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Financial Darwinism: Nonbanks—and 
banks—are surviving

Christine Pavel and Harvey Rosenblum*

I n t r o d u c t i o n

During the last decade, several trends have reshaped the financial services 
industry. M a n y  specialized financial firms have sought to diversify them
selves and have begun to offer a wider range of financial products than 
they had offered previously. For example, S&Ls and mutual savings banks 
n o w  offer commercial and consumer credit in addition to their more tra
ditional product, home mortgages, and credit unions have begun to offer 
home mortgages in addition to their traditional product, consumer credit. 
Commercial banks, which for ma n y  years tended to restrict themselves to 
commercial lending, n o w  serve a wide range of commercial, household, and 
government customers by intermediating across a wide range of financial 
products. Further, all three of these depository institutions have begun to 
offer a wider range of deposit instruments, particularly transaction ac
counts, that were not offered previously. In addition to depository insti
tutions, m a n y  other financial firms have sought to increase the breadth of 
their product array. For example, insurance companies have acquired se
curities companies, consumer finance companies, and banks.

Also over the last decade, firms whose primary orientation has been non- 
financial have become much more heavily involved in financial services, 
both related and unrelated to their primary product lines. Not only have 
these firms been making inroads into the market share of banks in some 
of the products they offer, but the pace of these new competitive thrusts 
seems to have accelerated during about the last five years (see Table 1). 
The list of banks’ competitors no w  includes not only depository 
institutions— commercial banks, savings and loan associations, mutual 
savings banks, and credit unions— but also well-known nondeposit-based 
competitors such as American Express, Merrill Lynch, and Sears as well 
as lesser-known nonbank competitors like National Steel, J. C. Penney, 
and Westinghouse.

*Christine Pavel is an associate economist at the Federal Reserve Bank o f Chicago, and 
Harvey Rosenblum is vice president and associate director o f research. Helpful research as
sistance was provided by D orothy Robinson, who was a summer intern at the Bank during 
1984.
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Table 1
Financial serv ices offered by selected nonfinancial com panies

General General
Motors Ford ITT Electric

Commercial finance:Commercial lending 1944 1960 1954-51965
Factoring
A/R and inventory finance 1919 1959 1971 1932
Venture capital 1970

Consumer finance:
Sales finance 1919 1959 1964 1964
Personal finance 1966 1964 1965
Credit card 1983

Real estate:
Mortgage banking 1983 1981
Residential first mortgages 
Residential second mortgages 1972 1965

1981
Real estate development 1969 1970 1960
Real estate sales & management 1983
Commercial real estate & finance 1960 1980 1963

Insurance:
Credit life insurance 1975 1962 1964 1973
Regular life insurance 1974 1964 1973Property &■ casualty insurance 1925 1959 1964 1970
Accident & health insurance 1964 1973

Leasing:
Equipment and personal
property 1981 1966 1968 1963Real property leasing 
Lease brokerage 1982 1982

Investment services:
Investment management 1966
Mutual fund sales 1982 1966
Corporate trust & agency 
Custodial services

Business and personal services:
Travel services 1978Cash management services 
Tax preparation services
Financial data processing services 1965
Credit card management services 1965

'Entry date unavailable.
SOURCE: Cleveland A. Christophe, Competition in Financial Services\ (New Y<
tions with company spokesmen.

Control Gulf & Borg- Westing- J. C.
Data Western Warner house Sears Marcor Penney

1968 1968 * 1961 1966
1968 1976
1968 1968 1950 1954
1971 ‘
1968 1968 1953 1959 1911 1917 1958
1968 1968 1969 1962 1966 1970
1983 1981 1957 1958

1982 1982 1972 1970
1982 1982 1961 1981
1979 1966 1969 1961 1966
1972 1968 1969 1969 1960 1970 1970
1981 1968 1960 1970 1970

1969 1961 1966 1970

1968 1968 1970 1960 1966 1970
1968 1968 1957 1966 1970
1968 1968 1970 1931 1970
1968 1968 1958 1968 1967

1968 1974 1968 1968 1960
1981

1970 1970

1969
1969 1970

1961 1971
1981 1966-70 1969

1968 1970 1982
1969

:, First National City Corporation, 1974), Company Annual Reports, and phone conversa-
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This study examines competition in financial services over the past few 
years and analyzes h o w  the financial services operations of nondeposit- 
based firms have fared relative to banking firms and relative to each other. 
The study is the third annual review of this subject by the authors and 
differs from the previous studies in that it is able to distinguish a few 
emerging trends that were not available in the prior “snap-shot,” cross- 
sectional analyses. In addition, the use of 1983 and some 1984 data allows 
us to speculate on the impact of deregulation on the ability of commercial 
banks to deal with the nondeposit-based rivals. The financial services ac
tivities of 30 nonbank companies, classified into four groups— retailers, 
industrial-based companies, diversified financial firms, and insurance-based 
companies are examined along with publicly available accounting data for 
the 30 firms, the 15 largest bank holding companies, and all insured, do
mestic commercial banks. (For a list of the nonbank companies in each 
group and the 15 largest bank holding companies, see Table 2.)

This study finds, as did the previous studies, that nonbank firms have made 
significant inroads into the financial services industry, although some 
firms notably, retailers in consumer lending and industrial-based firms in 
business lending and leasing have been more successful than others. Some 
nonbank companies are retrenching, while others are integrating and re
grouping after acquiring or establishing financial operations, and others 
are plowing ahead.

This study also finds that fears that nonbank providers of financial services 
threaten the viability of the banking industry and the viability of other 
traditional suppliers of financial services are unwarranted. Since the early 
1980s, the banking industry has been amazingly resilient in the face of 
various economic shocks, deregulation of the financial sector, and intense 
competition from both deposit- and nondeposit-based firms. Commercial 
banks still hold the largest market share in consumer installment and 
short-term business lending. Given the chance to compete on an equal 
footing, banks can do quite well against their nonbank competitors.

Most of the data are for the years 1981, the first year for which information 
on the individual companies was gathered, and 1983, the last year for 
which annual report information was readily available. W h e n  available, 
however, 1984 data are used. Unless stated otherwise, total consumer 
lending includes consumer installment and one-to-four family residential 
mortgages; commercial lending includes commercial and industrial (C&I) 
loans and commercial mortgages; and total finance receivables include 
consumer loans, commercial loans, and lease finance receivables.
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Table 2
1983 sam ple of 30 nonbank firm s and 
15 largest bank holding com panies*

MON BANKS:
Retailers:
Sears
J.C. Penney 
Montgomery Ward

Industrials:
General Motors 
Ford Motor 
Chrysler 
IBM
General Electric 
Westinghouse 
Borg-Warner 
Gulf & Western 
Control Data 
Greyhound 
Dana Corp.
Armco Corp.
National Steel 
ITT Corp.

BANK HOLDING COMPANIES 
Citicorp
BankAmerica Corp.
Chase Manhattan Corp. 
Manufacturers Hanover Corp. 
Continental Illinois Corp. 
Chemical New York Corp.
J.P. Morgan & Co.
First Interstate Bancorp 
Security Pacific Corp.
Bankers Trust New York Corp. 
First Chicago Corp.
Wells Fargo & Co.
Crocker National Corp.
Marine Midland Banks, Inc. 
Mellon National Corp.

Diversified Financials:
American Express 
Merrill Lynch 
E.F. Hutton
Household International 
Beneficial Corp.
Avco Corp.
Loews Corp. 
Transamerica
Insurance companies:
Prudential
Equitable Life Assurance 
Aetna Life & Casualty 
America General Corp. 
The Travelers

#Bank holding companies are ranked by assets.

O v e r v i e w  a n d  b a c k g r o u n d

In 1972, at least ten nondeposit-based firms had significant financial ser
vices earnings,1 and by 1981 this list had grown over three-fold.2 Further.
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in 1981, these nonbank companies posed competitive threat to banks and 
other depository institutions in a number of their traditional product lines.

In the area of consumer lending, nonbank firms seemed to have dominated 
in 1981. Of  the 15 largest consumer installment lenders, ten were nonbank 
firms, and General Motors topped the list with over $31 billion in con
sumer finance receivables. These ten firms accounted for 24 percent of all 
consumer installment credit outstanding.3 This is quite impressive since the 
remaining 76 percent was accounted for by over 15,000 commercial banks, 
3,500 savings and loan associations, 500 mutual savings banks, 21,000 
credit unions, as well as numerous other nondeposit-based companies, pri
marily finance companies.

By 1981, nonbank firms had also encroached on commercial banks’ prime 
turf- business lending— although commercial banks were, and still are, the 
dominant commercial lenders. At year-end 1981, the top 15 bank holding 
companies had nearly $300 billion in C & I  loans outstanding worldwide, 
while the selected 30 nonbank companies had less than one-third of that 
total. However, 14 selected industrial-based firms out did the bank holding 
companies in lease financing, and a mere five insurance-based firms domi
nated the bank holding companies in commercial mortgage lending.

Throughout 1982, nonbank competitors continued to make inroads in the 
financial services industry. Sears, for example, opened its first in-store fi
nancial service center, and several securities-based firms and a furniture 
store acquired “nonbank banks.” Nevertheless, commercial banks were 
beginning to regain some of the market share that they had lost, mostly in 
consumer lending, over the previous four or five years. By 1983, the entire 
banking industry was reacting vigorously to the competitive threats posed 
by the nonbanks aided in part by the virtual demise of Regulation Q, the 
elimination or revision os usury ceilings in most states, and the creation (in 
December 1982) of the M o n e y  Market Deposit Account. Banks of all sizes 
and locations began to offer new services such as discount brokerage and 
to find other ways to compete more effectively in a new and changing en
vironment.4

During 1983, the nonbanks continued to increase their financial services 
earnings (Table 3). The profits from financial activities of 30 selected 
nonbank companies increased 19 percent between 1981 and 1983, exceed
ing the earnings growth of the 15 largest bank holding companies and all 
domestic, insured commercial banks. At year-end 1983, the 30 nonbank 
firms’ profits from financial activities was $8 billion, more than half of the 
combined profits of the nation’s 15,000 commercial banks.5

Over the 1981-83 period, the nonbanks increased their total finance 
receivables as well. The combined finance receivables of the 30 nonbank
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Table 3
Financial serv ices at a glance: 1981-83 

($ billions)

Total finance 
receivables

1983
% change 
1981-83

3 retailers 26.4 38
14 industrial- 
based firms 133.3 16

8 diversified 
financial firms 38.7 8
5 insurance-based 
firms 63.3 13

Total, 30 nonbanks 262.3 16
Top 15 bank holding 
companies (domestic) 295.5 14

Consumer loans Commercial loans 
% change % change

1982 1981-83 1983 1981 -i

$26.4 38 - -
72.0 14 43.8 17

29.7 9 7.4 14

14.4 18 48.3 13
142.5 17 99.5 15

104.4 26 175.1 8

383.8 13 563.7 24

Financial
Lease financing services earnings

1983
% change 
1981-83 1983

% change 
1981-83

- - 0.9 50

17.5 22 2.2 57

1.6 26 1.6 18
0.6 -33 3.3 3
19.7 18 8.0 19

16.0 12 3.6 0

14.2 8 15.7 6All domestic, insured 
commercial banks 1,136.5 21
SOURCE: Company annual reports and Federal Reserve Bulletin, various issues.
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firms increased 16 percent from 1981 to 1983, slightly faster than the top 
15 bank holding companies, but slower than all commercial banks.

