instalment credit. Other institutional 
studies in the series cover personal finance companies, com
mercial banks, industrial banking companies and govern
ment agencies operating in the field-the Fedt:ral Housing 
Administration and the Electric Home an~ Farm Authority. 

The term "instalment financing" as used in this investiga
tion designates all consumer credit that entails the payment 
of interest and repayment of principal in prescheduled 
amounts, usually in equal instalments, under a formal legal 
instrument providing for definite and prompt legal action 
in the event of debtor default on any payment. The con
sumer instalment financing project therefore includes both 
sales finance credit and cash credit extended on instalment 
terms, but it excludes retail charge account credit. Instalment 
credit extended on the security of real estate, while. of great 
financial importance, has also been excluded from the field 
of study, because of its long maturities and its other special 
features. Thus the types of consumer instalment credit under 
investigation are characterized by a relatively short or inter-
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X PREFACE 

mediate term of contract as well as by an instalment basis of 
repayment scheduled under a formal legal instrument. 

Sales financing pertains to all credit extended for the in
stalment purchase of merchandise. This kind of financing is 
conducted, at least to some extent, by commercial banks and 
industrial banking companies, and not infrequently dealers 
themselves advance the credit for their customers' instalment 
purchases. The present study, however, is primarily con
cerned not with sales financing in general but with sales 
finance companies in particular, although the analysis of their 
function as credit agencies, their credit standards and ex
perience, their terms and characteristic practices, reveals the 
main features of this type of credit extension, whatever the 
agency engaged in it. 

In preparing this study we have sought the cooperation of 
numerous individuals and organizations, and their informa
tion, experience and suggestions have been essential to mak
ing our results accurate and complete. Some of our materials 
have been drawn from personal interviews and correspond
ence with individuals familiar with or associated with the 
sales finance field, others come directly from the records of 
firms in the business, and still others have been furnished us 
by public agencies. 

'Ve take pleasure in acknowledging our indebtedness to 
the National Credit Office, Inc., for access to material in its 
files; the First National Bank of Chicago, for allowing us to 
consult the tabulations which it has prepared on the opera
tions of twenty-four sales finance companies from 1935 to 
the present; the Bureau of "Business Research of ~he Univer
sity of Illinois, for making its original compilations of the 
earnings and expenses of sales finance companies during 
1928-37 available for our use; the Bureau of Home Eco
nomics of the United States Department of Agriculture, for 
preparing special tabulations of automobile purchasers, 
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1935-36; the 1\farketing Research Division of the Bureau of 
Foreign and Domestic Commerce, United States Department 
of Commerce, for giving us access to special materials as
sembled in connection with its annual Retail Credit Survey; 
the National Retail Credit Association, the National Retail 
Furniture Association and the National Retail Dry Goods 
Association, for sending out questionnaires to their member
ships on our behalf; the Federal Trade Commission for mak
ing its· study of the motor vehicle industry immediately 
available to us upon its release as a public document. 

Sales finance companies which have helpfully responded 
to requests for information are the Associates Investment. 
Company, the Commercial Credit Company, the Commercial 
Investment Trust Corporation, the General Electric Con
tracts Corporation, the General Finance COrporation, the 
General 1\fotors Acceptance Corporation. 'Ve are particu
larly grateful to the officers of the latter company for giving 
us access to special tabulations of instalment financing data. 
'Ve wish to acknowledge a particular debt also to the Electric 
Home and Farm Authority, which generously permitted us 
to examine its records and furnished us with special tabu
lations. 1\filan V. Ayres, Secretary and Analyst of the Na
tional Association of Sales Finance Companies, has made 
materials available for our use and on many questions has 
given us the benefit of his extensive technical knowledge of 
the subject. Fred V. Chew, Executive Vice_ President of the 
American Finance Conference, has provided us with studies 
prepared by that organization for its membership, and his 
assistants have answered numerous inquiries about the sales 
finance business. 

'Ve have benefited greatly from the counsel of many bank 
credit officers who have had long experience in .extending 
bank loans to sales finance companies, and to the numerous 
bankers who have assisted us in many ways, particularly Ar-
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thur ,V. Newton of the First National Bank of Chicago, we 
owe a special acknowledgment. 

