
Instalment Credit: New Style
Recently a respected businessman in a medium-size South
ern city walked into a local marine supply store and 
ordered a new family-size runabout complete with outboard 
motor. He paid for it with a check, although he knew 
his bank balance was not large enough to cover it. On 
the other side of town, one of his friends had just selected 
an Early American coffee grinder for his wife’s birthday 
at a small antique shop. The friend asked the clerk to 
charge it, although he did not have an account with the 
store—indeed, the store was too small to offer a charge 
account service to its customers.

Had these men taken leave of their senses? Not at all. 
They were merely taking advantage of two new services 
offered by their local banks. The businessman paid for 
his pleasure craft with a special check from his revolving 
check credit account at the First National Bank. His 
friend handed the clerk in the antique shop a charge card 
issued by the First State Bank. In both cases, the men 
were borrowing from their banks without the red tape 
involved in making an ordinary consumer loan.

How the Plans Operate
The man with the check credit plan probably went to his 
bank office and requested an application, or he may have 
received one in the mail. He filled it out, listing his salary 
and outstanding debts and the amount he felt he could 
repay each month without straining his budget beyond 
the breaking point. Everything was in order, so the 
bank set up a line of credit equal to 20 times the amount 
he wanted to pay each month. (It could have been 12, 18, 
or 24 times, if the policy of the bank had so established 
it.) He was then all set to borrow any amount up to the 
maximum, merely by writing a check similar to a personal 
check. When his checks started arriving at the bank, a 
loan was automatically set up. He began paying it back 
in the predetermined monthly amount; or, if his bank 
was one of a small minority, his payment was a fraction 
of the outstanding balance. Interest was charged on the 
amount due at the end of each month—usually one per
cent, including life insurance, and a small charge was made 
for each check written.

The man who remembered his wife’s birthday probably 
received a credit card in the mail from his bank. The card 
is good at any of an extensive list of stores and service 
establishments. The customer can charge up to $25 (in 
most cases) without question, and larger amounts after 
the clerk checks with the bank on his credit standing. He 
receives a monthly bill, just like the one from his gasoline 
company or department store. If he pays it all within 
thirty days, there is no charge. He may pay as little as 
15 percent, in which case there is a one-percent service 
charge tacked on to the unpaid balance. The bank makes 
its profit from the merchant, who pays a discount up to 6 
percent (often depending on the average size sale or the 
total volume of his credit business) in return for the 
service. The bank relieves the store of the job of book
keeping and assumes responsibility for all bad debts.

How Widespread Is Charge Account 
and Check Credit Banking?

Both plans are relatively new to Sixth District banks. The 
revolving check credit plan was introduced by a small 
bank in the Miami area in 1956, shortly after its national 
debut in Boston. Charge account banking in the deep 
South, which dates back to 1953, also had its beginnings 
in Miami, although it had been in existence in a number of 
Eastern areas for some time. The revolving credit idea 
remained in the back of most bankers’ minds until early 
Spring of 1959 when 13 banks in the deep South adopted 
the plan in March and April alone. As the weather be
came warmer, the fever rose, and by Autumn at least 41 
District banks had adopted the plan. The first frost, 
however, cooled things off. As far as can be determined, 
only one bank has been added to the list since that time. 
The tide of bank charge account plans rose more slowly, 
beginning in the fall of 1957. Five District banks adopted 
the plan during 1958 and nine introduced it in 1959, but 
only one has joined the roster so far in 1960.

A complete census of banks offering these plans has 
not been made. A survey conducted by this Bank covered 
all of the geographical areas of the District, including all 
cities with over 25,000 population and a number of 
smaller trade centers. That survey revealed that at least 
32 District banks offered revolving check credit plans; 
19 banks had charge account plans; and 10 banks offered 
both plans in early 1960. Of the 42 banks offering check 
credit services, 21 were in Florida, 9 in Georgia, 5 in 
Alabama, 4 in Tennessee and 3 in Louisiana. Thirteen of 
the 29 banks with charge account plans were in Florida,
11 were in Georgia (including 8 units of a state-wide sys
tem), 4 were in Alabama, and one was located in the 
Sixth District portion of Louisiana. No bank in Tennessee 
offered charge account plans, and neither plan was avail
able in the southern half of Mississippi.

These plans are concentrated mainly in the District’s 
larger towns. Of the 30 cities served by one or both 
plans, 17 are in metropolitan areas. The others are found 
in counties with populations ranging from just under
50,000 to almost 330,000. Four of the District’s larger 
population centers (Knoxville, Mobile, Baton Rouge and 
Jackson) are not currently served by either plan. On the 
other hand, some smaller cities, such as Dothan and 
Anniston in Alabama, and Rome and Gainesville in 
Georgia, have both revolving check credit and charge 
account banking services available.

The total amount outstanding in both plans in the Sixth 
District at the end of March 1960 was approximately 
$22.5 million, or less than 2 percent of the estimated 
consumer instalment credit outstanding at District com
mercial banks. They constituted over 6 percent of con
sumer instalment credit at the banks offering the plans, 
however, and they accounted for almost half the 15-per
cent increase in instalment credit at these banks during the 
past year.

