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1\IERCIAL AND INDUSTRIAL 

ENTERPRISE 

Mechanization of industry and com
petitive pressure on business to modern
ize equipment has led to important 
changes in financing techniques. One of 
the most striking examples of these is 
the growth of instalment financing of 
equipment purchases, described in this 
report. 

Before the United States entered the 
war, instalment equipment financing 
had reached substantial proportions and 
wu growing markedly.lnstalment equip· 
ment receivables held at the end of 1941 
are estimated at around a billion dollars. 

Enterprises in the service, retail trade 
and manufacturing industries are exten
sh·e users of equipment financing. A 
wide variety of equipment is acquired 
on this basis. Examples are hotel, restau
rant and store fixtures, equipment for 
barber shops, beauty shops, medical and 
dental offices, fa~ factory and· trans
portation equipment. 

Commercial finance companies pio
neered this financing method but com
mercial banks are now increasingly 
active in the field. A special survey con· 
ducted by the National Bureau of Eco
nomic Research in June 1941 indicates 
the extent of commercial bank participa
tion in this type of lending. 

The authors provide a detailed analy
sis of credit standards, characteristics of 
contracts, down payments, repossession 
practices, credit losses, etc. They find 
that equipment financing incorporates 
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Preface 

THE BUSINESS FINANCING PROJECT, of which this study is a part, 
is the second major investigation to be initiated under the National 
Bureau's Financial Research Program, with the support of grants 
from the Association of Reserve City Bankers and the Rockefeller 
Foundation. Work on the project began early in 1940, with three 
major objectives: first, ,to trace from business accounting records 
the structural and cyclical changes that have occurred in the 
financial organization of business enterprise since the turn of the 
present century; second, to determine the cross-sectional pattern 
for recent years of business credit demands; and third, to describe 
the adaptations that financing institutions providing short- and · 
medium-term credit have made over the past decade in response 
to changing demands for their. services. . 

Research activities have been carrie_d on. under two main 
divisions: one, entitled "Changes in the Financial Structure· of 
Business Enterprise, 1900-1940," is concerned primarily with the 
first objective; the other, "Contemporary Relations between Busi- · 
ness Enterprise and Financial Institutions," is devoted specifically 
to the second and third obj~ctives. Under each division a number 
of technical studies have been developed from special primary 
materials, the findings of which are to be the basis of broader 
interpretive studies. Under the second division of the project, 
two of the technical studies, Term Lending to Business, and 
Accounts Receivable Financing, have already been published. The 
present volume, FinanCing Equipment for Commercial and Indus
trial Enterprise, will be followed by a study covering business 
loans made on the security of field warehouse receipts. 

Each of the four investigations of special lending techniques has _ 
a common pattern of treatment: (a) development of the financing 
technique; (b) size and organization of the market; (c) charac-

vii 
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teristics of the credit services; (d) methods of credit extensions; 
and (e) income, costs and profitability. Their preparation has 
required extensive interviews with officers of specialized financing 
agencies and commercial banks in the main lending centers east of 
the l\1ississippi; their statistical basis has been provided by special 
tabulations and questionnaire replies prepared by financial institu
tions representative of all regions of the country. We wish to 

. acknowledge our obligation to these officers for their generous 
help, as well as to the financial agencies that cooperated in sup
plying special statistical information. The present study has gained 
much, also, from the cooperation of some 150 manufacturers of 
commercial and industrial equipment who responded to a detailed 
questionnaire concerning their instalment selling activities. 

The changing demands of business for short- and medium-term 
credit have produced two major types of adaptations on the supply 
side of the business financing market. The first of these is the 
marked change that has come about in the lending policies and 
techniques of commercial banks; the second is the growth of non
bank lending agencies specially organized to meet these newer 
credit needs. The rapidity with which these adaptations have been 
made is perhaps responsible for the fact that little is known of 
their character and extent; whatever the reason, it seems clear 
that there is inadequate understanding of recent changes in the 
functioning of commercial banks as business financing agencies, 
and still less understanding of the part played by non-bank agencies 
in the business credit market. 

The financing of instalment purchases of income-producing 
equipment is one of the most interesting of these developments 
in lending practices, both because it represents a new activity for 
commercial banks and because it is an area in which non-bank 
agencies have played a major role. The purpose of this study is to 
trace the development of the financing technique,- to discuss its 
practice by both banks and commercial finance companies, to show 
the characteristics of the business enterprises using this method 
of financing, and to describe its procedures and operating results. 