All nonbank firms are clearly not alike in providing financial services. 
They do not offer all of the same financial products and services, and they 
do not target the same markets. Some nonbank firms primarily target 
consumers, while some do not provide financial services to consumers at 
all. Also, some nonbank firms have outperformed other nonbanks as well 
as banks, whereas others have struggled to earn a profit.6

T o  gain more insight into these nonbank competitors and, therefore, c o m 
petition in the financial services industry, it is helpful to classify the non
banks into groups based on each firm’s primary line of business and then 
analyze each group in relation to traditional suppliers of financial 
services banks and bank holding companies— before examining them in 
relation to one another.

Retailers

Retailers compete with banks and other financial services providers pri
marily in consumer-oriented product lines. The retailers that provide fi
nancial services offer many of the same financial products and services to 
consumers as banks do. In addition, these retailers offer insurance pro
ducts and maintain offices across state lines.

One explanation for the retailers’ foray into financial services can be found 
in the retail trade. Retailing has undergone several changes over the last 
few years. Retailers, such as Sears, J.C. Penney and Montgomery Ward, 
have been faced with stiff competition from the new discount stores and 
the specialty stores, which cater to the upscale tastes of the baby-boom 
generation. The outlook for retailing is only mediocre. According to 
Moody's Industry Outlook, moderate growth is expected over the next five 
years, but the retailers that will “show some growth are off-price retainers] 
and some companies in the upscale discounting and specialty fields.”7

Such an environment has sent retailers like Sears searching for ways to 
capitalize on their extensive distribution networks, large customer bases, 
and solid reputations. Given their experience in credit operations and, for 
some, their experience providing insurance, retailers seem particularly 
well-suited to expand their activities in financial services. According to 
Moodys, retailers, such as those discussed here, “will become formidable 
competition for the traditional financial institutions.”8
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T h e  players9

Retailers’ concentration in consumer-oriented financial services should not 
be surprising because m a n y  of them entered the financial services industry 
by offering credit in conjunction with retail purchases.

Sears, perhaps the most famous and aggressive of the retailers that provide 
financial services, entered this market long before its m u c h  publicized ac
quisitions of Dean Witter and Coldwell Banker late in 1981. In 1911, Sears 
began offering retail credit, and twenty years later the retailer established 
Allstate Insurance to offer low-cost insurance products through separate 
offices, Sears stores and catalogs. In the early 1960s, Sears acquired two 
savings and loan associations in California, which were combined to form 
Allstate Savings and Loan, n o w  Sears Savings Bank. Sears created Homart 
Development in 1960. Homart develops and manages commercial prop
erty. In the early 1970s, Sears acquired a mortgage banking company and 
a mortgage guarantee concern. In 1981, Sears added to its collection of fi
nancial services subsidiaries by acquiring Dean Witter, a brokerage firm, 
and Coldwell Banker, a real estate broker. Thus, by 1981 Sears had de
veloped a broad array of financial businesses, which accounted for over 
half of its 1981 net income.

But not until mid-year 1982 did Sears integrate its various businesses by 
combining Dean Witter, Allstate Insurance and Coldwell Banker under the 
umbrella of the Sears Financial Network. In June 1982, Sears opened the 
first Financial Service Center, offering brokerage, insurance and real estate 
services at a carefully chosen location in each of eight Sears stores. As of 
March 1985, there were more than 300 Financial Centers throughout the 
United States, a thirty-seven-fold increase in less than three years.

J.C. Penney C o m p a n y  also became involved in financial services as a result 
of its retail operations. In 1964, Penney formed J.C. Penney Financial 
Corporation primarily to finance Penney’s retail credit sales. Other finan
cial services subsidiaries of J.C. Penney include J.C. Penney Realty and 
J.C. Penney Financial Services. J.C. Penney Realty develops and operates 
real estate, primarily shopping centers. J.C. Penney Financial Services, 
until 1983, consisted primarily of life, health, auto and homeowners insur
ance operations. These insurance products are sold in over 100 Penney 
retail outlets and via direct marketing. In 1983, J.C. Penney Financial 
Services acquired The First National Bank of Harrington (in Delaware) to 
give Penney the flexibility to move into other financial services areas. Also 
in 1983, J.C. Penney borrowed a chapter from the apparent success story 
of Sears’s financial service centers by cooperating with First Nationwide 
Savings of California (an S & L  subsidiary of National Steel) to offer the
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S & L ’s products as well as Penney’s o w n  insurance products in five northern 
California stores. In 1985, Penney expanded the products and services it 
offers at its financial centers in four stores to include unsecured personal 
loans and auto loans through subsidiaries of Security Pacific Corp.

In 1982, J.C. Penney formed J.C. Penney Systems Services to sell the usage 
of the company’s nationwide electronic network. T w o  oil companies use 
the system to authorize and record credit card transactions at a number 
of service stations. In 1985, J.C. Penney formed J.C. Penney Credit Ser
vices to offer credit card processing, private label credit card, and lockbox 
services to other companies.

Three other retailers provide financial services^Montgomery Ward  
(Wards), Kmart and Kroger. Wards offers only two types of financial 
products- retail credit and insurance. Kmart, since 1974, has offered in
surance through its insurance holding company, and by year-end 1983, 
operated 22 in-store insurance centers in the Dallas-Fort Worth area, of
fering a full line of life, health and accident insurance. Early in 1984, 
Kmart expanded its financial offering by teaming up with Standard Fed
eral Savings and Loan in Troy, Michigan to offer the SI certificates of 
deposit and money market deposit accounts in three Florida stores.

Kroger, a major grocery chain based in Cincinnati, Ohio, provides finan
cial services only in cooperation with financial-based firms. Through a joint 
venture in September 1982, Kroger and Capital Holdings Corp., an 
insurance-based holding company, began experimenting with financial 
centers in Kroger stores in three states. Various kinds of insurance, and 
IRAs are offered at the financial centers. Kroger also allows a bank and 
two S&Ls to operate branches in its stores.

Kroger is not the only grocery chain that cooperates with depository in
stitutions. Several chains, including Safeway, Publix and Jewel, allow 
banks and S&Ls to install A T M s  in the grocery stores.

A d v a n t a g e s  a n d  disadvantages

Several c o m m o n  threads seem to run through the financial services oper
ations of the five retailers mentioned above. These commonalities m a y  
provide the retailers with competitive advantages as suppliers of financial 
services.

All five have in place extensive distribution networks. Sears, as of year-end 
1983, had over 800 retail outlets plus nearly 3,000 separate offices of its 
financial subsidiaries. J.C. Penny had over 1,400 retail outlets; Kmart, 
over 2,000; Wards, nearly 400; and Kroger, 1,400. These extensive dis
tribution systems present several advantages to the retailers. For instance,
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break-even for an in-store operation takes less time because the “brick and 
mortar” are already in place. A  financial center “experiment,” therefore, 
is not as costly in-store as it would be at a stand-alone facility. Also, the 
retail outlets themselves are high traffic areas, which should help reduce 
marketing costs.

Another c o m m o n  thread among the retailers is that they all have large ex
isting customer bases. Further, with the exceptions of Kroger and Kmart, 
the retailers already have credit information on most of their customers. 
Sears’s customer base includes 36 million credit card and catalog custom
ers, representing 45 percent of all U.S. households. J.C. Penney’s customer 
base includes 16 million credit cardholders; and Wards has nearly 8 million 
charge account customers.

The retailers also seem to have a solid reputation a mong middle-income 
consumers, their target market for financial services. A  recent American 
Banker survey of 1,000 households found that 44 percent of the respond
ents are aware of the Sears Financial Network, and although awareness is 
highest among people w h o  earn more than $50,000 annually, those w h o  
earn between $20,000 and $50,000 a year are more likely than those in 
other income categories to have shopped at a Sears financial center.10 Also, 
for man y  years, through their merchandising operations, retailers have 
been acquiring marketing expertise, which is becoming more and more 
important as competition in financial services intensifies.

One c o m m o n  feature among the retailers that m a n y  view as an advantage 
over commercial banks is the retailers’ ability to provide one-stop financial 
shopping.11 A  consumer can obtain virtually all of his financial services at 
some Sears or Penney stores, and in addition, shop for clothes, furniture 
or hardware at the same location. It is not clear, however, that one-stop 
convenience is in fact an advantage.

According to a recent study by the Federal Reserve Bank of Atlanta, one- 
stop financial shopping m a y  be beneficial.12 In each of three separate sur
veys conducted in 1982, 1983 and 1984, nearly half of the population 
responded favorably to one-stop financial shopping, and only 15 to 20 
percent were strongly opposed to the idea. Of those consumers w h o  are 
not opposed to one-stop service, 40 percent would prefer to obtain all of 
their financial services from a single firm, while 31 percent would prefer 
financial service centers where different firms offer various financial pro
ducts at one central location.

Sears comes very close to satisfying both types of consumers. It offers fi
nancial services under the individual names of its financial subsidiaries and, 
at the same time, links them with the Sears name through the Sears Fi
nancial Network. J.C. Penney, Kmart and Kroger would probably appeal
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only to that segment which prefers to obtain financial services from many 
firms at a single location.

Despite the apparent appeal of one-stop financial shopping, consumers 
prefer that depository institutions be the one-stop provider or be present 
at the financial service center. Of  those w h o  prefer a single firm, 93 percent 
want that firm to be a commercial bank, thrift or credit union. Of  those 
w h o  prefer the financial service center approach, over 70 percent want a 
depository institution present.

Furthermore, one-stop shopping does not seem to appeal to all segments 
of the population. Fortune magazine recently surveyed its subscribers and 
found that most did not see one-stop shopping as beneficial, yet readers 
under age 35 “were more receptive to the idea than older ones.'’13 A n d  ac
cording to the Atlanta Fed study, “affluent consumers, wh o  use the great
est variety of financial services, generally are reluctant to consolidate their 
services."14

One way to examine whether or not the retailers do possess some advan
tage over banks and whether or not their financial service operations have 
been successful is by looking at the growth in their finance receivables and 
at their profit figures for the years in which the retailers have been c o m 
petitors in the financial services industry.

Business v o l u m e

Some retailers have been very aggressive in providing financial services, 
including installment credit, to consumers. In 1981, three retailers— Sears, 
Penney and Wards- had combined consumer installment receivables of 
$16 billion (see Table 4). By 1983, these three retailers increased their total 
consumer installment credit almost 40 percent to $23 billion. Sears alone 
in 1981 held nearly $10 billion in consumer installment credit, and by 1983 
had increased its holdings of such debt 45 percent to $14 billion.