About 47,000 applications for lines of credit had been
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received by the end of March at District banks offering 
the check credit plan. Twenty-eight thousand had been 
approved and 23,000 had actually been put to use. The 
typical check credit customer had borrowed about $550, 
or over three-fourths of his total line of credit of $730. 
Chances are he was a white collar worker, since about 
two-thirds of his fellow customers fell into this class. About 
one-fifth were doctors, lawyers, and other professionals, 
while the remainder were skilled or unskilled laborers. 
He probably already had an account at the bank offering 
the plan, although almost 30 percent of the revolving 
check customers represent new business to the average 
bank.

If his bank is typical, $3,000 is the maximum line of 
credit he could have obtained. Half the banks set this 
limit, while at least five banks lend up to a maximum of 
$2,000, and an additional four lend up to $6,000. Most 
Florida banks charge their customers five-sixths of one 
percent interest, while an even one percent is favored else
where in the District. This includes life insurance, but does 
not include a small charge made for each check, usually 
25 cents.

Almost 350,000 District residents were holders of bank 
charge account cards at the end of March, although only 
about 200,000 had actually used them. They charged a 
little more than $2 million worth of goods and services 
from 7,500 merchants in March; and their total debt to 
the banks amounted to almost $10 million.

What Is the Outlook for These Plans?
It is still too early to determine the value of these plans 
either to the banks or to the customers. Most District 
banks report excellent collection experience, with a 
minimum of delinquencies. Fewer than 1,000 check credit 
accounts have been terminated— not much more than 
would be expected from normal turnover. High initial 
advertising and operating costs still obscure the profit 
picture, but most banks expect to make money from the 
plans after they have taken hold.

To the customer, both plans offer a perpetual source 
of credit which is never likely to be completely paid up. 
This adds to the already considerable burden of consumer 
instalment debt that averages about $300 for every man, 
woman, and child in the United States, and it increases the 
banker’s dependence on the good judgment of his cus
tomers.

Growth of these plans in the near future in the Sixth 
District will apparently be limited to the banks that have 
already established them. None of the banks questioned 
that do not currently operate a charge account or check 
credit plan expect to do so within the next year. Some 
were quite emphatic in their intention to abstain. Others 
are playing a waiting game. If the long-run experience of 
the pioneers is successful, other banks will undoubtedly 
add one or both of the plans to their lists of consumer 
services.

R o b e r t  M. Y o u n g

Business Improves in Louisiana
When we reviewed economic conditions in Louisiana at 
the end of last year the business trends were mixed, al
though the indicators moving downward more than offset 
those moving upward. Current data measuring Louisiana's 
economy appear each month on next to the last page of 
this Review. Nevertheless, as six months have passed 
since our last discussion, it seems appropriate now to take 
a more extended look at Louisiana business trends.

Business conditions in Louisiana have improved some
what since the end of 1959, largely because gains in 
mining, trade, and government outweigh weaknesses still 
present in manufacturing, construction, and farming.

Oil Production Rises Further
Crude oil production in Louisiana has been rising since 
late 1957 and has, no doubt, played a major role in recent 
economic growth patterns. Yet, despite the gains in out
put, employment in oil fields has not improved. Com
pared to this time last year, there are, in fact, approxi
mately 4,400 fewer workers employed in crude oil and 
natural gas production. Although the gains in oil produc
tion have not been apparent in employment in oil fields, the 
influence has been widespread throughout the state’s 
economy.

As a source of state revenue, crude oil bulks large. The 
severance tax, a tax collected on the production of 
natural resources, totaled $111.4 million during the 1958- 
59 fiscal year, 63 percent of which came from crude oil 
production. For the first nine months of the fiscal year

that began in July 1959, severance taxes were 21 percent 
above the high level of the preceding fiscal year.

Larger revenue from the petroleum industry has en
abled officials in Louisiana to add workers to state and 
local government payrolls. All told there are now over
119,000 people working for state and local governments 
in Louisiana, 4 percent more than were employed in 
May last year. The additional funds from taxes have 
encouraged acceleration of projects that might otherwise 
have been delayed, hence oil production has indirectly 
boosted business throughout the state.

Increased Mechanization in Manufacturing
Gains in petroleum production have been carried over in
to chemical and petro-chemical manufacturing industries. 
Both are heavily dependent on petroleum for their raw 
materials. New capital expenditures, for example, in those 
industries are well above last year’s level. In 1959, 
chemical and petro-chemical manufacturers spent about 
$70 million on new plant and equipment. Based on tax 
exemption approvals, which allow a ten-year exemption 
on new industrial expenditures, an estimated $78 million 
more was invested during the first four months of 1960.

Like the chemical manufacturing industry, others have 
also increased their capital investment. Paradoxically, 
however, although investments are relatively high and 
manufacturing output is high and rising- manufacturing 
employment, as the chart shows, has not improved. The 
reason for this paradox may be traced in part to tech
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