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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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Summary of Findings 

THE GROWTH OF INSTALMENT equipment financing has been one 
of the most striking and most immediate effects on financial insti
tutions of the inc•·oasing mechanization of industry. By this 
type of financing c~ ·' tion we mean extensions of credit where 
( 1 ) the specific p · · : of the financing is to make possible the 
acquisition of income-producing machinery or equipment; (2) the 
financing agency has title to, or a lien on, the equipmen• as a means 
of securing the credit extended; and ( 3) the debt is amortized in 
prescheduled, regular instalment payments. Since the focus of our 
attention has been on financing techniques of relatively recent 
development this definition has been qualified to exclude certain 
conventional types of financing, such as that conducted under 
equipment trust certificates. 

In many respects the development of instalment equipment 
financing, or equipment financing as it is referred to in this study 
for sake of brevity, follows that of other new types of financing. 
Its earliest development was promoted by non-bank agencies suffi
ciently specialized to cope with its unique credit problems, and 
more ready and able, by virtue of their lack of deposit functions, 
to pioneer in new credit areas. These agencies were commercial 
finance companies and manufacturers and distributors who, offer
ing instalment payment terms to their customers, carry their own 
receivables either along with other assets or through some special 
financing subsidiary. Subsequently, the field was entered by com
mercial banks, as they came under pressure to find profitable uses 
for their lending capacities and as they grew better acquainted 
with the techniques of equipment financing. At the present time 
the market consists of operations by all these agencies and to a 
lesser extent by insurance companies, industrial banking companies 
and public lending agencies. There are several types of financing 

1 



2 Equipment Financin1 

arrangements: ( 1) instalment sales of equipment by manufac-
.. turers and distributors without the involvement of any separate 

financing agency, (.2) the discounting by commercial finance com
panies and commercial banks of instalment receivables arising out 
of equipment sales, and ( 3) the extension, primarily by commercial 
banks, of cash loans secured by the equipment acquired with the 
proceeds of the loan. 

Equipment financing along the lines indicated has been promoted 
primarily by the steadily increasing mechanization of manufac
turing, mining and construction industries and by the pressure that 
competitive conditions have placed upon concerns to modernize 
their production processes. Of more recent development has been 
the wider use of mechanical equipment and fixtures in trade and 
service establishments. Although the great majority of business 

· ·units in the latter lines are relatively small in size and have limited 
capital resources, equipment financing has certain features that 
have made it adaptable to the financing needs of such concerns. 
First, the instalment payment procedure makes it possible for the 
machinery or equipment to be paid for out of income, while the 
machine is in use, with a relatively small capital outlay. Second, the 
title retention, down payment and other features of an equipment 
financing contract minimize the risks assumed by the financing 
agency. 

Equipment financing by financial institutions is possible only 
because many manufacturers and distributors do not desire to 
carry their own instalment receivables. A decision of this kind is 
influenced by a number of factors. In the case of most distributors 
a strong factor is the lack of adequate owned capital and an ina
bility to borrow on a straight note basis. For manufacturers a 
primary reason may be the desire to stay out of fipancing opera
tions. If the practical alternative to discounting receivables is to 
carry them and not only to assume financing functions but also to 
borrow funds in order to replenish working capital, the manufac
turer or distributor may prefer to discount the contracts. This 
procedure makes it possible for the vendor to gear his use of outside 
funds directly to the amount of receivables outstanding and, what 
is often very important, to do this automatically. It is also 
important that the manufacturer receives certain ancillary services 
in equipment financing which would not be obtained on a conven-



Summary of Finding• 3 

tional borrowing basis and which he might not be able to supply 
as economically through his own organization. T.here are, of , 
course, certain other factors that have tende4 to act oppositely, 
that is, to cause sellers to carry their own receivables. Among 
these are the advantages of earning the full finance charge and 
the desire to avoid the intervention of any outside agency between 
manufacturer or distributor and ultimate purchaser. 

Because of the close similarity of equipment financing to other 
types of business financing, it is extremely difficult to estimate its 
quantitative importance. On the basis of our definition it has been. 
estimated that at the end of 1940 equipment financing agencies 
held receivables of about $400 million: commercial banks $200 
million, commercial finance companies $17 5 million, and life insur
ance companies $25 million. This total is estimated to have in
creased to $470 million by the end of 1941. In addition, at the end 
of 1940 manufacturers carried $125 to $200 ·million of instalment· 
receivables originating in their own sales. It has been further 
estimated that the total amount of equipment financing conducted 
during the year 1940 was about equal to the amount outstanding 
at the end of the year. _ 

A special questionnaire survey conducted by the National 
Bureau in June 1941 provided additional information concerning 
the types of banks participating in equipment financing and. the · 
extent of their participation. It was found that only 2 percent of 
the total loans and investments of the banks participating in equip
ment financing originate in this type of business. Of this 2 percent, 
about one-third were discounted instalment equipment paper or con
tracts and about two-thirds were cash instalment loans secured 
by equipment. Equipment credits were a larger part of the total 
loans and discounts of banks of smaller size and of those located 
in smaller places than of the larger banks and those located in 
larger places; the bulk of the financing, however, is done by the 
larger banks. In general, the discounting of instalment paper 
seems to be more important in smaller banks than the making of 
direct equipment loans while just the opposite seems to be true of 
the larger banks. 

Since the security of the creditor rests in large part on the 
practicability of repossession, equipment sold on an instalment 
payment basis generally does not become affixed to the purchaser's 
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real estate; exceptions occur where affixed installations can be 
made unusable by. the removal of certain strategic parts. Within 
the broad limits set by this condition there are obviously many 
types of equipment that become the subjects of instalment 
financing. In terms of cost, units may vary from a $30 typewriter 
to a Diesel engine installation costing $500,000. Equipment so 
financed is of continuing use and value, although the value may 
be subject to considerable reduction where the unit has a very 
specific use and limited resale possibilities, or is subject to a high 
rate of depreciation. Substantial amounts of business are involved 
in sales of hotel, restaurant, bar, and store fixtures, equipment 
for .barber and beauty shops and medical and dental offices, com
mercial refrigeration and air conditioning units, construction, 
road building, farm and transportation equipment, equipment for 
such service businesses as cleaners, laundries, bowling and billiard 
establishments, garages, etc • 
. A special study based on credit reports prepared by Dun & 

Bradstreet, Inc. reveals that equipment credit was most frequently 
extended to concerns in the service industries. Retail trade was next 
in importance by this measure, with manufacturing third. Further, 
the proportion of concerns with a low credit rating that have 
received equipment financing credit proved to be higher than the 
proportion of concerns having a high credit rating. Finally, small 
firms are, in general, more likely to obtain income-producing equip
ment on this basis than are large concerns. 

Very little information is available on the manufacturers and 
distributors that discount the instalment receivables arising out of 
their sales with equipment financing agencies. These concerns vary 
in size from small dealers and manufacturers of limited credit 
standing to the prime credit risks among the very largest manu
facturing companies. Their industrial characteristics can be 
inferred from the types of equipment financed on this basis. 

The terms of equipment financing credits are determined mainly 
by the type of equipment financed and the credit standing of the 
purchaser. Where contracts are discounted and liability for them 
assumed by the vendor of equipment, the terms of credits may 
be affected also by the financial responsibility of the vendor and 
the type of recourse arrangement which is entered into. Reports 
were received from 169 different manufacturers and distributors 
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with regard to the face amounts of the contracts which they origi
nate. Of these, 141 indicated that the majority of their contracts 
amounted to $5,000 or less: 47 reported contract amounts concen
trated between $100 and $500, 39 between $500 and $1,000, and 
55 between $1,000 and $5,000. No company reported purchasing 
the bulk of its contracts at face amounts of less than $100. 

Information assembled during 1941 suggested a tendency for 
down payment percentages to group around 33% percent. Some 
installations were reported as carrying down payments of 50 per
cent, some 10 or 20 percent. Down payments on heavy machinery 
were frequently lower than those on more easily repossessible 
machinery of low unit value, indicating that the buyer's credit 
standing is a primary consideration in determining contract terms. 
The repayment period is clearly related to the cost and expected 
service life of the equipment and thus varies wi_dely among different 
types. Equipment and fixtures sold to service industry concerns most 
often required repayment in 24 or 36 months; longer terms of 48 
or 60 months were frequently reported on sales to manufacturers 
of heavy equipment of large unit value. 

Equipment financing contracts are usually repayable in regular 
monthly instalments but exceptions are found in sales of farm 
equipment and in equipment sales to entertainment and service 
businesses of a seasonal nature. In such cases the repayment 
schedule conforms to the buyer's flow of income. As another 
variation from equal monthly payments, repayment schedules may 
be framed with particular regard to the added income or savings 
resulting from the use of the equipment. Thus, one year's repay
ment may be set at either a fraction, say one-third, of the annual 
savings accruing from the use of the equipment or a certain speci
fied amount, whichever is greater. Automatic coin-dispensing 
equipment may be sold on a plan whereby the contract holder 
takes all or a certain stipulated percentage of the machine's 
receipts. 

The above discussion relates to what may be termed indirect 
financing, where the financing agency acquires a contract not 
directly from the ultimate equipment purchaser, but indirectly from 
a manufacturer or distributor. Additional information was 
received from a number of commercial banks on direct equipment 
financing, that is, instalment cash loans that were made to finance 
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equipment purchases and that were secured by a chattel mortgage 
on the equipment acquired; such loans vary in average amount 
from $2,000 in the smallest banks to nearly $17 5,000 in the largest 
banks. On the other hand, bank loans that are made on the basis 
of assignments of groups of individual instalment receivables reach 
much larger amounts in some cases; these are usually revolving 
credits with their balance determined by the rate at which new con
tracts are discounted and old contracts paid off. 

It would be inadequate to describe equipment financing credits 
merely in terms of the size and maturity of individual credits. 
This type of financing is properly understood only when account is 
taken also of sc:.rvices provided by the financing agency other than 
the extension of credit itself. The most important of these ancillary 
services are credit appraisal and collection, legal advice and assist· 
ance in the preparation of documents, engineering counsel, and 
general management advice. 

Credit analysis in equipment financing has three principal 
elements: ( 1) the equipment, in which the vendor retains title, 
or which serves as collateral security; ( 2) the general credit stand
ing and financial responsibility of the purchaser; ( 3) the financial 
responsibility of the seller. \Vith regard to the equipment, the 
financing agency estimates its repossession value, its expected 
service life, its usefulness and acceptability to the purchaser and 
the validity of the available title or lien. The vendor of the equip
ment is important, first, because he must accept responsibility for 
the satisfactory installation and performance of the equipment; 
second, because he may accept a contingent liability on the contract. 
Finally, the credit appraisal must evaluate the credit strength of 
the purchaser of the equipment. This is especially important and, 
indeed, crucial if the recourse arrangement with the. manufacturer 
or dealer is limited, if the equipment is wholly or partly non
repossessible or if the equipment is likely to be repossessible only at 
substantial cost. 

A process of continuing credit supervision begins when a 
financing agency has made an arrangement to purchase or take 
assignments of instalment contracts. Primary emphasis is placed 
on a periodic aging of the contracts held, calculation of delinquency 
and charge-off ratios, observation of trends in types of equipment 
sold, contract terms and customer quality. Changes are made in 
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the terms of the arrangement between financing agency and vendor 
and in the terms of customer contracts on the basis of this con
tinuing supervision of the loan account. As part of its recourse 
arrangement, the financing agency usually advances only 80 or 90 
percent of the face amount of contracts required. A customer's 
reserve is thereby accumulated from which deductions can be made 
if contracts prove to be excessively delinquent or uncollectible. One 
company specializing in equipment financing had such customers' 
reserves of between 17 and 24 percent of outstandings from 1934 
to 1940. · 

The basic interest rate charged on direct instalment equip
ment loans, as well as the rate at which contracts.are discounted, 
is usually 6 percent per annum on original face amount of contract, 
is rarely in excess of this and, in some cases of installations of heavy 
machinery for prime credit risks, has been reported to be as low 
as 3 0 percent per annum. In addition to this basic rate special 
fees may be charged for legal documentation and recordation and 
for insurance coverage. On very small installations a ~inimum 
finance charge may be levied; one company reported a finance 
charge of 7 percent per annumor a minimum charge of $1.50. The 
effective rate on the amount of funds actually in use will usually be 
higher than the quoted rate, of course, because the debt is paid off 
in instalments. . 

Turning to credit experience in instalment equipment financing 
it will be clear that where arrangements involve complete recourse 
on the manufacturer or distributor, or both, the financing agency 
may continue for some time with no losses at all, the incidence of 
all losses being on the manufacturer. Therefore, in order to meas
ure credit experience in this field it is necessary to examine the net 
credit losses incurred by the manufacturer. Of 54 large manu
facturers reporting collection experience 19 stated they had no 
credit losses at all during 1940, 9 that their credit losses were 34 
of 1 percent of instalment sales or less, 4 that their losses were 
between ~ of 1 percent and 1 percent, 5 reported losses of between 
1 and 2 percent, another 5, losses between 2 and 5 percent. Only 
2 companies reported losses of over 5 percent. That is, of all 
companies combined, over one-half sustained net credit losses 
during 1940 of less than 1 percent of instalment sales volume. 
Credit experience on equipment that becomes partly affixed to the 
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real estate was not found to be noticeably worse than on equip
ment of a wholly and readily repossessible variety. 

Equipment financing represents only a small portion of the 
medium-term business credit market, and a very minor segment 
of the total loans and discounts of commercial banks. Yet it has 
considerable significance as an example of how the demand for 
business credit is influenced in character and in amount by underly
ing economic and technological trends and how these demands in 
turn elicit adaptations in the functional basis and practices of 
financial institutions. In this and other respects equipment financing 
has close parallels in term lending, accounts receivable financing 
and consumer instalment lending. As in these fields the pioneering 
was not done by commercial banks; equipment financing methods 
were developed by commercial finance companies and by the financ
ing subsidiaries of manufacturers. Paralleling consumer financing 
and term lending, equipment financing incorporates one of the now 
well-established principles of medium-term credit, namely, repay
ment of debt on a prescheduled basis out of a flow of income as 
earned. Also, in modified degree, equipment financing illustrates 
the mass financing procedures clearly seen in consumer instalment 
financing and open accounts receivable financing. The importance 
of this last feature of equipment financing is that credit stand
ards and credit appraisal methods must be made to conform to the 
necessity of rapid appraisals of individually small credits. Further
more, this same feature makes it necessary to judge equipment 
financing ultimately by reference to credit experience on a mass 
of accounts rather than on specific contracts. The problem of 
establishing appropriate reserves and maintaining proper super
vision over balances is obviously quite different in a mass financing 
operation of this type than in the extension of individual credits 
such as characterize conventional short-term lending. 

Experience acquired in financing acquisitions of income-pro
ducing equipment on an instalment payment basis should prove 
useful in connection with postwar developments. Industrial con
cerns of all sizes will be faced with problems of conversion and 
expansion for civilian production; commercial establishments will 
also need to modernize or replace equipment. In both cases, these 
problems suggest a wide use of equipment financing techniques and 
immediate application of methods developed in the prewar period. 
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Furthermore, the present study shows that equipment financing is 
used chiefly by small and medium-sized ma·nufacturing companies 
and by the service trades, where business units are typically small 
and frequently undercapitalized. Since many . con.cerns ·needing 
credit during the postwar period will be in· these groups and will 
find it difficult" to obtain funds on an unsecured basis, it is reasonable 
to anticipate increased resort to equipment financing as a te.chnique 
for extending intermediate-term. c~edits• to business enterprises 
after the war. . 



r-----1-. ---. 
Definition of Equipment Financing 

IN THE DECADE PRECEDING the present war a number of important 
innovations were made in methods of financing industry and trade. 
In some cases these changes consisted of variations upon older 
procedures of financing while others were applications of well· 
established techniques to new and wider fields of use. Occurring in 
many parts of the American financial system, these changes 
represent attempts to make the functioning of financing agencies 
conform to new conditions underlying the demand for credit 
services. It is the purpose of this study to examine in detail the 
development of one of these adaptations, namely, instalment 
equipment financing or, more briefly, equipment financing. As an 
emerging type of credit extension equipment financing is an 
example of a technique, well established in more limited fields, 
enjoying a rapidly widening application in other areas. 

Its rapid development in recent years would alone recommend 
equipment financing as a subject for special study but, at this 
time, an equally important reason is its potential role in postwar 
reconversion. In the ten years preceding the war instalment 
equipment financing served as a convenient and flexible method 
for making possible acquisitions of fixed assets by business 
concerns. That this was especially true of smaller. concerns augurs 
significantly for the use of the instalment credit technique in the 
reconstruction period. 

There are such close similarities between instalment equipment 
financing and other financing methods that we must begin with a 
careful definition of the field of credit to be covered. As a first 
approximation we may say that this will include all arrangements 
in which (a) the purpose of the financing is to make possible 
the acquisition by business enterprises, including farms, of income
producing equipment, (b) the financing agency retains title to, or 
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holds a lien on, the equipment acquired, and (c) the purchaser 
contracts to pay off the obligation on an instalment basis~ Since 
this definition marks off a field of financing arrangements which, 
in the actual market, merge into others of closely similar features, 
certain exclusions must be made. In order further to clarify the 
area of the study, therefore, the remainder of this chapter is 
devoted to a definition of income-producing equipment and to 
brief descriptions of the types of arrangements included in, and 
excluded from, the field of equipment. financing. 

Distinguishing Features of Equipment Financing 

The first and principal distinguishing characteristic of equip
ment financing is that it makes possible the acquisition of income
producing machinery or equipment, which we may define as 
machinery and equipment used by business enterprises for business 
purposes. There are two principal qualifications, however, that 
must be made. First, although the definition obviously is meant to 
exclude consumer goods, some commodities serve both business 
and personal needs and cannot be readily classified in one group 
or the other. For example, he~ting equipment of the very ·same 
kind may be used for both homes and busin,ess places. In all such 
cases it is the predominant use of the equipment financed that 
must serve to distinguish between business and consumer credits. 

Second, while real estate financing is also excluded from the 
study (because a separate set of credit standards, credit appraisal 
methods and financing institutions are involved) it will be neces
sary to include the financing of certain installations that become, 
at least in part, permanent and immovable fixtures and thus real 
estate. Some of these installations (for example, air conditioning 
and sprinkler systems) may become so permanently a part of the 
real estate that they cannot be removed for purposes of reposses
sion without damaging other property; only the fact that they 
can be rendered unproductive by the removal of certain parts 
(for example, the removal of nozz~es from a sprinkler. system} 
has made them the subjects of equipment financing. Thus, so far 
as our study deals with such equipment as installations and fixtures, 
it covers only those that are partly movable, though it must be 
admitted that this point of difference is not always clear. 

It will be seen, then, that our definition of income-producing · 
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equipment emb_races both the use to which the property is put, 
and the character of the property itself. The principal purpose 
of these limitations is to reduce the financing area covered to one 
in which credit standards and credit appraisal techniques are 
roughly homogeneous. 

The two other distinguishing features of equipment financing 
are the use of the specific equipment acquired as security for the 
credits extended,1 and the repayment of obligations in instalments. 
Again, in limiting our study to such credits, we exclude certain 
other financing arrangements, as follows: ( 1) sales of equipment 
·on open-book account, ( 2) unsecured cash loans, even where 
the proceeds are used to acquire equipment, ( 3) cash loans 
secured by equipment already owned by the debtor, and ( 4) cash 
loans secured by the purchased equipment but not repayable in 
instalments. Again, these further restrictions on the scope of the 
study are made for the purpose of limiting the discussion, as 
nearly as possible, to a homogeneous set of financial arrange
ments.2 Finally, in order to limit ourselves to financial techniques 
of relatively recent development as contrasted with more con
ventional methods, we shall exclude equipment trust certificate 
financing, even though in many cases this may be closely akin to 
instalment equipment financing. 

