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RECENT CHANGES IN CONSUMER CREDIT

Use of consumer credit has increased
sharply during recent months and the pat-
tern of consumer spending, so far as it in-
volves the use of credit, has begun to change
back towards what it was before the war.
During the war consumers did more of their
buying for cash and also did less borrowing
from banks and other financial institutions;
during recent months, their buying on credit
has expanded somewhat more than their
buying for cash and in addition their cash
expenditures have been financed to an in-
creasing extent out of borrowed money.
Both the lessened use of consumer credit
during the war and the recent increase have
reflected in part the wartime shift away from
and the postwar shift back towards con-
sumers' durable goods. Other factors have
also been at work, however, including an
increased disposition among consumers to
make use of credit and an increased effort by
credit-grantors in the consumer credit indus-
try to expand their operations.

This change in the pattern of consumer
spending, towards a greater use of credit,
has come about since the end of the war. It
began late in 1945 but has become more
manifest in 1946. In the last quarter of
1945, consumer loans currently made by
financial institutions increased sharply not
only in absolute amount but also relative to
total retail purchases. During the first quar-
ter of 1946 this increase was sustained at a
time when there is usually a seasonal de-
crease, with the largest increase in March,

and there was a further increase in April.
In February, March, and April, for the first
time in several years, the proportion of de-
partment store sales made on credit showed
an increase from the year before. New pas-
senger car financing, which has been on the
increase since last November, rose sharply in
March and April. Instalment sellers of other
articles extended about 50 per cent more
credit in the first four months of 1946 than in
the corresponding period of 1945. It has now
become clear, in short, that with consumer
spending going on at a more rapid rate than
ever before, estimated by the Department of
Commerce at about 10 billion dollars per
month, consumers are in effect spending
more credit as well as more cash.

RECENT INCREASE IN CONSUMER CREDIT

The total amount of consumer credit out-
standing, after declining during the war
from about 10 billion dollars to about 5 bil-
lion, began to increase about two years ago,
at first at a slow rate but since the end of the
war with Japan at a more rapid rate, and is
now close to the 7.5 billion level. During the
first 19 months it increased at the rate of
about 550 million dollars a year, but during
the seven months beginning with last Octo-
ber the rate of increase accelerated to more
than 2% billion dollars a year. From the
beginning of October to the end of April,
the increase was larger in amount than for
any previous 7-month period during the 16
years for which figures are available. Com-
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ing as it has at a time when the use of credit
to buy consumers' durable goods was still
far below normal, this increase is all the more
impressive.

The course of consumer credit over the
past 16 years is shown by the chart with
separate curves for total instalment credit
and for its components, instalment-sale credit
and instalment loans. It shows that the re-
cent increase, although it still leaves the
total outstanding about 3 billion dollars be-
low the peak level of 1941, has brought it

CONSUMER CREDIT
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Estimates. Latest figures shown are for April.

close to its highest level prior to 1940. The
chart also brings out the fact that the prewar
tendency for instalment credit to increase
its proportion of total consumer credit, which
comprises also charge-account and service
credit and single-payment loans, has not yet
been resumed. This development had been
going on for many years before the war but
was reversed during the war. The main
reason why it has not yet been resumed is
that as yet most of the things available for
purchase by consumers are still of the non-
durable variety, not of the durable variety

such as are customarily bought on the instal-
ment plan or paid for with the proceeds of
instalment loans. There has accordingly
been little upturn as yet in instalment-sale
credit, the component of instalment credit
which, as shown by the chart, is usually most
active and fluctuates over the widest range.
More detailed figures show that the prime
mover in instalment-sale credit is automo-
bile-sale credit, which before the war often
represented more than half of it. In the light
of experience, therefore, it is to be expected
that the recent upward course of consumer
credit may be sharply accentuated as more
automobiles, as well as more furniture,
household appliances, etc., become available
for purchase by consumers.

Not since 1926 has the volume of auto-
mobile-sale credit outstanding been as small
as during most of the last three years. At
less than 300 million dollars, it has been at a
level below the lowest during the depth of
the great depression in 1933. Within 8 years
from that time it had increased, with some
setback in 1938, by about 2 billion dollars to
the peak level of 1941, when national income
was about one-third smaller than it is now.
Automobile prices are now about one-fourth
above the prewar level and in course of time,
as more and more automobiles come to be
available, it seems altogether likely that auto-
mobile-purchase credit will increase more
rapidly than ever before and to a higher level.
This may occur notwithstanding the much
larger volume of liquid assets held by the
public and available for spending, as is sug-
gested by the results of a National Survey of
Liquid Assets published elsewhere in this
BULLETIN.

