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Truth in Lending
All of us pay lip service to the old maxim, "Hon

esty is the best policy", but we all know that there are 
times when even basically honest people are tempted to 
depart from the path of strict truth. Sometimes decep
tion and half-truths succeed, but the public has a deep 
yearning for truly honest men, and ultimately honesty 
does pay, certainly in business, and even in politics.

This was brought home to me some time ago when I 
was visiting a friend in my home town, Broken Bow, Ne
braska. A candidate who was running for a county office 
came around to solicit votes. He gave Mrs. McLean a 
flyer with his picture on it, and asked if she would 
give him her vote. She looked at the flyer and without 
a moment's hesitation said, "Yes, I'll vote for you. A 
bald-headed man who has his picture taken without a hat 
is an honest man!"

Of course, it is not really dishonest for a bald- 
headed man to wear a hat, but a hat may conceal the truth. 
Similarly, we have had practices in this country with re
spect to interest rates that were not dishonest, but they 
did not convey the whole truth to all of the people who 
contracted to pay them. Congress gave this a lot of 
thought and decided, figuratively speaking, that bald- 
headed men should be required to remove their hats when 
they have their pictures taken.

At long last, after seven years of debate, Cong
ress enacted the Truth in Lending Act, and assigned the 
task of drafting an implementing regulation to the Federal 
Reserve System. Although the law does not go into effect 
tin til the middle of next year, it is extremely important 
that it be discussed beforehand. Today provides the first 
opportunity, since our proposed regulation has just been 
published for comment from creditors and consumers alike. 
Truth in lending will have a major impact on the way Amer
ica does business after Z-Day, and it is important for all 
concerned to understand before that day just what the law 
will and will not do.
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It was just about a year and a half ago that I 
appeared before the Congressional banking and currency 
committees to submit the views of the Board of Gover
nors on the then pending truth in lending legislative 
proposal. My testimony, I suspect, must have struck 
some of the more cynical observers of the Washington 
scene as a minor miracle. Here was a government agency 
disclaiming expertise, and reluctant to be invested with 
more power. Despite Professor Parkinson and his famous 
law to the contrary, public service is not always accom
panied by an insatiable appetite for staff and jurisdic
tion, and on this point, my own position is, I think, 
clear enough. But the primary business of the Federal 
Reserve is monetary policy, and the assignment of other 
functions to the Board of Governors, however desirable 
they may be, involves a high cost in terms of displaced 
time.

Yet from time to time the cost may be worth it, 
and this was the gist of my Congressional testimony on 
truth in lending. I pointed out that the Federal Re
serve had no particular competence in this area. In 
fact, I said we would be delighted if someone else were 
found to have it and were given the job. However, I also 
expressed the Board's view that the need for the proposed 
legislation was great, and agreed that if Congress could 
not find another agency better equipped to write the im
plementing regulation, we would do our best to carry out 
the assignment - hopefully against the day when such re
sponsibility might be permanently transferred elsewhere.

As you know, we were taken at our word in a broad
ened bill which President Johnson signed into law last 
May 29. As finally enacted, the new law includes titles 
on loan-sharking, garnishment restrictions, and the es
tablishment of a national commission on consumer finance. 
Our responsibility, however, is with the first title, 
which has been officially labeled the Truth in Lending 
Act and which takes effect, as I said, next July 1st.
Our efforts have been aimed at preparing a regulation - 
well before the effective date - which borrowers can un
derstand, lenders will find workable, and which is fair
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to both; in short, a regulation which will vindicate the 
confidence reposed in us by the Congress.

We are working hard toward these objectives, and 
I am confident we will achieve them even though develop
ment of the regulation we are proposing - still in ten
tative form - has taken us far afield from our previous 
experience in such matters. Let me outline for you our 
time goal for preparing and publishing the final regu
lation and then discuss the coverage, enforcement, and 
content of truth in lending, in that order.

We will hold our books open until the latter part 
of November to receive comments on the proposed regulation 
from creditors, consumers, and all interested parties de
siring to suggest changes or offer comments. This will 
mean a five-week period for comments from the time the 
proposed regulation was published by the Board on Octo
ber 16. After that we will redraft the language, if 
necessary, in the light of the suggestions we receive.
Of course, in weighing the suggestions, we will avail 
ourselves of the advice and counsel of the twenty men 
and women who make up the Board's Advisory Committee on 
Truth in Lending - men and women from all parts of the 
United States who were selected by us on the sole basis 
of their individual competence. The regulations will 
then be published in final form, hopefully, around the 
middle of January, thus leaving almost six months within 
which to carry out an educational program which we con
sider essential for the effectuation of truth in lending.