In comparison, over the same two years, all insured, domestic commercial 
banks increased their installment credit by 17 percent, but the 15 largest 
bank holding companies’ installment credit outstanding jumped 35 percent. 
Citicorp, perhaps the most aggressive of the top 15 bank holding c ompa
nies in consumer financial services, increased its consumer installment 
credit 61 percent over the 1981-83 period.

Although there are banks like Citibank, which are aggressively pursuing 
the consumer market, the commercial banking industry as a whole has 
neither gained nor lost market share in consumer installment lending. 
Commercial banks held about 44 percent of consumer installment debt in 
1981 and in 1983. A n d  even though a few retailers are very actively of-
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Table 4
Consum er installm ent cred it: 3 retailers  

vs. top 3 B H Cs, 1981 & 1983

1981 1983
Retailers $ billions Mkt. share 1 $ billions Mkt. share

Sears 9.5 2.8 13.8 3.5
Wards 3.6 1.1 3.4 0.9
Penney 3.2 1.0 5.5 1.4
Total 16.3 4.9 22.7 5.8

2All retailers 31.3 9.3 35.9 9.1
BHCs 3
Citicorp 9.6 2.9 15.4 3.9
BankAmerica 9.7 2.9 11.4 2.9
Security Pacific 3.8 1.1 5.5 1.4
Total 23.1 6.9 32.3 8.2

The commercial „
banking sector 147 43.8 172 43.4

Calculations are based on total consumer installment credit as defined in Flow of Funds 
Accounts. Total consumer installment credit includes that held by commercial banks, finance com
panies, credit unions, retailers, savings and loan associations, gasoline companies and mutual 
savings banks.2 Includes auto dealers and excludes 30-day charge credit held by travel and entertainment compa
nies.3 Bank holding companies are ranked by consumer loans outstanding.4 As defined in Flow of Funds Accounts, total commercial banking sector includes all U S. com
mercial banks, their domestic affiliates (which include bank holding companies and their nonbank 
subsidiaries), and foreign banking affiliates in the United States.
SOURCE: Company annual reports; Federal Reserve Bulletin, December 1984; and Flow of Funds 
Accounts, Assets and Liabilities Outstanding 1960-83, Board of Governors of the Federal Reserve System.

fering financial services to consumers, retailers have not increased their 
share of consumer credit outstanding, holding about 9 percent of all con
sumer installment credit since 1978. The top 3 bank holding companies in 
consumer installment lending, however, increased their share of consumer 
installment credit outstanding 1.3 percentage points from 6.9 percent to 8.2 
percent over the 1981-83 period, while Sears, Wards, and Penney increased 
their combined share from 5.4 percent to 5.8 percent.

Credit cards

Retailers’ consumer finance receivables are mostly credit card receivables. 
In this narrow area of consumer lending, the retailers seem to be more 
successful than the banks, although banks have come a long way since 
1972. Since 1972, the number of bank cards outstanding more than dou
bled, and annual customer charge volume grew nearly eight fold.
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In credit card operations, however, the retailers still have the edge. At 
year-end 1983, all retailers had over $46 billion in credit card receivables, 
while banks held $38 billion in Visa and MasterCard credit card receivables 
(see Chart 1). N o  individual bank had more customer account balances 
outstanding at that time than Sears, and on the basis of customer charge 
volume and cards issued, no individual bank came close to Sears in 1983 
(see Chart 2). In fact. Sears had more customer charge volume than the 
two largest issuers of bank cards (Bank of America and Citibank) c o m 
bined.15

The Sears credit card, of course, is only accepted in Sears stores, but has 
achieved widespread acceptance and usage in spite of this disadvantage 
largely because of the size of Sears relative to other retailers. Visa, 
Mastercard, and American Express cards are, at least to their users, rea
sonably good substitutes for money in conducting many day-to-day trans
actions. Because of its drastically more limited acceptance (it can be used 
in only about 800 locations), the Sears card is almost useless as a money 
substitute. In order to overcome this disadvantage Sears announced plans 
in February 1985 to introduce a universal credit card that would compete 
directly with Visa, MasterCard, and American Express.

Profitability

The financial services operations of the retailers mentioned above are 
profitable (see Table 5). In 1981, Sears, Wards, and Penney had combined 
financial services earnings of nearly $600 million, and in 1983, the financial 
earnings of these three retailers had increased more than 50 percent to $927 
million. This is about equal to the total 1983 earnings of BankAmerica, 
Chemical N e w  York, and Manufacturers Hanover, the fourth, fifth, and 
sixth largest bank holding companies ranked by earnings. Also, by 1983, 
the three retailers had a combined R O E  of 12 percent from financial ser
vices activities, higher than their combined R O E  from retailing and higher 
than the R O E  for all commercial banks.16

Furthermore, in 1981 and 1983, financial services earnings represented a 
significant portion of total earnings for these retailers. For Sears, financial 
services account for more than half of its total profits. A n d  were it not for 
its Finance subsidiary, Wards would have shown a net loss in 1983. as it 
did for 1981.

For the other two retailers, Kmart and Kroger, financial services does not 
account for a large part of their profits. Nonetheless, their Financial services 
operations do seem to be profitable. In each of the years 1981 and 1983, 
Kmart earned a profit of $5 million from its insurance operations, and

FKB C H I C A G O  Working Paper 13

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



Chart 1
1 9 8 3  C U S T O M E R  A C C O U N T  B A L A N C E S

$  B IL L IO N S
5Q -

4Q “

30  -

20 -

IQ -

0

$46.6

O T H E R
$31.1

P E N N E Y
^ $ 1 . 9

W A R D S  
\  $3.4

S E A R S
$ 1 0 . 2

B A N K S  R E T A IL E R S

IRB C H I C A G O  Working Paper 14

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



Chart 2
1 9 8 3  C R E D I T  C A R D  V O L U M E

$ BILLION
ie

14

$ 1 4 . 1

12

IQ

8 -

$ 1 1 . 8

C I T I B A N K
$ 5 . 6

B  o f  A
$ 6 . 2

S E A R S

B A N K S R E T A IL E R

FRB C H I C A G O  Working Paper 15

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



Table 5
Profitab ility of retailers' financial 
serv ices operations: 1981 & 1983 

($ m illions)

Sears Wards Penney 3 retailers
81 83 81 83 81 83 81 83

Net income
finance subsidiary 332 773 144 85 82 69 558 927
parent 650 1,342 (160) 54 387 467 877 1,863% from fin. services 59% 58% n.a. 1 57% 21% 15% 64% 50%
Return on Equity (%)
financial services 7.2 12.8 18.4 10.4 10.9 7.7 9.1 12.0retailing 7.7 12.9 -8.0 4.0 12.8 13.0 6.5 11.6

SOURCE: Company annual reports.

according to its annual report plans to open 50 more in-store insurance 
centers in Texas and Florida in 1984— an 85 percent increase. Kroger does 
not have a separate line on its income statement for financial services 
earnings, but one can infer that Kroger’s financial services operations have 
been doing well because the company announced plans in August 1984 to 
expand its in-store financial service centers.

L o n g - r u n  imp a c t

It is too soon to conclusively assess the impact that the retailers have, or 
could have, on the competitive position of commercial banks and other 
depository institutions. So far only five retailers have significant financial 
services operations, and only recently has Sears, the predominant financial 
services provider among the retailers, committed to becoming a major 
supplier of financial services. The other four retailers are still “exper
imenting” with financial services. Yet the retailers are making money from 
their financial businesses; they are increasing their finance receivables; and 
they are expanding their financial operations. It appears, therefore, that 
the financial businesses of the retailers have met with success— so far.

The success of a few retailers, however, does not imply the demise of over
15,000 commercial banks as providers of financial services to consumers. 
In October 1982, ABA Banking Journal asked bankers in the eight cities 
where Sears had launched its financial network whether the in-store centers 
posed a threat.17 At that time, none of the bankers thought Sears threat
ened their competitive positions. One year later, ABA Banking Journal 
repeated its survey and found:

FRB C H I C A G O  Working Paper 16

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



In general, community bankers in cities where in-store centers have opened 
can’t imagine ever feeling seriously thrt atened by Sears— no matter how 
numerous nor generally accepted such centers might become.18

In that same A B A  article, a Sears spokesman said that Sears m a y  threaten 
the very large banks— Citibank, Bank of America— but Sears can’t compete 
with “a well-run community bank in quality of personal service.”19

I n d u s t r i a l - b a s e d  f i r m s

Industrial-based firms provide financial services through subsidiaries. At 
least 14 industrial firms have significant financial services operations. 
Eight of these were, or still are, captive finance subsidiaries of their 
manufacturer-parents. The remaining six subsidiaries of industrial-based 
companies have always been independent of their parents.

T h e  players

Captives. For General Motors, Ford Motor, Chrysler and IBM, financial 
services are an extension of their primary lines of business. Nearly all of 
the finance receivables of their finance subsidiaries are related to the sale 
of their parents’ products, and their insurance services are offered in con
junction with this sales financing.

General Motors Acceptance Corporation ( G M A C ) ,  a wholly-owned, non- 
consolidated finance subsidiary of General Motors Corporation, is the 
largest consumer finance company in the nation with over $40 billion in 
consumer receivables at year-end 1983. G M A C ’s principal line of business 
is financing the sale and leasing of General Motors’ products, mainly cars 
and trucks, but G M A C  also provides term loans to dealers for working 
capital and the acquisition and expansion of dealerships. G M A C  provides 
retail financing by purchasing retail installment contracts from General 
Motors dealers, and G M A C  finances the purchases of General Motors cars 
by General Motors dealers, affiliates and other companies, w h o  then lease 
the vehicles to others. Since 1981, G M A C  has also engaged in direct 
leasing of General Motors cars and direct or leveraged leasing of capital 
equipment. G M A C  offers its financial services through roughly 400 offices 
in the United States, although most retail financing originates at General 
Motors’ more than 10,000 dealerships in the United States and Canada.

Through Motors Insurance Corporation (MIC), a wholly-owned subsidiary 
of G M A C  acquired in 1975, the firm provides credit insurance and m e 
chanical protection coverage in conjunction with its retail financing activ
ities. M I C  writes property and contractual liability coverage for General
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Motors and insures dealers’ wholesale and lease inventories. M I C  also 
reinsures other General Motors dealer coverages.

Recently M I C  expanded its insurance activities. In 1980, M I C  began 
marketing accident indemnity insurance to the public via direct mail. In 
1982, M I C  added ocean marine coverage, and in 1983, it began offering, 
on a selected regional basis, auto liability and homeowners insurance.

Ford Motor Credit C o m p a n y  (Ford Credit) is a wholly-owned, noncon- 
solidated subsidiary of Ford Motor Company. Like G M A C ,  Ford Credit 
primarily provides retail and wholesale financing for the sale of its parents’ 
products, primarily cars, trucks and tractors. Ford Credit provides lease 
inventory financing to car and truck leasing companies, but it also engages 
in direct leasing to individuals.