Type5 of Equipment Financing Arrangements 

Within the equipment financing field there are three main 
types of financing arrangements; each of these will be dealt with 
in ou'r study. First, equipment may be sold by a manufacturer or 
distributor on an instalment payment basis without any separate 
outside financing agency being involved in the transaction. This 
constitutes an extension of trade credit by the vendor but is 
distinguishable from open-book credit in two main respects: the 
buyer contracts to make instalment payments rather than a single 
deferred payment and title to the goods sold is retained by the 
vendor, whereas title goes to the buyer on an open-book credit 

1 This does not preclude the taking of additional security. 
2 While this definition sets off a kind of financing in which credit appraisal 

problems are substantially alike, no limitations can produce a completely distinct 
area. The financial system is such that types of credit extension grade into one 
another and thus the isolation of any particular field is necessarily somewhat 
arbitrary. 
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purchase. Since the manufacturer does not discount the instalment 
obligation which arises out of this transaction we may say that 
in such cases the seller "carries his own paper." The vendor may 
borrow, of course, in order to provide sufficient working capital 
for his needs but this debt is often contracted without any formal 
relation to the instalment receivables held. Where the volume of 
business is sufficiently large, a special subsidiary may be set up to 
handle the credit transactions but this does not alter fundamen
tally the distinctive character of this type of arrangement. 

The second type of equipment financing consists of the dis
counting by the vendor of instalment receivables with some outside 
financing agency or the borrowing of funds on the assignment of 
the instalment receivables. In these cases a commercial finance 
company or commercial bank is brought into direct relationship 
with the instalment sales transaction. 

The third type of arrangement involves the making of cash 
loans by financial agencies, usually commercial banks, where the 
proceeds are used to purchase equipment, where the loans are 
secured by liens on such equipment and are repayable in instal
ments. In this case the vendor of the equipment is in the position of 
having made a cash sale and has no immediate relation to the 
financing transaction. 

These three main types of financing arrangements exclude cer
tain others that are closely related to equipment financing and 
that have been subjects of special study by the National Bureau 
of Economic Research: namely, consumer instalment financing, 
open accounts receivable financing and term lending. The grounds 
on which consumer instalment financing and open accounts receiv
able financing can be distinguished from equipment financing are 
quite clear; the distinction between equipment financing and term 
lending is necessarily less clear. 

The difference between equipment financing and term lending 
turns on· the character of the relationship between borrower and 
lender. Where instalment receivables are discounted by the vendor 
with a financing agency, or are used by the vendor as collateral 
security for a loan, only an indirect relationship is established 
between the financing agency and the purchaser of the equipme!lt; 
since the term loan involves a direct relationship between borrower 
and lender we have here a clear distinction between equipment 
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financing and term lending. However, there is a question of over· 
lapping where we have cases of term loans which arc made by 
purchasers of equipment for the purpose of financing these acquisi· 
tions and where the loans are secured by the purchased equipment 
and arc repayable in instalments. Such credits may be classified 
either as equipment financing or as term lending. Satisfying all the 
criteria of equipment financing, the arrangement may also have all 
.the distinguishing marks of a term loan,• that is, it is a business 
loan, involves a direct relation between borrower and lender and · 
is repayable, at least in part, after the passage of one year. In this 
study, however, we shall treat such credits under equipment financ· 
ing, understanding that they may be classified, with equal accuracy, 
as term loans. 

I See National Bureau of Economic Research (Financial Research Program), Ttrm 
L111di11!/ to BuJituJJ, by Neil H. Jacoby and R. J. Saulnier (1942) pp. 10-12. 
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Development of Equipment Financing 

TECHNOLOGICAL PROGRESS and business competitiOn have been 
the basic conditions promoting the growth of instalment equip
ment credit. Rapid advances in technology made possible the 
mechanization of industry, while competitive -conditions gave 
strong encouragement to the actual introduction of cost-reducing 
and product-improving machinery and equipment. By widening the 
market for income-producing equipment, these persistent factors in 
the economic system have provided a broad foundation for the 
growth of equipment financing. Technological change has been 
operative over an increasingly wide area, greatly increasing the 
market for both equipment and the financing services frequently 
required for its acquisition. In the retailing and service trades 
as well as in manufacturing industries, machinery and equipment 
has become more and more essential to the successful operation of 
business. 

The modern automobile service station, beauty parlor, barber 
shop, medical or dental office, to cite but a few examples, all 
utilize many units of equipment, much of which is quite expensive. 
Retail outlets such as restaurants, drug stores, bars and taverns, 
and food stores also use substantial amounts of equipment, with
out which their competitive position would be very adversely 
affected. These same outlets dispense an ,ever-widening variety of 
goods and services through the automatic coin machine, which is 
peculiarly suitable for instalment equipment financing. 

While large as well as small companies in all industries are 
affected by the trend towards mechanization of production facili
ties it is notable that concerns in the retailing and service trades, 
where equipment financing facilities are widely used, are typically 
small. This must be taken into account in explaining the wide use 
of the instalment purchase method in acquiring equipment in these 
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trades. Data for 1939 from the Dun & Bradstreet Retail Credit 
Surc;ey, which includes unincorporated as well as incorporated busi
ness units in retail trade but excludes chain companies, show that 
the typical (medium) annual net sales per store in various lines 
were as follows: dairy and poultry products stores, $37,500; drink
ing places, taverns and bars, $17,700; combined grocery and meat 
stores, $31,400; meat markets, $29,800; restaurants and eating 
places, $20,500; garages (with repairing), $16,800; drug stores 
(with fountains), $23,200.1 

Retailers in all of these lines use machinery · and equipment 
commonly sold on an instalment payment basis. \Vhile their rel
atively small size does not necessarily require that they seek instal
ment credit for the acquisition of equipment, their small size is 
doubtless a factor contributing to this practice. Full cash payments 
for modern equipment would make such a drain on the capital 
resources of many small concerns as to substantially retard its 
introduction. It was reported by Jerome in 1934 2 that one of the 
primary reasons restricting the use of machinery in industry was 
the heavy initial cost of acquisition; instalment selling is essentially 
a means of overcoming this restriction and thus of widening the 
market for equipment. 

The problem of appraising the credit standing of small retail 
and service units seeking instalment credit is further complicated 
by their purely local character and wide geographical dispersion. 
This does not, however, preclude the use of the instalment pay
ment plan by such companies. The reason for this is the special 
protection provided by the conditional sales contract, bailment 
lease or chattel mortgage under which the instalment sale or 
financing transaction is made. These contracts provide the vendor 
with title to the equipment, or a lien on it, and rights of repos
session. In contrast, under an open-book sale title passes to the 
buyer and the vendor enjoys only the rights of a general creditor. 
Since the equipment is of continuing usefulness and value, these 
vendor repossession rights permit the spread of equipment financ
ing, even among concerns of limited credit standing and to buyers 
on whom readily available credit information is necessarily scant. 

1 From Standard Ratios for Retailing, by W. L. Mitchell, Jr. (Dun & Bradstreet, 
Inc., New York, 1940). 

2 National Bureau of Economic Research, Mechanization of Industry, by Harry 
Jerome (New York, 1934). 



Development 11 

A second important reason for the growth of equipment financ
ing is that the instalment payment plan makes it possible for the 
machine to pay for itself over a part of its service life without 
requiring a substantial depletion of the buyer's capital funds. This 
is, as indicated above, of special importance for smaller concerns 
but it has relevance even to the case of enterprises of greater finan
cial strength. If the machine, say a self-feeding loader used in coal 
mining, reduces operating costs by an amount sufficient to cov_er the 
instalment payments, the machine may be acquired and paid for 
without tying up any more funds than the amount required for 
the down payment. . 

A third reason, and one of great importance, is to be found in 
the fact that manufacturers and distributors have sought to 
increase sales by the offer ·of instalment payment arrangements. 
It was only by offering goods on this basis that a broad market 
could be found for them. Also, liberal instalment terms provide a 
method of stimulating demand in times of reduced economic 
activity. Equipment financing was a natural development of this 
pressure to increase sales by offering longer credit terms to buyers, 
especially where the sales market was chiefly composed of small 
concerns of limited credit standing. The use of title retention 
documents made it possible to extend credit _to such companies with 
a maximum of protection to the seller. 

The conditions that have been discussed above appear to account 
for the growth of instalment purchasing of equipment but quite 
different considerations have to be raised to explain the emergence 
of the special financing agencies that extend credit in this field. 
If manufacturers and distributors selling equipment on an instal
ment basis carried the resulting receivables among their own assets, 
there would be no scope for the operations of special instalment 
financial agencies. It . is important, therefore, to consider the 
reasons why many vendors do not carry their own instalment 
receivables. 

1. An important reason is that by discounting receivables the 
sellers of equipment are able to gear their use of . financing 
facilities to the exact amount of their financing needs and possibly 
to obtain the use of a larger amount of outside funds than would be 
possible under other arrangements. 

The nature of these advantages can be illustrated best by 
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reference to the type of equipment financing procedure in which 
the vending company assigns its receivables as security for a bank 
loan. In this case the loan balance for which the vending company 
is indebted and on which it pays interest is automatically increased 

• and decreased in accordance with changes in the amount of its 
receivables outstanding. On the other hand, if the company were 
to carry its receivables and borrow on a separate unsecured basis 
the loan balance on which it would pay interest might at certain 
times be greater than the amount of its outstanding receivables; 
at least the current running balance on which interest is paid would 
not be automatically adjusted to its financing needs. This may pro
duce substantial economies in interest cost. . 

Aside from this element of flexibility and possible economy, 
there is a certain convenience attached to the assignment procedure 
in that it is not necessary to negotiate a succession of loans. All that 
is required is that a credit line be established and an agreement 
reached as to the amount that is to be loaned against the assigned 
receivables, an arrangement exactly similar to that followed in 
the accounts receivable financing arrangements whereby open· 
accounts receivable are used as collateral for short-term loans. 
Once the financing arrangements have been drawn up, the pro
cedure is on a nearly automatic basis; the amount of the vendor's 
debit or loan balance increases if new credits on instalment pur· 
chases exceed repayments of outstanding receivables and declines 
if new credits fall below repayments. The amount of the debit 
balance arises not from any particular loan negotiation but rather 
from the ebb and flow of outstanding receivables. If other credit 
elements are equal, the interest rate which will be paid on a secured 
loan of this type may be in certain circumstances lower than the 
rate required on an unsecured loan. But even where the secured 
loan rate is not lower (for example, where there are differences in 
the credit elements involved and in the costs incurred by a bank 
lending on a secured revolving credit b~sis) the vendor may prefer 

, it because of his ability to get more credit on a secured than on an 
unsecured basis. 

These elements of flexibility, economy and greater borrowing 
potential are important also where the procedure involves the 
actual sale of the instalment receivable to a financing agency as 
contrasted with its assignment as security for a bank loan. But in 
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this case there are additional elements, as will be indicated below, 
that are of importance in determining whether or not an outside 
financing agency will be used. 

2. Concerns seeking to sell their instalment receivables to an 
equipment financing agency may be influenced primarily by a desire 
to avoid an increase in indebtedness. With insufficient working 
capital they have the choice of borrowing the necessary funds or 
selling the receivables in question. The latter may be preferred 
because by selling instalment receivables assets these are trans
ferred into cash without any change in the debt position. Further
more, any increase in the short-term debt element of the financial 
statement is avoided although there may be a contingent liability 
on the receivables growing out of a recourse or repurchase agree
ment. 

3. By offering customers a financing. plan which involves the use 
of a finance company or bank, the seller of the equipment is able 
to make a clear separation between manufacturing and financing 
functions, and especially to avoid having a credit department 
dominated by sales considerations, to the possible detriment of the 
collection record. Under an external financing arrangement the 
manufacturer or distributor a~hieves a more complete degree of 
specialization and avoids the assumption of functions with which 
the company's officers may be unfamiliar. Furthermore, though it 
would be possible for the company's officers to acquire sufficient 
experience to undertake these financing functions, it may be a 
settled matter of corporate policy for the company to maintain as 
simple a functional organization as possible. If the manufacturing 
or distributing company decides to carry its own instalment re
ceivables it also assumes the problems and expenses of credit 
appraisal, collection, and accounting that are performed in con
nection with instalment contracts. Beyond the fact that this in
volves special costs and calls for an organization staffed by 
specialists in the credit field, it has the effect in practice of putting 
the manufacturer into the financing business, an activity that the 
manufacturer may want to avoid. The specialization of function 
achieved by the interposition of a financing agency between the 
manufacturer and the user of the equipment may produce econ
omies that could not be realized in other arrangements. Some of 
the larger manufacturing companies have attempted to obtain 
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these economies by the organization of separate financing sub
sidiaries, the largest of which is General rvlotors Acceptance Cor
poration. 

4. Especially where sales are made through dealers, the services 
of outside financial agencies may be necessary because of the lim
ited working capital of vendors and their inability to carry their 
own instalment paper. This is almost certain to be true of small 
distributors with a substantial sales volume but it was important 
also, especially in the early years of equipment manufacturing, for 
the manufacturing concerns selling on instalment terms. Competi
tion required terms of up to, say, three years and these could be 
offered without outside financing only if the manufacturer had a 
strong working capital position. Lacking this financial strength the 
manufacturer sought out finance company funds when bank loans 
were unavailable to supplement working capital. 

5. A manufacturer, dealer or distributor may prefer to discount 
instalment receivables rather than carry them himself because of 
.certain ancillary financial services available through the finance 
company arrangement. It was mentioned above that the financing 
agency performs the important functions of credit appraisal, col
lection and accounting; in addition the vendor may dispense with 
legal counsel on instalment sales problems and depend on his 
financing agency to supply this special service. Since the financing 
agency specializes in handling instalment repayment contracts, and 
since· it frequently operates on a regional (if not on a national) 
basis, its legal department is well equipped to handle efficiently 
questions growing out of the diversity of state laws on conditional 
sales contracts and other security devices used in instalment selling. 
Also, general financial and management counsel may be available 
from the financing agency. 

There are other factors, however, that oper3:te to encourage 
the seller of merchandise t.o carry receivables rather than to dis
count them with some financing agency. The manufacturer or 
dealer having adequate working capital may feel that he can add to 
his net income by incurring the cost of operating a credit depart
ment and taking the full amount of the finance charge. Some firms 
have reported this as an important source of income. This could 
be true, of course, only of those firms having adequate working 
capital and well-organized and efficient credit and collection depart-
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ments. Moreover, such calculations require that the individual 
seller know the direct costs of operating his credit department, and 
that other costs be allocated properly. It is quite possible that 
faulty cost accounting practices may lead a concern to believe that 
it is (or is not) economical for it to carry its own paper when the 
opposite is the case. 

The vendor of income-producing equipment may desire to 
carry his own instalment receivables in order to eliminate the possi
bility of any intermediary financing institution utilizing collection' 
procedures that might injure customer relationships. Also, by hold
ing the paper, or at least by making collections on the instalment 
receivables, the manufacturer or dealer establishes and maintains 
a continuing relationship with the purchaser of equipment. This 
may be very important, particularly if the seller of the equipment 
expects to obtain additional income through the servicing of the 
equipment or the sale of accessory commodities. 

The fact that a manufacturing or distributing concern carries 
its own paper may, of course, be due primarily to the inferior 
quality of the paper and to the unwillingness of any financing 
agency to purchase it, rather than to the manufacturer's or dealer's 
desire to carry it. It seems unli~ely, however, that this could be an 
important consideration in very many cases, since the inferior 
paper can in most cases be made acceptable for financing if a rea
sonably large volume is available. That is, the financing arrange
ment may provide for full recourse on the manufacturer or dealer 
and a smaller percentage advance on each instalment receivable 
than would be offered if the receivables were of higher quality. 

The general question of whether the manufacturer or distributor 
of income-producing equipment will seek the services of some fi
nancing agency is decided by reference to the preceding considera
tions. There is, however, another set of questions that require 
attention. These have to do with the type of equipment financing 
service that will be selected by the equipment buyer. Even if a buyer 
of equipment has decided to make the purchase on an instalment 
payment basis, it is not necessary to follow a finance plan offered 
by the manufacturer directly or through some cooperating financial 
agency. On the contrary, the purchaser may borrow from a com
mercial bank and use the funds so acquired to make a cash pur .. 
chase, possibly giving a lien on the equipment purchased. 
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This set of alternatives is exactly the same as that faced by a 
consumer in deciding, for example, whether to buy a car by borrow
ing directly from a bank, paying cash for the car and repaying the 
loan in instalments, or to make the purchase on a conditional sales 
contract basis, in which case the instalment paper reaches a financ· 
ing agency indirectly, through the vendor. In general, the main 
considerations that are important in determining which of these 
alternatives will be selected are ( 1) the relative costs and con
venience of the two arrangements, (2) whether the purchaser has, 
or can acquire, banking relationships which can be turned to this 
purpose. 

The widening demand for machinery and equipment and the con
sequent increase in the demand for special financing services have 
produced significant institutional adaptations on the supply side of 
the credit market. These take two forms: the development of new 
specialized financing institutions, and changes in the functional 
basis of established financial agencies. In each case the changes 
represent both an accommodation of the financial organization to 
demands for new types of credit services and an encouragement to 
the further growth of equipment financing, in that the ready avail
ability of a specialized financing service can contribute greatly to 
this result. 

In the next chapter we shall deal with the volume of equipment 
financing conducted by these agencies; at this point it may be useful 
to identify them in a general way and discuss the more important 
factors contributing to their growth. The three main equipment 
financing institutions are the commercial finance company, the com
mercial bank and the manufacturer's financing subsidiary. Some 
equipment financing is also conducted by insurance companies, 
through purchases of notes secured by equipment, and by industrial 
banking companies in connection with their general'financing activ
ities. 

The term commercial finance company will be used to refer 
to those non-banking agencies, active in the field of equipment 
financing, that have no corporate affiliation with manufacturers or 
distributors of equipment. These companies generally engage 
in a variety of financing activities and are commonly referred to as 
sales finance companies or as finance companies. 

A combination of circumstances accounts for the development 
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of commercial finance companies as specialized agencies in the 
field of instalment equipment financing. Of fundamental impor
tance was the need for a specialized agency, equipped to handle 
a large volume of individually small credits secured by a wide 
variety of commodities with only limited Tesale markets. The 
credit appraisal techniques, credit standards and collection pro
cedures appropriate to this type of financing were quite unconven
tional when judged by the usual practices of established lending 
agencies. Insofar as the financing procedures had a parallel in 
the market, it was in the financing of instalment sales of consumer 
durable goods, although these lacked the income-producing char
acteristics of equipment. It was quite natural therefore that com
panies experienced in consumer instalment financing should have 
turned to the financing of income-producing equipment. 

Perhaps of equal importance was the reluctance of established 
banking institutions either to enter into this ·specialized and rela-. 
tively high-cost credit area on a direct basis or to finance equip
ment manufacturers and dealers to the point where they could 
extend long instalment credit terms to their customers. The volume 
of instalment paper available to the smaller banks was scant at 
best and the larger banks were better satisfied by wholesaling 
credit to the specialized financing agencies than by lending to equip
ment manufacturers on an unsecured basis or by discounting their 
instalment receivables directly. Commercial banks were generally 
unreceptive to instalment equipment financing in its early stages, 
as they had been to consumer instalment financing. Commercial 
finance companies operating with equity funds, and also with 
substantial bank borrowings, began to supply the credit for which 
the market showed a strong demand. It was not until the credit 
problems of the field had become better known and credit 
standards better established that, under the impetus of declining 
income on other assets, commercial banks undertook to engage 
actively in equipment financing. 