In terms of the sheer magnitude of coverage, fed
eral truth in lending will have a sweep and scope wider 
than anything the Federal Reserve has yet undertaken.
It will cover banks, savings and loan associations, con
sumer finance companies, and credit unions. It will 
cover country stores, mail order houses, automobile 
dealers, and a wide array of consumer specialty stores.
It will even cover government instrumentalities. And 
this is but a partial roll call of affected lenders.
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The scope of truth in lending is somewhat obscured 

by the statutory language which uses the phrase "consumer 
credit". As so used, however, "consumer credit” has a 
range far greater than is usually comprehended by the 
term. It includes credit granted for personal, family, 
or household purposes. It also includes the great bulk 
of farm loans and much of real estate credit. It will 
cover everything from the purchase of a television set 
on credit in New York City to a contract for the installa
tion of a furnace or a new roof on a house in Seattle, and 
even to a loan to a rancher in Nebraska to buy a tractor 
or a mini-plane to replace his remaining few horses.

Hand in hand with this extraordinary sweeping cov
erage is an extraordinary enforcement pattern, but one 
that is not completely without precedent. I am not talk
ing about criminal penalties for willful violations.
These - $5,000 fine, imprisonment for not more than one 
year, or both - we may notice merely to lay to one side. 
What I am referring to is the arrangement where we write 
the regulation and someone else enforces it. In a limited 
sense, we have done this for some time with our regula
tions limiting credit for purchasing stocks, where we set 
margin requirements but others have a hand in the enforce
ment process. Something of this pattern is followed in 
truth in lending, where Congress has added administrative 
enforcement of the new statute and our implementing regu
lation to the existing responsibilities of those federal 
agencies which already have regulatory jurisdiction over 
particular lenders.

Thus, on the enforcement side, national banks will 
be under the Comptroller of the Currency, nonmember insured 
banks under the Federal Deposit Insurance Corporation, and 
for state member banks, the Federal Reserve will have two 
functions, being the enforcement agency with one hand for 
the regulation it has written with the other. This banking 
pattern will be followed elsewhere with the Federal Home 
Loan Bank Board taking jurisdiction over savings and loan 
associations it supervises, the Bureau of Federal Credit 
Unions over its credit unions, and so on. However, lenders
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that are not so closely supervised by a federal agency - 
and this is the great bulk of them - will be under the 
Federal Trade Commission.

All told, there are nine enforcement agencies in
cluding the Federal Reserve, and this diffusion of ad
ministrative responsibility raises the possibility of 
divergent attitudes and modes of administration. How
ever, I can say that if awareness of this possibility 
may help preclude its development, the awareness does 
exist. Indeed, the Federal Reserve has been working 
with the other enforcement agencies from almost the be
ginning of the drafting process, and we are most appre
ciative of the help they have given us.

But this tells only half, and the lesser half at 
that, of the line of departure from our traditional regu
latory patterns. To the nine enforcement agencies must 
be added a tenth and an eleventh enforcer. The tenth 
consists of the trade associations, who will quickly 
hear from their members if a competitor is taking unfair 
advantage. It is possible that they will be more effec
tive than any other enforcers, since they are in a posi
tion to take prompt action, efficiently and with little 
fanfare.

And then one must add the eleventh, perhaps the 
most potent of all, the borrowing public, itself. Under 
truth in lending, members of that public will be far more 
than passive recipients of ameliorative legislation. 
Rather, they will be co-participants in the regulatory 
process, and third party beneficiaries in the most tech
nical sense of that term. That is to say, they will be 
able to sue in their own right to secure the benefit of 
arrangements made by others, for the statute authorizes 
private suits against noncomplying creditors and provides 
for penalties of twice the finance charge - but with a 
floor of $100 and a ceiling of $1,000. A successful con
sumer litigant may also recover his costs and a reasonable 
attorney's fee.

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



- 6  -

As a one-time lawyer, or, more precisely, a non
practicing one, I am well aware of the implications of 
the latter provisions in the regulatory process. How
ever, from this lawyer's viewpoint, I am even more im
pressed by what I regard as the unique character of truth 
in lending. It is this - that, basically, here will be 
a regulation which does not affect what you do or even 
what you say, but rather only concerns the way in which 
things are said. To put the matter otherwise, truth in 
lending should be regarded as a provision which, at the 
core, does not involve - but may well forestall - rate 
ceilings or similar limitations, but reaches the desired 
result by providing a common language for certain credit 
transactions.