Vehicle financing accounts for almost all of Ford Credit’s financing activ
ities. At year-end 1983, Ford Credit conducted its vehicle financing oper
ations through 142 branch offices throughout the United States, but most 
retail financing is generated through Ford Motor’s more than 6,000 U.S. 
dealerships.

Ford Credit’s other activities include commercial, industrial and real estate 
(CIR) financing; nonautomobile consumer loans; and credit insurance, of
fered mostly in conjunction with its financing operations. In the area of 
C I R  lending, which was established in 1966, Ford Credit has financed or 
arranged leases for computers, aircraft, barges, railroad cars and other in
dustrial equipment as well as financed a variety of real estate transactions. 
In 1982, Ford Credit established Ford Financial Services, Inc. to offer 
broker-dealer financing services, that is, to arrange financing for other 
company’s products.

Nonautomobile consumer loans were first offered in 1966. These loans are 
primarily for hom e  improvements, educational purposes, debt consol
idation and vacations. In 1983, h o m e  equity loans accounted for most of 
the consumer lending volume.

Ford Credit’s insurance subsidiary, The American Road Insurance C o m 
pany, writes physical damage insurance on most vehicles financed at 
wholesale by Ford Credit and issues credit life and disability insurance for 
retail vehicle purchases and for Ford Credit’s consumer loan customers. 
Since 1974, The American Road Insurance C o m p a n y  has marketed term 
life insurance by mail to the public.

Chrysler Financial Corporation, a wholly-owned subsidiary of Chrysler 
Corporation, has as its primary purpose to finance the sale of Chrysler cars 
and trucks at the wholesale and retail levels. In addition, Chrysler finances
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the sales of some used cars and non-Chrysler cars by Chrysler dealers. The 
company has participated, on a selected basis, in commercial financing 
outside of the automotive industry, primarily leveraged leasing of major 
equipment. Chrysler also has two insurance subsidiaries that provide credit 
insurance in conjunction with the firm's financing activities. Chrysler of
fers its financial services through more than 100 offices in the United 
States.

I B M  Credit Corporation was established in 1981 and is a wholly-owned 
subsidiary of I B M  Corporation. I B M  Credit provides financing for the 
sale of IBM's business products, primarily through the purchase of install
ment sales contracts. I B M  Credit, however, does not purchase all of I B M ’s 
sales contracts. Gross trade receivables held by I B M  Corporation were 
$5.9 billion at year-end 1983, while the gross finance receivables held by 
I B M  credit were $1.5 billion at that time. In 1984, I M B  introduced a credit 
card for purchases of desktop computers and accessories.

I B M  Credit also leases I B M  products, but some leases are arranged 
through partnerships with unrelated third parties. Lease financing has 
been I B M  Credit's fasting growing activity, with lease receivables increas
ing more than 5 0 0 %  over the 1982-83 period.

Once captives. Not all captive finance subsidiaries remain so forever. Four 
finance subsidiaries of manufacturers began as financing arms of their 
parents but have subsequently become major independent financial con
cerns.

General Electric Credit Corporation (GECC), a wholly-owned subsidiary 
of General Electric Company, was incorporated in 1943 as the successor 
of General Electric Contracts Corporation, formed in 1932. Originally, 
G E C C ' s  business was to finance the distribution and sale of General Elec
tric products, mostly home appliances. G E C C ' s  business, however, has 
become very diversified, "and virtually all products financed are manufac
tured by companies other than General Electric”20

Today G E C C ' s  activities include distribution sales financing, commercial 
and industrial financing, real estate financing and, to a lesser degree, in
surance. In the distribution sales financing area, G E C C  provides retail 
consumer financing, customized revolving credit financing, asset-based fi
nancing and inventory financing for the appliance, furniture, personal 
computer, automobile, and manufactured housing industries through 21 
regional offices throughout the United States.

G E C C  also has commercial and industrial finance operations. G E C C  fi
nances the sale of the machinery and equipment of various manufacturers 
and dealers by purchasing installment sales contracts. The company also
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makes direct commercial and industrial loans, provides commercial fi
nancing through preferred stock investments, and provides loans on a re
volving and term basis secured by accounts receivable, inventories and 
fixed assets. G E C C  provides leases for commercial equipment and facili
ties. These are mainly noncancelable leases, but G E C C  also leases equip
ment for shorter terms where the equipment is then re-leased.

G E C C  engages in both commercial and residential real estate financing. 
Commercial real estate financing consists of interim loans on commercial 
properties. In June 1983, G E C C  established General Electric Real Estate 
Syndication, Inc. to purchase commercial real estate and syndicate the eq
uity in the form of limited partnerships. G E C C ’s residential real estate fi
nancing business offers mortgage banking services through General 
Electric Mortgage Corporation, which originates and purchases residential 
and commercial mortgages, sells them to investors, and then services the 
loans. In March 1983, G E C C  acquired American Mortgage Insurance 
C o m p a n y  and merged it with G E C C ’s existing mortgage insurance oper
ations to form General Electric Mortgage Insurance Companies, which 
underwrite residential mortgage guaranty insurance. In addition. General 
Electric Mortgage Securities Corporation purchases mortgages on residen
tial property and packages them into mortgage-backed securities that are 
sold to institutional investors.

G E C C  has a life and a property-casualty insurance company. They pro
vide commercial and personal property and casualty insurance as well as 
ordinary group and credit life insurance and accident and health insurance.

Westinghouse Credit Corporation ( W C C )  is a wholly-owned subsidiary of 
Westinghouse Electric Corporation, which is a major supplier of electrical 
and electronic equipment. Established in 1954, W C C ’s original purpose 
was to finance the sale of Westinghouse appliances, but it has subsequently 
become a major diversified commercial finance company. In 1983, less 
than 1 percent of W C C ’s business was related to its parent.

W C C ’s four operation groups were merged in 1983 into two Capital Fi
nancing and Commercial Services. The Capital Financing group offers 
first and second commercial mortgage loans, construction loans, standby 
commitments and equity participations; provides intermediate term secured 
loans; purchases first and second mortgages in the secondary market; and 
offers lease financing for such products as aircraft, marine vessels and 
machine tools.

The Commercial Services group finances industrial equipment through 
loans, leases, and the purchase of installment sales contracts. The group 
also provides lines of credit secured by accounts receivable and inventories
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and floor planning for dealers of consumer durable goods. The group has 
withdrawn from financing individuals consumer retail financing.

Borg-Warner Acceptance Corporation (BWAC), a wholly-owned subsid
iary of Borg-Warner Corporation, was incorporated in 1953 to finance the 
sale of its parent's products, primarily capital goods for the transportation, 
chemicals and plastics, energy, and industrial-products industries. B W A C ,  
however, has evolved into one of the nation's largest independent finance 
companies. In 1983, less than 10 percent of B W A C ’s finance activities were 
related to its parent.

B W A C  offers consumer products, business and manufactured home fi
nancing as well as insurance offered in conjunction with B W A C ’s financing 
activities. Consumer products financing consists of inventory financing 
and retail financing by purchasing retail installment sales contracts from 
dealers, mostly of agricultural equipment, televisions, stereos, home appli
ances, and recreational vehicles.

Business financing consists of lease financing for vehicles and farm equip
ment and animals, office equipment, aircraft and machinery; commercial 
financing through the purchase of installment sales contracts from equip
ment suppliers; and accounts receivable financing.

Independent subsidiaries. Six subsidiaries of manufacturers that offer fi
nancial services have always been independent of their parents' primary 
lines of business.

Associates First Capital Corporation is a subsidiary of Gulf &  Western, a 
highly diversified company with businesses in the entertainment, c o m m u 
nications, and consumer and industrial products industries.21 Associates 
First Capital engages in commercial and consumer finance and underwrites 
insurance primarily in conjunction with its finance activities. Associates 
Corporation of North America (Associates) is the primary subsidiary of 
Associates First Capital Corporation and is the fourth largest independent 
finance company in the nation based on total capital.

Associates provides consumer financing through over 500 offices in 46 
states. Consumer financing includes direct installment loans, second 
mortgage loans, the purchase of retail installment sales contracts, and re
volving credit. Associates First Capital also provides financial services to 
consumers through its consumer bank, Associates National Bank in 
California (formerly Fidelity National Bank), which it acquired in 1980, 
and Heritage Federal Savings and Loan of California, which was acquired 
in 1983. In 1983, the bank began testing loan production offices in two 
states and expanded its credit card operations.
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Associates National Bank operates two credit card programs. The 
E X E C U - C H A R G E / V i s a  program, which targets high-income individuals, 
was established in 1981. As of year-end 1983, there were over 350,000 
E X E C U - C H A R G E  credit cards in use nationwide. The bank’s 
MasterCard service was launched in 1983 under a special arrangement with 
A T & T .  At selected A T & T  Phone Center stores, customers are given the 
option of paying for their telephone purchases with a MasterCard credit 
card issued by Associates National Bank. Applications are processed im
mediately, a MasterCard number is issued, and a credit card is mailed to 
each customer. A  similar approach was tested at selected Kmart stores for 
the purchases of big-ticket items.

Associates' commercial financing consists of financing the sale of trans
portation and industrial equipment, factoring, secured short-and medium- 
term commercial loans, and leasing. Commercial lending in conducted 
through 150 offices in the United States and Canada. Associates primarily 
serves the construction, communications, transportation and manufactur
ing industries.

Insurance is provided by Associates through two subsidiaries and made 
available primarily to finance customers. The Cumberland Life Insurance 
C o m p a n y  offers credit life and health insurance; E m m c o  Insurance c o m 
pany provides property-casualty insurance.

Commercial Credit C o m p a n y  is a wholly-owned subsidiary of Control 
Data Corporation, a multinational computer company. Commercial 
Credit was acquired by Control Data in 1968. Although Commercial 
Credit was not acquired for the sole purpose of financing Control Data’s 
products, Control Data is Commercial Credit's largest customer, account
ing for roughly 8.5 percent of Commercial Credit’s financing activity in
1983. Commercial Credit provides consumers and business with a wide 
range of financial services.

Financial services to consumers include, on the asset side, first and second 
mortgages, personal loans and revolving lines of credit, including Visa and 
MasterCard credit cards. Since 1982, residential first mortgages have been 
sold in the secondary market by Commercial Credit’s mortgage banking 
subsidiary. O n  the liability side, Commercial Credit offers N O W  accounts, 
M M D A s ,  CDs, IRAs and savings accounts through a network of 256 
deposit-taking offices in 16 states. Commercial Credit owns four savings 
and loans, two of which were acquired in 1983. Also in 1983, Commercial 
Credit acquired the First National Bank of Wilmington in Delaware.

Commercial Credit's offering of financial services to businesses include 
accounts receivable financing, vehicle and equipment financing and leasing, 
wholesale financing, and real estate construction loans. The firm also
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makes Eurodollar loans to corporations, utilities, banks and governments 
through its subsidiary, Commercial Credit International Banking Corpo
ration.