A second factor that served to encourage the growth of com
mercial finance companies and to favor their early entrance into 
the field of instalment equipment financing was the fact that, unlike 
commercial banks, these companies were able to operate branches 
on a national or regional scale. While it is true that the actual 
equipment financing operations tend to be conducted from a few 
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central offices, the existence of a network of branches or field 
agencies has been a strong selling argument for the commercial 
finance company seeking to discount and collect the receivables 
of manufacturers selling nationally. This advantage doubtless 
increased the volume of business that could be acquired by the 
commercial finance company as contrasted with that available to 
the local commercial bank. In this type of financing profitability 
depends so much on volume of operations that this advantage was 
a significant element in the combination of circumstances that 
produced the present structure of market facilities. Furthermore, 
the nation-wide operations of the commercial finance company 
alsofacilitated the appraising of credits and, especially, the work 
of credit collection. 

The commercial finance companies active in equipment financing 
are almost all engaged in diversified financing activities. In some 
cases equipment financing is the main division and in others it 
assumes a subordinate position. This suggests that to some extent 
activities in equipment financing have been undertaken mainly as 
a result of the intensification of competition in other sales financing 
lines and in an effort to find new and possibly more profitable uses 
for funds. However, the executives of commercial finance com
panies are at variance on this point. One executive stated that his 
company had gradually liquidated its equipment financing business 
because it felt this was less stable than open accounts receivable 
financing. An executive of another concern reported that his com
pany had decided to withdraw from accounts receivable financing, 
and to increase its activity in equipment financing because the 
latter offered a higher quality of risks and was more profitable. 
An executive of a third company pointed out that equipment fi. 
nancing was an essential part of a plan of diversification set up to 
protect the company from a sudden decline in demand for other 
types of financing. 

The activities of commercial banks in financing acquisitions of 
commercial and industrial equipment have not been extensive 
enough to exert any considerable effect on the development of 
equipment financing. However, to the extent that commercial banks 
are entering this business, there is a broadening of the financial 
facilities available and a further stimulation. given to the whole 
industry. The principal factors accounting for the interest of com-
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mercial banks in this type of financing are first, the experience 
obtained in :financing consumer instalment purchases of durable 
goods, second, the example of profitable operations of commercial 
finance companies and, third, the pressure that banks have felt 
during the thirties to find new uses for their funds, as their lending 
capacity increased and the gross income earned on assets declined 
sharply. 

The primary factor accounting for the development of manu-, 
facturers' subsidiaries has been the advantage that manufacturers 
saw in instalment selling as a means of increasing sales. A number 
of companies entered the field at an early date, particularly con
cerns selling relatively expensive units of equipment. Notable 
examples are found in printing machinery, tractors and farm equip
ment, office machinery, mining machinery, shoe, textile and bottling 
machinery, laundry . equipment, transportation equipment and 
dental equipment. This is by no means a complete list but it illus
trates types of equipment that have been sold on an instalment pay
ment basis for from twenty to fifty or more years. In some cases 
the sellers conduct their time-sales activities through the medium 
of a subsidiary :finance company but more frequently the seller 
functions directly as the financing agency. In any event, it was the 
pressure to promote sales of equipment and to meet competition 
that produced manufacturer financing facilities. 

Summarizing, the primary factors promoting the growth of 
equipment financing have been the wider use, by small as well as 
by large concerns, of machinery and equipment, and the demand 
for some kind of financing facilities to make equipment acquisitions 
feasible for companies of limited financial strength. Given this 
essential basis, the development of financial agencies equipped to 
extend the credit services needed has grown mainly out of the un
willingness, or inability, of the manufacturers and distributors to 
extend instalment credit on their own resources. Thus, :financial 
agencies active in this field can be viewed as responding to an 
underlying demand for a particular kind of financial service, 
although their existence and their effort to expand business has in 
turn served to stimulate the growth of equipment :financing. Fi
nally, the particular institutional pattern that has been assumed by 
the supply side of the market is to be explained mainly in terms of 
the gradual attainment of experience in other lines that has proved 
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relevant to equipment financing, the legal conditions under which 
the various types of institutions have operated, competition in other 
financing fields that has served to encourage the wider use of funds 
in the equipment financing market, and, for manufacturers, the 
prospect of increasing sales through instalment financing facilities. 
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Quantitative Measures 

THE QUANTITATIVE IMPORTANCE of equipment financing is 
indicated in this chapter by means of separate estimates of the 
instalment receivables held by the principal agencies active in this 
field, namely, commercial finance companies, commercial banks, 
insurance companies and vendors carrying their own receivables. 
In making these estimates, two special difficultie_s have been encoun
tered. First, there is very little information on some agencies of 
equipment financing, particularly on the local and smaller regional 
finance companies and on those selling companies that act as dis
tributors of equipment. Second, the similarity between equipment 
financing and other types of lending and sales financing arrange
ments is so close that allocations of reported outstanding receiv
ables by some agencies have to be made on a quite arbitrary basis. 
This is particularly true of commercial finance companies and of 
the receivables reported by manufacturers and distributors .. 

Where it has been necessary to make allocations of reported 
receivables, as between those that fall within our definition as 
equipment financing contracts and those that do not, we have pro
ceeded on a conservative basis~ Also, in making our estimates of 
receivables carried by concerns on which information is sketchy at 
best we have attempted to stay on the conservative side. It is likely, 
therefore, that our final results underestimate the amount of 
instaiment equipment financing conducted. 

At this point it might be well to point out that the importance of 
instalment equipment financing is by no means adequately rep
resented by its quantitative proportions. More important than its 
present size is its rapid growth as a relatively new type of financing 
procedure; the fact that it provides a means whereby new equip
ment is obtained by small and medium-sized concerns that might 
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otherwise be unable to make such purchases raises its importance 
to the enterprise system • 

• 
Commercial Finance Companie1 

The commercial finance companies most active in equipment 
financing are also the leading companies in the field of consumer 
instalment financing. Thus, the bulk of equipment financing by 
commercial finance companies is done by General Motors Accept· 
ance Corporation, Commercial Investment Trust Corporation, 

·Commercial Credit Company, Bankers Commercial Corporation, 
Walter E. Heller & Company, Credit Utility Company, Inc., 
American Business Credit Corporation and the Finance Company 
of America at Baltimore. With the single exception of Credit 
Utility Company, Inc., which specializes in equipment financing, 
all of these listed are diversified finance companies. General 
Motors Acceptance Corporation divides its activities between 
automobile and industrial equipment financing; at the time of our 
estimates the other companies were engaged, either directly or 
through affiliated companies, in a variety of activities including fac
toring, non-notification financing of open accounts receivable, redis
counting of consumer instalment paper for other finance companies, 
purchasing of retail consumer instalment paper, and the financing 
of inventories for dealers. 

It -is possible, for most of the companies mentioned above, to 
determine the amount of their automobile financing, but in almost 
all cases the public reports of these companies do not distinguish 
between holdings of instalment paper arising out of sales of com
mercial and industrial equipment and receivables which represent 
sales of household appliances. However, there are supplementary 
data that make it possible to estimate roughly the _amount of com
mercial and industrial equipment financing which they conduct. 

At the end of 1940 and 1941, 7 of the 8 companies listed above 
reported certain types of paper as follows :1 

Comm~1eial lnuutmmt Trust Corporation 
Industrial instalment obligations secured by 

1940 1941 

liens or guarantees $122,480,028 $137,069,526 
Comm~cial Crtdit Company 

Industrial lien, retail time sales notes 63,783,596 79,679,979 
1 Data from reports to stockholders. 
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Bankers Commtrcial Corporation 
Industrial instalment lien notes and contracts 

Amtrican Businus Crtdit Corporation 
Industrial lien instalment notes and instal

ment accounts receivable 
Crtdit Utility Company, Inc. 

Notes and accounts receivable 
Walttr E. Htlltr f:f Company 

Commercial instalment notes other than auto 
Finance Company of America at Baltimore 

Industrial liens 

• As of June 30, 1941. 
bAs of June 30, 1942. 
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1940 1941 

$14,193,000 $12,247,079 
• 

7,114,239• 9,858,207b 

4,998,984 6,756,000 

6,286,079 5,404.981 

1,862,587 . 1,825,913 

The principal difficulty in estimating the amount of income
producing equipment contracts held by commercial finance com
panies is, of course, to determine what part of their industrial lien 
contracts represents paper arising out of the sale of income-pro
ducing equipment. It was necessary to make this estimate on a 
different b·asis for practically every company. Since the procedure 
followed varied considerably from company to company, it is not 
given here in detail.2 The final estimates were that, for all 8 lead
ing companies, commercial a~d industrial equipment financing 
outstandings at the end of 1940 were about $150 million and, at 
the end of 1941, about $180 million. Outs tan dings decreased dur
ing 1942 but scanty year-end data make it impossible to estimate 
the change with confidence. At the time of writing it appears that 
instalment equipment outstandings may have fallen to $140 
million by December 31, 1942 for the companies included in our 
group. 

2 The general procedure used in obtaining the 1940 estimate may be stated briefly. 
All of the industrial lien outstandings reported above for American Business Credit, 
Credit Utility Company and Finance Company of America at Baltimore were 
considered to represent commercial and industrial equipment financing for reasons 
derived from a careful study of their annual reports or from supplementary in
formation acquired directly. One-half of the industrial instalment obligations re
ported by C.I.T. and by Bankers Commercial Corporation were taken to represent 
contracts arising out of instalment sales of income-producing equipment, and 2S 
percent of the "industrial lien retail time sales notes" reported by Commercial 
Credit Company. The estimate of income-producing equipment financing conducted 
by General Motors Acceptance Corporation was made by deducting from its total 
retail financing volume the amounts originating in the financing of automobiles and 
household appliances. The estimates for 1941 and 1942 were made in the same 
manner except that industrial lien outstandings for General Motors Acceptance 
Corporation were estimated by applying to its 1940 oustandings the percentage 
changes from 1940 to 1941 and 1942 of outstandings of the seven companies for 
which data were available. 
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To these estimates must be added the outstandings held by other 
sales finance companies operating on a regional or local basis. 
During 1939 a census of sales finance company holdings of retail 
instalment paper, conducted by the United States Bureau of the 
Census, revealed that there were 1,086 single-city and multi-unit 
companies in this field, and that these companies operated 2,548 
offices. \Vhile the commercial and industrial equipment financing 
done by sales finance companies appears to be dominated by large 
national concerns, a certain amount is conducted by regional and 
local companies. There is no direct basis for making an estimate 
of equipment financing outstandings held . by these smaller com
panies; what information is available rel~tes exclusively to their 
holdings of retail consumer instalment paper. However, on the 
basis of inquiries made in the trade it is estimated that the total 
instalment equipment outstandings of these companies at the end of 
1940 was $25 million and at the end of 1941 was $30 million, or 
approximately 15 percent of the amount held by the 8 leading com
panies. Added to our figure for the principal companies this makes 
an estimate of total instalment equipment paper held by commer
cial finance companies at the end of 1940 of $179 million, and of 
$210 million at the end of 1941. 

Commercial Bank8 

The National Bureau of Economic Research conducted a sample 
questionnaire survey in the summer of 1941 in order: (a) to 
determine the frequency with which commercial banks of different 
sizes, in places of different population size and in different parts of 
the country, are participating in the financing of instalment pur
chases of commercial and industrial equipment, and (b) to make 
an estimate of the present quantitative importance of this type of 
financing as a commercial bank activity. The sample of commercial 
banks surveyed was selected from the list of 13,492 institutions 
with deposits insured by the Federal Deposit Insurance Cor
poration as of August 1, 1941. The procedures followed in select
ing the sample and the coverage of the sample are discussed in 
Appendix A, which also reproduces the questionnaire distributed 
to the surveyed banks. 

The frequency with which banks of different deposit size ·are 
engaged in equipment financing, whether by discounting paper 
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Total Number Numb" Discounting Discounting Making 
... ... ... 

Banks Not Participating Paper and Paper Loans Q ... 
Reporting Participating Mak.ing Loans Only Only ... 

~ 

" Dtposit Sizt of Bankb = $1,000 or less 63 49 14 5 5 4 " Q 
1,0oo-5,ooo 102 77 25 6 11 8 .. 

c:: 5,0Q0-10,000 32 24 8 2 3 3 "' 10,0Q0-50,000 47 23 24 10 7 7 " .. 
Over 50,000 30 10 20 11 2 7 

Sizt of Ctnt" of Population• 
Under 10,000 76 55 21 6 8 7 
10,0Q0-50,000 47 39 8 3 5 
50,0Q0-100,000 42 29 13 3 5 5 
100,00Q-500,000 64 35 29 14 8 7 
500,000 and over 45 25 20 8 2 10 

Rtgion 
New England 19 15 4 1 1 2 
Middle Atlantic 67 45 22 10 8 4 
East North Central 62 42 20 6 5 9 
West North Central 46 30. 16 6 4 6 
South Atlantic 27 17 10 2 4 4 
East South Central 14 10 4 1 2 1 
West South Central 11 8 3 2 1 
Mountain 11 7 4 2 2 
Pacific 17 9 8 4 1 3 

ALL REPORTING BANKS 274 183 91 34 28 29 

• Based on results of a questionnaire survey. See Appendix A for coverage of survey and questionnaire used •. 
b Total deposits in thousands of dollars. Each size class ~s exclusive of the lower limit and inclusive of the upper. 
• Each size class is inclusive of the lower limit and exclusive of the upper. w .... 
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originated by manufacturers and distributors or by making instal
ment cash loans direct to the purchasers of the equipment and 
secured by the equipment acquired, is summarized in Table 1. 
As an over-all figure it may be said that about one out of every 
three banks was engaged in equipment financing in some one of 
the forms indicated. However, banks of larger size entered this 
field more frequently than banks of smaller deposit size. Thus, of 
the reporting banks that had deposits of $1 million or less, about 
one out of every five banks was engaged in equipment financing, 
while every other bank of those having deposits of over $10 
million reported equipment financing. 

Table 1 also compares the number of ~eporting banks engaged 
in equipment financing with the number of reporting banks not 
engaged in this type of financing, according to the size of the center 
of population in which the institution is located. It shows that, in 
general, a larger proportion of banks in the larger centers of 

. population are engaged in equipment financing than of banks in 
the smaller centers of population. Thus, of the banks in places of 
under 10,000 population, only every fourth bank reported activity 
in this field, while of the banks in places of 100,000 population or 
over, every other bank reported doing some equipment financing. 

Finally, an analysis was made of the extent of bank activity in 
equipment financing in different regions. This showed very little 
difference between regions in the percentage of banks doing equip
ment financing. It is interesting to note that the frequency of bank 
activity, as revealed by this sample, is lowest in New England and 
next lowest. in the West South Central states. The West South 
Central result may be explained by reference to the economic 
character of the region but not that for the New England states. 
It is probable that here the results merely reflect .a slower develop· 
ment of equipment financing than in other regions of comparable 
business activity. (See also Chart 1.) 

The foregoing has dealt exclusively with the frequency with 
which commercial banks of different sizes and locations are 
engaged in equipment financing, either through discounting instal
ment paper or making instalment equipment loans. Tables 2 and 3, 
on the other hand, show the relative importance of equipment 
financing for banks of different types and sizes. Several conclusions 
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Ttihl~ Z-INSTALMENT EQUIPMENT PAPER. IN AMouNT, AND AS 
A PERCENT OF ToTAL LoANs, AS OF Mn>-1941, BY DEPOSIT 
SizE OF BANK, SrzE OF PoPULATION CENTER. AND REGION IN 
WHICH BANK IS LOCATED· 

lnJtalmtnl EqMipmtnl 

N-.mbtr Total 
Paptr Out.rtandint 

of Loans Amount }d a Percent 
Banl.t (000) (000) of Total Loana 

Dtpo.sil Sizi of Banlc' 
$1,000 or less 10 $3,256 $244 1.5% 
1,()()()-5,000 17 21,837 461 2.1 
5,00()...10,000 5 10,689 310 2.9 
10,()()()-50,000 16 150,900. 1,830 1.2 
Over 50,000 13 1,323,520. 8,259 .6 

Siu of Ctntlr of Population• 
Under 10,000 14 8,195 369 4.5 
10,00()...50,000 8 18,633 194 1.0 
50,()()()-100,000 7 20,332 223 1.1 
100,00()...500,000 22 307,782 2,933 1.0 
500,000 and over 10 1,155,260 7,384 .6 

Rlgion 
New England 2 5,519 35 .6 
Middle Atlantic: 18 420,535 4,363 1.0 
East Nonh Central 10 80,411 2,861 3.6 
West North Central 10 87,717 551 .6 
South Atlantic 6 37,981 535 1.4 
East South Central 3 12,884 192 1.5 
West South Central 3 21,159 284 1.3 
Mountain 4 8,497 87 1.0 
Pacific: 5 835,499 2,196 .3 

ALL I.EPOR.TING BANKS 61 $1,510,202 $11,104 .7% 

• Based on a questionnaire survey. See Appendix A for coverage of survey and question
naire used. 

b Total deposits in thousands of dollars. Each size class is exclusive of the lower limit and 
inclusive of the upper. 

• Each size class is inclusive of the lower limit and exclusive of the upper. 

regarding ·equipment financing by banks can be drawn from these 
tables. 

First, equipment financing is relatively unimportant as a com
ponent of the total loans and discounts of commercial banks. 
For all reporting banks combined, only . 7 percent of total loans 
and discounts was made up of discounted instalment equipment 
paper, and 1.3 percent of instalment loans secured by equipment; 
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Table 3-INSTALMENT EQUIPMENT LoANS IN AMouNT, AND AS 
A PERCENT OF ToTAL LoANS, AS oF Mm-1941, BY DEPOSIT 
SizE OF BANK, SizE oF PoPULATION CENTER AND REGION IN 
WHICH BANK IS LocATED• 

/n.rtalmem Equipmem 
Loans Outstanding 

Number Total 

35 

of Loans Amount As a Percent 
Banks (000) (000) of Total Loans 

Deposit Size of Bankb 
~1,000 or less 9 $2,844 $46 1.6% 
1,00o-5,000 14 13,514 476 3.5 
5,00Q-10,000 5 15,772 445 2.8 
10,00Q-50,000 17 150,333 2,702. 1.8 
Over 50,000 17 882,965 10,618 1.2 

Size of Center of Populationa 
Under 10,000 13 8,104 550 6.8 
10,00Q-50,000 3 11,845 233 2.0 
50,00Q-100,000 8 18,957 232 1.2 
100,00Q-500,000 21 350,166 1,969 .6 
500,000 and over 17 676,356 11,302 1.7 

Region 
New England 3 12,975 120 .9 
Middle Atlantic 14 426,516 5,908 1.4 
East North Central 15 334,281 3,741 1.1 
West North Central 12 167,121 2,876 1.7 
South Atlantic 6 45,201 464 1.0 
East South Central 2 29;201 549 1.9 
West South Central 2 6,794 9 .1. 
Mountain 2 479 22 4.6 
Pacific 6 42,860 596 1.4 

ALL REPORTING BANKS 62. $1,065,428 $14,286 1.3% 

• Based on results of a questionnaire survey. See Appendix A for coverage of survey and 
questionnaire used. 

b Total deposits in thousands of dollars. Each size class is exclusive of the lower limit and 
inclusive of the upper. 