For criticisms of the manuscript and suggestions for its 
revision we are particularly indebted to 'Vinfield ,V. Riefler 
of the Institute for Advanced Study, to :Moses Abramovitz, 
Simon Kuznets and Leo 'Volman of the National Bureau 
research staff, and also to the directors of the National Bu
reau.· Other readers whose critical suggestions have been 
helpful include: Milan V. Ayres, Secretary, National Asso
ciation of Sales Finance Companies; Fred.V. Chew, Executive 
Vice President, American Finance Cqnference; Margaret 
Grobben, Consumer Credit Institute of America, Inc.; John 
E. Hamm, Russell Sage Foundation; M. Haddon Howell, 
Chase National Bank of New York City; Rolf Nugent, Rus
sell Sage Foundation; R. ,V. Pitman, Morris Plan Bank of 
Philadelphia; R. ,V. Pitman, National Credit Office, Inc.; 
Thomas W. Rogers, Director of Research, American Finance 
Conference; Paul H. Young, Reserve Discount Company of 
St. Louis. 

The preparation of this manuscript has required the as
sistance of many members of our staff, and the book owes 
much to their combined efforts. 

The compilations at the National Credit Office, Inc., were 
made by Dickson Reck, who also wrote the initial studies 
dealing with procedure, competitive relations and legal 
regulations~ 

The quantitative estimates of retail instalment credit and 
cash loan credit were developed by Duncan Holthausen. 

David Durand was in charge of the automobile reposses
sion study, and also derived the tables on income distribu
tion of automobile instalment buyers. 

Joseph .Coppock prepared the original draft of the chapter 
on appliance repossessions, on the basis of records of the 
Electric Home and Farm Authority. 
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The tables covering income and expenses of sales finance 
companies for the past ten years were prepared by Peter 
Franck and Dorothy Weitzel. 

Elizabeth Todd assisted in the revision of the study for 
publication, wrote the summary of contents and was in full 
charge of the editing. The manuscript has benefited greatly 
from her careful editorial work. 

June I, 1940 

WILBUR c. PLUMMER 

Financial Research Staff and 
University of Pennsylvania 

RALPH A. YouNG 
Director, Financial Research 
Program, and University of 
Pennsylvania 
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TORY RELATIONSHIP TO SALES FI• 
NANCE COMPANIES. 

MARKET FOR RETAIL INSTALMENT 
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BoRROWINGS OF SALES FINANCE CoM
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1\f.ECHANICAL REFRIGERATORS--See RE
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CIATION-Standard Tenru 149; 
Code of Trade Practices 229. 

NATIONAL RETAIL FURNITURE ASSOCIA
TION-Standard Terms 149. 

NATIONAL SALES FINANCE CoMPANIES 
-Types of Business Handled 39; 
Number and Importance 57-60; 
Sources of Funds 62-65, 67-69; 
Gross Income 247-48; Expenses and 
Profits 249-53; Dealer Liability 279. 
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See also FACTORY-CoNTROLLED SALES 
fiNANCE CoMPANY and fACTORY· 
PR.EFEllRED SALES FINANCE CoMPA
NIES. 

NATIONAL SURETY CoMPANY-5ee 
CoMMERCIAL INVESTMENT TRUST. 

NET CHANGES IN INSTALMENT DEBT-
77-84. 

NET PRoFrrs oF SALES FINANCE CoM
PANI.ES-See PRoFrrs OF SALES FI
NAN(:£ CoMPANIES. 

NET \VORTH OF SALES fiNANCE CoM
PANin--252. 

NEw-CAR FINANCING--See AUToMo
BILE fiNANCING. 

NoN-RECOURSE FINANCING--See DEAL-
ER LIABILITY. 

NoRTHERN FINANCE CoMPANY-34. 
NoTE AMOVNT-5ee AMOUNT oF NOTE. 
NUMBER OF INSTALMENTS PAID-On 

Rep<>ssessed Cars 160-61, 171-73;. 
On Repossessed Appliances 177-80. 

NUMBER OF SALES FINANCE CoMPANIES 
-34-35. 

OccUPATIONs OF CAsH AND OF INSTAL
MENT BUYERS-97. ' 

OCCUPATIONS OF INSTALMENT BUYERS 
-81, 83-84, 97. 

OPEN CREDrr-39, 74. 
OPEN-MARKET BoRROWING oF SALES 

fiNANCE CoMPANIES-67-70. 
OPERATING EXPENSES OF SALES FINANCE 

CoMPANI.ES-See EXPENSES OF SALES 
fiNANCE CoMPANIES. 