Commercial Credit offers various credit insurance products to both busi
nesses and consumers. Through various subsidiaries, the firm offers life, 
health, annuities, property-casualty and business credit insurance and pri
vate mortgage insurance.

ITT Corporation is a highly diversified firm with operations in telecom
munications and electronics, engineered products and consumer products 
as well as the financial services industry. ITT’s financial services oper
ations consist of ITT Financial Corporation and The Hartford Insurance 
Group (The Hartford).

ITT Financial Corporation was created as the result of a merger between 
two ITT financial services subsidiaries that were acquired in the 1970s. 
ITT Financial has consumer finance, commercial finance, credit insurance 
and thrift operations.

Through ITT Consumer Financial Corporation, ITT Financial provides 
direct consumer loans and second mortgage loans from 630 consumer loan 
offices in 34 states and the Caribbean. In 1983, direct consumer loans ac
counted or 63 percent of consumer receivables, and consumer real estate 
loans accounted or 34 percent. ITT Consumer Financial also purchases 
retail installment contracts and provides loans to small businesses, includ
ing Small Business Administration (SBA) guaranteed loans. In 1983, ITT 
commenced thrift operations with the acquisition of Newport Balboa 
Savings and Loan Association in California.

ITT Financial’s commercial financing is provided through ITT C o m m e r 
cial Finance Corporation and ITT Industrial Credit Company. Through 
these two subsidiaries, ITT Financial provides commercial loans, inventory 
financing for retailers, equipment financing and accounts receivable fi
nancing.

The insurance operations of ITT Financial are conducted through the 
Lyndon Insurance Group companies. They offer credit life, accident, 
health, property and surety insurance in conjunction with the lending ac
tivities of ITT Consumer Financial. Also, credit property insurance is of
fered to some commercial borrowers.

The Hartford, ITT’s second financial services subsidiary, writes most types 
of property-casualty, life, accident and health insurance in the United 
States, Canada and Western Europe. These insurance products are sold 
through 10,000 independent agents in the United States, 300 independent
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agents in Canada, and 2,500 commissioned agents in the United Kingdom. 
In 1983, The Hartford expanded its U.S. distribution network for life in
surance products by acquiring minority equity interests in two securities 
brokerage firms and agreeing with those firms to sell certain types of 
securities-related policies through their brokerage systems.

National Intergroup, parent of National Steel, conducts its financial ser
vices activities through First Nationwide Financial Corporation, parent of 
First Nationwide Savings. First Nationwide is the seventh largest publicly 
held savings and loan company in the nation with $8.5 billion in assets, and 
it is the first federal association licensed to operate in three states. At 
year-end 1983, First Nationwide Savings had 150 branch offices— 92 in 
California, 31 in N e w  York and 27 in Florida.

First Nationwide traces its origin to Citizen’s Building and Loan, founded 
in 1885. In 1972, Citizens merged with United Financial Corporation, an 
S & L  holding company, which was then acquired by National Steel in 1980. 
In September 1981, Citizens became an interstate association through the 
federally assisted merger of an S & L  in Miami and an S & L  in N e w  York 
into Citizens. In 1982, United Financial Corporation was renamed First 
Nationwide Savings.

In 1983, First Nationwide began its franchise program, which is marketed 
to independent thrifts. The program offers a c o m m o n  identity (although 
mem b e r  thrifts maintain local ownership, management and control), na
tional and regional advertising, an a nationwide A T M  network, amo n g  
other products and services. The program includes four mem b e r  thrifts 
with a total of $1.5 billion in assets.

Also in 1983, First Nationwide began a pilot program with J.C. Penney in 
five California stores. The program offers customers the wide range of 
First Nationwide’s financial products and services along with J.C. Penney’s 
insurance products. D u e  to the success of this experiment, First Nation
wide expanded its “retail merchant program” in 1984 to include 10 Kmart 
stores in San Diego, California.

Diamond Financial Holdings, Inc. is a wholly-owned subsidiary of Dana 
Corporation, a manufacturer of truck components and industrial equip
ment parts. Di amond owns subsidiaries that are principally engaged in 
property-casualty insurance, leasing, real estate and savings and loan op
erations. Diamond began the latter activity in 1980 by acquiring General 
Ohio Savings and Loan, n o w  Diamond Savings and Loan. While Dia
m o n d  is essentially an independent firm, it does provide Dana with oper
ating leases for machinery and equipment, which in the last three years 
have been about $30 million.
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Through its wholly-owned subsidiary, Greyhound Leasing &  Financing 
Corporation and its subsidiaries, the Greyhound Corporation, a 
transportation-based Firm, provides asset-based lending, leasing, mortgage 
insurance, property-casualty insurance, and money payment and transfer 
services. Asset-based lending is primarily for transportation, industrial and 
commercial equipment and is provided through leases, conditional sales 
contracts and other secured loans. Greyhound also makes loans secured 
by real estate.

A r m c o  Inc., a producer of specialty steel products, oilfield equipment and 
strategic materials, provides financial services primarily through two sub
sidiaries. Armco Financial Holdings Corporation (formerly Armco Fi
nancial Corporation) makes secured commercial loans, including loans 
secured by accounts receivable and inventories, and provides lease financ
ing. Arm c o  Insurance Group Inc. offers businesses and individuals a full 
line of property-casualty insurance, fidelity and surety, and life insurance. 
Property-casualty and life insurance are sold through independent agents 
and brokers. In January 1984, however, A rmco agreed to sell its insurance 
operations to a West German insurance firm. Thus, its only financial 
subsidiary will be Arm c o  Financial Holdings.

A d v a n t a g e s  a n d  disadvantages

The captive finance companies of the auto companies were originally 
formed to bolster the sales of their parents' products, especially when de
m a n d  is weak or other lenders such as banks and independent Finance 
companies are decreasing their auto lending. Thus, in a period, such as the 
1978-82 period, which was characterized by a decrease in domestic car 
sales, liberalized bankruptcy laws, soaring costs of funds, binding interest 
rate ceilings, and record interest rate volatility, the captive Finance compa
nies of the U.S. auto-makers offered below-market rate Financing to sup
port the sale of their parents' products (automobiles). During this period, 
the auto captive Finance companies increased their share of auto loans 
outstanding and greatly increased their share of new auto lending volume 
(see Chart 3), while commercial banks retreated temporarily from this 
lending area.22

Even though their primary mission remains to support the sale of their 
parents’ products, some of these captives are expanding into other areas 
of Financial services. For example, in March 1985 General Motors an
nounced plans to purchase two mortgage banking subsidiaries. Also, 
Chrysler is considering expanding its financing operations to include non
automobile Financing.

Some captive Finance companies have become independent providers of fi
nancial services. These Finance companies have the advantage of having
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once been under their parents’ wings. Borg-Warner Acceptance Corpo
ration, for example, gained experience and customers by offering inventory 
financing to dealers of Borg-Warner products. Today, B W A C  provides 
this service for some of the same customers, but it finances the inventories 
of products from manufacturers other than Borg-Warner.

One disadvantage, however, that the finance subsidiaries of industrial- 
based firms have is that financial services is very different from their 
parents’ traditional lines of business. To some extent this has been over
come by the captives and the once-captives, as financial services activities 
developed as a complement to their parents’ manufacturing operations. 
For at least one of the independents, this disadvantage could not be over
come. As a result of its huge losses in financial services, Armco sold its 
insurance operations in 1983. As stated in the 1983 Armco Annual Report, 
"This change in strategic direction reflects a renewed emphasis on the 
businesses and market niches we know best.”23

Business v o l u m e

The industrial-based firms, as a group, provide financial services to con
sumers as well as to businesses. Ten of the 14 industrial firms provide 
consumer financing; these ten companies held over $72 billion in consumer 
credit outstanding at year-end 1983, nearly all of which was consumer in
stallment credit (Table 6). These 10 industrial firms held nearly 16 percent 
of all consumer installment credit outstanding, while the top 10 bank 
holding companies held 12 percent. Further, in 1983, G M A C  alone held 
over $40 billion, more than the combined consumer installment credit held 
at the four largest bank holding companies.

Consumer finance receivables held by the ten industrial firms grew by 14 
percent over the 1981-83 period, yet they did not keep pace with the bank 
holding companies. Similarly, in consumer installment lending the ten in
dustrial companies increased their outstandings 19 percent over the two- 
year period, but again they did not keep pace with the top 15 bank holding 
companies.

Each of the 14 selected industrial firms offers commercial financing or lease 
financing. At year-end 1983, these 14 industrial firms held nearly $44 
billion in commercial loans (C&I loans and commercial mortgages); C & I  
loans account for nearly all of this amount (see Table 7). Nevertheless, the 
14 industrial firms accounted for about 8 percent of all C & I  loans out
standing at the end of 1983 (all C & I  loans held by financial and nonfi- 
nancial based firms), while the top 14 bank holding companies accounted 
for 30 percent. G M A C ,  however, held $11.4 billion in C & I  loans, roughly 
equal to the domestic C & I  loans of Chase Manhattan Corp., the third 
largest bank holding company.

FRB C H I C A G O  Working Paper 2 7

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



Table 6
Loans to consum ers: 10 industrial-based  

firm s vs. top 10 BH Cs, 1981 1983

Total loans
Installm ent to  consum ers

1 9 8 3 M kt. share1 1 9 8 3
2

M kt. share

$ bil. 1981 1 9 8 3 $ bil. 1981 1 9 8 3

General M otors $ 4 0 .2 9 .3 10 .2% $40 .2 2 .2 2.5%
Ford M o to r 1 1 .9 3 .5 3 .0 1 1 .9 0 .9 0 .7
Chrysler 1 .9 0 .6 0 .5 1.9 0.1 0.1

G eneral Electric 3 .8 1.1 1 .0 3 .9 0 .4 0 .2
B org -W arner 0 .2 0.1 0.1 0 .2 * *
C ontrol Data 1 .0 0 .4 0 .3 2.1 0.1 0.1

G u lf &  W estern 1 .8 0 .5 0 .5 3.2 0 .2 0 .2
IT T  Corp. 2 .2 0 .4 0 .6 2 .2 0.1 0.1
N ational Steel * * * 6 .2 0 .4 0 .4
Dana * 0 .7 * *

Total 10  industrial-
based com panies 63 1 5 .9 16 .2 72 4 .4 4 .3

Total 10  B H C s3
(dom estic ) 54 1 1 .6 13 .6 96 5.4 6 .0

Total com m ercial
banking sector 16 2 4 3 .8 4 3 .4 3 5 8 2 2 .7 2 2 .2

*Less than $50  m illion  or less than .05  percent.