RALPH A. YouNG 

December, 1943 Director, Financial Research Program . 
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.---A-·----------
Questionnaire Survey 

IN AN EFFORT TO DETERMINE the frequency with which commercial banks of 
different sizes and locations participated in instalment equipment financing, 
and to determine the quantitative importance of· this type of financing, the 
National Bureau of Economic Research conducted a questionnaire survey of 
a sample of about 800 insured commercial banks in the late summer of 1941. 
The banks included in the sample were selected in the following manner from 
the list of 13,492 banks with deposits insured by the Federal Deposit Insur
ance Corporation as of August 1, 1941. All banks were grouped and coded 
according to the size of the center of population in which the bank's main 
office was located, as follows: banks in centers of population of less than 
·10,000; 10,000 to 50,000; 50,000 to 100,000; 100,000 to 500,000; 500,000 
and over. A questionnaire was sent to every 36th bank of those located in 
centers of population of less than 10,000, to every 9th bank in cities of from 
10,000 to 50,000 population and to every 3rd bank of those remaining. This 
produced a total sample of approximately 800 banks; of these, 274 returned 
questionnaires that proved usable for tabulation. Banks were grouped and 
sampled in this fashion because there was reason to believe, as was borne out 
by the results of the survey, that equipment financing is conducted more fre
quently in the larger cities than in smaller places. Since costs prohibited 
sampling all banks with equal intensity it was decided to strengthen the survey 
for those banks believed to be most active in this type of financing. 

Of the 274 banks that returned usable questionnaires 183 were not engaged 
in equipment financing. This fact itself suggests that the survey results are 
not biased by any significant tendency for only those banks engaging in this 
type of financing to return questionnaires. Furthermore, the 27 4 returns 
represent rather substantial proportions of all banks in the more important 
groups. Thus, while we had returns from only 1 out of every 143 banks in 
centers of population of less than 10,000 we had returns from 1 out of every 
32 banks in cities of from 10,000 to 50,000 population and from 1 out of 
every 6 banks in all cities with population of 50,000 and over. The approxi
mate percentages of the number of banks of different deposit sizes covered was 
as follows: .7 percent of banks with deposits of $1 million or less; 3 percent 
of banks with deposits of $1 million to $5 million; 15 percent of banks with 
deposits of $5 million to $50 million; 66 percent of all banks with deposits of 
over $50 million. Finally, the regional coverage of the survey varied from 
1 out of every 23 banks in the Pacific states to 1 out of every 138 banks in 

90 



Queationnaire Surve1 91 

the \Vest South Central states. Data on all banks which were used in taking 
these ratios of responding banks to all banks are from the Annual Report of 
the Federal Deposit Insurance Corporation for the year ending December 
31, 1940, pp. 116-17 and 164-65. 

\Vhile there are certain types of banks which were represented in the sample ' 
only in very small proportions, the total sample represents the replies of banks 
doing a substantial part of the total commercial lending business of the coun
try. As is shown in Table 4 of the text, the total loans and discounts of 
the banks responding to our questionnaire amounted to approximately 16 
percent of the total loans and discounts of all insured commercial banks. In 
this same table it is shown that banks with deposits of over $50 million 
accounted for 50 percent of all instalment equipment financing conducted by 
commercial banks and that our sample covered 25 percent of the total loans 
and discounts of banks in this size class. 

The questionnaire which was distributed to banks consisted of the following 
questions: 

1. Do you at the present time engage in financing manufacturers or distribu
tors selling industrial or commercial equipment by acquiring from them 
instalment paper arising from the sale of such equipment? 

(a) ("Yes" or "No")------

(b) If ''Yes," state the number of sellers of such equipment which you 
are now financing in this way. ------

(c) If ''Yes," state the approximate total amount ofyour outstanding 
advances secured by such commercial or industrial equipment. 

$ as of ( a recent date) 

2. Do you at the present time engage in financing business concerns purchasing 
industrial or commercial equipment by making instalment loans to these 
purchasers, secured by such equipment? 

(a) (''Yes" or "No") ------

(b) If ''Yes," state the number of business concerns which you are now 
financing in this way. ------

(c) If ''Yes," state the approximate total amount of your outstanding 
advances secured by such equipment. · 

$ as of (a recent date) 
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