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The graphs above show the relative importance of the various lenders in the con
sumer instalment credit field. Financial institutions have always been the chief sup
pliers of this type of credit. Their share of the total has expanded steadily dnd now 
amounts to nearly 90%. Retail trade outlets account for the remainder.

Among financial institutions, commercial banks are the most important suppliers 
of consumer instalment credit, with sales finance companies ranking second. Of the 
various retail outlets, department stores and mail order houses are by far the most im
portant. Their share of the total instalment credit extended by such outlets has in
creased 50% in the past ten years.
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ONSUMER CRE
CONSUMER INSTALMENT CREDIT REPAYMENTS 

\S PER CENT OF DISPOSABLE PERSONAL INCOME
Jer Cent ______________

Repayments on consumer instalment credit 
been taking a slowly rising proportion of disposable 
income in recent years. The fraction rose steadily in
1962 and 1963, reaching an all-time high of 14%. 
The interruption of this two-year trend in 1964 was 
due partly to the recent tax cut, which resulted in a 
large increase in disposable personal income.

$ Billions
COMPOSITION OF CONSUMER

Y  Since 1950, total consumer credit has grown at an 
average annual rate of 9%, or about three times the 
rate of increase in total public debt. Instalment credit 
has accounted for about four fifths of the $52 billion 
increase since that year. Outstanding automobile
paper has grown by more than $18 billion, while out- -s* 1
standing instalment debt against other consumer  ̂ LLk -
goods has risen $9 billion. The largest relative in
crease, however, has been in personal instalment 
loans, which are being used increasingly to finance 
vacations, education, medical payments, and a variety 
of expenditures long regarded as inappropriate areas 
for institutional lending.

ces: Board of Governors of the Federal Reserve System and 
U. S. Department of Commerce.

1955 1957 1959

Noninstalment Credit
Repair and Modernization Loans
Personal Loans
Other Consumer Goods Paper 
Automobile Paper

Total

1950 1955

Note: Figures are end of year except 1964 which is September data.

1960
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Consumer Credit
Consumer credit outstanding has grown rapidly 

since W orld  W ar II, expanding from  about $8.4 
billion in 1946 to about $102.1 billion in 1967. E x 
emplifying the dramatic growth and importance of 
such credit, instalment credit, which has accounted 
for the bulk of consumer credit since W orld  W ar II, 
financed 17% of consumer purchases in 1967 as 
compared to 6 %  in 1946. Thus, consumer credit 
is not only an important indicator of economic ac
tivity but also a measure of demands being placed 
on credit markets. Over the years consumer credit 
has played a significant part in the growth of the 
market for consumer durable goods although more 
recently it has increasingly financed purchases of 
nondurables and services as well.

Consumer credit includes short- and intermediate- 
term credit extended to individuals through com 
mercial banks, sales finance companies, retail outlets, 
and other financial institutions such as credit unions 
and consumer finance companies. It does not in
clude real estate mortgages and insurance policy 
loans.

There are two basic divisions in consumer credit, 
instalment and noninstalment. Noninstalment credit 
includes all consumer credit scheduled to be repaid 
in a lump sum, such as, single-payment loans, charge 
accounts, and service credit. Instalment credit, 
which currently makes up about 80%  of consumer 
credit outstanding, covers all credit that is scheduled 
to be repaid in two or more payments. This cate
gory includes revolving credit and budget and coupon 
accounts. Its four classifications are automobile 
paper, other goods paper, home repair and m od
ernization loans, and personal loans.

The rate of growth of consumer credit outstanding 
tends to be greater in periods of rapid business ex 
pansion and slower during slowdowns or declines in 
business activity. The growth o f consumer credit is 
determined by the amount of extensions of new credit 
and repayments of outstanding credit. Typically, 
the greater the rate of increase in the economy the 
more rapidly new credit is extended. Repayments 
are governed primarily by past extensions although 
current economic conditions may be reflected in de
linquencies or prepayments. Typically, as extensions 
increase in a period of business expansion repay
ments do also but at a slower rate. In a business 
slowdown both extensions and repayments fall off, 
but the decline in repayments is less pronounced.

In the past two years consumer credit outstanding 
has grown at an average annual rate of 7 .5% . This 
growth rate closely parallels that of G N P  (7 .5 % ) , 
personal disposable income (7 .1 % ) and consumer 
spending (7 .4 % ) . A  closer look at the two year 
period conforms to the typical pattern, although 
exceptions have occurred.

