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THE CYCLICAL BEHAVIOR OF 

CONSUMER CREDIT

The term consumer credit refers to short- and 
intermediate-term credit, generally of no more than 
seven years maturity (the exception is mobile home 
credit), extended to households by financial and 
retail establishments for the initial purchase of con
sumer goods and services and for the refinancing of 
existing debt originally obtained for that purpose. 
Most consumer borrowing, approximately 80 per
cent, is in the form of installment credit that is 
scheduled to be repaid in two or more installments. 
The remainder is in the form of single payment loans 
such as charge account credit and service account 
credit, which are payable in full upon billing.

For the individual consumer, such credit, particu
larly installment credit, represents a convenient, sys
tematic means of financing large consumer purchases 
out o f future income. Since the resulting repayment 
obligations can be considered in part a form of forced 
saving from disposable income, desired purchases can 
be made with substantially less attrition in accumu
lated household assets than would be possible without 
access to credit. Equally important is the likelihood 
that without access to credit, many durable goods 
purchases might be out of the reach of households 
unable to accumulate sufficient savings without the 
self-discipline imposed by debt repayment obligations. 
O f course, the availability of credit may also en
courage some individuals to make purchases that 
would be financially unsound in terms of their ability 
to meet installment payment obligations. The results 
of such indiscretions, while certainly of a serious 
nature for the individual involved, must be viewed as 
one of the costs of credit availability and are prob
ably minor in comparison with the overall benefits to 
society of a well-developed consumer credit market. 
The growth of consumer credit over the past 25 
years has facilitated the development of large-scale 
goods markets that allow relatively low-cost pro
duction of consumer durables, contributing in turn 
to an improved standard of living and greater eco
nomic welfare for the society as a whole.

Determinants of Consumer Credit Behavior O ver 
the long run, the growth in consumer credit tends to

reflect such things as secular income growth, changes 
in the size and composition of the population, and the 
development of efficient financial institutions dealing 
in consumer credit. Rising income levels permit 
greater debt repayment obligations to be incurred 
without causing undue financial hardships. Popu
lation growth tends to increase the demand for con 
sumer goods, including durables that are frequently 
purchased on credit. If the proportion of the popu
lation in the family formation ages of 25-35 is 
rising, as it currently is in the United States, the 
demand for consumer goods and consumer credit is 
further strengthened. Finally, the development of 
efficient financial institutions is a necessary condi
tion for long-term credit growth. Only when such 
institutions can continue to supply the consumer with 
reasonably low-cost credit while providing a suitable 
rate of return to ultimate lenders is such growth 
possible on a sustained basis.

Long-run credit growth does not occur at a steady 
rate, however. Cyclical fluctuations are characteristic 
of most facets of economic activity, reflecting such 
diverse influences as fiscal and monetary policy ac
tions, labor disputes, international economic develop
ments, and business and consumer expectations. 
Consumer credit is no exception, and very definite 
cycles can be observed in the behavior of consumer 
credit. T o  illustrate, total consumer installment credit 
has grown at an annual rate of 9 percent over the 
eight-year period from  1965 to 1973. In contrast, 
during the past two years, installment credit has 
grown at annual rates of 12.1 percent (June 1971 to 
June 1972), and 17.1 percent (June 1972 to June 
1973), reflecting a substantial cyclical acceleration in 
the rate of consumer credit growth.

The tendency for these credit cycles to coincide 
closely with cyclical business fluctuations has in the 
past raised questions concerning the impact o f con
sumer credit behavior on overall economic stability; 
specifically, does consumer credit growth tend to 
accentuate expansionary pressures in latter phases of 
the business cycle, or does consumer credit growth
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instead primarily reflect the overall demand pres
sures ? The answer to this important question re
quires knowledge of causal relationships between 
credit and the determinants of general business ac
tivity. Athough there is much uncertainty still sur
rounding these relationships, cyclical acceleration in 
consumer credit growth has occasionally stimulated 
proposals for the imposition of controls on consumer 
credit terms, such as maximum maturities and m ini
mum down payments. Proposals of this type are 
presumably based on some concept of consumer 
credit growth as a cyclically destabilizing economic 
phenomenon. Accordingly, the remainder of this 
article is devoted primarily to a review of consumer 
credit behavior since 1965, keeping in mind the 
bearing that some of the observations might have on 
the feasibility of consumer credit controls.