0 Each size class is inclusive of the lower limit and exclusive of the upper. 

thus, only 2 percent of the total loans and discounts of participat
ing banks were in. these two categories.3 

Second, equipment credit geil._erally comprises-~ larger part of 
the total loans and discounts of banks of smaller size and .of those 
located in smaller places than- of the larger banks and those in 
larger places. 

a It should be noted, moreover, that this statement refers only to the banks actually 
engaged in equipment financing. 
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Third, among the reporting banks actively engaged in equip
ment financing, there were no very substantial differences between 
the relative quantitative importance of instalment equipment loans 
and instalment equipment paper as bank assets. Perhaps the one 
exception to this is that equipment pape.r is relatively more im· 
portant in the smallest banks and equipment loans in the largest 
banks. 

An estimate of the total amount of assets originating in instal
ment equipment financing that was held by all commercial banks at 
the end of 1940 was made on the basis of these questionnaire 
returns. Table 4 shows approximately $200 million of equipment 
financing paper and loans as outstanding in· all operating insured 
commercial banks at the end of 1940.4 

Since total loans and discounts of comme.rcial banks were about 
1 S percent higher at the end of 1941 thari at the end of 1940, it 
can be further estimated that equipment loans and paper held by 
banks at the end of 1941 were around $230 million. 

Life Insurance Companies 

The activity of life insurance companies in the equipment financ
ing market is largely restricted to holdings of equipment trust' 
certificates, although there is some tendency for insurance com
panies to undertake equipment financing transactions in which 
their security interest is established by means of a chattel mortgage 
or, to a lesser extent, by a conditional sales contract without the 
use of the equipment trust certificate. Equipment trust certificate 
financing has not been described in the present study because it 
represents a relatively conventional procedure. Nonetheless, its 
importance for insurance companies is such that it must be taken 
account of in ·any description of their equipment financing activities. 

Unfortunately, the information available on assets held by life 
insurance companies is not sufficiently detailed to support definite 
quantitative estimates of the amounts of equipment financing 
conducted on the trust certificate and straight conditional sales 
or chattel mortgage bases. It is possible, however, to indicate the 

4 This estimate was made by first computing the ratios of instalment equipment 
loans and of discounted instalment equipment paper to the total loans and discounts 
of all reporting banks, in different size classes. These ratios are given in Table 4. 
The ratios were then applied to the total loans and discounts of all operating insured 
banks as of December 31, 1940, and separate estimates made for each group of banks. 



Table 4-lNsTALMENT EQUIPMENT FINANCING BY REPORTING CoMMERCIAL BANKS AND EsTIMATES 
FOR ALL CoMMERCIAL BANKs, AT END oF 1940 

BANKS REPORTING ON EQUIPMENT FINANCINGb 

10 
;: 
Q 
;a .. ... ... 
Q ... ... 
~ 
~ 

~ 
ftl 
Q 
CliO 
;: .. 

Total Loans 
and Discounts 

of AU In

Total Loans of : 

Deposit Size 
of Bank• 

$1,000 or less 
l,Ooo-5,000 
s,ooo-1o,ooo 
10,ooo-SO,OOO 
Over 50,000 

ToTAL 

Paper 

%of Total 
Amount Loans 

$244,023 1.37% 
460,724 .45 
310,250 . 39 

1,829,929 .49 
8,258,742 .40 

$11,103,668 

Loans 

%of Total 
Amount Loans 

$46,341 .26% 
475,544 .46 
444,803 . .56 

2,704,547 .71 
10,617,564 .81 

$14,288,799 

Estimated I-nStalment Equipment 
Financing Outstanding 

sured banksO --------------
(000) Paper Loans Total 

$1,820,596 . $24,942,165 $4,733,550 $29,675,715 
3,007,123 13,532,054 13,832,766 27,364,820 

.1,266,521 4,939,432 7,092,518 12,031,950 

2,661,226 13,040,007 18,894,705 31,934,712 
8,281,876 33,127,504 67,083,196 100,210,700 

$17,037,342 $89,581,162 $111,636,735 $201,217,897 

a Total deposits in thousands of dollars. Each size class is exclusive of the lower limit and inclusive of the upper. 

Reporting 
Banks as a% 
of Loans of AU 
Insured Banks 

1.0% 
3.4 
6.3 

14.3 
25.2 

. 15.7% 

b Reporting banks include both those engaged in equipment financing and those not so engaged. Percentages to total loans are different, there· 
fore, from thos·e shown in Tables 2 and 3 which refer only to participating banks. 

a Federal Deposit Insurance Corporation, Annual Report, 1940, p. 171. 
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importance of liens on equipment as a security device used by life 
insurance companies in their medium-term private placements with
out specifying ·the particular types of liens concerned. The five 
largest life insurance companies reported to the National Bureau 
the amount of privately purchased securities, with terms at time 
of issuance of 1 S years or less, that they held at the end of 1940. 
In aU, 217 issues with an outstanding value of $824 million were 
listed. Of these issues, 23 ( 11 percent of the number) amounting 
to $80 million (almost 10 percent of the total amount of reported 
issues) were specifically indicated as being secured by liens on 
equipment. The liens included were equipment trust certificates, 
first mortgages and first liens on equipment. An additional 1.4 
percent of the number and 3.5 percent of the amount of issues 
were secured otherwise-for example, by combinations of security, 
preferred ship mortgages, and collateral ttust notes.t1 

Most of the equipment financing holdings of the five life insur
ance companies were in the form of equipment trust certificates. In 
three instances, however, the issue in question was described simply 
as secured by a first lien on equipment (in contrast to a mortgage 
or an equipment trust certificate), which is understood to refer to 
the lien established by a conditional sales contract. In two cases 
the issue was described as secured by a combination of first mort· 
gage and first lien on equipment. Concerns obtaining credit from 
life insurance companies on the basis .of a first lien on equipment 
include railroads, a company leasing tank cars, a department store 
and a natural gas producer. 

The use of the conditional sales contract rather than the equip
ment trust certificate in the financing of heavy equipment sales 
seems to be associated with a change in marketing conditions dur-. 
ing the thirties. Pressure on manufacturers to increase sales led 
to the use of the instalment sales device and thus to the conditional 
sales contract or chattel mortgage as a means of retaining title to, 
or lien on, the goods sold. The existence of a "buyers' market" 
tended to place the responsibility for establishing credit facilities 

1 The wide coverage of this sample is indicated by the fact that in 1938 the bonds 
and notes purchased privately by the five companies included in the National Bureau 
sample constituted 87 percent of all bonds purchased privately by the 26 largest life 
insurance companies. For a further discussion of the life insurance company sample 
see National Bureau of Economic Research (Financial Research Program}, Term 
Lending to Business, by Neil H. Jacoby and R. J. Saulnier (1942) Appendix B. 
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on the seller rather than on the buyer. While the equipment trust 
certificate establishes a relation between buyer and lender, condi
tional sales financing involves a relationship between seller and 
lender. Chattel mortgages and conditional sales have an addi
tional advantage: if the seller does not wish to finance the sale 
himself over its whole period, the quality of the paper he sells or 
assigns to a financial institution is greatly improved by carrying his 
endorsement along with the right to repossess the equipment. 
This was an important advantage during the depression when 
the financial conditions of so many customers had deteriorated 
to the point where it might have been difficult for them to acquire 
credit without the supplementary endorsement of the equipment 
manufacturer. 

In addition to the greater protection that the conditional sales 
contract or assigned chattel mortgage financing may give the 
holder, by means of special recourse provisions, they also provide 
the same conveniences as the equipment trust certificate with 
regard to maturity, security interest, repa~ent provisions, and 
possession and use of the equipment financed. Considerations of 
this kind are doubtless responsible for the increasing use of the 
conditional sales contract and chattel mortgage. No information 
is available on the relative importance of the use of these docu
ments in the marketing of different types of equipment but it is 
known that they have been used widely in financing acquisitions of 
busses, singly and in fleets, and of commercial aircraft. 

It has been estimated' that the total amount of medium-term 
bonds and notes and business mortgage loans acquired privately by 
life insurance companies and outstanding at the end of 1940 was 
$900 million. Since 10 percent of the amount reported on was 
secured by liens on equipment, it is estimated that life insurance 
companies held approximately $90 million in equipment financing 
at the end of 1940 and that probably not more than $25 mil]ion 
of this was originated on some other than the conventional equip
ment trust receipt basis. On the assumption of an increase com
parable to that shown by commercial finance companies, the 1941 
year-end holding of instalment equipment receivables by insurance 
companies may be estimated at $30 million. Again it should be 

11 See Neil H. Jacoby and R. J. Saulnier, op. cit., p. 30. 
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emphasized that this is exclusive of equipment trust receipt 
holdings. 

Manufacturers and Distributors 

In order to obtain some indication of the activities of manu
facturers of commercial and industrial equipment in the instalment 
financing field, a special questionnaire was distributed by the 
National Bureau in the summer of 1941 to 365 manufacturing 
concerns. These concerns were engaged in manufacturing income
producing machinery and equipment and were selected to secure 
the widest possible coverage of products in this field. Of the com
panies receiving questionnaires 153 replied; of these, 54 or about 
35 percent stated that their product was sold on an instal
ment payment basis. Table 5 presents the results of this ques
tionnaire, classifying the replies according to the principal product 
of the respondent. The data refer to sales made by the manu
facturer. Since these sales are frequently to distributors the fact 
that a manufacturer reports no instalment sales does not mean 
that the product is not sold by a distributor on an instalment 
ba~L -

Of the groups of manufacturers containing a reasonably large 
representation of companies and having a majority not selling on 
an instalment plan, the following are the most outstanding: air 
conditioning equipment, automotive equipment and accessories, 
building materials and equipment, electrical equipment, machine 
tools, oil well equipment, and steel mill equipment. As stated 
immediately above, it must not be inferred from these results 
that products of these companies are not available to ultimate pur
chasers on an instalment payment basis because the questionnaire 
applied only to financing by the manufacturer and in many cases 
it is known that the products are sold to distributors who mer
chandise them, in part at least, on a time-sales basis. This is cer
tainly true of agricultural equipment, automotive equipment and 
accessories, much electrical equipment (particularly smaller appli
ances) and oil well equipment. In some cases, manufacturers have 
reported that the instalment sales method was seldom used, and 
have attributed this mainly to the highly specialized character of 
the equipment and to the fact that buyers have ample cash or other 
sources of readily available credit. 
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Table 5-NuMBER oF MANUFACTURING CoMPANIES REPORTING 
INsTALMENT SALES AND NoN-INSTALMENT SALEs, BY TYPE oF 
PRODUCT 

Numb" of Conctr~J 
Product 

Instalment Non-Instalment 

Agricultural equipment 2 2 
Air conditioning equipment 2 7 
Amusement equipment 2 2 
Automotive equipment and accessories 7 
Aviation equipment and accessories 1 
Barber and beauty parlor equipment 1 
Bottling machinery 1 
Building materials and equipment 1 12 
Diesel engines 1 1 
Electrical equipment 1 12 
Excavating machinery 2 1 
Food, tobacco, dairy and bakery equipment 3 2 
Gasoline dispensing pumps and garage equipment 4 1 
Hardware 3 
Heavy construction machinery and equipment 2 1 
Laundry machinery 3 
Machine tools 1 12 
Machinery (heavy) 3 2 
Machinery (mining) 1 3 
Machinery {miscellaneous) 5 9 
Medical, dental and hospital equipment 1 3 
Office equipment and machinery 4 3 
Oil well equipment 2 5 
Power plant equipment 2 
Printing machinery 3. 
Road building machinery 1 
Shoemaking and shoe repairing machinery 1 
Steel mill equipment 3 
Store fixtures and equipment 4 2 
Textile machinery 2 2 
Tractors 2 

ToTAL 55 98 

Total 

4 
9 
4 
7 
1 
1 
1 

13 
2 

13 
3 
5 
5 
3 
3 
3 

13 
5 
4 

14 
4 
7 
7 
2 
3 
1 
1 
3 
6 
4· 
2 

153 

The classes showing a majority of manufacturers selling on the 
instalment plan are food, tobacco, dairy and bakery equipment, 
laundry and printing machinery, gasoline dispensing pumps, garage 
equipment, and store fixtures and equipment. Representation in 
other classes is either too small to permit of even tentative con
clusions on the prevalence of instalment selling, or else there are 
nearly equal divisions between companies selling on the instalment 
plan and companies not using that sales device. 

Manufacturers reporting instalment sales were asked whether 
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they (a) carried their own receivables, (b). pledged them with 
some financial institution as security for a loan, or (c) utilized the 
services of some separate financial agency. Information on this 
point was received from 47 manufacturing concerns; of these, 32 
reported that they carried their own receivables, utilizing their 
own capital funds to this end or borrowing on an unsecured basis 
from commercial banks to meet the capital requirements involved. 
Five companies reported that their receivables were pledged with 
banks in ·order to obtain working funds; 3 reported that the receiv
ables were sold to an independent finance company; 7 companies 
reported that they utilized more than one method of financing. 

The total 1940 instalment sales of these 47 companies, as re
ported in the questionnaire returns, amounted to approximately 
$96 million. While it may be objected that the size of this sample 
of companies is too small to permit gener·al conclusions, the eco
nomic importance of the reporting companies far transcends their 
numerical significance; respondents did an aggregate sales volume 
in 1940 of approximately $1.3 billion, amounting to about 25 per
cent of the sales of all commercial and industrial equipment likely 
to be sold on an instalment payment basis. While this evidence 
does show that instalment selling is an important merchandising 
method for many machine and equipment manufacturing com
panies and that, to a very large extent, the receivables thus origi
nated are carried by the manufacturing companies on their own 
resources, it is not possible from this evidence alone to reach any 
definite estimate of the amount of instalment selling financed by 
manufacturers. As a very rough approximation, based on a study 
of these questionnaire returns and the position of the respondents 
in the whole industry, we may place the total 1940 volume of 
instalment selling of commercial and industrial equipment that was 
financed by manufacturers themselves at between $200 and $300 
million, and the instalment receivables held by these companies at 
the end of 1940 at between $125 and $200 million .. 

There are no data available on machinery and equipment dis
tributors on which to estimate the amount of instalment equip
ment financing conducted by these companies on their own or 
borrowed funds. Recent information does show, however, that a 
very substantial amount of sales of equipment, machinery and fix
tures is made through non-manufacturing enterprises. According 
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to the Census of Business for 1939, wholesale merchants and indus- · 
trial distributors dealing in machinery, equipment and supplies, 
trucks and tractors, and office furniture numbered about 10,000 
establishments and had gross sales in that year of about $1.1 
billion. Similar outlets dealing in plumbing and heating equipment 
and supplies numbered Z,200 and had gross sales of $3 7 5 million. 
No information is available on the proportion of these sales made 
on an instalment basis. It is probable that this was a substantial 
amount, perhaps as much as one half, and that it. provides the 
primary source for instalment equipment sales paper discounted by 
commercial finance companies and banks. ' 

This would, of course, enter into our. estimates of instalment 
equipment receivables held by financial institutions; in order to 
round out our estimates it would be desirable to know the amount 
of instalment equipment receivables held by the ·distributors them
selves. Unfortunately there are no direct data on this point and no 
special survey was made in order to obtain data for an estimate 
because of the large number and small avera.ge size of establish
ments and because our main interest was in the procedures 
followed by the financial institutions active in this credit area. It is 
unlikely, however, that the amount of instalment receivables held 
by distributors on their own account is as large as the amount held 
by manufacturers because, first, the sales of distributors in the 
machinery and equipmen~ lines are much less, about 25 percent of 
the sales of manufacturers, and second, the capital resources. of 
distributors are, in general, so much less adequate than those of 
manufacturing companies that we would expect distributors to dis
count instalment receivables with some financial institution rather 
than carry them on their own capital. 

Summarizing, these estimates indicate that at the end of 1940 
financing institutions held about $400 million in instalment receiv
ables originating in sales of commercial and industrial equipment. 
Of this amount it has been estimated that $200 million was held 
by commercial banks, $17 5 million by commercial finance com
panies and $25 million (excluding equipment trust certificates) by 
life insurance companies. At the end of 1941 the total of outstand
ings for financial institutions has been estimated at $470 million, 
of which $210 million was held by commercial finance companies, 
$230 million by commercial banks, $30 million by insurance com-
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panies. In addition, manufacturers held instalment receivables 
estimated for the end of 1940 at between $125 and $200 million; 
distributors probably held an amount of instalment receivables on 
their own capital not in excess of the figures for manufacturers and 
more likely a smaller amount. It should be emphasized, however, 
that the estimates for manufacturers and distributors are very 
rough and are based on quite inadequate statistical data; these 
estimates should be used only as broad indications of the par
ticipation of manufacturers and distributors in equipment financing. 



.---4·-------. 
Equipment Financing Market 

THE MARKET SERVED by equipment financing agencies can be 
described in two ways, in terms of the types of equipment financed 
and of the size and industrial characteristics of the concerns acquir
ing equipment on an instalment payment basis. Since the financing 
agencies often have only indirect dealings with the ultimate pur
chasers of equipment, it will be necessary also to describe the 
sources from which these agencies acquire instalment sales con
tracts. 

The task of formulating a factual description of the character
istics of this market is particularly difficult because only a limited 
amount of information can be obtained directly from financial 
institutions; available data provide only a general picture of the 
types of equipment financed on this basis. It is even more difficult 
to obtain data describing the chief characteristics of businesses 
purchasing equipment on an- instalment ~asis. However, some 
inferences can be made as to the kinds of concerns that make up 
the demand side of the market; these inferences are drawn from 
information made available by several financing agencies, from a 
special study based on the mercantile credit reports of Dun & 
Bradstreet, Inc., and from the nature of the equipment itself. 

Types of Equipment Financed 

The great diversity of types of equipment financed by instalment 
financing agencies is indicated by the following data, based upon 
detailed reports submitted by seven commercial banks and one 
large commercial finance company as of the middle of 1941. The 
data are best described as a classification of "deals," where a deal 
is a continuing arrangement between a financing agency and a 
vendor of income-producing equipment whereby the former pur:. 
chases instalment contracts arising out of instalment sales by the 
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Souru ofln.rlalmtnl Paplt' 

Manufac- Distrib-
turers' Deals uton' Deals 

Hotel, restaurant, bar, fountain and store fixtures • 12 13 
Commercial refrigeration and air conditioning S 16 
Barber and beauty parlor equipment 2 18 
Road building, construction, excavation and 

farm machinery 3 9 
Transportation equipment (busses, trailers, trucks, 

barges) 7• 2 
Oeaning, laundry, and pressing machinery 1 7 
Diesel engines 4 2 
Medical, dental and surgical equipment 1 4 
Baking machinery 0 3 
Dairy and poultry farm equipment 3 1 
Di~rs 3 0 
Garage and service station equipment 0 2 
Machine tools 0 3 
Bowling and billiard equipment 1 1 
Printing machinery 0 2 
Other machinery and equipment 8 2 

TOTAL so 85 

•Includes 4 deals unspecified as to source. 

latter. The largest number of deals for the reporting agencies was 
in equipment sold to various kinds of service enterprises; of 135 
separate deals, equipment and fixtures for stores, hotels, res
taurants, bars and soda fountains provided 25 accounts, while 20 
accounts arose out of sales of equipment for barber shops and 
beauty parlors. Another important type of financing is that arising 
out of installations of commercial refrigeration and air condition
ing equipment. Unfortunately it is not possible to discuss the rela
tive importance of. these several types of business since there are 
no data on the dollar volume of paper arising from sales of the 
different types of equipment. 

