
vidual debt at all District member banks. Banks in the 
central cities, on the other hand, accounted for about two- 
thirds of individual instalment debt, and those outside 
metropolitan areas held the remainder.

There are several reasons why suburban banks hold 
such a small share of consumer debt. Expenditures for 
durable goods are frequently financed by instalment credit. 
Suburban consumers, however, who purchase close to 
home may still wind up in debt to a bank in the central 
city, since the merchant may have financing arrangements 
with a “big city” bank. Distance, in any event, may be 
less of a consideration to a borrower than the availability 
of credit on terms that suit his budget. Many potential bor
rowers, moreover, may be employed in the central city, 
thus making it more convenient for them to obtain credit 
there.

The main reason why banks in suburban areas hold 
such a small share of consumer debt is because their 
resources are limited. Although the total deposits of banks 
in metropolitan areas outside central cities increased at a 
greater rate than those of banks in other locations, there 
should be no mistake about where financial resources are 
concentrated. They are in the city. At the end of 1960, 
the central city areas in this part of the South accounted 
for about two-thirds of all bank deposits, but contained 
only one-fourth of the total population. In areas outside 
the central city and outside metropolitan districts, popula
tion was much larger relative to deposits, as the chart shows.

The imbalance between bank deposits and population 
within area groupings does not, of course, impede the 
flow of bank lending. The major financial functions of

banks in central cities are to service customers in the 
hinterlands of the metropolitan areas and to shift funds to 
other parts of the country, if there is a demand for them 
and funds are available.

Member Banks in All Areas Lend 
Heavily to Consumers

Banks in the central cities of District states not only hold 
the bulk of deposits, but they have indicated a willingness 
to allocate a large share of their loans to consumers. At 
the end of 1960, the ratio of individual instalment debt to 
total deposits at member banks in central cities was only 
slightly lower than the proportion at banks in other geo
graphic areas, as the table shows. The proportions of 
most categories of nonconsumer debt to deposits, however, 
were higher at banks in central cities than at banks in the 
other two groups. Despite strong demands for funds from 
many sources, banks in central cities continued to supply 
consumers with large amounts of credit. As a result, the 
ratio of their total loans to total deposits exceeded the 
ratios at banks outside central cities and outside metro
politan areas.

During the postwar period, the credit demands of con
sumers absorbed an increasingly large share of bank re
sources. This is particularly true if residential mortgage 
financing and loans to other financial institutions and retail 
outlets who supply consumers are included with short- 
and intermediate-term consumer debt. Judging from their 
past records, banks will continue in the future to respond 
to the changing credit needs of a growing and shifting 
population. A l f r e d  P. J o h n s o n

Consumer Finance Companies: Specialists in Cash Lending
Today’s consumer is better supplied with houses, auto
mobiles, and most major types of durable goods than he 
has been for many years. This change in the consumer’s 
position has encouraged him to seek products of better 
quality or at lower prices and has made his pattern of ex
penditures somewhat uncertain. In this environment of 
plenty, however, there is one commodity for which the 
consumer’s need is almost insatiable. Namely, money to 
spend. That such a situation prevails is most satisfying to 
consumer finance companies, because their main stock in 
trade is cash.

Origins of Consumer Finance Companies
Consumer finance companies, or small loan companies 
as they are sometimes called, grew out of developments 
in the post-Civil War period. At that time, the country 
emerged from its primarily agricultural state and began to 
transform itself into the urban-industrialized nation that 
now exists. During the 1880’s and 1890’s, the number of 
industrial workers increased enormously, as did their de
pendence on the weekly pay check. With wages low and 
employment irregular, families frequently found them
selves in need of cash, but with no place to turn. Gone 
was the relative security of the small town or village,

with its partially self-sufficient homes and neighborly cus
tom of mutual aid in emergencies. In its place was an 
impersonal city, where families frequently did not know 
their neighbors. Families, moreover, could not borrow 
from legitimate lenders because none were in business to 
make small cash loans to consumers.