OPERATING METHODS OF SALES FINANCE 
CoMPANIES-See PROCEDURE OF 
SALES FINANCE CoMPANIES. 

ORGANIZATIONAL STRUCTURE OF SALES 
FINANCE CoMPANI.Er-54-55. 

ORIGINAL UNPAID BALANCE-Automo
biles (in relation to customers' in
comes) 89-91; And Charges (auto
mobile financing) 197, 201, 208-10, 
(diversified financing) 223. 

OVERHEAD EXPENSES OF SALES FINANCE 
CoMPANIES-See EXPENSES oF SALES 
fiNANCE CoMPANIES. 

PACIFIC fiNANCE CoRPORATION-Date 
of Origin 34; Assets 58. See also 
REGIONAL SALES FINANCE CoMPA· 
NIES. 

PACK FOR DEALER-see DEALER PAY
M.ENTS. 
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PAYMENTS TO. DJ:AU:Jt.S-See DJ:ALU 

PAYMENTS. 
PENNSYLVANIA-consumer Discount 

Company Act 227-28 footnote. 
PERCI:NTACJ: ExPU:SSION OJ' CHARC:D-

208-10; Cash Lending 49; Avoid
ance by Sales Finance Companies 
197-98; Six Percent Plan 202-03: 
Methods of Computation 212-U 
footnote; Proposals 231-32; Wiscon
sin Provisions 234. 

Pl:ltSONAL FINANCE COMPANIES-Quan• 
titative Importance of Cash Lend
ing 47; As Agencies of Retaillnsta1· 
ment Financing (Indiana) 44; 
Charge-off Experience 181 foot
note; As Competitor of Sales Fi
nance Companies 286, 287-88. See 
also CAsH INSTALMENT LENDING. 

. Pl:ltSONAL LoAN DEPARTMENTS-See 
BANKS. 

Pl:ltSONNEL OJ' SALIS FINANCE COM• 
PANI:D-35. 

PREPAYMENT OJ' NOT:D-237-39. 
Pllocmuu OJ' SALIS FINANCE CoM· 

PANJD-36, 104-21; EHFA 51; Com· 
parison with Cash-Lending Agen· 
cies 48-49. 

PRoDUCER Cu:DIT FOR RETAIL Pua
CHASEs-37, 41-42. 

PllOFITS OJ' SALES FINANCE COMPANIES 
-244, 249-56; In Relation to 
Charges 206, 208. 

PROMISSORY Non:-see LEGAL INSTRU· 
MENTS IN RETAIL INSTALMENT fl. 
NANCJNG. 

PuRCHASE PllJCE-5ee CAsu SELJ..{NG 
PRICE. 

PURCHASER-See CUSTOMERS FOR RE· 
TAIL INSTALMENT CREDIT and Cus
TOMERS OF SALIS FINANCE CoMPAN· 
IES. 

RADios-As . Source of Instalment 
Debt 80-82; In EHFA Financing 92; 
Con\ract Terms 146-47, 149, 150, 
153; Repossession Experience 192· 
93. 

R.ANGD-In EHFA Financing 92: Con· 
tract Terms 149, 150, 153; Repos
session Experience 191-93. 

RATE CHARTs-197-99, 203-04. 
RATES OF SALES FINANCE CoMPANIES-

See CHARGES OF SALES FINANCE 
CoMPANIES. 

INDEX 

REASONS FOR REPOSSESSION-Automo
biles 168-73: Electric Appliances 
193-94. 

R.:couRStt FaNANCJNc-See DEAI.U 
LJABIUTY. 

REDISCOUNTJNG-39. 
RutNANCINc-See ADJUSTMENT OF 

CONTRACT. 
RuaiGERATORs-As Source of Instal

ment Debt 80-82; In EHFA Financ· 
ing 92: Contract Terms 146-50, 
153-55: Comparative Contract Fig
ures 176; Repossession Experience 
191-92. 

REGIONAL SALES FINANCE CoMPANIES
Types of Business Handled 39: 
Number and Scope 57-60; Propor
tion of .Business Received 263-64; 
Sources of Funds 62-65, 67-68; 
Gross Income 247-48; Expenses and 
Profits 249-53; Dealer Liability 279. 
See also INDEPENDENT SALES FINANCE 
CoMPANIES. 

REGIONALISM IN INSTALMENT DEBT-
80-81, 92. 

REGISTRATION OF SALES FINANCE COM· 
PANJD-273-74. 

