
C O N S U M E R  C R E D I T  A T  S I X T H  D I S T R I C T  B A N K S

That changes in consumer credit have assumed great 
importance in over-all credit developments is obvious. 
Less clearly recognized, perhaps, is its importance to the 
nation’s commercial banks, which now hold approximately 
40 percent of all consumer credit outstanding. Changes in 
consumer credit, therefore, importantly affect their opera
tions as well as general economic conditions.

Consumer credit includes all credit (except real estate) 
extended by banks and others to consumers through regu
lar business channels on open and instalment account as 
well as on the single repayment plan. Consumer instalment 
credit includes loans for purchases of automobiles, house
hold appliances, and other consumer goods, instalment 
loans for repair and modernization of residences, and cash 
instalment loans for personal expenses. By definition, loans 
for business purposes are excluded regardless of the repay
ment plan. Banks extend consumer credit by making 
instalment or single repayment loans to consumers or by 
purchasing instalment contracts entered into by the retailer 
and his customers.

How Much Consumer Credit Do Commercial Banks 
Hold? At the end of September this year, member banks 
probably held over one-third of the consumer instalment 
credit outstanding by all holders in the Sixth District. Their 
instalment loans on September 30 amounted to about 470 
million dollars, and they held approximately 80 percent 
of all consumer instalment credit outstanding at the Dis
trict’s commercial banks.

Retail automobile instalment loans now average about 
45 percent of total consumer instalment loans at all Dis
trict member banks. Loans for the purchase of other goods 
such as television sets, furniture, and household appliances 
account for 20 percent of the total; repair and moderniza
tion loans, 17 percent; and instalment cash loans, 18 
percent.

Although the aggregate figures show the relative impor
tance of consumer credit to commercial banks in this 
District, they do not show how widespread the granting of 
such credit has become nor variations in practices from 
bank to bank. To answer questions relating to information 
of this kind, data from the individual reports of condition 
of Sixth District member banks for September 30, 1953, 
have been analyzed. The analysis has been confined to the 
instalment loan activities of the banks since this type of 
lending has been most volatile.

How Does Consumer Credit V ary  in Importance from 
Bank to Bank? Although practically every bank does some 
direct consumer instalment financing, this type of lending 
is of greater consequence at some banks than at others. It 
is difficult to make any generalizations about the practices 
of large or small banks regardless of location. In large 
cities, the smaller banks tend to do more consumer lending 
than the larger banks. Many small banks in small cities, 
however, do less consumer lending in proportion to their 
total lending than do large banks in large cities.

For most banks, regardless of size, loans on automo
biles are the most important type; however, at the smaller 
banks, automobile loans make up about 55 percent of 
total consumer instalment loans in contrast to 43 percent 
at the larger banks. Repair and modernization loans, 
although constituting about 17 to 20 percent at large 
banks, make up only about 7 percent of consumer instal
ment loans at small banks.
W hat Does Consumer Credit Contribute to Bank Earn
ings? District banks not only provide a large part of the 
credit used for instalment buying by consumers, but also 
they depend upon such consumer buying and borrowing 
for a large part of their earnings. Any change in consumer 
demand for credit, therefore, is likely to affect the income 
of banks. Furthermore, this interdependence has become 
stronger each year since the end of the war. In 1945, con
sumer instalment loans constituted only 3 percent of total 
loans; by 1948 the ratio had risen to over 10 percent; and 
this year, to about 20 percent.

Since reports on bank earnings from loans are consoli
dated figures, they do not show how much consumer 
instalment loans contribute to total earnings. Assuming 
that these loans earn as much as the average rate of return 
on all loans, they would account for at least 12 percent 
of total earnings. It is extremely likely, however, that the 
percentage is much higher, if for no other reason than that 
consumer instalment loans are smaller and are therefore 
likely to yield higher rates of return than other loans.

The analysis of the individual bank data confirms this 
assumption. At banks of similar size, average returns on 
loans are apt to be greater as the ratio of consumer instal
ment loans to total loans becomes larger. Banks with 
deposits of from 10 to 50 million dollars, for example, 
earn an average of about 5 percent on their loans when 
consumer instalment loans make up no more than 10 per
cent of the total. Banks in the same size group whose 
consumer instalment loans are 50 percent or more of total 
loans earn 7.4 percent on loans. Higher rates of earnings, 
of course, do not necessarily mean higher net profit rates, 
since the cost of administering instalment loans is generally 
higher than that of some other types of loans.
Implications The analysis of the data from the reports 
of condition of Sixth District member banks has revealed 
the existence of a very rapid and widespread increase in 
consumer credit in recent years as well as a greater inter
dependence among retailers, consumers, and bankers. Con
sequently, bankers in appraising their assets must now look 
to the behavior of the consumer, the new outlet for bank 
funds, as well as to that of the businessman and investor.

Charles S. Overmiller

Tables showing a breakdown of member bank con
sumer instalment loans by type of loan, size of bank, 
and size of city are available upon request to the 
Research Department of this Bank.
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1. CONSUMER INSTALMENT CREDIT has grown rapidly in the post
war period at DISTRICT MEMBER BANKS, which now hold about 
30 percent of total instalment credit outstanding in the District. 
Such loans have become an increasingly important part of total 
assets, amounting to over 6 percent in 1953.

B IL L IO N S  O F  D O L L A R S  

8.0 CONSUMER INSTALMENT

'40 ‘42 '44 '46 '48 '50 ‘52

P E R C E N T

7_  RATIO OF INSTALMENT _  
LOANS TO TOTAL ASSETS

—  SIXTH  D IS TR IC T

- -

- -

.1
-

. l l -

'42 ‘44 ‘46 '48 *50 '52

4. Consumer instalment loans now account for about 20 percent of 
total loans at all member banks in the District, although the 
relative importance of this type of lending varies from state 
to state.
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2. Automobile loans now constitute over 45 percent of total con
sumer instalment loans held by member banks, and account 
for the greater part of the increase since 1946.
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3. Almost all member banks do some instalment lending to con
sumers, but a greater part of such loans is concentrated in the 
smaller banks than is indicated by their share of total District 
deposits.
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5. At the smaller banks in large cities consumer instalment loans 
have greater importance than at the same size banks in the 
smaller cities.
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6. Automobile consumer instalment loans have greater importance 
at the smaller banks than at the larger ones, whereas repair 
and modernization loans have greater relative importance at 
the larger banks.
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