Indeed, in this respect it may be of interest to 
note the variety of constitutional bases of this law - 
the bankruptcy, commerce, and general welfare clauses - 
cited in its Congressional passage, and then to reflect 
that a case could well be made for basing this legisla
tion, substantially, if not solely, on the explicit au
thority of Congress to fix the standards of weights and 
measures. Pursuant to this authorization, federal stat
utes have set the framework of reference for subject 
matters ranging from cotton staples to candle power and 
from hampers to standard time, and such standardization 
of measure and vocabulary, I submit, really enlarges 
rather than diminishes ultimate freedom of choice.

Hence, I would.ask you to see truth in lending as 
being part of this process by adding two new and precisely 
defined terms to your workaday vocabulary. One is the 
"annual percentage rate” - which many people have already 
begun abbreviating as "APR" - and the other is "finance 
charge". The APR, stripping away the complexities of 
higher mathematics, is simply the interest payable on 
the declining loan balance, stated on an annualized per
centage basis. Until 1971, there will be an option to 
use dollars-per-hundred instead of a percentage, but let 
me emphasize now, in view of some misunderstandings, that 
the only option is on the caption, not the number. In
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other words, a $6 add-on must be expressed as either 
10.9 per cent APR or 10.90 doliars-per-hundred. Along 
the same line, the "finance charge" is merely the com
mon sense cost of money over the life of the loan ex
pressed in terms of total dollars and cents. These 
two terms integrate and illuminate the remaining lexi
con of consumer finance - down payment, free ride, 
installments, periodic rate, and so on - to the end 
result of providing a clarified vocabulary for the 
successive stages of consumer-creditor communications.

To be sure, constraints are involved, and one is 
imposed at the outset of the consumer-creditor dialogue - 
from the time a potential customer reads an advertisement 
or hears a radio or television commercial. In brief, 
this particular constraint merely makes explicit a sanc
tion which has a long history and I summarize it as say
ing that an advertisement must tell "the whole truth".
In Truth in Lending it has a twofold application: one, 
that advertising cannot feature the exception as the 
rule, or, more specifically, advertised credit terms 
must be generally available; and two, if any specific 
terms of credit are mentioned, all the terms must be 
mentioned, and references to rates must be in terms of 
our standardized and common vocabulary, the APR.

Passing to the second stage of the dialogue be
tween consumer and creditor - the pre-transaction nego
tiation (and I include here catalogue sales and similar 
dealings) - the requirements for disclosure become more 
detailed and specific. At this point, the APR, the fi
nance charge, and other essential particulars must be 
expressed prior to the finalization of the debtor-creditor 
relationship.

And finally, in the ultimate stage of the customer- 
creditor relationship - the periodic reduction of the 
credit until final liquidation - there is a requirement 
that periodic billings must repeat and restate the essen
tial details of the relationship.
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Up to this point, the constraints I have described 
are, in essence, subordinate and incidental to the in
formational aspects of the proposed regulation. There 
is another constraint which is substantive, and, while 
not necessarily of primary interest to this group, I 
would like to describe it briefly and touch on two re
lated provisions. All concern real estate credit.

The major substantive constraint I refer to is the 
right given to a borrower to revoke, within three busi
ness days, any lien he may have given on his residence in 
a consumer credit transaction. There is an exception for 
a first lien to finance the acquisition of hi,s residence, 
and there are provisions for emergency waivers. These 
provisions aside, however, it should be noted that this 
right of rescission applies, for example, in the case of 
a customer who borrows against his fully-paid home to fi
nance his children's college education, to take a round- 
the-world trip, or for any purpose other than the purchase 
of the house itself. Note also that it applies at the out- 
set to any second mortgage, irrespective of purpose.

The two related aspects of real estate credit con
cern the finance charge and transferee liability. More 
specifically, the "finance charge" need not be stated on 
a purchase-money first mortgage, although for all credits 
the APR must be amplified to take account of "points" and 
other items of cost often involved in real estate finance. 
On transferee liability, it should be noted that real es
tate credit is the only area under truth in lending where 
the self-help penalties I described earlier may carry over 
to a buyer of paper who has "a continuing business rela
tionship" with the original creditor.