The first half of 1967 found the economy in what 
has been called a “ m ini-”  recession. G N P  grew at 
a greatly reduced rate. Growth in personal income 
slackened and consumer spending, which had been 
slow in 1966 remained weak. Instalment credit had 
likewise grown rather slowly in 1966 when credit 
markets had been tight. In 1967 consumer credit 
grew even more slowly though credit was readily 
available. A lso, consumers tended to make rather 
large repayments on previously incurred debt. E x 
tensions and repayments were of about the same size 
and total consumer credit outstanding grew at an 
average annual rate of only 1.7% . Autom obile paper, 
which accounted for 30%  of credit outstanding, was 
the weakest sector, actually falling at an average an
nual rate of 8 .0% .
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AVERAGE CONSUMER CREDIT OUTSTANDING*
Billions of Dollars 

1967 1968

* Not seasonally adjusted.

Source: Board of Governors of the Federal Reserve System.

1 II III IV 1 II III IV

Total Consumer Credit 95.6 96.5 98.2 100.2 100.9 103.4 106.8 110.6

Noninstalment Credit 19.2 19.6 19.8 20.4 20.6 21.1 21.4 22.3

Instalment Credit 76.4 76.9 78.4 79.8 80.4 82.4 85.4 88.3

Automobile Paper 30.1 30.0 30.8 30.7 30.7 31.8 33.2 33.9

The second half of 1967 saw some acceleration in 
overall economic growth, with a step-up in the rate 
of increase in disposable personal incom e; but, the 
growth of consumer spending was even slower than 
it had been. The counterpart of this sluggishness in 
consumer spending was a substantial increase in the 
saving rate. New consumer credit was being ex 
tended at a rapid rate while repayments increased 
only slightly with the result that consumer credit 
outstanding grew at an average annual rate of 7.8% .

The first half of 1968 was marked by renewed 
strength in the economy. Business was expanding 
at a substantially faster rate in real as well as in 
money terms. Disposable income, likewise, took a 
big leap forward. The increase was more than 
matched by the rate of increase in consumer spend
ing. The resurgence in spending was associated 
with a slight reduction in the rate at which people 
were saving and by a substantial increase in the rate 
at which consumers were taking on new credit. A ll 
areas of consumer credit were strong. Automobile 
paper was, however, the strongest factor in the turn

about, accounting for 34.4%  of the increase in con 
sumer credit activity which took place in early 1968. 
In spite of the strong business expansion and the 
rapid rate of increase in new consumer credit the 
rate of repayment on previously incurred credit fell 
slightly in early 1968, and total consumer credit out
standing grew at an annual rate of 6 .5% .

W ith the imposition of the surtax in July 1968, 
the rate of increase in consumer disposable income 
fell. The reduced rate o f growth in disposable in
come was also a reflection of a slight decline in the 
rate of business expansion. Consumer spending, 
however, advanced sharply in the third quarter. 
This vigor was effected by a drastic decline in the 
saving rate and a rapid increase in the rate at which 
new credit was being extended, which were in turn 
prompted in large part by consumers’ attitude that 
they should “ buy now while it’s cheap.”

In late 1968, expansion in consumer spending 
slowed considerably, with little change in expendi
tures for goods. Growth in consumer credit, though 
still high, was tapering off.

W ynnelle W ilson

CONSUMER FINANCIAL RELATIONSHIPS
Based on Figures Seasonally Adjusted at an Annual Rate

/ ■ :
10A7

. . . . 1 II
------------

Ill IV 1 II III IV

Personal Consumption as a  %  of Disposable Income 90.02 90.54 90.09 89.74
' < , L S  ' <; 

90.43 90.03 91.29 90.67

Personal Saving as a  %  of Disposable Income 7.43 7.20 7.36 7.75 7.10 7.50 6.25 6.87

Consumer Credit Extended as a  % of Disposable Income 15.22 15.30 15.72 15.66 16.16 16.30 16.77 16.66

Consumer Credit Repaid as a  %  of Disposable Income 14.80 14.86 15.01 14.90 14.93 14.88 15.08 14.97

Repayments/Extensions .97 .97 .96 .95 .92 .91 .90 .90
Extensions/Instalm ent Credit Outstanding* .24 .28 .28 .29 .26 .30 .29 .29

Repayments/Instalment Credit Outstanding* .26 .26 .26 .26 .27 .26 .26 .25

Annual Percentage Rate of Increase in Extensions - 2 4 .5 2 7.77 18.43 5.76 25.68 12.54 16.89 4.10

Annual Percentage Rate of Increase in Repayments 4.04 7.07 10.90 4.07 11.97 6.96 10.16 3.55

........................
* Not seasonally adjusted.

1 ■  § 1 ‘

Source: Department of Commerce and Board of Governors of the
|  ■ p  I f f  W  :

Federal Reserve System V
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