COMPOSITION OF RECENT INCREASE

The composition of the recent increase in
consumer credit, which is shown in the table,
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throws some light on its causation. Of the
total growth since the end of last September,
about 40 per cent, or 675 million dollars, was
in charge-account credit, which increased
over the period by more than two-fifths.
This reflects in large part the fact that, with
consumers eager to buy goods, the consumers'
goods available for purchase were mainly
nondurables and minor durables which, if
purchased on credit instead of for cash,
are typically purchased on charge account.
Another 40 per cent of the total increase, or
690 million dollars, was in consumer loans,
counting both instalment loans and single-
payment loans, which increased over the
period by about one-fourth. While a sub-
stantial part of this increase was in* single-
payment loans, of which the purposes are
not currently reported, the greater portion

CONSUMER CREDIT

Estimates. Amounts in millions of dollars.

Total consumer credit.

Charge accounts
Consumer loans—

total

Instalment loans.
Single-payment

loans
Instalment-sale credit.
Service credit

Amount
out-

standing,
Apr. 30,

1946

7,355

2,146

3,447

1,695

1,752
951
811

Figures preliminary.]

Increase from

Feb. 29,
1944

2,520

928

1,232

593

639
246
114

Sept. 30,
1945

1,653

676

688

402

286
234
55

Percentage
increase

from
Sept. 30,

1945

29.0

46.0

24.9

31.1

19.5
32.6

7.3

was in instalment loans, which increased at
all classes of lending institutions and seem to
have been mainly for miscellaneous purposes.
Instalment-sale credit, arising from such
transactions as the purchase of automobiles
and furniture and household appliances, in-
creased by less than 240 million dollars, re-
flecting primarily the fact that the major
types of durable goods, such as are usually
bought on the instalment plan, have not yet
become available in quantity. It is evident,
therefore, that the sharply increased use of

credit by consumers during recent months
has been widely spread over the purchase of
various kinds of goods and services and that
its inflationary effect has been correspond-
ingly diffused.

CREDIT BUYING IN 1945

Although consumers have begun to make
more use of credit than they did during the
war, the trend in this direction could go
much further before consumer credit would
have as much relative importance, in com-
parison with the total of consumer buying,
as it had in the prewar period. This is be-
cause its relative importance decreased so
much during the war. In 1944 and again in
1945, as shown by the Retail Credit Survey
also published in this BULLETIN, credit sales
represented only 22 per cent of total retail
sales as compared with about 35 per cent in
the last three years before Pearl Harbor.
Even at establishments in which credit sales
typically predominate, such as furniture and
household appliance stores, the proportion
of credit sales in 1945 was no greater than in
1944; in fact, it was somewhat less.

Consumers had more cash to spend during
the war than they had had before and the
things on which they could spend were
mostly of the noncredit-using category. In
coming months, in contrast with the war-
time period, the goods available for consum-
ers to buy will include more of the credit-
using variety and this will bring into opera-
tion a factor of credit growth that has been
absent for more than four years.

COMPETITION FOR INSTALMENT FINANCING

In view of the prospective increase in con-
sumer instalment financing as more and
more consumers' durables come to market,
competition for such financing is coming to
be even more energetic than it was before
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the war. Now as then, it is keenest with re-
spect to automobile financing, but with in-
creasing attention to household-appliance
financing and to the expansion of instalment
lending for miscellaneous purposes.

Notably keen is the competition between
sales finance companies on the one hand and
banks on the other, based as yet largely on
the assumption that the automobile dealer
will continue to originate the great bulk of
the retail instalment paper. That assump-
tion, however, is being subjected to renewed
challenge, not only in the prewar manner
of persuading the customer to borrow di-
rectly from cash lenders but also in a new
manner by which agents writing automobile
insurance cooperate actively with banks to
direct business to the latter. Arrangements
are also being developed by which, through-
out the country or at least over large regions,
associated groups of banks are offering a
financing service comparable in geographic
scope to that which has long been offered by
sales finance companies operating wide-
spread branch systems. Against this compe-
tition, finance companies are taking vigorous
measures of their own, such as emphasizing
afresh their traditional willingness to give
the dealer diversified service and to be recep-
tive towards the general run of the retail
paper which he originates. Speaking more
generally, the present situation is one in
which, in the rivalry for consumer credit
business, bank competes actively with bank,
company with company, and every kind of
financial institution with every other.

From the point of view of the consumer,
some decrease in the cost of his financing,
along with some increase in the availability
of credit facilities, is one of the noteworthy
consequences of this competition. Contribut-
ing to that result, in at least some degree, is
the fact that under prevailing Federal regu-

lations competition can not lawfully take the
direction, as it could and did before the war,
of progressively lowering down-payment re-
quirements and progressively increasing the
length of instalment contracts. For most
consumer instalment financing, these regula-
tions set a maximum length-of-contract of
12, 15, or 18 months and a minimum down
payment of one-third.

