
Bank Financing and the Automobile Market
District bankers have a vital stake in the automobile mar
ket. Their loan volume and earnings are directly influenced 
by the ability of the automobile manufacturers and dealers 
to sell new cars, for automobile loans have become an 
important segment of bank loan portfolios. Although sta
tistics picturing the 1957 automobile market are not as 
encouraging as the industry’s initial forecasts indicated, 
a number of current developments may be setting the 
stage for an upturn in new car sales and automobile 
loan volume.

Bankers Find Automobile Loans 
More Important

The number of dollars District bankers have lent, directly 
and indirectly, to finance automobile sales exceeds the 
number of dollars they have lent to farmers or to manu
facturing and mining concerns. At the end of 1956, con
sumer instalment automobile loans at District member 
banks amounted to 310 million dollars. When the credit 
extended to sales finance companies, about 75 percent of 
which goes to financing motor vehicles, and the dollars 
outstanding on wholesale floor plan loans to automobile 
dealers are added to this amount, it rises to an estimated 
450 million dollars.

Member banks in the Sixth District have a slightly 
larger proportion of their loanable funds allocated to auto
mobile loans than do member banks in the nation. In this 
District automobile instalment paper accounts for 8.4 
percent of total loans outstanding; the national average is
6.6 percent. Banks in Tennessee, with over 10 percent of 
their loans in automobile paper, have been most active in 
motor vehicle financing. Louisiana and Mississippi mem
ber banks were least active in this field; their ratios of 
automobile loans to total loans ran 3.9 and 5.4 percent, 
respectively.
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Individual bankers in the past have questioned the 
advisability of making instalment loans to consumers on 
automobiles. As the earning power of such loans became 
apparent, however, many bankers increased their activity 
in this field, and most bankers today are well aware of 
the profitable market for funds offered by automobile 
financing. The growth in outstanding automobile loans 
since the end of World War II is indicative of this accept
ance. Outstandings at the end of 1956 were more than ten 
times greater than at the end of 1946.

Cyclical Swings in the Market
The status of the automobile market in a particular model 
year depends largely upon the following factors: (1) new 
model stimuli; (2) long-run factors such as rising incomes 
and consumer optimism regarding the future; (3) scrap- 
page rates; (4) selling efforts of manufacturers and deal
ers; and (5) availability of credit. In 1955, as a number 
of industry spokesmen point out, all five of these factors

Spending for Automobiles
United States, 1949-56

worked to push the market in terms of both production 
and sales to all-time records. The 1955 models of all 
makers were accepted by the public; both manufacturers 
and dealers became involved in a keen race for volume; 
incomes rose and consumer confidence was high; scrap- 
page rates returned to their prewar average; and financing 
terms were liberalized and instalment credit was made 
readily available both by banks and finance companies.

If the first four conditions for a healthy automobile 
market are met, the fifth condition, the availability of 
credit and the willingness of the consumer to take on addi
tional debt, becomes more important. Since 1950, the 
model years in which the number of cars sold rose from 
the previous year were also years in which credit outstand
ing expanded and repayments as a percentage of dis
posable income rose.

The accompanying chart shows consumer purchases 
and estimates of cash outlays for automobiles by quarters
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between 1949 and the end of 1956. Cash outlays are 
defined as the amount consumers paid for automobiles in 
cash, in down payments, and in repayment of old instal
ment debts. In certain model years 1950, 1953, and 1955, 
new credit extensions rose significantly. In the years be
tween these spurts, cash outlays and new purchases were 
closer together partly because consumers paid off previ
ously acquired debts.

Some observers have viewed this cyclical pattern as evi
dence that increases in sales based upon liberal credit 
cannot be sustained and tend to borrow sales in a sense 
from the next year or so. Others view the pattern as indi
cating consumers as a group discipline themselves and are 
reluctant to make new instalment purchases until payments 
on old debts are brought down to lower proportions of 
family budgets. Still others claim the cycle is tied more 
closely to new car styles than to credit.

1957 Market Still Uncertain
At present, uncertainties cloud the automobile market. 
Production of new units continues to exceed 1956 output, 
but new car inventories are mounting. Model acceptance 
by consumers has been favorable for cars of two of the 
major manufacturers, but some producers are experi
encing difficulty gaining acceptance for the 1957 editions. 
The substantially higher prices being asked for the 1957 
models met little consumer resistance through February, 
but the real test is yet to come. Trade reports indicate that 
dealers are anticipating a strong spring selling season 
beginning in April, but memories of 1956 remind them 
that such an upturn may not materialize.

To some other observers, it appears that the automobile 
market may be reaching a stage where an upturn in sales 
is in prospect. Several facts support this hypothesis: A 
substantial number of car buyers will make the final pay
ment this year on the automobile contracts they acquired 
during the peak buying months of 1955. The level of dur
able purchases is much closer to cash outlays today than 
it has been for some time. The percentage of new cars 
purchased on credit in December and January was several 
points below the level of early 1956. Personal income re
mains high. Consumers are optimistic about the future 
and plan to purchase new cars at about the same rate as 
during the past few years, according to the recently re
leased Survey of Consumer Finances.

Sales in the next two months will determine whether the 
anticipated seasonal upturn materializes and will set the 
pattern for the 1957 automobile market. During the years 
1951 through 1955, approximately 37 percent of new car 
sales in the nation were made between April and July. 
Although the rise is not nearly as strong in the spring 
months in this District as in the nation, some seasonal rise 
does take place during May, June, and July.

Indications seem firm that if the 1957 styles are ac
cepted, District bankers will be ready to provide the credit 
necessary for purchases. The terms upon which this money 
is extended to consumers, however, will probably be 
watched more closely than they were during early 1955 or
1956. In any event, District bankers should continue to 
find approximately one out of every eight dollars they lend

Softness in 
Cotton Textiles

Unfortunately, things have not been going as well in the 
District’s textile industry as had been expected late last 
year. From a relatively high point near the end of 1955, 
activity declined in the first half of 1956. The industry 
optimistically looked for recovery from the low mark 
reached last summer, but despite some promise of revival 
in the last quarter of 1956, the recovery faltered.

This picture is shown by the data on cotton consump
tion, the most frequently used index of activity in the 
cotton textile industry. Cotton consumption also declined 
outside the Sixth District, bringing textile activity for the 
country down almost to the recessionary low of 1954. 
An upturn would be especially important in Georgia, 
Alabama, and Tennessee, where the District’s textile in
dustry is concentrated.

Cotton Consumption
Sixth District States and United States, 1953-57
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tied to automobile sales. L eon T. K endall

The cutback in textile activity brought a slight reduction 
in seasonally adjusted mill employment as well as a 
shorter average work week. Recent price behavior also 
reflects the general weakness of textiles. Prices increased 
last October, but with production declining since then 
and mills anxious for additional business, the increases 
were erased, by a subsequent steady downtrend. By 
late February, the price of print cloth had dropped below 
the price existing before the October increases. Mill 
margins decreased, meanwhile, largely as a result of de
clining prices of cotton products, but also because slightly 
higher cotton prices increased the cost of raw materials.

In spite of the currently disappointing picture, observers 
see the possibility of a spring revival because there have 
been reported increases in mill inquiries, steady deliveries 
of sales yarns, and substantial bookings by hosiery mills. 
In addition, automobile production though down from 
earlier in the year is expected to remain well above the 
sharply reduced levels of last spring, and apparel sales 
have remained high. These encouraging factors, however, 
have to be weighed against high inventories of textile mill 
products and reported declines in order backlogs.

P hilip  M. W ebster
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