Several measures of consumer credit behavior are 
examined, as is the relationship between consumer 
installment credit (C IC ) growth and the general 
business cycle. Attention is also focused on the 
cyclical relationships among the important com po
nents of CIC growth during the period under discus
sion. The discussion focuses entirely on installment 
credit, since it is the major form of consumer credit 
and also because it is the primary source of cyclical 
fluctuations in consumer credit growth.

Cyclical Behavior of Consumer Credit T here are 
four basic types o f information available on C IC :

total volume of CIC  outstanding, new extensions, 
repayments, and net change in CIC (extensions less 
repayments). The stock of CIC is essentially the 
total of all past extensions minus the total of all past 
repayments. New extensions are the gross amount 
of new credit made available each period and reflect 
the direct response of CIC to changing supply and 
demand conditions in the credit market. Extensions 
do not, however, reflect the impact of consumer 
credit on consumer spending, since repayments entail 
a reduction in curent disposable income that consti
tutes an offset to the amount of consumer spending 
generated by gross new extensions. The net change 
in CIC, obtained by subtracting repayments from 
new extensions, incorporates this offset and is a more 
suitable measure than gross extensions of the general 
impact of CIC on consumer spending. The remain
ing CIC measure, repayments, is closely related to 
the amount of CIC outstanding and reflects mainly 
past growth in consumer credit.

Chart 1 indicates clearly the strong upward long- 
run trend that dominates the total stock of CIC  out
standing. In order to minimize this trend influence 
and to isolate the cyclical patterns of interest, it is 
helpful to express the other three C IC  measures—  
extensions, repayments, and net change— as percent
ages of the previous quarter’s stock of CIC. This 
adjustment in addition converts the net change mea
sure into the percentage growth rate of C IC ; the 
cyclical behavior of such growth rates are commonly 
referred to as growth cycles. A ll three adjusted 
measures are shown in Chart 2.

A s mentioned earlier, repayments are influenced 
primarily by the stock of CIC, which is strongly 
trend-dominated. Except for a minor increase in the 
proportion of CIC repaid each quarter, which is 
equivalent to a slight reduction in the average ma
turity of outstanding CIC, Chart 2 (a )  indicates that 
there has been little systematic movement in the 
proportion since 1965. On the other hand, if the 
cycle is defined for sake of reference as running from  
peak to peak, there have been two definite credit 
cycles in extensions and net C IC  change since 1965, 
as shown in Charts 2 (b )  and 2 ( c ) .  Because these 
two cycles, moreover, display almost identical timing 
patterns, the following discussion will focus only on 
the net change in C IC  (which represents the C IC  
growth rate.

Consumer Credit and the Business Cycle A s was 
previously mentioned, there have been two obvious 
C IC growth cycles since 1965. The first lasted 
approximately from 1965 through 1968. During this 
initial cycle, the peak in CIC growth occurred in
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the second quarter of 1965, after which CIC grew 
at a steadily declining rate until the second quarter 
of 1967. The subsequent acceleration in CIC  growth 
continued until the beginning of the second credit 
cycle in 1969.

There was no official business recession during the 
first credit cycle. Nevertheless, the behavior of G N P  
over this period indicates that a definite slowing in 
the overall pace of economic activity began late in

1965 and continued until the beginning of 1967. The 
slowdown reflects to some extent actions of the Fed
eral Reserve System, which by 1966 was tightening 
monetary policy in response to the inflationary pres
sures being generated during the vigorous economic 
expansion of the mid-1960’s. CIC growth decelerated 
steadily until early 1967, when business activity 
picked up, monetary policy eased, and CIC growth 
began to accelerate.
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The economic slowdown of 1966, however, had 
little apparent impact on mounting inflationary forces, 
which were further stimulated by the resurgence of 
business activity in 1967. By 1969, the Federal 
Reserve System was again acting to restrict the 
availability of credit in order to further moderate 
the pace of economic expansion that had begun to 
slow in 1968. Late in 1969, business activity peaked. 
In the third quarter of 1969, CIC growth turned 
down, commencing the second cycle, and continued 
to decelerate until m id-1970. Both the economic pace 
and CIC growth also began to accelerate. The ac
celeration phase of the second CIC  growth cycle 
proceeded steadily until the second quarter o f this 
year. W hether the recent slowdown is a temporary 
phenomenon or is related to the second quarter slow
down in economic activity remains to be seen.

