
C o n s u m e r  S u r p r i s e s
Consumer spending advanced rapidly throughout 
most of 1968. Instead of spending less after the 
tax increase went into effect in July, consumers 
sharply increased their spending by saving a 
smaller proportion of their income. In addition, 
consumers stepped up the use of instalment 
credit. That Southerners behaved—or, based on 
their failure to react to higher taxes as expected, 
misbehaved—in the same way is evidenced by 
the trend of instalment credit at commercial 
banks during 1968.

Consumer Borrowing Accelerates
The use of instalment credit generally parallels 
the trend in consumer income and spending, 
since many types of purchases are partially 
credit financed. Thus, when consumers decided 
to save more and spend less of their increasing 
income in early 1968, the growth in instalment 
debt slowed. Later in the year, as consumers 
began spending a larger proportion of their in
come, the use of instalment credit accelerated.

Outstanding instalment debt at Sixth District 
banks rose steadily through 1968. District con
sumers owed $3.2 billion in instalment credit to 
commercial banks at the beginning of the year. 
By the end of November, the figure had jumped 
to about $3.8 billion. The rate of advance was 
fastest during the second quarter. The advances 
in October and November suggest the fourth 
quarter will also be strong.

Automobile Credit Sets the Pace
Instalment credit is used to finance expenditures 
for a variety of goods and services. Sales of 
most consumer durable goods, such as automo
biles, furniture, and appliances, to name a few, 
are usually partially credit financed. In addition, 
loans for repairing and modernizing houses, and 
personal loans for, among other purposes, medi
cal bills, vacations, and education are also 
popular.

Although each of these categories of borrowing 
advanced last year, loans to purchase automo
biles were largely responsible for the overall 
growth in instalment credit. Automobile loans 
account for about 53 percent of the total instal
ment debt outstanding at banks; they were

Instalm ent lending at commercial banks rose 
sharply in 1968; automobile loans set the pace.
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responsible for about the same percentage of the 
net increase in the volume of outstanding credit 
in most months last year.

The pattern of auto credit was largely a result 
of the increase in sales. New car sales, after a 
rather slow start at the beginning of the year, 
gained momentum rapidly and set a new na
tional record of about 9.6 million new car sales. 
The trend of automobile loans at District banks 
is partial evidence that Southerners participated 
in this surge to buy more automobiles.

Overall spending, based on bank debits, also 
advanced sharply in 1968, rising 14 percent for 
the first 11 months of the year over the com
parable 1967 period. Florida’s 18-percent gain 
was the largest; Miami, Fort Lauderdale, and 
Palm Beach experienced the biggest percentage 
gains. Alabama, Georgia, and the District por
tions of Mississippi and Tennessee posted gains 
about in line with the regional average. The Dis
trict portion of Louisiana, on the other hand, 
experienced the smallest, although respectable, 
gain of 9 percent as bank debits in New Orleans 
rose only 7 percent.

Revolving Credit— A New Dimension

Increasingly more Southern consumers added a 
new dimension to their borrowing last year—re
volving bank credit. Although not entirely new, 
the bank credit card and check-credit plans have 
recently been introduced by a growing number 
of banks. Overall about 125 District banks now

Revolving credit at banks increased rapidly; the 
major impetus coming from bank credit cards.
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offer some type of prearranged credit privilege to 
their customers. Banks in Alabama, Georgia, and 
Tennessee were especially active in entering the 
credit card business last year. Recently, several 
major banks in Florida entered through franchise 
and agency-type arrangements with other banks 
or groups of banks. In each state, the major recent 
impetus has come from the agency and franchise 
arrangement.

As yet, outstanding balances under various 
types of credit card plans account for less than 
3 percent of total bank instalment credit. The 
growth was rapid in 1968, however. Outstanding 
balances under these plans more than doubled 
during the first 11 months of 1968, increasing 
from $43 million in January to nearly $95 mil
lion at the end of November. Most of this growth 
came from bank credit cards instead of check- 
credit plans.

New Surprises?

Although predicting consumer behavior is not 
precise, over the years certain important relation
ships have been identified that help explain con
sumer behavior. Typically, the trend in consumer 
spending and saving is closely related to the 
trend in disposable personal income. Whether 
incomes accelerate or slow down, spending will 
usually respond accordingly. But sometimes the 
extent and direction of the responses are not as 
expected because of the influence of other vari
ables—such as accumulated wealth and savings, 
price changes and expectations, and consumer 
attitudes.

The experience of 1968 taught us that these 
other variables may be of overriding importance 
to short-run changes in consumer behavior. The 
decisions of consumers to save more earlier in 
the year may have been an attempt to hedge 
against the tax increase when it did appear. In 
addition, the continuing rapid advance in prices 
may have induced spending in anticipation of 
additional price rises.

Early in 1969, increased social security taxes 
and the effects of making up the increased in
come tax that was retroactive back to April 1968 
may dampen consumer spending. The surcharge 
is scheduled to expire in July 1969; whether 
it is extended will depend largely on the strength 
of overall demand and price pressures. It ap
pears, therefore, that consumers will again be 
important in determining economic activity in
1969. Whatever the outcome, 1969 will undoubt
edly hold some new surprises.

J o e  W. M c L e a r y

J A N U A R Y  1 9 6 9 5Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

January 1969