1 C alcu lations based on total consum er installm ent credit as defined in F lo w  o f  F u n d s  A c c o u n ts .  
Total consum er installm ent credit includes that held by com m ercial banks, finance com panies, credit 
unions, retailers, savings and loan associations, gasoline com panies and m utual savings banks.2

C alcu lations based on total consum er installm ent credit plus to ta lh o m e  m ortgage loans as defined  
in F lo w  o f  F u n d s  A c c o u n ts .  Consum er installm ent credit is defined as in fo o tn o te  1 above. H om e  
m ortgage loans include all 1 -to -4 -fa m ily , nonfarm  residential m ortgages held by com m ercial banks, 
m utual savings banks, savings and loan associations, life insurance com panies, federal and related  
agencies, and m ortgage pools and trusts.
3

Bank hold ing com panies are ranked by consum er loans outstanding.
4

As defined in F lo w  o f  F u n d s  A c c o u n ts ,  total com m ercial banking sector includes all U S. c o m 
mercial banks, their dom estic affiliates (w h ic h  include bank hold ing com panies and their nonbank  
subsidiaries), and foreign banking affiliates in the U n ited  States.

S O U R C E S : C om pany annual reports and F lo w  o f  F u n d s  A c c o u n ts , A s s e ts  a n d  L ia b ilit ie s  7 9 6 0 - 8 3 ,  
Board of G overnors of the Federal Reserve System.

The industrial-based companies increased their C & I  loans 14 percent be
tween 1981 and 1983, outpacing the bank holding companies but not the 
entire commercial banking sector, which increased its C & I  loans by 18 
percent. Borg-Warner and Commercial Credit Corp. led the industrial 
firms, increasing their C & I  loans 43 percent each.24
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Table 7
Loans to businesses: 14 industrial-based firm s 

vs. top 14 BH Cs, 1981 & 1983

Comm ercial Total loans
8- Industrial to businesses

1 9 8 3 M kt. share1 1 9 8 3
2

M kt. share

$ bil. 1981 1 9 8 3 $ bil 1981 1 9 8 3

G eneral M otors $11 .6 2 .5 2 .3 $11 .6 1 1 1.0
Ford M o to r 5.2 1.3 1.0 5.3 0 .6 0 .5
Chrysler 1.4 0 .4 0 .3 1.4 0.2 0.1
IB M  Corp. 7 .3 1.3 1.5 7.3 0 .6 0 .7

General Electric 3 .5 0 .7 0 .7 4 .6 0 .4 0 .4
W estin ghouse 2 .0 0 .3 0 .4 2.6 0.1 0 .2
B org -W arner 2 .0 0 .3 0 .4 2 0 0.1 0 ,2
Control Data 2 .0 0 .3 0 .4 2 .0 0.1 0 .2

G ulf &  W estern 2 .6 0 .6 0 .5 2.6 0 3 0 .2
ITT  Corp. 2 .7 0 .6 0 .5 2 .8 0 .3 0 .3
N ational Steel — - — 1.3 0.1 0.1
G reyhound — — — — — -
Dana * * * 0.1 *
Arm co * * *

Total 14  industrial-
based com panies 4 0 .3 8 .0 8 .0 4 3 .6 3 9 3 .9

Total 14  B H C s3 151.1 3 2 .0 30.1 1 7 0 .3 16 .6 15 .3
4

Total com m ercial
banking sector 4 0 1 .9 7 9 .4 8 0 .0 549 .1 48.1 4 9 .5

*Less than $50  m illion or less than .0 5  percent.

1 Ca lcu lations based on com m ercial and industrial loans help by com m ecial banks and finance  
com panies as reported in Flow of Funds Accounts. Trade credit is excluded. Note, how ever, that 
trade credit am ounted to  $ 4 5 3  b illion  in 1 9 8 3  and $411 b illion  in 1 981 .2

C alcu lations based on com m ercial and industrial loans (as defined in foo tnote  1 above) plus total 
nonresidential mortgages, w h ich  include m ultifam ily , com m ercial, and farm m ortgage debt held by 
com m ercial banks, m utual savings banks, savings and loan associations, life insurance com panies, 
federal and related agenices, and m ortgage pools and trusts.
3

Bank hold ing com panies are ranked by business loans outstanding.
4

As defined in Flow of Funds Accounts, total com m ercial banking sector includes all U .S . c o m 
mercial banks, their dom estic affiliates (w h ic h  include bank hold ing com panies and their nonbank  
subsidiaries), and foreign banking affiliates in the U n ited  States.

S O U R C E S : C om pany annual reports and Flow of Funds Accounts, Assets and Liabilities 1960-83, 
Board of Governors of the Federal Reserve System.

The 14 industrial firms increased their commercial mortgage receivables 74 
percent from 1981 to 1983, much faster than the top 15 bank holding 
companies and all insured domestic commercial banks. The industrial 
firms, however, have only $3.4 billion in commercial mortgages, less than 
one percent of all commercial mortgages outstanding in 1983, and only six 
of the 14 industrials make commercial real estate loans.
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Lease financing is the area in which the industrial companies shine. At  
year-end 1983, they had a combined $17.5 billion in lease receivables, more 
than the 15 largest bank holding companies and more than all domestic, 
commercial banks. Further, the industrial firms increased their lease 
receivables 22 percent over the 1981-83 period. Bank holding companies 
increased their lease receivables only 12 percent, and banks, 8 percent 
during this period.

One reason for the industrial firms’ success in leasing is that companies 
such as G E C C  and Westinghouse, which have parents with large and 
growing profit bases, gain a competitive advantage by exploiting an op
portunity in the tax laws. In their leasing activities, the finance subsidiaries 
retain ownership of the equipment they lease; therefore, their parents get 
to apply the depreciation, investment tax credits, and, in some cases, energy 
credits to their taxable income (since the finance subsidiaries are consol
idated with the parent and other subsidiaries for tax purposes). These tax 
savings can then be passed on to the finance subsidiaries’ customers in the 
form of lower leasing rates, thus allowing the finance subsidiaries to 
undercut the competition. While banks and bank holding companies have 
the same opportunity to use leasing to shelter income from taxes, their net 
incomes grew very slowly from 1981-83, providing comparatively little in
centive to banks to expand their leasing operations.

Only five of the 14 industrial-based firms take deposits, and each of these 
five owns depository institutions. As of year-end 1983, these firms—Dana, 
National Steel, ITT, Control Data, and Gulf & Western—had $8.4 billion 
in deposits, 3 percent of the deposits of the five largest bank holding com
pany based on deposits (see Table 8).

Profitability. Financial services have been profitable for most of the se
lected 14 industrial-based firms. As shown in Table 9, the combined fi
nancial services earnings of the 14 companies was $2.2 billion in 1983, 
nearly two-thirds as much as the earnings of the top 15 bank holding 
companies. G M A C  was by far the biggest money-maker among the fi
nance subsidiaries of the industrial-based firms, with 1983 earning over $1 
billion. The other subsidiaries earned less than half as much as G M A C , 
and only one financial services subsidiary posted a net loss for 1983.

The industrial-based firms’ financial services earnings grew rapidly (57 
percent) over the 1981-83 period, while the total earnings of the top 15 
bank holding companies were virtually unchanged over this same period. 
On an individual basis, however, earnings growth among the manufactur
ers was mixed. For five industrial companies, financial services earnings 
fell, while financial services earnings more than doubled for four others.
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T a b le  8
D e p o s its  a t  s u b s id ia rie s  o f  in d u s tr ia l-b a s e d  f irm s : 1 9 8 3  

($ m illio n s )

deposits
National Steel (First Nationwide Savings, CA, FL, and NY) $5,849

Control Data (First National Bank of Wilmington,
DE, and S&Ls in MD, NC, OH, and PA) 1,529

Dana Corp. (Diamond Savings & Loan,) 837

ITT Corp. (Newport Balboa Savings & Loan, CA) 138

Gulf & Western (Associates National Bank, CA) 24

______________  $8,377

S O U R C E : C om pany annual reports and bank call reports.

T a b le  9
F in a n c ia l s e rv ic e s  e a rn in g s  o f  14  in d u s tr ia l-b a s e d  f irm s  

and  to p  15  B H C s: 1981 &  198 3

N et incom e Return on Equity

1 9 8 3 1 983 % % change 1 9 8 3  1 9 8 3
$ mil. of tota l* 1 9 8 1 -8 3 financia l non financial

G eneral M otors $ 1 ,0 0 2 27% 1 7 5 .4 25% 18%
Ford M o to r 2 9 2 16 57 16 16
Chrysler 47 7 - 2 4 7 49
IB M  Corp. 42 1 3 2 0 25 25

G eneral Electric 271 13 91 19 19
W estinghouse 62 14 82 18 13
B org -W arner 39 21 26 14 13
Control Data 30 19 - 4 0 4 14

G ulf &  W estern 87 n.a. 107 10 - 2 5
ITT Corp. 4 0 5 6 0 5 14 8
N ational Steel 31 n.a. 1 5 8 11 19
G reyhound 28 27 - 5 9 7 13
Dana 2 1 - 8 8 2 11
Arm co (1 7 6 ) n.a. - 6 7 8 - 9 5 - 3 4

Total 1 4  industrial-
based firms 2,161 15 51 15 20

Top  15  BH Cs 3 ,5 7 7 0 11

‘ Percent of total corporate earnings. 
S O U R C E : C om pany annual reports.
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Returns on equity (ROEs) for the industrial firms’ financial operations 
exceeded those of their nonflnancial operations in 1981, but the reverse was 
true in 1983. In 1983 their nonflnancial operations returned 20 percent 
on equity, outperforming their financial operations by nearly 5 percentage 
points. Nonetheless, the financial operations of the manufacturers, as a 
group, experienced a higher ROE in 1983 than did the top 15 bank holding 
companies or all domestic commercial banks. To some extent, these dif
ferences reflect cyclical behavior. The earnings of retailers and manufac
turers tend to be coincident with the business cycle; 1981 and 1982 were 
recession years while 1983 was a year of strong economic rebound. Bank 
performance tends to lag behind the general economy. Clearly, several 
more years of profitability data are necessary before conclusions can be 
drawn regarding the changing comparative profitability of banks and 
nonbanks.

Long-run impact

In some business lines, these industrial companies are formidable compet
itors of commercial banks. Furthermore, if changing technology provides 
any basis for economies of scale in offering consumer lending, some of 
these industrial companies may be even more formidable competitors in the 
future.

Prior to 1985 none of the industrial firms seem to have posed a competitive 
threat to banks in commercial or consumer mortgage lending. However, 
as mentioned earlier, a few, such as General Electric and Control Data, 
have made aggressive moves into mortgage banking. And as mentioned 
earlier, General Motors has proposed to acquire two mortgage banking 
firms. If there are economies of scope in mortgage banking or, more im
portantly, if these industrial firms perceive that there are economies of 
scope, then certain industrial firms do pose some competitive threat to 
banks, particularly since Regulation Q no longer confers a cost-of-funds 
advantage to banks.