REGULATION OF RETAIL INSTALMENT 
FINANCING-227 -43. 

RENEWAL oF CoNTRACT-See ADJUST• 
MENT 01' CONTRACT. 

REPOSSESSION-Procedure (automobile 
financing) 112, (diversified financ
ing) 120; Analysis of Experience 
(automobile financing) 156-73, (ap
pliance financing) 174-95; Credit 
Losses 127; Abuses 239-40, 242. 

REPURCHASE-AGREEMENT FINANCING
See DEALER LIABIUTY. 

REsERVE FOR DEALER-5ee DEALER 
PAYMENTS. 

RESERVE-FOR-LOSSES AccoUNTs-See 
Loss RESERVES OF SALIS FINANCE 
COMPANIES. 

RETAIL DEALER-See DEALER. 
RETAIL INSTALMENT CREDIT-Quanti· 

tative Importance 40-42; Compari
son with Cash Loan Imtalment 
Credit 47: Significance in Business 
of Sales Finance ·Companies S6-37, 
S9. 42-45, 263-64: Customers 45, 
73-103, 105-06, 286; Credit Loss Ex
perience 122-23: Abuses and Regu
lation 227-43: Sales Finance Com
panies in Competition with Other 
Agencies 285-88. See also entrie.r on 



INDEX 

general aspects of retail instalment 
financing and on specific aspects of 
sales finance companies' business. 

RETAIL SToRES-See DltALER. 
RISE OF SALES FINANCE COMPANIES-

33-35, 60-61, 73-76. 
RisK-See CREDIT STANDARDS. 

SALES FINANCE CoMPANIES-See par
ticularly: ACTIVITIES OF , • ; PRO· 
CEDURE OF , • ; COMPETITIVE RELA· 
TIONS OF , , ; CUSTOMERS OF • , i 
AUTOMOBILE FINANCING; DIVERSIFIED 
FINANCING; \VHOLESALE FINANCING. 
Also CORPORATE ORGANIZATION OF 
, , ; FACTORY RELATIONSHIP TO , , , 
Also CREDIT STANDARDS; CoNTRACT 
TERMS; CHARGES OF • • ; INSURANCE. 
Also FU!';DS OF •• ; BoRROWINGS OF 
, • i INCOME OF , , i EXPENSES OF 
•• , PROFITS OF ••• Also NA· 
TIONAL , , ; REGIONAL , • ; LOCAL 
, , , FACTORY-CONTROLLED SALES 
FINANCE CoMPANY; FACTORY-PRE· 
FERRED •• ; INDEPENDENT , , ; ELEC· 
TRIC HoME AND FARM AUTHORITY. 
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STATE BANKING CoMMISSION, WrscoN· 

SIN-See WISCONSIN (Regulation of 
· Instalment Financing). 
STOVES-See RANGES. 
STUDEBAKER CoRPORATION-Relations 

with Sales Finance Companies 267. 
STUDY OF CoNSUMER PURCHASES-76, 

95, 100 •. 
SUBSIDIES TO SALES FINANCE COMPANIES 

-266-67, 274. 

T-TEST--96 footnote. 
TAXES OF SALES FINANCE COMPANIES. 

-249-51. 
TERMS OF SALES FINANCE CoMPANY 

BORROWING-See BORROWINGS OF 
SALES FINANCE COMPANIES. 

TERMS oF SALES FINANCE CoNTRACI1 
--8ee CONTRACT TERMS. 

THEFT, INSURANCE-220. 
TIME-PAYMENT CHARGE-See CHARGES 

OF SALES FINANCE COMPANIES. 
TRADE AssociATIONS oF SALES FINANCE 

CoMPANIES-See AMERICAN FINANCE 
CONFERENCE and NATIONAL Asso
CIATION OF SALES FINANCE COMPA· 
NIES. 

TRADE-IN-Extent of Practice 139-40; 
As Factor in Dealer Payments 283; 
Competitive Importance 259-60. 

TRADE PRACTICEs-See CODES OF 

SALES FINANCING-In Relation to 
Total Retail Instalment Financing 
42-46; Comparison with Cash Lend
ing 48-50. See also entries on spe
cific aspects of sales financing. 

SECURITY FOR LOANs-Comparison of .. 
TRADE PRACTICES and REGULATION' 
OF RETAIL INSTALMENT FINANCING. 