Yet, all these constraints, both subsidiary and sub
stantive, will not constitute the greatest burden on lend
ers. Rather, I suspect, the most abrasive aspect of the 
new regulation will come in those states which already 
have some form of truth in lending legislation, and there, 
paradoxically, the problem arises as a consequence of the 
Congressional effort to preserve the largest measure of
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states' rights. For Truth in Lending does not displace 
state law, and the upshot of this is that many creditors 
may have to make two similar but divergent disclosures - 
one to satisfy federal requirements and the other to com
ply with state law.

This situation, however, carries the key to its 
own solution, for the Federal Reserve has the authority 
to exempt from the federal truth in lending law and regu
lation classes of transactions which under state law are 
subject to substantially similar requirements with ade
quate provision for enforcement. A few states are al
ready in process of aligning their requirements with 
those of the federal truth in lending act. The Commis
sioners of Uniform State Laws are also reviewing the 
proposed Uniform Consumer Credit Code with the same 
objective. Hopefully, enlightened trade associations, 
such as yours, working in your home states and at the 
grass roots, in step with consumer groups and others 
concerned, can begin to bring truth in lending to a de
centralized but nonetheless uniform basis.

Calvin Coolidge once said that he would like to 
hear less talk about the need for law enforcement and 
more about the need for law observance. We have high 
hopes that truth in lending will be characterized by 
a very high degree of law observance, reducing to a 
minimum the need for law enforcement. However, we are 
aware that given the great multiplicity of small mer
chants who are involved in extending credit and the 
variety of people with whom they deal, law observance 
is going to depend very heavily on the degree to which 
we are able to get across a good understanding of the 
law both to lenders and to borrowers.

One would think that this would present no great 
problems in these days when our youngsters in school are 
studying the "new math" and learning to become computer 
programmers in the third grade. However, I am not sure 
that the new math is having that much more success than
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the old math in developing mass understanding of simple 
and compound interest.

One of our big concerns, at least in the begin
ning of this program, is to find ways of making the 
public at large "interest conscious". I am not sure 
how much success we will have in doing this with re
spect to the older generation, but I have high hopes 
that with the inauguration of this program we will en
list the enthusiastic cooperation of educators through
out the country in including in the courses of study in 
schools a thorough grounding in interest, its calcula
tion, and its importance to the borrower, the saver, 
and the lender. With such programs, we should be able 
not only to reach the generation that is now in school, 
but through them we should also be able to reach many 
of their parents. Perhaps young Johnny will be teach
ing his father not only about the mysteries of dual 
carburetors and oversized cams, but also about the de
sirability of paying attention to the cost of the fi
nancing when he buys a car after Z-Day (July 1, 1969).

It may well be that one of the major dividends 
we will reap from this program is the heightened popu
lar understanding of how interest rates function. This 
should be of great benefit to our people, not only in 
making them more thrifty and intelligent borrowers but 
also in developing habits of thrift which may serve to 
alleviate some of the ills that stem from reckless con
sumption and failure to make provision for those rainy 
days that still come to individuals in spite of our gen
eral prosperity.

In addition to enlisting the cooperation of our 
educational system in this great effort, I invite the 
assistance of individual banking and business organiza
tions, trade and professional associations, labor unions 
and consumer groups, and others, in getting to the pub
lic a better understanding of what truth in lending is 
all about. The Better Business Bureaus have already 
indicated an interest in actively participating in a
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widespread dissemination of information. We expect 
to prepare, in cooperation with other governmental 
and industry bodies, appropriate literature on this 
subject. We hope that it can be given widespread 
distribution through a variety of organizations. We 
would appreciate your cooperation and the cooperation 
of others in getting the contents used in articles and 
editorials in publications which reach diverse audi
ences .

I cannot stress too strongly the fact that the 
people who need this type of education the most are 
the ones that we anticipate having the greatest dif
ficulty in reaching. This is why we feel that it may 
be necessary to spread the message to the point of 
saturation. At least it will seem like saturation 
to those of you who already have a good understanding 
of what truth in lending is all about. But if we are 
going to make APR as well known as LSMFT, we may have 
to borrow some of the techniques of our more aggres
sive advertisers.

Let me conclude by saying that Truth in Lending 
is merely a start in the right direction. As it is 
experimented with and worked on for two or three years, 
areas may be found for expansion, clarification, and 
improvement. We must report annually on it; so must 
the Attorney General; and the National Commission on 
Consumer Finance must submit a definitive report by 
January 1, 1971. Hopefully, among all of us - and 
here I include the enforcement agencies, the Commis
sion, the lending creditors, and the borrowing public - 
we can do justice to the job which lies ahead.
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