Information provided by two commercial finance companies 
does make it possible to rank the various types of equipment accord
ing to dollar volume of outstandings. It should be cautioned at 
this point, however, that generalizations as to the kinds of equip
ment paper held by equipment finance companies cannot be drawn 
from the experience of any two companies; a substantial volume 
of outstandings can be built up by one company out of a special 
contract with some one manufacturer, covering a type of equip
ment paper not available in any great volume to other financing 
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concerns. It is the diversity of equipment paper held even by 
individual financing agencies, and the change in distribution that 
occurs over short periods that are of principal interest in the 
following materials. 

One of the finance companies reported a percentage distribution 
of outstanding instalment equipment paper as follows: 1 

Furniture 
Automatic refrigeration 
Airplanes 
Automatic phonographs 
Theater and sound equipment 
Coin operated dispensers 
Automatic coal stokers 
Beauty parlor equipment 
Traffic controls 
Laundry and dry cleaning machinery 
Busses 
Printing machinery 
Bakery equipment 
Store fixtures 
Air conditioning equipment 
Office appliances 
Miscellaneous machinery and equipment• 
Consumer goods and unclassified equipment 

ToTAL 

1940 1937 

19.8% 
13.7 
10.0 
7.1 
6.3 
5.8 
5.8 
3.5 
"3.3 
2.9 
2.5 
2.5 
1.7 
1.7 
1.0 
.9 

6.2 
5.3 

100.0% 
$5,923,000 

7.2% 
6.2 
2.3 
9.5 
8.3 

26.6 
9.8 
2.8 
.6 

1.3 
1.9 
.5 

5.6 
1.3 

8.2 
7.9 

100.0% 
$6,565,000 

• Includes the following in approximately equal proportions: industrial 
trailers, miscellaneous machinery, vulcanizing and garage equipment, road 
building machinery, packing house equipment, industrial cutting and sewing 
machinery, textile machinery, medical equipment, elevators. 

The holdings of instalment industrial lien notes of the other 
finance company, classified by the type of product on which a lien 
was held, are shown in Table 6. 

That this wide diversity of types of equipment financed under 
the instalment plan has been characteristic of the business for over 
a decade is evidenced in an address by H. B. Lewis, Vice-President 
of Commercial Credit Company, before the American Manage
ment Association in November 1931.2 Mr. Lewis listed the follow-

1 Based on reports to the Securities and Exchange Commission. Data are for year 
ends. 

2 H. B. Lewis, Installment Selling of Industrial Equipment (American Management 
Association, Industrial Marketing Series, I. M. 17), p. 4. 
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Tllhl1 6-PncaNTACE Dun.IBUTioN or Non HoLDINcs or A CoMMERCIAL 
FINANCE CoMPANY, 1936, 1938-40, BY TYPE or EguiPMINT FINANcaoa 

Eq•i pm1nl ' J9.J() J9J9 J9J8 J9J6 

Printing machinery 28.0% 20.9% 21.5% 20.5% 
Hotel furnishings 25.1 11.6 
Dry cleaning equipment 13.7 17.4 15.5 6.1 
Laundry machinery 12.9 14.9 22.2 21.1 
Bottling machinery 4.5 5.7 3.9 
Vending machinery 4.1 
Textile and knitting machinery 3.7 7.1 6.0 12.6 
Store and fountain equipment 2.6 
Lithographing equipment 10.6 10.7 6.7 
Bakery equipment 3.4 3.3 
Box-making equipment 2.0 
Metal stamping machinery . 2.2 
Folding machinery 12.8 
Brewery equipment 11.8 
Miscellaneous 5.4 6.4 8.7 8.4 

ToTAL 100.0% 100.0% 100.0% 100.0% 
$1,863,000 $1,345,000 $1,271,000 $1,220,000 

• Year-end data from reports to the Securities and Exchange Commission. 

ing as types of industrial equipment which were being sold at that 
'time on an instalment payment basis and being financed by Com
mercial Credit Company: 

automotive equipment, amusement equipment, bakers' and confectionery 
equipment, barber and beauty parlor equipment, boilers and tanks, book
binding machinery, bottling and glass machinery, butchers' equipment, 
canning machinery, cigar and cigarette machinery, combustion equipment, 
concrete mixing machinery, contractors' equipment, dairy equipment, 
Diesel engines, dental equipment, electrical appliances, electric furnaces, 
electric motors, floor waxing machinery, gas and oil engines, filing ma
chinery, foundry and steel machinery, hotel equipment, hat blocking ma
chinery, hoists, cranes and conveyors, excavating machinery, flour mill 
equipment, heating systems, ice machinery, irrigating equipment, laundry 
machinery, machine tools, marine equipment, mill supplies, mining equip
ment, oil burners, oil well equipment, package wrapping equipment, paper 
mill machinery, musicians' equipment, printing machinery, projecting and 
sound reproducing equipment, pumps and compressors, refrigerators, road 
machinery, rubber specialty machinery, sewing machinery, shoe manufac
turing and repairing machinery, soda fountains, fumigating and spraying 
equipment, store fixtures, stoves and ranges, textile machinery and wood 
working machinery. 
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From this evidence one generalization can be made as to types 
of products entering into equipment financing, namely that they 
are usually movable and do not become part of the purchaser's real 
estate. This is an important consideration because it affects the 
security interest of the financing agency. There are exceptions, of 
course, in which the equipment, or major parts of it, become a part 
of the real property of the plant or store in which it is installed, 
for example, heating and air conditioning installations and auto
matic power piping and sprinkler systems. While installations of 
this type may not be readily removable, their acquisition on an 
instalment payment basis becomes feasible if they are· a critical 
part of the plant's operating process and can be easily rendered 
unworkable by the financing agency in the event of default. This 
can be done with even the heaviest Diesel electric-generating 
plants; as another example, the nozzles can be taken from an 
automatic sprinkler system and, since the insurance rate payable 
on the property increases immediately, this exerts considerable 
pressure on the debtor to correct the default. The possibility of 
making partial repossessions of this sort is dearly important in 
widening the range of installations that can be financed on an instal
ment payment basis. 

Finally, it should be indicated that equipment purchased on 
an instalment payment basis is sometimes acquired not as a single 
unit but as a collection of items. This is frequently the case with 
sales of garage and service station equipment; a number of items of 
equipment are incorporated into a single conditional sales contract 
and a single instalment note or series of notes. This has the advan
tage, for the buyer, of identical terms on all items and, for the 
financing agency, of greater economy in collection. However, in 
the great majority of cases the instalment equipment paper rep
resents the purchase of a single piece of equipment. 

Types of Concerns Acquiring 
Equipment on an Instalment Payment Basis 

Credit officers experienced in equipment financing contend that 
all types of concerns from the smallest to the very largest are 
actual or potential instalment buyers of income-producing equip
ment. While this is no doubt true, most instalment sales are con
fined to a limited variety of types of concerns. At any rate, the 
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frequency with which this credit device is utilized is much higher 
in some lines of business than in others. 

Our principal source of information on the types of concerns 
acquiring equipment on an instalment basis was a study of the 
financial statements of a large sample of business enterprises. 
The study was based on 6,181 credit reports prepared by Dun & 
Bradstreet, Inc., referring to December 31, 1939, or to a date 
within six months earlier or lat~r, and covering five major indus
trial divisions: manufacturing, wholesale trade, retail trade, con-
struction and service.• · 

In this analysis the most direct information that could be 
obtained on equipment financing consisted of statements in the 
credit reports showing whether the individuai concerns were 
indebted on a chattel mortgage or conditional sales contract basis, 
or were using equipment under a bailment iease arrangement. 

The principal defect of these data is that they may include 
certain debts not incurred for the purpose of acquiring income
producing equipment on an instalment payment basis and thus not 
within the scope of our definition. It is quite possible that some of 
the chattel mortgages reported accompany debts entered into for 

·the purpose of general financing. However, that this is not a major 
source of error has been indicated by a supplementary investiga
tion which showed that of the 444 cases in the Dun & Bradstreet 

·reports only 17 were chattel mortgages covering assets other than 
equipment or automobiles and trucks. Thus the data can be used 
for a rough indication of the market for equipment financing. 

Three main conclusions may be drawn from Table 7 concerning 
the types of concerns most likely to acquire commercial and indus
trial equipment on an instalment payment basis. First, this type of 
credit is extended most frequently to concerns in service industries; 
retail trade · is the industrial group showing the next highest 
frequency of use, and manufacturing next. Second, a larger per
centage of concerns with a low credit rating than of concerns with 
a high rating have been extended credit of this sort. Third, in 
general, a larger proportion of small concerns than of large con
cerns obtained income-producing equipment on this basis. The 

• The procedures followed in selecting the sample and analyzing the balance-sheet 
data are discussed in an unpublished study of the National Bureau of Economic Re
search (Financial Research Program), Industrial and Commercial Debt-A Balance 
Sheet Anal1sis .. 19]9, by Carl Kaysen (ms. 1942) pp. 3-10. 



A'I\\..IL.UI.I~ • .,, !)I' .LUI\U'j .l.l'I.IJ\Joll.ll\.1' Ul\.U\J.t'oll, .;:H;c..t; Ul' \..Ul'l~.t;l\.N ANJJ \..K.t;J)H' ~ATINu• .. 
Ill'" 
~ 

' .. 
AssET Sin or CoNCER.Nb 

Credit Rating- LtJJ than IZS,ooo- IZSO,ooo- $5,000,000 .All 
by Industry IZS,OOO ZSO,OOO 5,000,000 and Ovtr Concerns 

No. % No. % No. % No. % No. % 
Manufacturing 

High 254 5.5% 907 5.3% 731 2.3% 207 .0% 2,099 3.8% 
Low 108 25.0 232 13.4 118 5.1 12 .0 470 13.6 
Total 362 11.3 1,139 6.9 849 2.7 219 .o 2,569 5.6 

Rttail Tradt 
High 595 8.7 423 2.4 11 .0 0 .0 1,029 6.0 
Low 386 24.1 160 12.5 1 .o 0 .0 547 20.7 
Total 981 14.8 583 5.1 12 .0 0 .o 1,576 11.1 

Who/ualt Tradt 
High 177 5.1 585 3.1 149 1.3 6 .o 917 3.2 
Low 26 11.5 151 9.9 20 .0 0 .0 197 9.1 
Total 203 5.9 736 4.5 169 1.2 6 .0 1,114 4.2 

St1TJict 
High 126 13.5 118 7.6 11 .0 0 .0 255 10.2 
Low 115 34.8 60 23.3 7 28.6 3 .0 185 30.3 
Total 241 23.7 178 12.9 18 11.1 3 .o 440 18.6 

Construction 
High 109 5.5 124 ' .8 11 .o 2 .0 246 2.8 
Low 52 13.5 23 4.3 1 .o 0 .0 76 10.5 
Total 161 8.1 147 1.4 12 .o 2 .o 322 4.7 

• Based upon analysis of Dun & Bradstreet credit reports relating to dates within the 12-month period July 1939 to June 1940; the bulk 
of reports were for December 31, 1939. Concerns were counted as using equipment financing facilities if they were indebted on a conditional sales 
contract, bailment lease or chattel mortgage basis.· 

b Each size class is inclusive of the lower limit and exclusive of the upper. "' .... 
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last conclusion applies to each of the major industrial groups, but 
it should be pointed out that even the relatively large concerns in 
the service industries are quite frequently users of equipment 
financing facilities. There are, of course, certain relationships 
between these characteristics. For example, concerns in the service 
industries are mostly small and groups of small concerns tend to 
have a higher proportion of low credit ratings than groups of large 
concerns. (See also Chart 2.) 

The information assembled in connection with the Dun & 
Bradstreet study was examined by minor industrial groupings as 
a supplement to the analysis presented in Table 7. When the sub
divisions of the manufacturing group are studied with respect 
to the use of chattel mortgage credit, it is found that in only six 
of the minor industrial groups were 8 percent or more of the con
cerns indebted on a chattel mortgage b;tSis. These subdivisions 
were as follows: printing and publishing ( 2 8 percent) ; paper 
boxes, etc. ( 14 percent); baking ( 11 percent); beer and alcoholic 
beverages (9 percent); stone (9 percent); saw and planing mills 
(8 percent). Among the minor subdivisions of the retail trade 
group, the following were the most frequent users of chattel 

·mortgage credit: restaurants ( 45 percent) ; grocery and meat ( 27 
percent) ; drug stores ( 23 percent) ; grocers ( 21 percent) ; filling 
stations ( 12 percent). 

The manufacturing and retail trade samples assembled in 
connection with this study were sufficiently diversified to cover all 
principal phases of these major industrial groupings, but only five 
branches of the service industry were analyzed. These subdivisions 
and the percentages of concerns within them using equipment 
financing credit were as follows: cleaners and dyers ( 33 percent) ; 
laundries (25 percent); funeral directors ( 13 percent); year
round hotels ( 12 percent) ; garages ( 10 percent). In no one of 
the subdivisions of wholesale trade or of the construction industry 
were more than 10 percent of the concerns using equipment 
financing. 

Sources of Instalment Equipment Receivables 

In equipment financing the instalment receivables are customarily 
acquired by the financing agency directly, that is, through a relation
ship established with the manufacturer or distributor rather than 
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PERCENT Of CONCERNS IN SPECifiED INDUSTRY, 
SIZE AND CREDIT-RATING CLASSES 

USING EQUIPMENT fiNANCING fACILITIES@ 

D HIGH CAEDIT 
AATING 

0 LOW CREDIT 

RATING 

ASSET SIZE OF' CONCERN 
(IN THOUSAND~ 

A•LESS THAN $25 
•• 25•250 

C•250•5000 

D • 1000 AND OYI!:R 

l• ALL C:ONCI!:IINS 

@)lASED ON 5AioiPL£ STUDY OF DUN AND BRADSTREET CREDIT REPORTS. FOR DATA SEE TAIL£ 7. 
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directly with the buyer. Earlier in this chapter we saw that in some 
lines both manufacturers and distributors are important as sources 
of contracts, while in other lines contracts are purchased almost ex
clusively from one or the other. Considerable importance is attached 
to the relationship between the vendor of equipment and the financ
ing agency. First, it is through this relationship that the financing 
agency hopes to acquire a sufficiently steady an"d sizable volume of 
business to make its operations profitable. Second, through this re
lationship the financing agency frequently obtains additional security 
by means of some kind of recourse arrangement with the vendor. 
Equipment financing of the direct type occurs where loans, secured 
by equipment, are made by financing agencies, in this case usually 
commercial banks, to purchasers of equipment. Where a bank pre
fers to do its financing directly with the buyer of equipment, this is 
generally on the grounds of being able to select credits more dis
criminatingly while avoiding being dependent for business on 
possibly tenuous relationships with dealers or manufacturers. 

Some information on the size {in total assets) of the manu
facturers and distributors providing instalment contracts was 

·assembled with the cooperation of seven commercial banks and one 
commercial finance company. The data show that the manufac
turers supplying instalment contracts range in size of total assets 
from $30 thousand to approximately $7 5 million. As would be 
expected, the largest manufacturers were found to be those selling 
heavy industrial machinery. The range in the sizes of distributors 
was also wide, varying from a low of $8 thousand (in total assets) 
to a maximum of $4 million. The largest distributor reported was 
in the service industry equipment line, a concern with around 
$4 million of assets, while the largest distributor of industrial 
machinery arid equipment had only $2 million of assets. This result 
may, however, he accidental and due to the relatively small size of 
the sample of distributors studied. 

It is to be expected that the average size of distributors originat
ing instalment equipment receivables would be substantially smaller 
than the average size of manufacturers. Thus, the reporting com
mercial hanks and commercial finance companies indicated pur
chases of contracts from 39 manufacturers, of which almost half 
had total assets of between $100 thousand and $500 thousand. In 
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contrast, approximately 50 percent of the distributors had assets 
of between $50 thousand and $250 thousand. 

This information on the size of manufacturers and distributors 
discounting their instalment contracts with financing agencies 
should not be taken, of course, as setting a maximum limit on the 
size of concerns utilizing this type of credit service. Available 
statistical information does not cover the· whole field but it is 
known that the very largest manufacturing companies discount 
their instalment sales contracts, sometimes under established 
financing plans which are arranged with commercial finance com
panies or commercial banks. Furthermore, there are other types 
of financing, essentially similar to the commercial and· industrial 
equipment type of credit arrangement discussed above, through 
which relationships are established between commercial banks and 
distributors or manufacturers of machinery and equipment. An 
example of this is the arrangement by which vendors pledge instal
ment liens as collateral on which to borrow. Some of the very 
largest corporations are borrowers on this basis. Finally,. it is 
important to note that while it is through these· equipment financing 
arrangements that relatively small concerns obtain the credit 
necessary to acquire income-producing equipment, this end is 
accomplished through an arrangement which relates the financing 
agency to a relatively large or medium-sized corporation. 



r---5----. 
Characteristics of Credits 

IN THIS DISCUSSION of the characteristics of instalment equipment 
financing we shall limit ourselves almost wholly to obligations 
owed by the ultimate users of equipment i!l the form of conditional 
sales contracts supported by notes or of instalment notes secured 
by chattel mortgages. It will not be possible, owing to the very 
fragmentary character of available information, to discuss fully 
the third type of instalment equipment financing, m1mely, loans to 
sellers of equipment secured by the assigned instalment obliga· 
tions of buyers. Treating the instalment sales contracts and instal
ment loans separately, we shall discuss the size, down payment and 
maturity characteristics of the credits and the usual features of 

·their repayment schedules. 
A number of conditions combine to shape the features of equip

ment financing contracts. Important among these are the charac
teristics of the equipment being acquired; in most cases this means 
the characteristics of a single piece of equipment. Thus, the orig
inal amount of the contract depends in large part on the purchase 
price of the equipment, its maturity depends chiefly on the equip
ment's anticipated service life and the down payment is set with 
reference, among other things, to the expected repossession value 
of the equipment. There are other conditions, of course, that are 
important in determining the characteristics of equipment financing 
contracts, namely, the credit standing of the obligor, the type of 
recourse arrangement, if any, that the financing agency establishes 
with the manufacturer or distributor and, lastly1 the competitive 
conditions under which contracts are acquired. Each of these condi
tions will be taken account of in the following discussion but, since 
they act jointly to determine the characteristics of equipment 
credits, it is generally impossible to indicate more than qualitatively 
the specific effect of any one. 

56 
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Face Amount of Contracts 

Income-producing equipment is far from a standardized product 
but items of equipment can be grouped into broad classes to discuss 
the characteristics of the instalment credits that arise out of their 

Table 8-CoNTRACT AMOUNTS IN EQUIPMENT FINANCING, BY 
TYPE OF EQUIPMENT· . 