Sales Financing and Cash Lending 
48; Credit Standards 133-35; Abuses 

240, 242. 
SECURITY FOR SALES FINANCE COMPANY 

BORROWING-67 -69. 
SEWING MACHINES-Contract Terms 

147. 
SHORT· TERM DEBT OF SALES FINANCE 

CoMPANIEs-62, 65-70. 
SIX PERCENT PLAN-201-03; Charges 

213 and footnote; Competitive Im
portance 267-68. 

"SKIPs"-See CoNVERSION oF CoLLAT· 

ERAL. 
SMALL LoAN CoMPANIES-See PER· 

SONAL FINANCE COMPANIES. 
SMALL LOANs-See CASH INSTALMENT 

LENDING. 
SPACE HEATERS-Contract Terms 

(EHFA) 150, 153. 
STANDARD TERMs-See CoNTRACT 

TERMS. 

UNIFORM LAws-See CONDITIONAL 
SALES ACT and LICENSING OF IN· 
STALMENT FINANCING (Proposed 
Law). 

UNITED STATES DEPARTMENT OF JUS• 
TICE--8ee DEPARTMENT OF JUSTICE. 

UNIVERSAL CREDIT CoRPORATioN--see 
COMMERCIAL INVESTMENT TRUST. 

UNPAID BALANCE-See ORIGINAL UN~ 
PAID BALANCE. 

UNSECURED BORROWING OF SALES FI· 
NANCE COMPANIEs-67-69. 

URBANIZATION-And Use of Instal· 
ment Credit 79-80, 83. 

UsED-CAR FINANCING-See AUTOMO· 
BILE FINANCING. 

UsED-CAR LoANs-277 -78. 

VAcUUM CLEANEli.S-Contract Terms 
147, 150, 153. 

VENTILATING FANs-Contract Terms 
(EHFA) 150, 153. 



WACK ASSJCNMlNn-See S.t:cUI.ITY FOR 
LOANS.. . 

WACJ:-EARNING I'AMttn:s-As Instal· 
ment Debton 83-84. 

WASHING 1\IACHtNu-ln IHFA Finane· 
ing 92; Contract Terms 147. 149, 
150. 15!: Repossession Experience 
191-93. . 

W ASU DISPOSAL UNITs-Contract 
Terms (t:HFA) 150, 15!. 

WATD HEATJ:u-Contract Terms 
(.t:HFA) 150. 15!. 

INDEX 

WHOUSAU FINANCING-Significance 
in Busincss of Sales Finance Com· 
panin 36. 39; As Source of Income 
245-46: Factory Relationship of 
Companies 263-64; Fraudulent 
Dealer Practices 114-15: Credit 
Losses '129; As Competitive Factor 
270. 273. 276-77. 

WascoNSIN-R.etail Automobile Fi· 
nancing 42: Record of Purchaser 
Complaints 242-43; Regulation of 
Instalment Financing 227-28, 231, 
232. 233, 234, 235. 236, 238. 239. 



Studies in 

Consumer Instalment Financing 

These studies are part of a broad pro
gram of research in finance inaugurated 
by the National Bureau of Economic Re
search in 1938 under grants from the 
Association of Reserve City Bankers and 
the Rockefeller Foundation. They have 
been prepared with the cooperation of 
public agencies, private enterprises and 
university specialists. 

Sales Finance Companies and Their 
Credit Practices is the second study in 
the series. The first book, Personal Fi· 
nance Companies and Their Credit Prac
tices, was published in January, 1940; 
the third, Commercial Banks and Con• 
sumer Instalment Credit, appeared in 
June, 1940. 

Other institutions of consumer instal· 
ment financing on which monographs 
are soon to be issued are industrial bank
ing companies and government agencies 
in the field of instalment finance. Also 
in preparation are estimates of the vol· 
ume of consumer instalment credit dur
ing the period 1929-38, a description of 
the statistical pattern of consumer debt, 
and a study of the relation between con· 
sumer instalment financing and eco· 
nomic fluctuations. 

In these studies the term "instalment 
financing" is used to comprise all con· 
sumer credit that entails the repayment 
of principal and the payment of interest 
in prescheduled amounts at regular in· 
tervals. Therefore cash loans repayable 
on instalment terms and credit extended 
for the purchase of specific commodities 
are included, but charge account and 
open book credit do not come within the 
scope of the inquiry. Home mortgage 
credit has been specifically excluded, be
cause it entails a quite different set of 
problems. 