In areas in which banks and the industrial firms do compete, the industrial 
firms’ results have been mixed. Some industrial companies have increased 
their finance receivables in the various lending categories faster than 
banking organizations, while others have actually decreased  their receiv
ables over the 1981-83 period. O f course, some firms in the latter group, 
such as General Electric and Westinghouse, have intentionally decreased 
their holdings of certain receivables to devote their attention and resources 
to other financial services areas. Also, some industrial firms have main
tained highly profitable financial services operations, but the financial 
earnings of other firms’ have plummeted over the 1981-83 period.
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D i v e r s i f i e d  f i n a n c i a l  f i r m s

Eight diversified financial firms have been identified as having a significant 
presence in the financial services industry. These include American Ex
press, Merrill Lynch, E.F. Hutton, Beneficial, Household International, 
Transamerica, Avco Financial, and Loews. The first three are large na
tional distribution companies; they have many offices throughout the 
country, and even the world, and they offer a wide array of financial ser
vices to both consumers and commercial customers. Beneficial and 
Household are essentially consumer finance companies, and the last three 
firms are truely diversified, having financial as well as nonfinancial oper
ations.

The players

National distribution companies. The national distribution
companies—American Express, Merrill Lynch and E. F. Hutton have ex
tensive delivery systems and large customer bases, and they offer financial 
services to individuals as well as businesses.

The American Express Company provides travel-related, international 
banking, insurance and investment services through its many subsidiaries. 
Travel-related services primarily include the American Express Card 
(green, gold, corporate and platinum) and travelers checks. International 
banking services, including commercial, investment, correspondent, and 
private banking as well as financial advice, are provided through American 
Express International Banking Corp. (AEIBC). AE IB C also provides 
consumer banking services on U.S. military bases overseas and, through 
American Express Leasing Corp. (a wholly-owned subsidiary of AEIBC), 
offers international equipment financing. Insurance products are offered 
primarily through Fireman’s Fund, which underwrites property-liability 
insurance as well as ordinary and term life insurance. American Express 
also offers investment and brokerage services through various subsidiaries, 
of which Shearson is the flagship. Shearson is one the the nation's largest 
brokerage/investment firms, providing, in addition to securities-related 
services, a broad range of financial products, including equipment leasing, 
real estate financing and insurance.

While the roots of American Express lie in its travel-related business, 
American Express, since 1981, has been, through mergers and acquisitions, 
aggressively pursuing a strategy of becoming a major competitor. In 1981, 
American Express acquired Shearson Loeb Rhoades, one of the nation’s 
largest brokerage firms. In 1983, Shearson acquired a regional municipal 
securities broker-dealer in the Midwest and a broker-dealer based in San 
Francisco. Also in 1983, American Express acquired Ayco Corporation, a
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financial planning concern. In January 1984, American Express acquired 
Investors Diversified Services (now IDS/American Express), a financial 
planner that primarily caters to middle income consumers, and later in 
1984, Lehman Bros., a major investment banking firm, merged with 
Shearson (now Shearson Lehman/American Express).

Merrill Lynch & Co. provides investment, financing, real estate and insur
ance services through its many subsidiaries. The company is organized into 
two groups, Individual Services and Capital Markets. Both provide in
vestment and financing services, but Individual Services focuses on retail 
customers, whereas Capital Markets serves corporations, institutions and 
governments.

Merrill Lynch’s principal subsidiary is the brokerage-based Merrill Lynch, 
Pierce, Fenner & Smith, one of the world’s largest securities firms. 
Through Merrill Lynch Realty, Inc. and its subsidiaries, Merrill Lynch of
fers real estate services, including financing, syndication, management and 
brokerage. Merrill Lynch Realty also engages in mortgage banking and 
servicing and in the issuance and servicing of mortgage-backed securities. 
Property and casualty insurance is sold through Merrill Lynch Realty As
sociates; Family Life Insurance Company underwrites mortgage cancella
tion life insurance and annuity products, and Merrill Lynch Life Agency 
sells life insurance and annuities.

Merrill Lynch’s investment banking subsidiary, Merrill Lynch White Weld, 
is a leading commercial paper dealer, institutional trader and underwriter 
of corporate and municipal securities. Merrill Lynch is one of the nation’s 
largest money mangers, and Merrill Lynch International, an international 
banking subsidiary, is one of the top underwriters of Eurobonds.

Merrill Lynch is known for its innovativeness. For example, in 1977 
Merrill Lynch created the Cash Management Account (CM A), which 
combines a margin account, money market funds and a personal line of 
credit accessible through a Visa card. In 1983, Merrill Lynch launched a 
similar account for professional corporations and small businesses. By 
year-end 1983, Merrill Lynch had over 1 million personal C M A  customers 
and 10,000 business customers. Also in 1983, Merrill Lynch developed the 
Equity Access account, a revolving line of credit secured by residential real 
estate.

On the capital markets side, Merrill Lynch has developed TIG R S (treasury 
investment growth receipts), which are, in effect, zero-coupon instruments 
backed by U.S. Treasury bonds. And in response to the break-up of 
A T & T , Merrill Lynch has created a unit investment trust called the 
“Humpty-Dumpty” fund, which allows investors “to put the Telephone 
Company together again.”
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Like Merrill Lynch, The E.F. Hutton Group is primarily a brokerage- 
based firm, and in addition to securities- and investment-related services,
E.F. Hutton provides insurance products and financing services primarily 
through three subsidiaries. The principal subsidiary, E.F. Hutton &  Com 
pany, is a securities broker and investment banker. E.F. Hutton Life In
surance Group Inc. underwrites life insurance and annuity products. 
These insurance products, as well as the insurance products of other firms, 
are sold through E.F. Hutton account executives. Through E.F. Hutton 
Credit, acquired in 1981, the firm makes commercial loans and provides 
lease financing through over 30 sales offices throughout the United States.

American Express, Merrill Lynch and E.F. Hutton all have extensive dis
tribution networks. American Express, for instance, sells travelers checks 
through approximately 120,000 locations worldwide, including its own of
fices, banks, savings and loan associations and other depository insti
tutions. American Express International Banking Corp. has almost 90 
banking offices in 39 countries and provides consumer banking services on 
over 200 U.S. military bases. Fireman's Fund insurance is sold through 
12 thousand independent agents in all 50 states. Shearson has nearly 350 
offices in 291 U.S. cities, and IDS has 159 offices nationwide. Merrill 
Lynch also had an extensive delivery system with almost 450 branches of 
Merrill Lynch, Pierce, Fenner & Smith in 49 states and the District of 
Columbia. Merrill Lynch Realty has over 300 residential offices, and 
Merrill Lynch Capital Markets has nearly 30 offices in 24 states and 45 
international offices in 29 countries. E.F. Hutton has over 350 sales of
fices in the United States and 15 international offices.

These three firms also have very large customer bases. American Express 
has over 17 million credit card customers; Fireman’s Fund has over
500.000 life insurance policies in force; and Shearson has over one million 
active customer accounts. Merrill Lynch has 4.8 million customer ac
counts, and E.F. Hutton has over one million.

Finance-based companies. Two of the eight selected diversified financial 
firms Beneficial Corporation and Household International- trace their 
origins to consumer finance. Now, however, Beneficial and Household are 
large diversified financial concerns with nationwide delivery systems that 
offer, in addition to consumer loans, commercial loans, lease financing, 
and insurance. Each also owns at least one depository institution.

For Beneficial, consumer finance is still the backbone of its business, ac
counting for over 90 percent of receivables in 1983. Beneficial operates over
1.000 consumer finance offices in 39 states, and 279 offices in seven foreign 
countries. Beneficial has only one nonfinancial subsidiary, Western Auto 
Supply, which accounted for less than 15 percent of Beneficial’s total pro
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fits in 1983. Through its various financial subsidiaries, Beneficial offers 
second mortgage loans and revolving loans, purchases retail sales contracts, 
and issues MasterCard and Visa credit cards.

Beneficial National Bank (U.S.A.), Beneficial’s consumer bank, operates 
the company’s credit card subsidiary. In 1983, the bank acquired the credit 
card portfolios of two banks, thus bringing its credit card outstandings to 
$472 million at year-end 1983, more than double its outstandings a year 
earlier. The bank is a leading issuer of premium bank cards, which is al
lowing Beneficial to increase its base of “upscale” customers.

In 1983, Beneficial Mortgage Corporation, a mortgage banking subsidiary, 
began operations in Wilmington, Delaware. Beneficial plans to originate 
first mortgages through its domestic loan offices; Beneficial Mortgage 
Corporation will then sell the mortgages but continue to service them.

Through its Leasing and Commercial Finance Group, Beneficial conducts 
leasing and commercial financing. Beneficial National Bank, based in 
Wilmington, Delaware, is Beneficial’s commercial bank, which “conducts 
a full service commercial banking operation, with emphasis on commercial 
lending in its local and regional market.” Beneficial uses the bank for its 
own banking needs.

Beneficial Insurance Company (BENICO) is Beneficial’s insurance subsid
iary. BE N ICO  is primarily involved in underwriting credit insurance. A  
significant portion of B E N IC O ’s net income comes from business that is 
generated by Beneficial, but a decreasing proportion of B E N IC O ’s business 
is derived from Beneficial—20 percent in 1981 and 12 percent in 1983. 
B E N IC O ’s activities also include annuities and ordinary life, property- 
casualty and accident insurance.

Like Beneficial, Household International is a large diversified financial 
concern, but unlike Beneficial, Household has many nonfinancial subsid
iaries, including those engaged in merchandising, manufacturing and 
transportation. Nevertheless, financial services accounted for over 70 per
cent of Household’s income in 1983.

Household Finance Corporation (HFC) is Household’s principal financial 
subsidiary, and consumer finance comprises the majority of H F C ’s finan
cial services operations. Through its lending network of over 1,100 offices 
in 40 states, H F C  makes personal loans, including second mortgages. H FC  
owns several depository institutions: Household Bank, f.s.b, in California, 
and the Household Bank, H F C ’s “consumer bank” also in California. In 
pursuing its goal of becoming a “consumer bank,” H FC has converted 
some of its branch lending offices into “thrift” operations.
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H FC also engages in commercial financing and leasing. These two activ
ities, however, represented only 20 percent of H FC's finance receivables in
1983.

Household also offers insurance products through another financial sub
sidiary, Alexander Hamilton Life Insurance Company. Alexander 
Hamilton sells ordinary life insurance and credit life insurance. Credit life 
insurance is made available to H F C ’s customers as well as to concerns not 
affiliated with Household.

Very diversified. The last three companies in our list of diversified financial 
firms—Avco, Loews and Transamerica—have several nonfinancial subsid
iaries, yet financial services is a significant part of the overall firm.

Avco Financial Services, Inc. is a subsidiary of Avco Corporation, which 
has operations in such diverse fields as propulsion systems and aerospace 
technology. Financial services represented only 46 percent of Avco’s re
venues in 1983.

Avco Financial Services is organized into three groups. The Avco Financial 
Services Group accounts for the majority of assets and revenues. This 
group offers consumer loans and real estate loans, purchases retail install
ment sales contracts, issues Visa credit cards and provides asset-based 
lending and lease financing through a network of more than 1,100 branch 
offices in the United States and four other countries. The Avco Financial 
Insurance Group offers a complete line of credit life, disability and casualty 
insurance, most of which is sold through Avco Financial Services consumer 
loan offices. The Paul Revere Life Insurance Group underwrites and sells 
personal as well as group accident and health insurance through its own 
sales representatives in 72 offices and through independent insurance 
agents. In 1983, Paul Revere Life entered into an agreement with 
Prudential Insurance to market Paul Revere Life's disability insurance 
products through Prudential's agents.