Numbtr of Rangt of Fact 
Typt of Equipment Companiu Amount of 

Rtporting. Contracts 

Dental, medical and surgical equipment 
Beauty parlor and barber equipment 

Store, restaurant, hotel and bar equip
ment (inc. food machinery) 

Typewriters, cash registers, calculators 

6 
19 

26 

and accounting machines 4 
Textile machinery 5, 
Heating and plumbing 4 
Bottling equipment 2 
Printing machinery 4 
Commercial laundry, dry cleaning and 

pressing machinery 10 
Power shovels, cranes, draglines, scrapers, 

$10()-4,000 
$40-6,000 

$5o-6,700 

$3Q-10,000 
$20Q-75,000 
$5Q-15,000 
$5Q-20,poo 

$50Q-150,000 
' 

$10Q-156,000 

(A few contracts at 
$10,000) 

(A few contracts from 
$10,000 to $12,000) 

crushers and rollers 6 $1,ooo-SO,OOO (A few contracts as 
high as $500,000) 

Tractors and construction, road building 
and farm machinery 16 

Garage and service station equipment 4 
Diesel engines 7 
Compressors, mining and oil field equip-

ment 4 
Paving equipment 2 
Commercial refrigeration and air con-

ditioning 20 
Soda fountains, tee cream cabinets, 

freezers, carbonators and soda coolers 3 
Dairy equipment 2 
Baking equipment 3 
Diners 3 
Trucks, trailers and barges 9 
Bowling and billiard equipment 2 
Commercial musical instruments 2 
Machine tools 3 

$25Q-85,000 (One contract at 
$140,000) 

$75-3,000 
$80Q-100,000 

$1,00Q-25,000 
$2,00Q-30,000 

$225-20,000 

$16Q-5,000 
$175-2,300 
$20Q-5,600 

$1, 70Q-19,000 
$1,00o-60,000 

$13Q-15,000 
$J,20Q-10,000 

$50()-4,000 

• Based on questionnaire returns from 166 manufacturers and financing agencies received 
around mid-1941. ' 
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sale.1 This has been done in Table 8, which presents 24 classes of 
commercial and industrial equipment and gives the range of 
original contract amounts for each class. The largest contracts 
reported were for $500,000, representing obligations growing out 
of the purchase of what must have been several units of heavy 
excavation equipment; the smallest were for $30, representing 
typewriter sales. Contracts of largest amount seem to arise out of 
the purchase of manufacturing and construction machinery and 
equipment (for example, textile, printing, and commercial laundry 
machinery, Diesel engines, power shovels, trailers and barges). 
In general, contracts of small minimum amount arise out of equip
ment sales to service industry concerns, where maximum instalment 
credits rarely exceed $4,000 or $5,000. 

The fact that the range of contract amounts is wide in almost 
every one of the 24 product classes given in Table 8 is due to the 
broad nature of the classes of equipment ·used. For example, con
sider even a specific type of equipment such as theater or church 
seating. It is quite possible that such contracts might vary in 
amount over a wide range; the contract might amount to only a 
few hundred dollars while the installation of seating in a large 

. theater might involve an obligation of $20,000. Likewise, in the 
installation of an automatic sprinkler system the contract amount 
might be anywhere between $1,000 and $7 5 ,000. Particularly 
striking is the wide range of contract amounts for purchases of 
Diesel engines, commercial laundry equipment, printing machinery, 
and office equipment. 

Despite this wide disparity in contract amounts, in any particular 
line. of financing there tends to be a concentration at one contract 
size. Manufacturers, distributors and the financing agencies 
cooperating in the present study were asked to state the amount at 
which most of their contracts were originated or acquired. In 
almost every case it was possible to give such a figure, although it 
was, of course, a rough approximation. Out of a total of 169 
replies, 141 stated that the bulk of their contracts were originated 

1 Information on the characteristics of individual credits was -assembled by means 
of a questionnaire sent around mid-1941 to 36S manufacturers of machinery and 
equipment and from reports submitted to the National Bureau by SO instalment 
financing agencies. In each case the seller or financing agency was asked to state the 
type of equipment financed, the size of credits involved and the typical terms carried 
by contracts. 
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or purchased at $5,000, or at a smaller figure. Of these· 141 
financing arrangements, 4 7 reported a concentration of contracts 
at amounts between $100 and $500, 39 between $500 and $1,000, 
and 55 between $1,000 and $5,000. None of the companies re
ported a figure of less than $100 each; for 12 concerns the bulk of 
contracts were for amounts between $5,000 and $10,000 and, for 
16 concerns, for amounts in excess of $10,000. Owing to the het
erogeneous nature of the equipment financed, no detailed analysis 
has been made of the relation between type of equipment and the 
most frequent contract amount. It is broadly true, however, that 
contracts of smaller amounts, that is, where the bulk of contracts 
are $1,000 or less, originate primarily in sales of equipment to the, 
service industries; while contracts of larger amounts, where the 
bulk are over $5,000, generally arise out of sales of heavy machine 
installations to manufacturing concerns. 

Down Payment Provisions 

!\finimum down payments in equipment financing are governed 
by two main considerations, the creditworthiness of the individual 
or concern making the purchase and the nature of the equipment. 
Other things being equal, the required down payment reflects 
principally the financing agency's judgment of the credit strength 
of the purchaser, but in all classes of equipment it is necessary to 
take account also of the repossession value of the equipment and 
any provisions there may be for recourse by the financing agency 
on the vendor in the event of default by the purchaser. There is no 
rule, of course, for determining the appropriate minimum down 
payment. But the following has been suggested as a rough guide: 
at least twice the amount that must be deducted from the original 
value of the equipment in order to find its resale value immediately 
after installation. In a particular case the amount of this deduction 
might equal the sum of freight and insurance charges and deprecia
tion of equipment immediately upon installation. This measure for 
determining minimum down payment is defended on the ground 
that considerable expense must generally be incurred in order to 
repossess, recondition and resell equipment in the event of debtor 
default.2 Clearly, the most difficult factor to assess is that of 

2 H. B. Lewis, Installment Selling of Industrial Equipment (American Management 
Association, Industrial Marketing Series, I. M. 17) p. 6. 
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obsolescence, which varies considerably on different types of equip
ment and is always largely an unknown quantity. Installation costs, 
if included in the original contract, and the dealer's mark-up will 
also affect the amount of the minimum down payment. 

Information assembled from manufacturers, distributors and 
financing agencies shows that, while there is considerable variation 
in the percentage down payment required on different. types of 
equipment, it tends to vary between 20 and 33 31 percent of the 
time price of the equipment sold. It should be mentioned at this 
point that the actual down payment is frequently considerably in 
excess of the minimum required down payment. 

Taking the broad classifications of equipment and fixtures sold 
to such concerns as stores, hotels, bars, barber and beauty shops, 
garages, service stations and amusement places, the most fre
quently reported minimum down payment was 20 percent, although 
in some instances contracts were accepted with a minimum down 
payment of as little as 10 percent. Higher down payments were 
reported in a few instances for equipment sold to beauty and 
barber shops. The down payment required on the installation of 
bowling and billiard equipment was as high as 33 31 percent, reflect· 
ing both the relatively low credit standing of many concerns oper
ating in these fields, and the repossession costs on equipment of this 
type. 

Installations of commercial refrigeration and air conditioning 
were reported from all sources as most frequently requiring a 
minimum down payment of 20 percent. In a few instances the min
imum down payment was reported as 10 percent and. in some cases 
as high as 3331 or 50 percent. There is some evidence that the 
highest minimum requirements were attached to sales of beverage 
cooling equipment to relatively small concerns. 

In general, the minimum down payment required on installations 
of industrial and farm equipment is somewhat lower than in the 
trade and service industries. A fairly large proportion of the mini
mum down payments reported on factory and far~ machinery was 
19 percent. In some cases contracts were reported as originating 
with either no down payment at all, or with a provision calling for 
only 5 percent (for example, in sales of office machinery such as 
cash registers, calculating and accounting machines). It is interest
ing to note that even the heaviest machinery, and that involving the 
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highest cash selling price, was frequently reported as being· sold 
on an instalment basis with a 10 percent down payment. This 
applies to sales of power shovels, heavy road machinery, conveying 
machinery, and Diesel engines. It se.ems probable that this situa
tion is explained by the fact that in the case of office equipment the 
machinery. is readily repossessible and has a wide and easily acces
sible resale market, while installations of heavy machinery are 
made mainly for concerns having a high credit rating and thus 
warranting relatively liberal credit terms. However, some installa
tions of heavy printing machinery were reported with minimum 
down payments of 50 percent. 

Only a few of the reported contracts could be classified under, 
the general heading of transportation equipment; these. were 
trailers, trucks and barges, and in all cases bore minimum down 
payment provisions of either 20 or 25 percent. 

Term of Contract 

In establishing the maximum period over which the purchaser of 
equipment is permitted to make payment, consideration is given to 
the following main factors: ( 1 ) the expected' service life of the 
equipment or machinery being installed and its expected rate of 
depreciation; ( 2) the savings in cost anticipated from the installa
tion of new machinery or equipment, or the increased profitability 
of the concern if the installation represents an expansion of facil
ities; and ( 3) the financial ability of the buyer to make repayments 
out of available incoming cash. Obviously there are no general 
rules to be followed in determining the maximum term of contract, 
but as a point of departure credit officers frequently take one
quarter of the estimated productive life of the equipment. Alter
natively, the term of the contract may be set by determining the 
period of time necessary to pay out the full amount of the contract 
where instalment payments are assumed to equal one-third of the 
annual savings or increase in earnings expected to result from the 
uses of the equipment. 

It should be emphasized again that equipment financing, par
ticularly where it involves the acquisition of expensive units of spe
cial purpose machinery, is not a standardized procedure. Contract 
length must be set in the light of the special circumstances of each 
particular case. Evidence assembled on th~ financing of equipment 
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and fixtures sold to hotels, stores, bars, restaurants and such other 
service establishments as garages, service stations, and amusement 
places indicates that contracts ate most frequently written on this 
type of business with a maximum term of either 24 or 36 months. 
Some contracts were reported carrying shorter maximum repay· 
ment periods, but these were distinctly in the minority, and in no 
case did they cover a period of less than 12 months. Contracts for 
commercial refrigeration and air conditioning installations also 
carried maximum terms of from 24 to 36 months. In one instance, 
namely, the installation of oil burning furnaces, contracts were ex· 
tended for periods as long as five years. 

The more liberal down payment terms on equipment sold to 
manufacturing companies, as contrasted with equipment sold to 
concerns in service and trade industries, are paralleled in the case 
of maximum contract periods. Machinery and equipment sold on 
an instalment basis to manufacturing companies is paid for, in 
general, over periods of 24 to 36 months but there were a substan· 
tial number of cases reported by manufacturers, distributors and 
financing agencies of such equipment being sold on 4 or S' year 
terms. One company stated that it had sold printing machinery on 
contracts permitting instalment payments over a period of six 
years. Other cases of manufacturing equipment sold on relatively 
long terms, that is for periods of four or five years, included auto· 
matic sprinkler and commercial laundry equipment, Diesel engines, 
and bottling equipment. Finally, transportation equipment such as 
trailers, trucks and barges is sold with shorter maximum contract 
periods, namely, 12, 18, or 24 months. 

Repayment Provisiom 

In the majority of cases, contracts arising out of the instalment 
sale of income-producing equipment are payable in equal monthly 
instalments. There are, however, certain exceptions. Instalment 
sales to farmers of equipment such as tractors, harvesting rna· 
chinery, pumping and spraying equipment are generally payable in 
one or two instalments which fall due at the end of crop harvesting 
seasons. For example, one company selling agricultural machinery 
reports that it requires one-quarter payment down, one-quarter 
payment on delivery, one-quarter payment in the first fall after 
delivery, and one-quarter in the second fall after delivery. The 
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principal exception to this characteristic of farm machinery paper 
is found in sales of equipment to dairy farmers, in which case pay· 
ments are made on the usual equal monthly payment basis. 

Other exceptions to the equal monthly payment plan occur on 
sales of equipment to taverns, summer hotels, and ice cream pro
ducing plants. These contracts frequently call for higher payments 
in the summer months than in the winter months, possibly no pay
ments at all during winter months. An adaptation of the repayment 
schedule to the seasonal character of the business utilizing the 
equipment is found also in the financing of bowling alley equipment. 
These contracts may cover not only the bowling alley itself, but 
also the miscellaneous equipment utilized in connection with the, 
alley, such as bars, soda fountains, etc. On contracts of this kind it 
is usual for the obligor to be relieved of payment during the 
summer months of June, July and August. Thus a contract calling 
for amortization over a period of 36 months will require only 27 
payments. 

The character of the repayment schedule is affected also by the 
credit standing of the obligor and by the obligor's cash collection 
schedule. On sales of equipment to contractors the contract may 
call for monthly payments of equal amount, while if this same 
equipment is purchased by a public body the contract may permit 
either quarterly or annual payments. Another example of the 
adaptation of repayment provisions to the credit standing of the 
obligor is found in the plan of converting monthly into weekly 
payments if the repayment record of the obligor shows signs of 
deteriorating. Of course, all conditional sales contracts provide for 
an acceleration of the total amount of the debt at the discretion of 
the financing agency, if the debtor defaults on any one of the con
ditions of the contract. 

Repayment schedules are sometimes established by reference to 
the savings that are anticipated from the use of ~he equipment or 
to the anticipated increase in earnings where the equipment con
stitutes an expansion of facilities. In such cases a year's payment 
may equal one-third of the total amount of the annual savings. 
This may be paid on an equal monthly basis, although in some 
instances, for example in installations of sprinkler systems and 
power piping projects, payments are made on a quarterly or annual 
basis. While it is possible to use the savings argument as a sales 
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promotion device in connection with almost any type of commercial 
and industrial equipment, it is only in rare instances that it is 
possible to make definitive calculations of the amount saved. The 
most obvious examples are those involving savings in insurance 
premiums; another is power plant installations, where it is possible 
to estimate the savings per unit of product manufactured by com
paring the cost of purchased power with the cost of power gener-
ated in the plant. ... 

Discussions with financing agencies reveal that even though it 
is possible to demonstrate that savings of fairly certain amount 
will be effected through the installation of machinery, it is cus
tomary to require a minimum monthly or other periodic payment 
on the contract, with the proviso that an additional amount will 
be paid if the savings are actually in excess of the stipulated min
imum. In some instances (doubtless rare) equipment is sold for 
$1, although it has a market value of as much as $60 or $70 
thousand, on the condition that the vendor will receive the savings 
effected through the installation of the equipment over a certain 
period of time. Such an arrangement clearly calls for a very 

. definite calculation of anticipated savings. 
Another type of repayment plan is used in financing vending 

machines and coin-operated equipment. In the case of vending 
machines the finance company arranges to take either a minimum 
monthly payment or a certain proportion of the total monthly 
receipts, whichever is larger. This equipment generally accumulates 
receipts at a rate sufficiently rapid to amortize the contract in a 
period of from one year to 15 months. Coin-operated equipment 
is that which is serviceable only upon the deposit, in a coin-receiv
ing attachment, of a sum of money which permits the equipment 
to operate over a certain time period. On equipment of this type 
the financing plan generally calls for either a minimum monthly 
payment or a fixed proportion of the total receipts, whichever is 
larger. 

Instalment Equipment Credit Extended by Commercial Banks 

One type of equipment credit extended by commercial banks is 
the direct loan made to the purchaser of equipment for the specific 
purpose of such acquisition, the loan being repayable in regular 
prescheduled instalments and secured by a lien on the equipment. 
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This may be referred to as direct financing and is comparable to 
direct consumer financing where instalment loans are made to 
consumers to enable them to purchase, say, an automobile. Data 
will be presented below on the size characteristics of these loans. 
The other type of equipment financing is the indirect sort, occur
ring where a bank discounts instalment paper for the seller of 
equipment. This, in turn, is comparable to· consumer instalment 
financing where the paper held by .. the. bank is acquired through 
dealers or other retail outlets. Since the indirect type of financing 
involves the discount of notes supported by conditional sales con-, 
tracts, the features of which have been described above, the 
characteristics of such credits need not be discussed here. Informa
tion is given below, however, on the amounts of the loan balances 
created to the account of manufacturers and distributors of 
machinery and equipment when banks discount their instalment 
sales contracts. 

Information on direct equipment financing by commercial banks 
was acquired through a questionnaire survey. made during . the 
summer of 1941. Reporting banks were distributed widely as to 
their deposit size, and according to the size of the city and region 
in which located. The banks were asked to indicate whether they 
made direct loans for the purpose of acquiring equipment, securing 
these loans by liens on the equipment acquired, and if so, what 
amount and number of such loans they had on their books. Loans 

1 
of this kind were reported by 62 banks. 

The results of the study are tabulated in Table 9 and show 
that the loan balances averaged about $35,000 per customer. They 
were substantially higher in the larger reporting banks than in the 
smaller banks, and banks in larger cities made larger loans than 
ianks in smaller centers of population. Finally, the largest loan 
>alances were reported by banks located in industrial regions. It 
;hould be noted that the average loan balance shown is misleading 
ts a representation of the lending of all banks covered; very small 
oan balances (substantially below the average for all banks) were 
:eported by banks with deposits of $1 million or less, by banks 
.ocated in cities of less than 500,000 population and by banks in 
.ess industrialized regions. {See Chart 3.) 

No statistical information is available on down payment or 
.ength of contract provisions on these loans, although it is generally 
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AVE:RAGE: AMOUNT Of COMME:RCIAL BANK E:QUIPME:NT 
LOAN BALANCE:S Of BUYE:RS AND OF MANUFACTURE:RS 

AND DISTRIBUTORS, BY CLASS OF BANK@ 

D AYt~AGt IALANCt 
Or EQUI~MI:NT USE:~ 

D AYEIIAGt IALANCI: 
OP' MANUrACTUAE~ 
0~ DIST~IIUTOR 

DEPOSIT SIZE OF' BANI\ 
(IN THOUSANDSJ 

A • $1000 0~ U:U· 
• • 1000-5000 

c • 5000 - 10,000 

D • 10,000-50,000 

1: • OYI:~ 50,000 

REGION 

A • NEW ENGLAND 

I • MIDDLE ATLANTIC 

C • EAST NORTH CENTRAL 
D • WEST NORTH CENTRAL 

E • SOUTH ATLANTIC 

r • EAST SOUTH CENTRAL 

G • WE5T SOUTH CENTRAL 

H • WOUNTAIN 

I • PACiriC: 

SIZE OF' CITY 

A • UNDER 10,000 

•• 10,000- 50,000 

c: • 50,000 - 100,000 

D • 100,000 - 500,000 

t • 500,000 AND OYI!:R 

@ IA5ED ON A SAMPLE STUDY. FOR DATA SEE TAILES ' AND 10. 
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Tabu 9-AVERAGE AMouNT oF DIRECT EQuiPMENT LoANs 
1\IADE BY CoMMERCIAL BANKS, BY DEPOSIT SIZE OF BANK 
SizE OF PoPULATION CENTER AND REGION IN \VHicH BAN~ 
Is LocATED• 

Reported Loaa Ba!aMes 

N1lmhn- Average 
of Ba"ks Number Amountb Amount 

Dtpoiit Siu of Ba"k-
$1,000 or less 9 27 $46,361 $1,717 
t,ooo-5,000 14 62 475,545 7,670 
5,()()()-10,000 5 23 444,803 19,339 
10,()()()-50,000 17 29 2,701,547 93,157 
Over 50,000 17 62 10,617,564 171,251 

Siu of Cnan of Popvlatwtfl 
Under 10,000 13 64 550,324 8,599 
1 o,ooo-50,000 3 16 232,500 14,531 
50,()()()-100,000 8 27 231,819 8,586 
100,()()()-500,000 21 164 1,969,079 12,007 
500,000 and over 17 132 11,302,098 85,622 

kgio" 
New England 3 8 120,200 15,025 
Middle Atlantic 14 102 5,908,376 57,925 
East North Central 15 145 3,741,070 25,800 
West North Central 12 61 2,876,296 47,152 
South Atlantic 6 23 464,205 20,183 
East South Central 2 15 549,000 36,600 
West South. Central 2 4 8,910 2,228 
Mountain 2 7 22,000 3,667 
Pacific 6 38 595,763 15,768 

Au. J.EPOJ.TING BANKS 62 403 $14,285,820 $35,449 

• Based on a questionnaire survey. See Appendix A for coverage of survey and question
naire used. 

b Outstandings as of approximately August 31, 1941. 
• Total deposits in thousands of dollars. Each size class is exclusive of the lower limit 

and inclusive of the upper. 
tl Each size class is inclusive of the lower limit and exclusive of the upper. 

understood that these are similar to the down payment and length 
of contract provisions carried by conditional sales contracts as 
~iscussed above. 
1 

Information on the amount of the loan balances held by banks 
~n connection with their activities in discounting instalment paper 
for manufacturers or distributors, that is, in indirect equipment 
rancing, was also assembled through this questionnai~e. Table 10 
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Tahl1 10-AvER.AGE AMouNT OF CoMMERCIAL BANK. EQUIP-
MENT LoAN BALANCEs OF MANUFACTURERS AND DISTRIB-
UToRs, BY DEPOSIT SizE OF BANK., SIZE or PoPULATION CEN-
TER AND REGION IN \VHICH BANK. Is LocATED• 

Rlporltd Loan Balanus 

Nambw Average 
of Banlts Number Amountb Amount 

Dtposit Sizt of Blnt.k• 
$1,000 or less 10 50 $244,023 $4,880 
l,()()()-5,000 17 64 460,724 7,199 
5,()()()-10,000 • 5 29 310,250 10,698 
10,()()()-50,000 16 47 1,829,929 38,935 
Over 50,000 l3 186 8,258,742 44,402 

' Sizt of Ctnkr of Popalation• 
Under 10,000 14 63· 368,884 5,855 
10,()()()-50,000 8 38 194,000 5,105 
50,00()-100,000 7 22 223,263 10,148 
100,()()()-500,000 22 88 2,933,097 33,331 
500,000 and over 10 165 7,384,424 44,754 

Rlgio11 
New England 2 3 35,000 11,667 
Middle Atlantic: 18 71 4,362,891 61,449 
East North Central 10 136 2,860,915 21,036 
West North Central 10 38 550,873 14,497 
South Atlantic: 6 23 534,697 23,248 
East South Central 3 14 192,000 13,714 
West South Central 3 4 284,160 71,040 
Mountain 4 12 86,667 7,222 
Pacific: 5 75 2,196,465 29,286 

Ai.L JlEPOll.TING BANE.I 61 376 $11,103,668 $29,531 

• Based on a questionnaire survey. See Appendix A for coverage of survey and question
naire used. 

