
16 (New). Consumer Credit

CONSUMER CREDIT has had an influence on
many aspects of economic activity during the
past 50 years. Much of its influence stems
from the use of instalment credit to finance
purchases of automobiles and other consumer
durable goods. This practice, which began
before World War I and developed rapidly
during the 1920's, has played an important
part in the development and maintenance of
a wide market for consumer durable goods.
In recent years there has been an increasing
tendency to use consumer credit also for pur-
chases of nondurable goods and services.

Consumer credit, as the term is defined here,
includes only short- and intermediate-term
credit. It excludes real estate mortgage credit,
which is almost entirely long term.

By using consumer credit, many persons who
have not accumulated in advance the capital
to buy goods outright have been able to enjoy
them while meeting monthly payments con-
venient for their budgets. Others have been
able to finance their purchases in this way
without disturbing their capital investments
and their planned savings programs.

Consumer credit thus is an important means
of financing the flow of goods and services
into final consumption and is a factor influenc-
ing the level of economic activity. Over long
periods of generally rising activity the exten-
sion of credit to purchasers of consumer goods
has supplemented current purchasing power,
and this has tended to stimulate production
and employment. But substantial increases in
consumer purchasing power through the exten-
sion of credit in periods of high economic activ-
ity are appropriate only when the terms on
which the credit is extended are prudent, the
growth in such credit does not contribute ex-

cessively to monetary expansion, and when the
new purchasing power is matched by an in-
crease in the supply of goods at relatively
stable prices.

To provide consumer credit, an elaborate
structure of financial and service organizations
has developed. Many of these organizations
require substantial amounts of private capital
and bank credit. Commercial banks not only
supply funds to other financial and retail or-
ganizations to carry consumer accounts receiv-
able but also are active in lending directly to
consumers and in purchasing instalment paper
from retail outlets. An understanding of these
credit demands and of their effects on total
demand for credit requires adequate current
information on developments and changes in
consumer credit.

BACKGROUND OF SERIES

Groundwork for the Board's consumer credit
series was laid in the late 1930's when the
National Bureau of Economic Research and
the Russell Sage Foundation1 cooperated with
the U.S. Department of Commerce in develop-
ing a series of estimates. In 1940—with
the support and cooperation of retailers, finan-
cial institutions, and trade associations—the
Department of Commerce set up a system for
obtaining the information needed for prepar-
ing estimates of consumer credit outstanding
each month.

In August 1941 the Board of Governors of
the Federal Reserve System was given the re-
sponsibility for regulating consumer credit, and
it issued its Regulation W entitled "Consumer

1 Rolf Nugent, Consumer Credit and Economic Stability
(Russell Sage Foundation, 1939).
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Credit." To carry out this responsibility, it
began to collect information pertaining to vari-
ous types of consumer credit. Shortly there-
after—in 1942—the responsibility for maintain-
ing the official statistics on consumer credit was
transferred from the Department of Commerce
to the Federal Reserve System. This centraliza-
tion of the collection of the statistics served
to make maximum use of the information that
was available within the Federal Reserve,
to eliminate duplication and inconsistency in
reporting, and to minimize for respondents the
burden of reporting. Since 1942 the Board
of Governors has been the primary source of
aggregative consumer credit statistics even
though authority for consumer credit regula-
tion expired in 1952.

Like most economic statistics, the consumer
credit series are based largely on comprehen-
sive benchmark data which become available
periodically. Current monthly estimates are
extrapolated from the latest benchmarks on
the basis of sample data. Such data are ob-
tained through the voluntary cooperation of
lenders and other credit granters who submit
regular reports of their consumer credit opera-
tions. As new benchmark data become avail-
able, the monthly estimates are reviewed and
revised as necessary.

The estimates for the various segments of
consumer credit published each month are for
the nation as a whole, including Alaska from
January 1959 and Hawaii from August 1959.
Data are not compiled for individual States or
for metropolitan areas as a rule.

Where possible, the monthly estimates for
consumer credit begin with 1940. In addition,
estimates of credit outstanding at year-end are
available for the period 1919-39.

Tables showing current estimates of con-
sumer credit outstanding, extended, and re-
paid, by both type and holder, are published
regularly in the monthly Federal Reserve Bul-
letin. Several statistical releases are issued each
month to provide additional detail, as indicated
later in this section.

DEFINITIONS AND CONCEPTS

The Federal Reserve series, "consumer
credit," includes all short- and intermediate-
term credit that is extended through regular
business channels to finance the purchase of
commodities and services for personal con-
sumption, or to refinance debts incurred for
such purposes. In this sense, consumer credit
may refer either to an advance of funds
for the purchase of goods or services or to an
advance of goods or services in exchange for
a promise to pay at a later date. No minimum
period for repayment is set by this definition,
except that there must be some lapse of time
between the transfer of the goods or services
and the payment for them.

Personal consumption is considered an end
in itself, as distinguished from the process of
using up or "consuming" goods and services
as a stage in production. Thus the concept of
consumer credit excludes credit extended to
businesses or to individuals exclusively for
business purposes. Credit extended to govern-
mental agencies or to nonprofit or charitable
organizations is also excluded.

Some of the basic data available do not
embody these conceptual distinctions and thus
require adjustments to eliminate the noncon-
sumer elements. These adjustments will be
described in later sections on estimating meth-
ods. Nevertheless, it has not been possible to
make certain other adjustments that in principle
ought to be effected, because there is no
statistical basis on which to make the adjust-
ments or because the conceptual distinctions
themselves are not clear in practice. For ex-
ample, the System's commercial bank call re-
port data on loans to farmers do not segregate
credit for consumption from that for produc-
tion purposes. As the bulk of the total is for
production purposes, the practice has been to
exclude these loans entirely from the con-
sumer credit figures.

A similar problem arises with credit used
to purchase multipurpose durable goods such
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