
Consumer Instalment Credit Expansion

EXPANSION OF instalment credit reached
a high in the summer of 1959, and then
moderated in the fourth quarter. In early
1960 expansion increased, but at a slower
rate than in mid-1959.

A sharp rise in outstanding instalment
credit from late 1958 through the summer
of 1959 accompanied improving economic
conditions and rising consumer expendi-
tures, particularly for automobiles and

CHANGE IN INSTALMENT CREDIT
Billions of dollars

1955 1957 1959 '60

NOTE.—Monthly change in outstanding, adjusted for seasonal
variation. Data for Alaska and Hawaii introduced in January
and August 1959, respectively. Latest figures shown, February.

household durable goods. Expansion was
stimulated to some extent by widespread
promotion of new types of credit plans by
financial institutions and retail outlets.

Beginning last autumn instalment credit
increased more slowly as retail sales
showed little change. In late 1959 growth
in seasonally adjusted credit extensions was
interrupted by general uncertainty induced
by the steel strike and by shortages of new

automobiles. Meanwhile, debt repayments
continued to rise. For 1959 as a whole, the
increase in outstanding short- and interme-
diate-term consumer credit totaled $6.5 bil-
lion, of which $5.4 billion was instalment,
and about $1 billion noninstalment, credit.

In early 1960 outstanding credit in-
creased at a rate above that of late 1959.
Automobile purchases rose but remained
below earlier industry expectations, in part
because of unusually bad weather. They
picked up in late March and early April.

Loan delinquencies and automobile re-
possessions, which had declined as income
and employment rose from recession levels,
increased somewhat after mid-1959, and in
early 1960 were above year-earlier levels.

Banks financed much of the 1959 ex-
pansion in consumer credit by lending to
consumers directly and to consumer-lend-
ing businesses such as finance companies
and retailers. With total bank credit expan-
sion under restraint, banks obtained funds
to lend mainly by reducing their holdings
of U. S. Government securities.

COMPARISON OF 1959 AND 1955

The $5.4 billion expansion in instalment
credit outstanding in 1959 was about equal
to the record in 1955. The growth rate was
only about 16 per cent in 1959, however,
compared with 23 per cent in 1955.

Despite similar dollar expansions in these
years, underlying developments in instal-
ment credit differed considerably. All major
types of consumer credit increased at about
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ANNUAL INCREASE IN OUTSTANDING
INSTALMENT CREDIT

Type of credit
or holder

Billions
of dollars

19591 1955

All types 5.4

Type of credit

Automobile paper 2.4
Other consumer goods

paper 1.3
Repair and modernization

loans 4
Personal loans 1.4

Type of holder

Financial institutions,, total. 4.7
Commercial banks 2.1
Sales finance companies. 1.4
Credit unions 6
Consumer finance com-

panies 4
Other 3

Retail outlets, total. 7
Department stores and

mail-order firms 4
Other 2

5.4

Per cent
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1 Includes introduction of data for Alaska and Hawaii, amounting
to $22 and $136 million, respectively.

NOTE.—Details may not add to totals because of rounding.

the same rate in 1959, whereas in 1955 au-
tomobile credit increased almost three times
as fast as other credit, as the table shows.
Credit expansion on new cars accounted for
a smaller proportion of automobile credit
in 1959 than in 1955.

In 1959 new car sales increased less than
in 1955. Moreover, credit extended on new
cars rose at about the same rate as sales in
1959. In 1955, on the other hand, it grew
considerably faster as both the proportion
of units financed and the average size of con-
tract rose appreciably. The opposite oc-
curred with extensions of other types of
credit, which expanded at a faster rate in
1959 than consumer expenditures for goods
other than autos, and at about the same rate
as such expenditures in 1955.

Average maturities on automobile con-
tracts lengthened much less in 1959 than in
1955, when 36-month contracts on new cars
first became widely available. On other
types of credit, lengthening of maturities was
apparently greater in 1959.

NEW CREDIT PLANS AND FACILITIES

Consumer credit was actively promoted by
both financial institutions and retailers in
1959 and early 1960. New credit plans
were adopted and in some instances terms
on conventional plans were eased.

A number of banks throughout the coun-
try introduced charge-account or check-
credit plans in early 1959. These plans
spread rapidly through midyear and were
heavily promoted at the time of introduc-
tion.

Many retail outlets, particularly depart-
ment stores and mail-order houses, offered
new revolving credit plans and liberalized old
plans. Some chains that had traditionally
operated on a cash basis began to offer
credit. Late in the year the subsidiary of
a large consumer finance company extended
its charge-account financing activities across
the nation. Credit-card services were widely
promoted.