Because the need to borrow was great, families who 
temporarily sought funds were driven into the hands of 
“loan sharks.” The exorbitant loan charges by such lend
ers and their exploitation of borrowers aroused the public, 
and in the early part of this century resulted in small loan 
legislation. The purpose of this legislation originally was, 
and is today, to enable borrowers to obtain the credit 
they need and to protect them against excessive charges 
and illegal collection practices.

Small Loan Laws of District States
All District states presently have a small loan law or its 
equivalent in the books. In accordance with this law, com
panies that extend small loans must be licensed by the 
state. The granting of a license presumably depends upon 
how well the public interest will be served. What are the 
fitness, character, and experience of the applicant? Will 
an additional lender be a convenience or advantage to the
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community? These are the main questions that state 
authorities must answer before rendering a decision.

Another important provision of a small loan law is the 
specification of the maximum interest rate that may be 
charged. Among District states, maximum rates vary 
from 1-1/2 to 3-1/2 percent per month on the outstand
ing loan balance (18 to 42 percent per annum) on loans 
of $300 or less. The maximum rates permitted on larger 
loans are usually substantially lower.

The maximum rate results in an effective interest rate 
on small loans, which is much higher than that permitted 
by the usury laws of most states. In setting rates at such 
levels, the probable intent of most states is to allow li
censees to meet the expense and loss hazard that are inci
dent to the making and servicing of small loans and allow 
them to make a “fair” profit on their lending activities. 
Any charge made for a small loan that is over the limit 
specified by law and that results in an excessive reward to 
the lender would appear contrary to the intent and philo
sophy of the small loan laws.

The Demand for Cash is Strong
The cost of borrowing has apparently not deterred con
sumers from seeking cash loans. From 1950 to 1960, out
standing instalment debt owed to consumer finance com
panies throughout the nation increased from $1.3 billion 
to $4.2 billion. About 60 percent of the debt outstanding 
late last year represented personal cash loans of which 
only a part would be classified as “small loans.” Consumers 
in District states have also sharply expanded their in
debtedness to consumer finance companies over the past 
decade. They owed an estimated $600 million at the end 
of last year.

The expansion of indebtedness to consumer finance 
companies during the past ten years is related to popula
tion and income growth. The number of households in 
the South, for example, increased about 23 percent from 
1950 to 1960, thus expanding the potential market for 
consumer credit of all kinds. The general upward move
ment of families into higher income brackets, shown in 
the table, increased families’ willingness and ability to 
incur debt. Finally, higher income levels have enhanced 
the ability of consumers to service the large volume of 
debt currently owed to consumer finance companies.

Although consumers owe hundreds of millions of dollars 
to consumer finance companies, many of the loans were 
for relatively small amounts. In a recent year in Georgia, 
40 percent of all loans made were for less than $75 and 
two-thirds were for less than $200. While loans of $200 
or more accounted for only one-third of the number of 
all loans made, they represented about three-fourths of 
the dollar amount.

Approximately 40 percent of the money currently owed 
to consumer finance companies in the District and nation 
was borrowed for the stated purpose of consolidating 
existing debts, if past data are a guide. Borrowing for the 
stated purpose of meeting medical, hospital, and other 
emergency-type expenditures also accounted for a signifi
cant share of total borrowing, as did loans for the pur
chase of automobiles, furniture, and other goods and 
services. Borrowing to finance the purchase of durable

Outstanding loans of major cash lenders in the nation 
expanded sharply during the past decade.

The growth of cash lending and other types of consumer 
credit in the nation and in the South was stimulated by the 
movement of families into higher income brackets.

Percentage Distribution of Families 
United States South1Total Money 

Income

Under $1,000 
$ 1,000-$ 1,999 
$ 2.000 - $ 3,499 
$ 3,500 - $ 4,999 
$ 5,000 - $ 9,999 
$10,000 and Over

Total

1946 1959

8.8 5.2
17.2 8.3
36.5 14.6
20.0 16.5
15.1 43.2
2.4 12.2

100.0 100.0

1946 1959

13.8 9.8
24.9 12.2
33.7 18.5
14.9 16.7
10.6 34.9
2.1 8.0

100.0 100.0
Source: Bureau of Census, Current Population Reports, Consumer 
Income, 1946 and 1959.
1 Ala., Ark., Del., D.C., Fla., Ga., Ky., La., Miss., Md., N.C., Okla., 
S.C., Tenn., Tex., Va., W.Va.