A  close timing relationship can thus be observed 
between the business cycle and the cycles in trend- 
adjusted C IC  net change and extensions. Both CIC 
measures led the two cyclical peaks in business ac
tivity (not counting the possibility that the 1973 
slowdown marks the beginning of another credit 
cycle), and their troughs roughly coincided with those 
in the business cycle. The tendency for these mea
sures to lead the business cycle peaks can be explained 
on technical grounds : subtracting a lagging indicator 
(repayments) from a coincident indicator (exten
sions), or dividing a coincident indicator by a lagging 
indicator, yields a leading indicator. T o  the extent 
that repayments are closely related to C IC  outstand
ing, rapid CIC growth eventually imparts a moder
ating influence on subsequent CIC growth indepen
dently of any corresponding slowdown in new exten
sions. A t some point, the cumulative effects of rapid 
CIC growth on CIC outstanding begins to have an 
upward impact on repayments, which in turn have a 
dampening effect on the net spending impact of new 
extensions. Thus a net C IC  change slowdown can 
occur prior to the impact of a slowdown in overall 
business activity and CIC extensions. It is also pos
sible that the lead relationship reflects the tendency 
for credit markets to respond more rapidly to under
lying cyclical economic factors than the markets for 
goods and services.

A ll in all, CIC behavior over the past eight years 
offers little insight into the cause-effect relationships 
that might exist between the pace of business activity 
and the growth of consumer credit. The tendency 
for CIC growth to lead the cyclical peak and to coin
cide with the cyclical trough seems to suggest that if 
consumer credit does inject a destabilizing influence 
into business activity, that influence is not evident in

the timing relationships between business and credit 
cycles. Even if these lead relationships can be at
tributed to the technical relationships between lead
ing, lagging, and coincident indicators, it still appears 
that whatever cyclical economic forces ultimately af
fect business and consumer credit, the two cycles 
move too closely together for either one or the other 
to be labeled more the “ cause”  and the other more the 
“ response.”

Cyclical Behavior of C IC  Components In this 
section, total CIC is broken down into its m ajor 
use and source components, and the individual growth 
cycles for these components are examined. The 
m ajor uses of C IC  are: automobile loans; other 
consumer goods loans, generally used to finance non
automotive consumer g o o d s ; personal loans, fre
quently obtained for purposes such as debt consoli
dation, tax payments, medical, educational, and travel 
expenses; and home repair and modernization loans. 
The m ajor suppliers, or sources, of C IC  are com m er
cial banks, finance companies, other financial lenders 
(mainly credit unions, which provide about 85 per
cent of all lending in this category), and retail outlets 
(including automobile dealers).

The cyclical behavior of the m ajor C IC  use com 
ponents is illustrated in Chart 3. W ith the excep
tion of the home repair and modernization category 
(which represents only about 5 percent of all CIC 
outstanding), the use components display growth 
rate cycles that conform  very closely to the timing 
of the overall credit cycle and by implication to that 
of the business cycle as well. A t least for the time 
period in question, it does not appear that any par
ticular type of loan, and by inference any particular 
form of consumer spending, might react more quickly 
or more slowly than any other to changes in overall 
C IC  growth.

Although there was a substantial decline in credit 
growth at retail outlets in 1968 that somewhat ob
scures its first cycle, the same similarity in timing is 
evident among the m ajor C IC  source components, 
whose cyclical patterns are shown in Chart 4. 
Based on the experience of the past two credit cycles, 
it does not appear that changes in CIC  growth origi
nate in any particular class of lenders and proceed in 
turn to other types of financial institutions over the 
cycle.