A major automobile manufacturer and
several retail chains organized sales finance
subsidiaries in late 1959 and early 1960 to
facilitate the financing of retail receivables
originated by the parent company or by
dealers. Such subsidiaries are able to raise
funds through direct placement of commer-
cial paper as well as to borrow on favor-
able terms from banks and in the long-term
market. Since some of these subsidiaries
were organized relatively recently, they have
as yet exerted little influence on the market.
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TYPES OF INSTALMENT CREDIT

Outstanding instalment credit reached an
annual growth rate of $6 billion during
the second and third quarters of 1959 as
credit extensions, which reflect current fi-
nancing activities, rose more rapidly than
repayments. The repayments lag was en-
hanced by some lengthening of maturities on
automobile and other contracts. In Feb-
ruary 1960 extensions were 28 per cent, and
repayments were about 9 per cent, above
the lows in March 1958.

Automobile paper. Extensions of auto-
mobile credit began to expand in October
1958 as consumer expenditures on automo-
biles recovered from the lowest levels in five
years. The increase was rapid through De-
cember 1958, as the chart on the follow-
ing page shows, and then slower until the
introduction of new-model automobiles in
October 1959. Meanwhile repayments
were gradually increasing.

In the last two months of the year,
strike-induced shortages of new cars cur-
tailed expenditures, and in December exten-
sions of automobile credit declined to about
the level of repayments. Expansion in out-
standing credit resumed with the upturn in
sales in 1960.

Sales of new domestic and imported au-
tomobiles in 1959 were 30 per cent higher
than in 1958, and sales of used cars, which
had declined only moderately in 1958, were
about 10 per cent higher. Credit sales of
new cars increased at about the same rate
as cash sales during the recent expansion,
and this contrasts with 1954-55, as the chart
shows. New car financing accounted for
about 70 per cent of the increase in auto-
mobile credit extensions in 1959 compared
with about 90 per cent of the increase in
1955.

NEW AUTOMOBILES
CREDIT AND CASH SALES

20 40 60

TOTAL

CREDIT

CASH

Percentage increase

1958 to 1959

1954 to 1955

NOTE.—Percentage change in number of cars sold.

Credit contracts written on new cars in
early 1960 averaged $2,600, slightly smaller
than a year earlier. In other recent years
average new car contracts had increased.
Last year, for the first time in several years,
new-model automobiles were introduced
without an increase in list prices. A shift
by consumers to lower priced lines more
than offset the effects of a small increase
in the proportion of the price financed and
some increase in finance charges accom-
panying longer maturities.

On used cars the average contract was
somewhat larger in early 1960 than a year
earlier. The factors tending to increase con-
tracts were higher prices, larger finance
charges accompanying longer maturities,
and lower downpayments.

The maximum maturity on automobile
contracts remained at 36 months, but use
of this maturity continued to increase. In
early 1960 the proportion of new-car credit
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sales with 36-month contracts was somewhat
more than 60 per cent, about 10 percent-
age points higher than a year earlier. There
were also increases in the proportions of
late-model used cars sold with 30- and 36-
month contracts and of older-model used
cars with 24-month contracts.

Other consumer goods paper. Extensions
of credit in connection with the purchase of
consumer goods other than automobiles,
which had increased during most of 1958,
rose more rapidly during the first half of
1959. Since then they have shown little
change. Repayments increased gradually
throughout the period. In early 1960 out-
standing credit of this type was increasing
at a slower rate than in mid-1959.

A large proportion of the credit advanced
in 1959 for the purchase of consumer goods
other than automobiles took the form of re-
volving credit. At the year-end such credit

CREDIT EXTENSIONS AND REPAYMENTS
Billions of dollars

TOTAL INSTALMENT CREDIT

EXTENDED i
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NOTE.-—Monthly, adjusted tor seasonal variation. Latest
figures shown, February.

accounted for an estimated $1 billion, or
more than 40 per cent, of all instalment
credit at department stores and mail-order
houses. The growth probably reflects some
shift from conventional 30-day charge ac-
counts, which typically are used mainly for
the purchase of soft goods. Much of the
credit granted under bank charge-account
plans also is repaid on a revolving credit
basis.

Personal loans. Unlike loans made di-
rectly in connection with purchases, per-
sonal loans continued to expand throughout
the 1957-58 recession, and reached a record
$1.7 billion annual growth rate in the third
quarter of 1959. As consumer outlays for
services have grown, there has been an in-
crease in credit financing of services, in-
cluding such items as travel and school tui-
tion. The availability of new credit plans
has facilitated the use of personal loans for
purchasing a wide variety of nondurable as
well as durable goods.