It Outstandings as of approximately August 31, 1941. 
• Total deposits in thousands of dollars. Each size class is exclusive of the lower limit 

and inclusive of the upper. 
• Each size class is inclusive of the lower limit and exclusive of the upper. 

shows that, in general, the sizes of loan balances created for manu
facturers and distributors are substantially the same as the sizes 
of balances growing out of direct loans made to purchasers of 
equipment. Loan balances are highest in the largest banks, in 
those located in larger cities, and in industrialized regions, while 
small banks, banks located in small centers of population and in 
less industrialized regions report relatively small loan balances. 
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There is no direct information on the average amounts of con
tracts held by commercial finance companies for individual manu
facturers and distributors in connection with their equipment 
financing, but it is generally understood that these balances are far 
in excess of the $30,000 average reported by the commercial banks 
(Table 10). This might be expected in view of the fact that the 
commercial finance company can act as a national financing agency 
whereas the commercial bank operates under laws which permit 
no more, in any case, than state-wide branch banking. This gives 
the commercial finance company an advantage in financing sales 
of manufacturers having a national market. Of the manufacturers 

• 
reporting that their contracts were discounted with an independent 
sales finance company, several indicated that their total instal
ment sales were as much as $5 00,000 annually and there were a 
fair number of cases of manufacturers discounting over $100,000 
worth of sales annually with a single commercial finance company. 

\ 

Additional Services Offered by Financing Agencies 

In addition to supplying funds to manufacturers and distributors 
through discounting instalment contracts, the financing agencies 
engaged in equipment financing, and particularly the commercial 
finance companies, offer accessory or supplementary services. Of 
these the most important are credit appraisal and credit collection. 
Even if the manufacturer or dealer originating the instalment con
tracts has a credit department, and even if the contracts are pur
chased by the finance company under a fuU or limited recourse 
arrangement, the commercial finance company always maintains a 
specialized credit department the function of which is to examine 
and accept, or reject, the instalment contracts offered by the ven
dor. Obviously, this is an essential service where the vendor does 
not operate a credit department, but even where such a depart
ment is operated the judgment of the finance company serves as a 
constant check on the manufacturer's or dealer's credit depart
ment. Under a recourse arrangement, the careful selection of 
credits by the financing agency reduces the credit losses that the 
seller may be required to assume. 

In almost all cases the commercial finance company or the com
mercial bank financing instalment sales makes collections directly 
from purchasers. One of the most important problems raised 
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in this connection is the possibility that the collection methods used 
may alienate the client of the manufacturer or distributor. 
Financing agencies, therefore, make considerable point of the tact 
with which they conduct this phase of their operations. They also 
point out in their sales literature that collections by them rather 
than by the vendor will often permit a firmer collection policy. In 
order that they may be fully advised and given an opportunity to 
forestall such collection difficulties, the sellers are often supplied 
with records of delinquency on contracts originated by them and 
copies of the more important 11dunning" letters sent to their cus
tomers. 

Another supplementary service in equipment financing is that 
frequently referred to as legal documentation. Where a financing 
agency does a considerable amount of equipment financing it is in a 
position to give advice regarding the most effective formulation of 
title retention contracts, mortgages, notes and leases, whichever 
may be the type of instrument most appropriate to the financing 
operations at hand. The diversity of state laws and the variation 
in local filing requirements place a considerable premium upon 
such specialized legal advice. 

Because of the diversity of types of equipment financed under 
these arrangements, it is often necessary for the financing agency 
to formulate special "plans" in connection with the sales of a 
particular manufacturer or distributor. Its experience in the 
financing of income-producing equipment often enables the 
financing agency to formulate these plans more easily than could 
the manufacturer or dealer. Furthermore, the plans may be formu
lated on a "group" basis, enabling the purchaser to acquire several 
equipment items at the same time, even though the individual 
items are manufactured by different companies. Plans of this kind 
have been used in the financing of beauty parlor, service station, 
medical and dental equipment. 

Problems having to do with the engineering aspects of equip
ment and machinery installations are generally taken care of by 
the manufacturer or distributor, but in some instances commercial 
finance companies maintain specialized engineering staffs to give 
advice to their clients. Cases of this kind are known to exist in the 
financing of automatic fire extinguisher equipment, where the 
financing agency makes engineering surveys and estimates the sav-
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ings to be made on insurance premiums through the installation of 
the sprinkler systems. 

In many respects these supplementary services are similar to 
those offered to dealers and other retail distributors in connection 

..rith instalment sales to consumers. But one supplementary service 
frequently associated with the financing of consumer goods, 
namely, inventory loans to dealers on the so-called "floor plan," 
js not generally associated with the financing of income-producing 

tqu\pment. 



r----6----.. 
Operating lUethods, Charges and 
Credit Experience 

So MANY DIFFERENT TYPES of equipment are purchased on an 
instalment basis that only a basic uniformity can be expected in the 
operating methods of equipment financing. While the financing 
agency inevitably focuses its credit appraisal activities on the 
repossession value of the equipment and on· the creditworthiness of 
both buyer and seller, the details of specific procedures vary widely 
as between types of equipment. It will be possible, therefore, to 
describe only the general outline of equipment financing procedures 
and operating results; specialized techniques in equipment financing 
will be illustrated by a few examples. 

Credit AnalysiJ and Standard! 

In equipment financing the credit analysis deals with three main 
elements: ( 1) the equipment in which the vendor retains title 
or which serves as collateral security; ( 2) the seller, whose credit 
position and engineering responsibility may be of strategic impor
tance since he frequently accepts a contingent liability' on both the 
product and the instalment paper; and ( 3) the purchaser, whose 
general credit standing is to be investigated. In different deals 
these three elements are assigned different degrees of importance. 
Actually, in some cases one of them may be of negligible impor
tance. Furthermore, the credit judgment on any one of these 
elements is conditioned in part by the credit judgment arrived at 
in connection with the other elements. These qualifications should 
be kept in mind in the following discussion. 

Equipment as Collateral Security 

The extent to which the financing agency depends on the repos
session value of equipment as a security device in extending credit 

72 
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is determined by the nature of the equipment and the credit stand
ing of buyer and seller. The equipment is customarily considered 
important as collateral security and considerable attention is there
fore given to its repossession value. On the other hand, the 
recourse arrangement may be so strong that relatively little reli
ance is placed on the resale value of the equipment. In any case 
the financing agency must establish, before the conditional sales 
contract is purchased, that the buyer is satisfied with the instal- -
lation. To this end it may require a "certificate of completion," or 
require the seller to provide a "performance bond" along with a 
guarantee to repurchase any equipment or machinery that proves' 
unsatisfactory to the buyer on grounds of technical inefficiency. 
In other words, the vendor ordinarily guarantees the product and 
its installation, even though he may not guarantee the instalment 
paper. 

When a relatively heavy and expensive unit of machinery is 
involved, the financing agency may retain the service of an engineer 
to determine the suitability of the equipment for the purposes in 
hand and to estimate the savings to be expected from its use. This 
is only indirectly connected with the credit value of equipment as 
collateral security, but it is a significant part of the investigation 
because of the light it throws on the ability of the buyer to make 
repayments. 

Another principal problem in equipment financing is that of 
determining the resale value of equipment. Where the equipme_nt 
is in relatively heavy units, such as Diesel electric power generating 
plants, repossession may be very costly, perhaps technically impos
sible, and the resale market may be "thin" or difficult to find. This 
means relatively heavy repossession, reconditioning and reselling 
costs and thus a lower net resale value. On the other hand, lighter 
equipment, such as barber chairs, may be easy to repossess and may 
have a very active resale market. The fact that commercial and 
industrial equipment is less homogeneous than consumer durable 
goods and is sold in much smaller volume makes the problem of 
determining resale value extremely difficult. Furthermore, the rate 
of depreciation is relatively high in commercial and industrial 
equipment, and obsolescence is generally a source of value reduc
tion that cannot be estimated at all accurately. Where the machin
ery is for a special purpose and is difficult or impossible to 
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repossess, and, beyond that, is subject to a high rate of deprecia· 
tion, it is obviously necessary for the financing agency to depend 
more on the credit standings of the buyer and seller and to com
pensate in some way for the special hazards of that specific type 
of financing. It is possible to compensate in part for the extra 
hazard of specialized machine financing by recourse arrangements 
with the seller, by advancing a smaller percentage on the face 
amount of contracts purchased, by requiring the buyer to make a 
larger down payment, to repay the debt over a shorter contract 
period, to give additional security in the form of chattel mortgages 

. on other items of equipment, or to supply personal endorsements 
of third parties. 

The Vendor of Equipment 

·From the point of view of credit analysis the vendor, whether 
manufacturer or dealer, is important in two principal ways. First, 
as indicated above, the vendor is responsible for the satisfactory 
performance of the equipment. Thus, if the purchaser has valid 
reasons for dissatisfaction with the equipment and defaults on 
his conditional sales contract for that reason, the financing agency 
is assured that the vendor will promptly discharge his liability to 
make a satisfactory settlement. 

Second, the vendor may assume a contingent liability on the 
instalment paper arising out of the conditional sale. The financial 
responsibility of sellers varies a great deal. In some instances the 
vendor of the merchandise is a prime credit risk easily able to 
obtain ample amounts of unsecured credit and discounts contracts 
chiefly in order to obtain the corollary services provided by the 
financing agency. A recourse arrangement with such a company is, 
of course, sufficient in itself to ensure freedom from credit loss. 
Where such a guarantee is available, the financing agency may 
have little or no interest in either the collateral security provided 
by the equipment or in the creditworthiness of the buyer. On the 
other hand, the seller's credit standing may be very low (a con
dition frequently encountered where equipment is distributed 
through dealers), in which case the appraisal of equipment is held 
to be of primary importance. On occasion, the financing agency 
may support its position by recourse on both the manufacturer and 
the equipment dealer. 



Operating Practice. 75 

In ascertaining the credit standing of a client desiring to discount 
contracts with the financing agency a credit investigation is made 
similar to that which would be made if the seller were applying for 
a regular commercial loan. A credit file including balance sheets 
and income statements covering a period of time is assembled; the 
applican~'s position in the industry, and his present and prospective 
competitive standing and earnings are investigated. His instal
ment accounts receivable are studied carefully with respect to down 
payment, term of contract, delinquency and loss experience over 
the past years. 

Following upon this investigation a credit line may be estab
lished which limits the maximum amount of instalment paper to be 
held at any time. Since the vendor is liable, under a full recourse 
arrangement, for only that part of the instalment paper proving 
to be unacceptable, it is sometimes stated that this credit line may 
be set at a point in excess of what would be acceptable for the 
usual credit line. Thus, if $100,000 were an appropriate maximum 
credit line on a commercial loan basis, and if a 10 percent loss is a 
conservative estimate of the maximum expected defaults, the 
financing agency might be willing to hold very much more than 
$100,000 worth of paper on which the manufacturer maintains a 
contingent liability. 

The Buyer of Equipment 

The final element in the credit appraisal problem is the credit~ 
worthiness and financial responsibility of the purchaser. Here 
again credit standing may vary all the way from the lowest to 
the very highest ratings. The extent to which the financing agency 
concerns itself with the purchaser's credit standing depends on 
the type of recourse arrangement that can be made with the seller 
of the equipment and on the equipment's repossession value. None
theless, it is stated by some of the commercial finance companies 
·that, even though they have full manufacturer recourse, a separate 
credit investigation is made for each contract in order to minimize 
the exercise of recourse privileges. If the buyer of the equipment 
is a large concern the necessary credit information can be readily 
obtained. However, since much equipment financing is done for 
the service industries where companies are relatively small and 
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little known, buyers are frequently of low credit standing and may 
be unlisted and unrated concerns. 

An additional credit complication is the fact that much of the 
equipment is sold to professional men, such as doctors and dentists. 
Under such circumstances it is necessary to make a judgment 
regarding credit on grounds quite different from those relevant to 
investigations of manufacturing or trading concerns. For a young 
dentist setting up an office the credit investigator attempts to make 
a judgment concerning the neighborhood in which the office is to 
be established and an appraisal of the dentist's technical and per
sonalqualifications as well as of his financial responsibility. 

Supervision of Accounts 

Once an arrangement for the purchase of instalment contracts 
has been made with a vendor of equipment there begins a credit 
relationship which may last for a considerable period of time. 
Over this period the financing agency holds varying amounts of its 
clients' receivables, either collecting on these receivables directly or 
receiving collections from the manufacturer or dealer. Under this 
revolving credit arrangement there is a constant turnover of receiv
ables. As in all banking arrangements of this type, the balance 
under such a plan is subject to continuing supervision or policing. 
This means that a running record will be' kept of the amount of 
outstandings held, contracts purchased and collections received, 

. and that frequen·t inventories will be taken to provide distributions 
of receivables by maturity, down payment and type of equipment 
represented. Beyond this, information is assembled, at least every 
30 days, covering the percentages of contracts delinquent for 
different periods, and data are prepared on losses and recoveries 
for receivables acquired from different sources. 

This continuing supervision of equipment financing accounts is 
exercised to detect changes that may be developing as regards 
down payment, term to maturity ·of contract, ·delinquency, repos
sessions and charge-offs. If material changes occur in any one of 
these factors, a liberalization or a tightening of the arrangement 
may be negotiated between the financing agency and the manu-. 
facturer or dealer originating the contracts. 

In addition to the general supervision of the client's total. 
account, the financing agency also maintains a detailed record of 
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each individual contract held. This is a universal practice where 
the financing agency buys contracts and makes collections on them. 
Under other arrangements, it is most frequently the function of 
the vendor. \Vhatever agency is responsible, the records involve 
a separate ledger card for each.purchaser with appropriate identi
fication and credit information, the amount and term of the con
tract, the schedule of payments to be made, etc. Instalment pay
ments are entered on this ledger card as received; information 
concerning delinquency or default is entered when necessary. 
Ledger cards are designed so that it is readily possible to ·construct , 
from them the information necessary for general control figures. 

Establishment of Lien 

One of the advantages of the instalment financing device over 
the open account sale is that the purchaser of equipment, while 
obtaining possession, does not obtain title. Title remains with the 
seller of the merchandise and is assigned (or sold through the 
discounting procedure) to the financing agency taking over the 
contract. In equipment financing there are two principal types of 
lien instruments in use, the conditional sales contract and the 
chattel mortgage. Which of these instruments is used depends on 
the laws of the state in which the transaction occurs. In either case 
the purchaser executes a note indicating his obligation to the seller, 
and also executes either the conditional sales contract (a title ret.en
tion document) or the chattel mortgage (lien) instrument. 

In general, the conditional sales contract is a valid form of title 
retention instrument in a state that has adopted the Uniform Con
ditional Sales Act, or some variation thereof. Provided that 
recordation is made and that the contract takes a written form, the 
conditional sales contract provides protection against the sale of 
the equipment by the purchaser to another party even with val
uable consideration, and against landlords' rent liens, mortgages 
and judgment creditors. The regulations covering recordation vary 
considerably from state to state, and it is one of the primary func
tions of the financing agency to advise and instruct the seller of 
the equipment with regard to these differences. 

Where the conditional sales contract is not recognized as a valid 
title retention document, the instalment sale may be effected 
through the chattel mortgage device. This means, in effect, that 
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the buyer of the equipment signs a note for the amount of the 
unpaid balance plus the financing charge and executes a chattc:l 
mortgage giving the financing agency the right to repossess the 
equipment in the event of default on the note. 

In other cases, the purchaser may obtain possession of the equip
ment on a bailment lease arrangement, which provides for posses
sion and use of the equipment in return for periodical lease pay
ments. Title to the equipment passes to the lessee when the rental 
payments have been completed according to contract. 

The notes or evidences of indebtedness arising out of equip
ment sales are generally single instalment notes requiring a number 
of prescheduled payments. In some instances, however, the pur
chaser signs a series of notes with staggered maturities. For a 
considerable period of time, the latter practice has been the con
ventional form of note-making on instalment sales of printing 
machinery. If a staggered note is used it is possible for the financ
ing agency to discount only a portion of the notes involved; in 
exercising this option they usually select the earlier maturities. 

Recourse Arrangements 

The widespread use of recourse provisions in equipment financ
ing is indicated by the fact ·that all the commercial banks and 
commercial finance companies reporting to the National Bureau 
on equipment financing practices indicated that in no case did they 
purchase instalment contracts without recourse on the vendor. In 
most instances this meant full recourse on the manufacturer or 
dealer, or on both. Doubtless, however, there are exceptions to 
this practice. 

In order ·to provide itself with a margin of safety in such 
financing and to give support to any recourse arrangement that 
may be arrived at, the financing agency generally advances only a 
certain percentage of the face amount of contracts purchased, thus 
maintaining a margin of collateral over balances outstanding. This 
percentage advance varies with different types of equipment and 
with different contracts, as well as with the credit standing and 
financial responsibility of the various parties involved. Out of 117 
separate deals reported, only 4 were for a 66% percent advance 
or less; 32 deals called for an 80 percent advance, and 43 for a 
90 percent advance. Other reported arrangements were as follows: 
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100 percent advance, 15 deals; 85 percent, 11 deals; 7 5 percent, 8 
deals; 95 percent, 4 deals. In certain cases involving very heavy 
equipment, such as Diesel engine installations, tractors and road 
building equipment, the percentage advance was over 90 percent, 
while in some cases involving sales of light equipment to service 
industries the advance was substantially less than 80 percent. 
Differences of this kind are doubtless due to the fact that the 
greater risks involved in financing machinery having a long service 
life are in some cases outweighed by the superior credit standing 
of the buyer. , 

Considerable variety is found in the procedures set up to imple
ment a given policy with regard to recourse. One method fre
quently encountered is that of requiring the seller to take up 
accounts if three payments have been missed, that is, if the paper 
is 61 or more days overdue. In some cases the recourse arrange
ment was limited, with the seller assuming no further contingent 
liability on the account after three full payments had been made. 
Another arrangement was for the seller to assume a fractional 
(say 25 percent) contingent liability on the notes of the buyer. 
The latter arrangement appears to be fairly characteristic of the 
financing of instalment purchases of busses for transit companies. 