The close conformity of the cyclical timing among 
the various C IC  components suggests that the various 
economic forces affecting the uses and sources of 
consumer credit are closely interrelated over time. 
Because they move so closely together over time,

6 MONTHLY REVIEW, OCTOBER 1973Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

October 1973



FEDERAL RESERVE BANK OF RICHMOND 7Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

October 1973



Annual Percentage Rate

Chart 4
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moreover, it is not possible to differentiate between 
components that lead and components that lag the 
business cycle. If such dispersed cycles could be 
observed, it would perhaps be possible to infer more 
about the causal relationships between credit and 
business cycles. The preceding observations instead 
serve to point out again the close interrelationships 
among the economic factors affecting credit behavior 
and those affecting overall business activity.

Autom obile Installment Credit Automobile credit 
is the largest of the m ajor C IC  use categories, and 
automobiles account for more consumer credit by far 
than any other single consumer item. A uto credit is 
also the only m ajor C IC  use devoted to a single type 
of consumer good. Thus it is the only use component 
whose cyclical behavior can be compared to the be
havior of a corresponding series that might reflect 
the nature of the relationship between credit and 
spending. Chart 5 illustrates the behavior of auto 
sales over the 1965-1973 period. Auto sales began 
to decline moderately in early 1966 at approximately 
the same time that overall business activity was slow
ing and well after the slowdown in auto credit 
growth that began in early 1965. Although auto 
credit subsequently grew at a slowly rising rate 
throughout 1967, sales continued to decline until the 
beginning of 1968. Following a brief upsurge in 
sales, both sales and auto credit growth turned down 
and continued to decline until the third quarter of 
1970. Overall economic activity appeared to be 
recovering in the third quarter of 1970, but the in
cipient recovery was interrupted by the auto strike 
of 1970, as was a brief turnaround in auto sales and 
credit growth. Since the post-strike economic re
covery in 1971, a definite upward trend in auto sales 
has been accompanied by an acceleration in auto 
credit growth that proceeded steadily until the second 
quarter of this year.

N o clear lead-lag relationship emerged between 
the auto sales and auto credit cycles. During the first 
cycle, auto credit tended to lead auto sales, and a 
similar situation may have developed in the second 
quarter of this year. In the second cycle, credit 
lagged sales at the peak and they coincided at the
1970 auto strike trough. Although there has been 
an observed tendency in the past for auto sales to lead 
the general level of business activity, this relationship 
has not been observed in more recent experience.

C onclusion  Since 1965, there have been tw o w ell- 
defined cycles in the growth of CIC, and the CIC 
slowdown in the second quarter of 1973 may signal 
the beginning of the down phase of another CIC

Chart 5

DOMESTIC AUTO SALES
.....  (Seasonally Adjusted)
Millions

1965 1967 1969 1971 1973
Quarterly

Note: Quarterly figures are expressed in annual rates.

Source: U. S. Department of Commerce, Business Con
ditions Digest, various issues.

growth cycle. This article has pointed out that these 
CIC cycles corresponded very closely to cyclical fluc
tuations in the overall level of business activity. A t 
least for the period from  1965 to 1973, however, it 
is difficult to infer the presence o f any cause-effect 
relationship running primarily from  consumer credit 
to general economic activity, or vice versa. Neither 
does the cyclical behavior of the various C IC  com 
ponents, including the important auto credit category, 
give any indication of what the primary causal rela
tionship might be.

Thus, the evidence of the past eight and one-half 
years, though far from exhaustive or conclusive, sug
gests that the factors affecting the growth of CIC 
and those affecting overall economic activity are 
closely interrelated over time. Admittedly, the timing 
relationships observed do not constitute a sufficient 
basis for denying the potentially destabilizing nature 
of cyclical CIC  growth. O n the other hand, there 
are significant economic and social costs involved in 
the imposition of selective controls on consumer in
stallment credit. In weighing these costs against the 
anticipated benefits of consumer credit controls, it 
would be prudent to keep in mind the uncertainty 
surrounding the causal relationships between credit 
and general business cycles.

Glenn Picou
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