Repair and modernization loans. Home
repair and modernization loans, which ac-
count for a small part of total outstanding
instalment credit, have grown relatively
rapidly in recent years. The increase re-
flects in part a steady lengthening of aver-
age maturities.

POSITION OF BORROWERS

Repayments of consumer short- and inter-
mediate-term instalment debt have risen
faster than disposable personal income in
the past decade. They tend in general to
show a more stable relationship to personal
income than do credit extensions, which are
relatively sensitive to cyclical and short-run
developments.

Over the past two years the ratio of re-
payments to disposable personal income has
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fluctuated around 13 per cent as income
has risen at about the same rate as repay-
ments. Since early 1959 repayments have
risen more rapidly than income, and may
continue to do so as they reflect the recent
volume of credit extensions. Repayments
were about 9 per cent of disposable income
both at the beginning of the decade and at
the outset of World War II.

INSTALMENT CREDIT AND INCOME
Per cent

Ratio - Repayments
to Disposable Personal Income

1951 1953 1955 1957 1959

NOTE.—Quarterly ratio of instalment credit repayments to
Department of Commerce estimates of disposable personal in-
come, both series seasonally adjusted. Latest figure shown,
average for January-February 1960.

The gradual increase in the ratio of re-
payments to disposable personal income re-
flects use of instalment credit for an in-
creasing variety and quantity of purchases,
including nondurable goods and services.
More families have debt, and many with
debt owe larger amounts. According to the
Survey of Consumer Finances, the increase
in short- and intermediate-term debt has
been widely distributed among income and
age groups.

Although consumers have used a grow-
ing proportion of their income for repay-
ment of instalment debt in recent years, de-

linquency and repossession rates have re-
mained moderate. Both the proportion of
loans with payments in arrears and the pro-
portion of automobiles that were repossessed
increased somewhat during the 1957-58 re-
cession, and then declined from mid-1958
to mid-1959 as income and employment ex-
panded. For some types of loans these rates
reached the lowest levels of recent years.
During the steel strike delinquencies and
repossessions increased, and some loans were
refinanced that would otherwise have been
reflected in the delinquency statistics. In
early 1960 delinquency and repossession
rates declined from the seasonal peaks
reached at the year-end, but were still above
a year earlier.

POSITION OF LENDERS

Demands for funds to finance consumer
credit expansion competed with other credit
demands in 1959, and contributed to the
tightening of credit markets. The combined
credit demands of the Federal Government,
businesses, and consumers resulted in a rec-
ord increase in short- and intermediate-term
debt in 1959. During the year, as indicated
earlier, total bank credit expansion was un-
der restraint.

Notwithstanding the growing pressures on
bank reserve positions, banks extended a
considerable volume of credit to consum-
ers, as the table on page 360 shows. Banks
increased their share of outstanding personal
loans during the first half of the year. Hold-
ings of automobile paper increased slightly
more at banks than at sales finance com-
panies. Moreover, commercial banks sup-
plied a substantial share of the funds loaned
by finance companies and retail outlets.
By late 1959 bank promotion of consumer
credit had slackened, and some banks ap-
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peared reluctant to expand existing credit
lines to retailers and finance companies.

At sales finance companies, instalment
credit increased about as much relatively in
1959 as at banks. The share of these com-
panies in automobile financing was smaller
in 1959 than in 1955, when it increased
sharply. Their share of other consumer
goods paper continued the steady growth
of recent years, largely as a result of in-
creasing activity of the sales finance subsid-
iaries of mail-order houses.

Sales finance companies raised the major
part of their funds in 1959 in the short-term
market. They borrowed directly from banks
and sold commercial paper, despite increases
in the bank prime rate and in rates on di-
rectly placed finance company paper.

Finance companies increased their bor-
rowing in the long-term market in the first
quarter of 1960. They also borrowed in
the commercial paper market, partly to fi-
nance expansion of automobile dealer in-
ventories. Recent changes in bank loans to

finance companies appear to reflect mainly
seasonal influences.

Credit unions continued to increase their
share of the consumer credit market in 1959
as in other recent years. The increase re-
flected the continued inflow of funds, pro-
motional campaigns, and relatively favor-
able lending rates to members.

Despite generally higher interest rates in
short-term credit markets during 1959,
charges on consumer credit apparently rose
only slightly on the average. Credit costs
to lenders are only a part of the cost of
making consumer loans, and charges on con-
sumer loans have typically changed only
slightly in response to cyclical changes in
market rates of interest. Some financial in-
stitutions, including several New York City
banks, made moderate upward adjustments
in finance charges to consumers. Other
financial institutions, some of which were
operating at legal maxima, and most re-
tailers operated with unchanged rates.
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