There is a close relationship between the repurchase or' recourse 
arrangement and the percentage amount advanced on each account. 
\Vhere the finance company advances less than 100 percent of the 
face amount of the contract, and where the seller's equity in the· 
contract is not paid until the contract has been completely extin
guished, a reserve is built up. This reserve bears a definite relation
ship to total outstandings, depending upon the amount of the 
percentage advance, the maturity of the contracts purchased and 
the collection experience. Empirical evidence as to the amount of 
these reserves is not easily assembled because commercial finance 
company balance sheets do not generally show reserves by type 
of financing. In one case, however, it was found that a company 
specializing in equipment financing held a "customer's reserve" 
during 1934-40 varying between 17 and 24 percent of outstandings 
at year ends. This reserve provides a continuing margin or cushion 
for the absorption of losses on outstanding contracts; the cus
tomer's equity in it is paid out as contracts mature provided this 
does not reduce the ratio of reserves to outstandings below what 



80 Equipment FinancinJ 

is considered prudent by the financing agency. If it should build 
up to too large a ratio to outstandings this can be remedied by a 
liberalization of the percentage advance. \Vhile it is possible for 
the seller's contingent liability on delinquent or defaulted paper 
to be satisfied by a debit to this reserve account, for reasons of 
discipline the financing agency may require the seller to take up 
the paper with his own check. Also, the holding back of a certain 
percentage of the face amount of the contract, leaving the seller 
with an equity in collections, produces a mutual interest in vigorous 
collection that might otherwise be lacking. 

Customer Charges 

It is exceedingly difficult to give a clear factual statement of the 
levels of customer charges in equipment financing because of the 
fragmentary character of available information; furthermore, the 
wide diversity of financing arrangements results in an equally wide 
diversity of rates and forms of rate quotation. It is possible, there
fore, to indicate only in very general form the levels of customer 
charges in this area of financing. 

When the instalment purchase of equipment is made under a 
conditional sales contract the buyer obligates himself to repay an 
amount equal to the cash price of the equipment less the down 
payment and plus the finance charge and other fees, such as insur
ance and recordation costs, that may be added to the contract. In 
these- transactions the finance charge, considered apart from fees, 
is generally set at 5 or 6 percent per annum of the time price of 
the equipment. There are, of course, exceptions to this general 
rule. For example, some contracts running for periods of less than 
one year may ·carry a finance charge calculated as 6 percent of the 
unpaid balance of the equipment's cash price. Or, there may-be a 
minimum charge if purchases give rise to contract amounts of less 
than $100; one company reported a finance charge of 7 percent per 
annum or $7 .50, whichever is larger. Since the contracts are most 
generally paid off in roughly equal monthly instalments the effec
tive per annum rate is roughly twice the rate at which the finance 
charge is quoted. 

In addition to the finance charge, there are usually charges to 
cover insurance costs. The amount of these varies, obviously, with 
the character of the equipment purchased. In some instances there 
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is no insurance charge, in others it may amount to as much as 1 Yz 
percent per annum on the unpaid balance of the purchaser's 
obligation. In many cases the insurance is taken out independently 
by the purchaser, although the larger financing agencies provide 
insurance facilities and all can make arrangements for the neces
sary coverage. 

\Vhere an instalment loan is made, as in direct financing, the 
interest-bearing note form is used. Customer charges are then 
quoted as a certain percent per annum on the unpaid balance o£ 
the note, or the note is discounted for its contract period. Here 
also the rate of interest or discount is usually 5 or 6 percent per 
annum. However, the rate may be greater than this, especially on 
sales of relatively small amounts, and frequently it is less. Lower 
rates were reported by a number of manufacturers of the heavier 
types of producers' goods. Thus, Diesel engine installations may 
be made for prime credit risks at interest rates as low as 3 Yz per
cent per annum. In some instances these notes, originated by the 
sellers of the equipment, are shopped around among a number of 
banks, the notes going to the lowest bidder. One rate of 3 percent 
per annum was reported in 1941 by a large bus line operator, 
where funds were borrowed from banks in order to pay cash to 
manufacturers and where the bimk held a note secured by a chattel 
mortgage on the equipment. The low rate was due to keen compe
tition for the obligations of a prime credit risk secured by highly 
desirable equipment. Since equipment of this kind is frequently 
bought in groups of units, a given note may be of substantial size, 
which contributes further to the setting of a favorable· interest 
rate. 

The following striking variation in the form of rate quotation 
was reported by one company: customers sign notes which may 
vary in term from 6 to 36 months, and interest is charged at 6 per
cent for the first year, 7 percent for the second year, and 8 percent 
for the third year. This upward scaling of interest rates is adopted 
to discourage the longer maturities. On the other hand, several 
large manufacturers of heavy producers' equipment reported that 
the buyer of the equipment signed a note bearing no interest 
charge; in such cases the cost to the instalment buyer arises solely 
out of the fact that he does not enjoy the discount of a cash pur-
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chaser. In still another variation, the discount allowed cash pur
chasers was larger than that granted to instalment buyers. 

In the direct type of financing, as well as on instalment sales 
made under conditional sales contracts, the obligor is generally 
required to pay additional fees for insurance and recordation and 
the like, thus raising the total cost of the transaction. 

One difference should be noted between the indirect and direct 
types of equipment financing. In the latter the buyer may give not 
one but a series of notes; consequently the effective per annum 
rate of interest would be the same as the quoted rate. Ordinarily 
the annual effective rate is nearly twice the quoted rate, since the 
quoted r.ates refer to the initial unpaid balance and since this bal
ance is reduced by regular monthly instalments, the average amount 
of funds in use over the period of the contract is approximately 
one-half the initial balance. Of course it is not essential that this 
must also be the case without exception in indirect financing but it 
is generally true in such cases that rates are quoted on original con
tract amounts and that this rate has to be doubled to get the 
approximate annual effective interest rate. 

Where contracts are assigned to commercial banks by manu
facturers selling equipment on an instalment basis as security for 
a revolving credit, the interest rate is charged as a certain per 
annum rate on the current outstanding debit balance under the 
loan. The level of the rate depends primarily on competition and 
the credit standing of the company originating the obligations. 
In some instances a service charge is added to compensate the 
financing agency for extra handling costs. 

Credit Experience 

If equipment financing is conducted with full recourse on manu
facturers or other sellers, the financing agency may continue for 
some time without sustaining any credit losses at all. Those that do 
occur are passed on to the manufacturer. It is therefore essential 
in studying credit losses in this field to take account of those sus
tained by vendors. As part of a questionnaire survey conducted by 
the National Bureau, manufacturers of commercial and industrial 
equipment were asked to state their net credit losses sustained 
during 1940 on instalment sales as a percentage of their total 
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instalment sales during that year.1 Usable information was pro
vided by only 54 manufacturers, but these were large concerns and 
it seems reasonable to interpret their results as reflecting general 
credit experience in this type of financing. Of these, 19 companies 
reported that they had sustained no credit losses at all in 1940; 
9 stated that their net credit losses were either 34 of 1 percent or 
less of instalment sales; 4 stated that their losses ranged from 34 
of 1 percent to 1 percent; 5 had losses of between 1 percent and 2 
percent; another 5 companies reported losses of between 2 percent 
and 5 percent of their instalment sales. Only 2 companies reported 
losses of over 5 percent. That is, of the 54 manufacturing concerns, 
over one-half sustained net credit losses during 1940 of _less than 
1 percent of their total instalment sales during that year. 

Among the companies reporting no losses were several selling 
heavy or fixed equipment such as printing machinery, .paving equip
ment, automatic sprinkler and power piping equipment, theater 
and church seating, textile machinery, power shovels, cranes, drag
lines, scrapers and general construction machinery. Only one 
service industry account was included in this category, namely, a 
company selling garage and service station equipment. It is hardly 
possible on the basis of this information to rate the various 
products according to the net credit losses sustained on their instal
ment financing, but it seems clear from -an examination of the 
results that there is no reason for believing that credit losses are _ 
necessarily higher on the more expensive equipment units, on those 
having the longest service life, or on equipment of a relatively 
high degree of technical specialization. 

Another point of considerable interest is that credit experience 
was not found to be noticeably worse on equipment that becomes, 
in part at least, affixed to the real estate of the buyer as contrasted 
with equipment that is of a chattel variety and readily and wholly 
repossessible. Thus credit losses were relatively low on air con
ditioning equipment and automatic sprinkler equipment, whereas 
they were relatively high on cash registers. This clearly shows that 
it is some combination of credit factors, including the buyer as well 
as the collateral security, that influences credit experience in equip
ment financing. In this connection it might be pointed out that over 
the ten-year period 1931-41 one company selling general con-

1 The questionnaire asked for losses net of recoveries during 1940. 
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struction and roofing materials (through contractors who take 
notes for the same from home owners) has sustained on its 
·financing a loss of only 1.36 percent of the total volume of such 
·notes purchased. Annual rates of loss varied from something over 
5 percent of volume in the worst depression year to net recoveries 
in the best years. This example is given not as an illustration of 
equipment sales financing but for the light it might throw on the 
practicability of financing equipment not easily repossessible. In 
our illustration, losses over a ten-year period spanning a deep 
depression were kept within limits considered satisfactory by the 
manufacturer despite the fact that the feasibility of repossession 
was virtually nil, and the sole recourse of the financing agency 
was necessarily to press vigorous collection efforts against the 
home ·owner. · 



r---1-----
Equipment Financing: 
An Adaptation in Lending Practice 

THE FINANCING OF INSTALMENT PURCHASES of commercial-and 
industrial equipment constitutes but a small portion of the business 
credit market. Nonetheless this type of financing has considerable 
significance as one of the recent adaptations of the lending practices 
of financial institutions to changes in the demand for business 
credit. Other adaptations, some of which have been discussed in 
other publications of the National Bureau of Economic Research, 
are of greater quantitative amount but instalment equipment 
financing has certain features that merit special examination. 

First, instalment equipment financing represents an adaptation 
of lending policy and practice in which the pioneering work was 
done by non-bank agencies. In this sense it is like consumer instal
ment financing, non-notification accounts _receivable financing and 
lending on life insurance policies. Each of these types of lending 
operations constitutes a relatively new departure in commercial 
banking; in developing business within these categories the com
mercial banks, far from entering new and untried fields of finance, 
have come sharply into competition with well-established and 
specialized financing agencies. An additional parallel between the 
participation of commercial banks in instalment -equipment financ
ing and their interest in the financing fields listed, as well as in 
such newer types of credit as term loans and inventory loans 
made under field warehouse receipts, is that this participation . 
represents a response of bank lending practice and policy to the 
pressure of unused lending capacity and declining rates of return 
on other bank assets. In this, as in other instances, commercial 
banks have entered a highly specialized credit field but only after 
its special credit problems had been thoroughly explored by non
bank agencies and the practicability of the operation well estab
lished. 

8S 
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Second, it is interesting to note a special parallel between equip
ment financing and accounts receivable financing. From the point 
of view of the trade purchaser, both provide trade credit; one of 
a medium-term instalment payment variety, the other of a short· 
term single payment type. In accounts receivable financing the 
buyer usually obtains a current asset while in equipment financing 
a fixed asset is acquired. From the point of view of the seller, both 
·arr~ngements make it possible to convert the trade obligations of 
customers into cash or to use them as collateral security for 
purposes of current financing, and the nature of the receivables 
is such that in both cases the financing is amortized relatively 
quickly out of collections. Finally, in both cases there are companies 
that use the special financing arrangement,. rather than borrow on 
an unsecured basis and carry the receivables themselves, mainly in 
order to •obtain certain ancillary services that are otherwise not 
conveniently or economically available. 

Third, equipment financing is based on one of the now well
established principles of medium-term credit, namely, repayment 
of debt on a prescheduled, regular, instalment basis. It is similar in 
this sense to credits extended in the instalment financing of con
sumer durable goods, to the term loans made to business enter
prises, and to mortgage loans. This feature of equipment financing 
is an adaptation in credit extension methods calculated to make 
possible the repayment of loans out of income as earned. Whereas 
the traditional unsecured commercial loan was intended, at least in 
theory, to finance short-period investments in current assets and to 
be liquidated (over one year or less) out of the proceeds flowing 
from the sale of these assets, equipment financing contemplates 
investment in an asset having an expected service or income-gen· 
erating life considerably in excess of one year and is repayable, 
over a period determined in large part by this ~ervice life, out 
of the income produced by the use of the asset itself. As in term 
lending, the focus of credit appraisal is mainly on the income
generating capacity of the debtor, and only to a lesser extent on 
the debtor's balance-sheet position. 

Beyond this feature, the fact that payments are definitely pre· 
scheduled under the regular amortization principle permits and 
encourages budgeting of the debtor's business affairs; further, the 
breaking up of the full cost of the equipment into a number of 
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small payments separated by intervals brings the purchase of 
expensive equipment within reach of a number of companies that 
would otherwise be unable to afford it. The parallel between these 
characteristics of equipment financing and certain features of con
sumer instalment credit will readily come to mind. 

Fourth, equipment financing has one feature that distinguishes 
it rather sharply from many other forms of business credit, both 
new and old. This is the fact that the financing transaction is 
entered into for a very specific purpose, namely, the acquisition o,f 
a particular unit, or group of units, of equipment. Furthermore, 
the credit is secured by a lien of some description on the equipment 
in question. Thus, equipment financing is special purpose lending · 
in a much more definite sense than conventional commercial lend
ing. In this respect its closest parallel is that type of financing long 
available under equipment trust receipt procedures. It should be 
noted also that the salient features of equipment financing, includ
ing the maturity of the note, the character of the repayment 
schedule, the nature of the lien established in order to secure the 
credit, and other features, are all determined in large part by 
reference to the characteristics of the specific equipment purchased. 

Fifth, equipment financing is an example of a well developed 
trend in lending practices, namely, mass financing on a relatively 
routine basis. In this respect it can be interpreted as more than 
a parallel to consumer instalment financing; equipment financing, . 
in fact, grew out of the latter type of lending. The individual con
tracts are frequently of relatively small size and the financing 
agency must acquire a large number of them in order to develop 
sufficient volume to make the operation profitable. Under these 
circumstances it is essential that the unit transactions be handled 
through established routines, and that credit appraisal procedures 
be standardized. Credit standards must be such that they can be 
applied to individual contracts without incurring considerable 
expense in individual investigations. It is necessary, of course, to 
make a very careful investigation of the source from which the 
contracts are being acquired, and to arrive at an over-all appraisal 
of the individual credits that are to be offered for discount, but 
once this has been done individual contracts must be passed upon 
promptly as originated, with only routine appraisal. 

There is an element of insurance against loss in equipment 
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financing resulting from this mass basis of operations, but this 
aspect is not as prominent as in the instalment financing of con
sumer durable goods where both debtors and goods are more 
standardized and contracts are smaller and more numerous. 
Nevertheless, it is substantially true that the success of equipment 
financing must be judged not by reference to individual contracts 
but by credit experience over a period of time with a large number 
of contracts. This characteristic of equipment financing is impor
tant both for credit administration and bank . supervision. For 
example, the problem of establishing appropriate reserves and 
maintaining proper control over balances .is obviously different in 
a mass financing operation of this type than it is in the extension 
of single credits such as are encountered in conventional short-term 
business lending and also in term lending. 

Sixth, many of the features of equipment financing discussed 
above combine to make this form of credit extension adaptable to 
the needs of business enterprises of relatively small size and limited 

· financial resources. The fact that credits are repayable over rela
tively long periods of time and out of the income generated by the 
use of the acquired asset increases the likelihood that less substan
tial companies can afford to make the acquisition. On the other 
hand, the fact that the lending agency either retains title to the 
equipment, or has a first lien on it, affords greater security for the 
lender and makes it possible for credit to be extended to such 
buyers. In this way the borrowing potential of smaller companies 
may be raised substantially and the market for business credit 
thereby expanded. The importance of this fact is that, like receiv
ables financing and loans secured by specific items of inventory, 
commercial and industrial equipment financing represents at least 
a partial solution to the problem of the availability of credit to 
small business. This is not to deny, of course, that other features, 
described at an earlier point, recommend this type of financing to 
larger and better-established companies. 

It is important also that the presence of agencies in the financial 
system ready to discount the instalment notes of equipment buyers 
and to provide thereby the credit necessary to carry these buyers 
over the deferred payment period minimizes the amount of capital 
resources that are needed by equipment distributing agencies. This 
fact has greatly facilitated the distribution of income-producing 
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equipment just as sales finance companies and banks, by discount
ing consumer instalment receivables, have provided a large part 
of the capital resources necessary to operate dealer outlets and in 
that way facilitated the distribution of automobiles and other 
consumer goods. By supplying a credit service which equipment 
dealers would in many cases be unable to provide independently, 
the equipment financing agencies make financial support available 
not only to buyers but also to a large group of dealers constituting 
an important segment of small and medium-sized business con- . 
cerns. 

Finally, the growth of instalment equipment financing and the 
way this type of credit extension has spread through different types 
of financing institutions exemplifies a general tendency in our finan
cial system for agencies that at one time were relatively specialized 
in character to diversify their operations. Many examples of this 
tendency can be cited. Companies that have been primarily 
interested in making personal cash loans now may concern them
selves, either directly or through subsidiaries, with extending 
credit for financing purchases of consumer durable goods. Con
versely, sales finance companies tend to move into the field of 
personal cash lending. In receivables financing we find factoring 
companies engaging in non-notification financing and non-notifi
cation companies acquiring direct or indirect interests in factoring. 
The manner in which term lending has brought commercial banks· 
competitively closer to investment banking houses and insurance 
companies has been discussed elsewhere. Through· their activities 
in consumer instalment financing, accounts receivable financing, 
term lending and equipment financing, the commercial banks have 
managed in recent years to inject themselves into fields of financing 
that had previously been largely the sphere of specialized agencies. 
Equipment financing· offers another example of how a declining 
demand for credit on the part of business enterprises, combined 
with widening credit facilities and easy credit conditions, has 
forced financial institutions of all types to diversify their activities 
and to broaden their competitive spheres of operation. ' 
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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 
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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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STUDIES 
• ID 

BUSINESS FINANCING 

Early in 1940 the National Bureau of Economic 

Hescarch, as part of its Financial Research Pro· 

gram, began the study of changes in the financial 

structure and behavior of American business since 

the beginning of the century. This study, known 

as the Business Financing Project, has heen con

ducted under grants from the Association of Re

serve City Bankers and the Rockefeller Foundation. 

FINANCING EQUIPMENT .FOR COMMERCIAL AND 

INDUSTRIAL ENTERPRISE is the third of four vol

umes prepared by Dr. Raymond J. Saulnier and Dr. 

Neil H. Jacoby, as part of the National Bureau's 

series, Studies in Business Financing. Two of these 

studies, TERM LENDING TO BusiNEss and AccouNTS 

RECEIVABLE FINANCING have been released. The 

fourth volume, FINANCING INVENTORY ON FIELD 

WAREHOUSE RECEIPTS, is to follow. Other studies 

include The Financing of Large Corporations, by 

Dr. Albert R. Koch, and Financing Small Corpora

tions, by Dr. Charles L. :Merwin. 