Partly because of the concentration of southern fam ilies in 
income brackets under $5,000, consumer finance companies 
accounted for a larger share of the cash lending m arket in 
the District than in the nation in 1958.

District U.S. District U S  District U.S.
Consumer Finance Cos. Credit Unions Member Banks
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goods, moreover, has vastly increased in importance dur
ing the post-war period.

Who Borrows from 
Consumer Finance Companies?

Consumer finance companies draw their customers from 
a wide variety of occupational groups. Skilled, semi
skilled, and unskilled workers, however, account for the 
bulk of the borrowers— about two-thirds, according to 
past surveys. Because borrowers in these particular groups 
account for such a large share of the clientele of consumer 
finance companies, it is not surprising that the income of 
most borrowers is less than $5,000.

In the South there is a larger proportion of families 
with incomes of under $5,000 than in the nation. This

may partly explain why consumer finance companies in 
District states account for a larger share of the cash lend
ing market than in the United States. The competition in 
the cash lending business, however, is keen in all parts 
of the country.

In recent years, credit unions in District states have 
increased the amount of instalment debt they hold at a 
rate faster than that of consumer finance companies. 
Many banks in District states have stepped up competi
tion for cash loans by promoting check credit plans and 
the like. This increased competition, while it creates prob
lems for lenders, may result in one significant benefit to 
consumers: reduced borrowing costs.

A l f r e d  P. J o h n so n

District Consumer Credit Down Slightly
Glancing down the left-hand panel of the chart on this 
page, you see that trends in the amounts of credit out
standing in the District have varied somewhat among the 
types of holders. However, after making allowance for 
seasonal changes characteristic of different holders, such 
as the December increases at department and furniture 
stores, we can be sure of one thing: Consumer borrowing 
has not been adding any fuel to the economic recovery 
engine since the first of the year. Quite to the contrary, 
the amounts owed to most types of lenders have either 
declined slightly or held steady. The major exception 
seems to be the amounts owed to consumer finance com
panies, for outstanding credit at these companies has 
continued slightly upward. The general District picture 
closely parallels developments in the nation as a whole, 
where total outstanding consumer instalment credit has 
declined slightly since the first of the year.

The chart summarizes in index form the information 
available on District consumer instalment credit outstand
ing, extended, and repaid, by major type of holder of the 
credit. The figures for commercial banks represent esti
mates for all District banks, whereas the other data repre
sent totals only for the financial institutions and stores 
that report data to this Bank. For the nation as a whole, 
the types of credit holders represented account for about
65 percent of total consumer instalment credit outstand
ing. Assuming the District pattern of lending is not too 
different, we should have, therefore, a reasonably good 
picture of current consumer borrowing here.

Monthly changes in outstanding credit reflect, of course, 
the relationship between credit newly extended each 
month and repayments of old debt. As is obvious from 
the right panel of the chart, however, extensions fluctuate 
much more than repayments, reflecting, as they do, 
monthly variations in consumer borrowing to pay for 
such things as automobiles, television sets, appliances, 
furniture, vacations, and medical expenses. As many indi
viduals who have just about paid for the new car they 
bought two or three years ago can tell you, repayments 
reflect extensions made over a number of months previ
ously. Come what may, that monthly payment has to be

made, thus the repayment lines show less fluctuation.
The recent downward tendency in District outstanding 

credit, therefore, reflects mainly a failure on the part of 
consumers to maintain their borrowing at previously high 
volumes. In other words, they just haven’t been buying 
as much on credit, as you see from the extensions data 
after making allowance for the sometimes sharp seasonal 
swings. Sales indicators show that total consumer spend
ing in the District dropped off as employment and income 
declined during the recession starting about mid-1960. 
Moreover, if the usual pattern has been followed, sales of

District Consumer Credit Trends
Selected H olders, 1958-61

Percent

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

July 1961