FEDERAL REGULATION OF CONSUMER CREDIT

Governmental policy with respect to con-
sumer credit, as embodied in the Board's
Regulation W, has been conditioned from
the beginning by the superabundance of con-
sumer purchasing power, arising from the
war and its financing, in comparison with
the relative shortage of consumers' goods.
Adopted in the autumn of 1941, the regula-
tion was expanded and stiffened in the spring
of 1942, a few months after Pearl Harbor.
Thereafter its basic requirements underwent
no substantial change until after the end of
the war.

The basic 1942-45 requirements, if details
be disregarded, contemplated that as a rule
charge-account credits would be paid up
within less than 60 days from their date of
origin, that instalment credits would have a
maturity of not more than 12 months, and
that on instalment purchases of consumers'
goods (and loans to make such purchases) a
down payment of one-third would be ob-
tained.

Changes made shortly after the end of the
war left most of the basic requirements un-
changed, on the ground—publicly announced
—that until consumers' goods come on the
market in sufficient supply to meet demands
the use of consumer credit should so far as
possible be discouraged. But at the same
time, effective October 15,1945, two relaxing
changes were made, one in the requirements
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relating to home-repair and home-improve-
ment credits, which were released from the
control, and the other in the maturity per-
missible for one category of consumer loans,
viz., loans not for the purpose of purchasing
consumers' durable goods.

The removal of restrictions on home-re-
pair and home-improvement credits followed
shortly after the War Production Board had
released from its control new construction
of all kinds of buildings. At that time, the
volume of insured repair and modernization
loans outstanding had already increased from
its low point in 1944 by about 50 million dol-
lars. During the next 7 months, through
April 1946, it increased further by a some-
what larger amount, but the increase repre-
sented less than 5 per cent of the total
increase in consumer credit for the 7-month
period. That it was no greater seems to
have been for the reason that materials and
labor for home repairs and the like were
scarce and hard to find.

The other change in Regulation W, which
lengthened from 12 months to 18 the ma-
turity permissible for one category of con-
sumer loans, made it easier for consumers to
obtain credit for miscellaneous purposes such
as might be expected to emerge during a
period of rapid economic and social readjust-
ment. This change, in contrast with the one
relating to credits for home repairs and home
improvements, may have been one of the
significant factors in the subsequent increase
in consumer loans. These loans, exclusive
of insured repair and modernization loans,
increased by about 625 million dollars dur-
ing the next 7 months, with more than half
of the increase in consumer instalment loans.
The increase in the latter, which in previous
months had been at the rate of about 100
million dollars per year, rose to an annual

rate of over 575 million, which is larger than
has ever prevailed before.

Federal regulation of consumer credit is a
flexible control. Its appropriate objectives,
and still more the relative importance of
these among themselves, undergo change
from time to time as relevant circumstances
change, and so do its standard requirements.
When it first went into effect in 1941 and for
some time thereafter, its primary function
was to restrain demand for consumers' dur-
ables, then still available for purchase, and
thereby to reduce inflationary pressure on
them; its secondary function was to restrain
the over-all growth of consumer credit, the
expansion of consumer buying power in gen-
eral, and thereby to reduce the inflationary
pressure on goods and services in general.

During the larger part of the war period,
the general anti-inflationary function was the
more important. This broader function re-
mains important, since all sorts of consumers'
goods and services are still in short supply
relative to demand, but the narrower func-
tion is gaining in importance. This reflects
the two-sided circumstance that consumers'
durables are again coming to market but still
in quantities far short of current and accu-
mulated demand. A noteworthy official rec-
ognition of this fact was in one of the state-
ments in President Truman's first annual
message to the Congress last January: "Con-
tinued control of consumer credit will help
to reduce the pressure on prices of durable
goods and will also prolong the period dur-
ing which the backlog demand will be effec-
tive."

The large reduction since 1941 in the vol-
ume of consumer credit outstanding, when
viewed in relation to the higher postwar in-
comes of consumers, signifies the building
up of a large amount of unused credit ca-
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pacity, an increase in capacity for consumer utilization, like that of accumulated savings,
spending. It represents a margin that can would increase inflationary pressures making
be used, as savings can be used, when the for a higher cost of living; it would not in-
supply of consumers' goods becomes more crease production and employment. Con-
plentiful and when the need may arise for sumer credit regulation, therefore, along
a large volume of consumer buying to sustain with more fundamental measures for pro-
employment, production, and income. But moting economic stability, continues to be a
it is a resource that should not be depleted form of governmental action that serves an
before the need for it arises. Its premature important public purpose.
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