The Loews Corporation is also comprised of very diverse businesses. In 
addition to financial services, which represented 62 percent of Loews's re
venues in 1983, Loews produces and sells cigarettes and watches and op
erates hotels and movie theaters.

C N A  Financial Corporation is Loews’s financial services subsidiary. Since 
it sold its consumer finance subsidiary in November 1983, C N A ’s principal 
line of business has been insurance. C N A  underwrites personal and com
mercial property-casualty insurance through Continental Casualty Com
pany and life, accident and health insurance through Continental 
Assurance Company. CN A 's insurance products are sold through inde
pendent agents. C N A  also engages in reinsurance activities.
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Transamerica Corporation, founded in 1928, was originally a banking 
company and included Bank of America. By 1958, in accordance with the 
Bank Holding Company Act of 1956, the company had distributed its bank 
holdings to its shareholders and began concentrating on insurance and 
other nonbank financial services. Like Avco and Loews, Transamerica has 
several nonfinancial subsidiaries. Transamerica’s nonfinancial operations 
include transportation (airlines and car and truck rental) and manufactur
ing (for the energy, chemical and electronic industries). Unlike, Avco and 
Loews, however, Transamerica derives nearly all of its income from finan
cial services—nearly 90 percent in 1983.

The bulk of Transamerica’s financial services income comes from its in
surance products and services. Transamerica Occidental Life Insurance 
Company provides personal life insurance; group life, health and accident 
insurance; pension products and reinsurance products and services. 
Transamerica Occidental Life had over $100 billion of life insurance in 
force at year-end 1983. The company’s insurance products are sold 
through its 4,500 agents in over 1,000 offices in the United States, Canada, 
United Kingdom and Australia and through 66,000 independent agents. 
Transamerica Insurance Group provides property-casualty insurance 
through 7,400 independent agents throughout North America.

Transamerica Financial Corp., Transamerica’s consumer finance subsid
iary, makes consumer loans through more than 400 consumer loan offices 
in 23 states and via direct mail and ranks among the top ten noncaptive, 
consumer finance companies in the United States. Transamerica’s other 
financial services include title insurance, mortgage banking and equipment 
leasing.

Advantages and disadvantages

These diversified financial firms compete with banking firms, and it seems 
that some, but not all, may pose competitive threats to banking firms in 
providing financial services to consumers as well as business customers. 
These eight firms compete with banks in many product areas, and they 
offer a few services that banks are prohibited from offering, such as life and 
property-casualty insurance.

The diversified financials have extensive distribution networks. These net
works give them a nationwide presence, allow them to deliver their services 
to millions of customers, and enable them to experiment with new products 
and services at a lower cost than would be possible without their existing 
distribution networks. These networks, however, may be laden with a
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history, culture and tradition that preclude these firms from fully exploit
ing their advantages.

For example, while Merrill Lynch’s delivery network is one of its major 
strengths, it is also one of its major weaknesses. Indeed, Merrill Lynch’s 
extensive nationwide branch network of over 400 branches employing 
nearly 9,000 brokers is the primary reason that it generates huge sales vol
ume. But because its brokers get a cut of all they sell and are motivated 
primarily by commission income incentives, this approach has tended to 
be a high-cost distribution system. Furthermore, this type of product de
livery system has an inherent inflexibility that makes Merrill Lynch vul
nerable at a time when discount brokering and other low-cost distribution 
methods are gaining market share.25 The fact that Merrill Lynch operates 
essentially as a brokerage house also stymies its innovations. At first, 
Merrill Lynch’s Cash Management Account met with much opposition 
from the brokers because it pays no commission.26

Like Merrill Lynch, other diversified financials have found the need to 
change as more and more financial services concerns are moving toward 
becoming financial conglomerates; these diversified financial firms are 
finding change difficult but necessary. American Express, for instance, was 
until 1981 essentially a travel services company. In 1981, American Ex
press began an acquisition campaign in order to become a major diversified 
financial services competitor. These acquisitions did allow American Ex
press to enter new markets, including securities brokerage (Shearson), 
middle market investment products distribution (IDS Investors) and in
vestment banking (Lehman Brothers), and target new customer bases, but 
the company is now faced with the delicate task of integrating and man
aging its recently acquired financial businesses. And the success of Amer
ican Express in these endeavors is not a foregone conclusion; in the early 
1970s, American Express entered the brokerage business by acquiring a 25 
percent interest in Donaldson, Lufkin, Jennrette, but divested it a few years 
later.

A characteristic among the diversified financials, which some (especially 
bankers who want to enter the industry) view as an advantage, is their 
ability to underwrite and market insurance. Whether insurance products 
really confer an advantage, however, is open to serious question because 
the property-casualty insurance industry has suffered losses recently, losing 
money every year since 1978, and 1983 was the worst year ever.27 Income 
from investments, which saved the industry from losses in the past, did not 
keep pace with underwriting losses. Also, fierce price competition in this 
industry has contributed to the problem.
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Business volume

The eight diversified financial firms engage in both consumer and com
mercial lending. A t year-end 1983, they had 6 percent, or about $30 
billion, of consumer finance receivables outstanding. Over three quarters 
was installment credit (see Table 10). In fact, almost all of the mortgage 
loans of the diversified financials are second mortgages and could, there
fore, be classified as installment lending as well. This $30 billion repres
ented a 9 percent increase over 1981, but a smaller increase than those of 
the entire commercial banking sector and the top eight bank holding 
companies (ranked by consumer loans outstanding), which held 43 percent 
and 12 percent of all consumer installment credit, respectively.

The range of growth in consumer receivables among the diversified finan
cial firms is quite large. Loews’s consumer finance receivables fell 58 per
cent, while E.F. Hutton’s consumer receivables grew 37 percent over the 
two-year period. Loews’s drop in consumer loans reflects the sale of its 
consumer finance subsidiary in 1983, and Hutton’s growth reflects more 
margin lending. American Express and Merrill Lynch also increased their 
margin account lending quite rapidly over this period because of the bull 
market that began in late 1982 and ran through much of 1983. Since bull 
markets come and go, this high rate of consumer credit expansion is 
probably not sustainable.

All eight diversified financial firms engage in some form of commercial 
lending. Over the 1981-83 period, the eight diversified financials increased 
their holdings of commercial loans at a faster pace than the top eight bank 
holding companies (ranked by business loans outstanding) but slower than 
the growth rate for the commercial banking sector. As with the growth 
of consumer loans, however, the range of commercial loan growth among 
the eight firms was quite wide. Merrill Lynch increased its outstandings 
152 percent, while Household decreased its outstandings 44 percent. Fur
thermore, the absolute size of the combined commercial loan portfolio of 
the eight diversified financial firms is small—only $4.4 billion, less than 1 
percent of all C & I loans outstanding (those held by financial and nonfi- 
nancial firms) at year-end 1983 (see Table 11). In contrast, the eight largest 
bank holding companies accounted for over 20 percent of all C& I loans 
at that time.

The diversified financial firms are weak, relative to the banking firms, in 
C & I lending but are somewhat stronger in lease financing and commercial 
mortgage lending. At year-end 1983, the eight diversified financials held 
only 3 percent of the C& I loans held by the top 15 bank holding compa-
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T ab le  10
Lo an s to  co n su m e rs : 8 d ive rs if ie d  f in a n c ia l f irm s vs.

to p  8 B H C s, 1981 & 1983

Total loans
Installm ent to  consum ers

1 9 8 3 M kt. share1 1 9 8 3
2

M kt. share

$ bil. 1981 1 9 8 3 $ bil 1981 1 9 8 3

Am erican Express $7.7 1.5 1.9 $7.7 0 .4 0 .5
M errill Lynch 6.1 1.4 1.5 6 .4 0 .3 0 .4
E. F. H u tton 1.9 0 .4 0 .5 1.9 0.1 0.1

Beneficial Corp. 2 .3 0 .9 0 .6 5.2 0 .5 0 .3
H o useho ld  In ternational 2.1 0 .6 0 .5 3 ,9 0 .3 0 .2

A vco Financial 1 .8 0 .4 0 .5 3 .0 0 .2 0 .2
Loew s Corp. 0 .4 0 .3 0.1 0 .4 0.1 *
Transam erica Corp. 1 .2 0 .3 0 .3 2.4 0.1 0.1

Total 8 diversified
financia l firms 2 3 .5 5 .8 5 .9 3 0 .9 2 .0 1.8

Total 8  B H C s3 4 8 .3 10 .5 1 2 .2 8 8 .8 5 .2 6 .4

Total com m ercial
banking sector 17 2 4 3 .8 4 3 .4 3 5 8 2 2 .7 2 2 .2

*Less than .0 5  percent.

1 C a lcu lations based on total consum er installm ent credit as defined in Flow of Funds Accounts. 
Total consum er installm ent credit includes that held by com m ercial banks, finance com panies, credit 
unions, retailers, savings and loan associations, gasoline com panies and m utual savings banks
2

C alcu lations based on total consum er installm ent credit plus tota l hom e m ortgage loans as defined  
in Flow of Funds Accounts. Consum er installm ent credit is defined as in foo tn o te  1 above. Hom e  
m ortgage loans include all 1 - to -4 -fa m ily , nonfarm  residential m ortgages held by com m ercial banks, 
m utual savings banks, savings and loan associations, life insurance com panies, federal and related  
agencies, and m ortgage pools and trusts.
3 Bank hold ing com panies are ranked by consum er loans outstanding.

4 As defined in Flow of Funds Accounts, total com m ercial banking sector includes all U .S . co m 
mercial banks, their dom estic affiliates (w h ic h  include bank hold ing com panies and their nonbank  
subsidiaries), and foreign banking affiliates in the U n ited  States.

S O U R C E S : C om pany annual reports and Flow of Funds Accounts, Assets and Liabilities 1960-83, 
Board of G overnors of the Federal Reserve System.

nies, but they held 11 percent of the lease receivables and 16 percent of the 
commercial mortgage loans of the 15 largest bank holding companies.

Deposit substitutes

The diversified financial firms offer products that compete with bank de
posits as well as the lending products just reviewed (see Table 12). Four 
of the diversified financial firms managed money market funds. At year- 
end 1984, these four had money fund assets of about $67 billion. Merrill
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T ab le  11
Lo an s to  b u sin esse s: 8 d ive rs if ie d  fin a n c ia l f irm s vs.

to p  8 B H C s , 1981 & 1983

Commercial Total loans
& Industrial to businesses

1983 Mkt. share1 1983
2

Mkt. share
$ bil. 1981 1983 $ bil. 1981 1983

American Express $2.5 0.51% 0.50% $2.5 0.25 0.23
Merrill Lynch n.a. n.a. n.a. 0.9 0.04 0.08
E. F. Hutton 0.2 0.03 0.04 0.2 0.01 0.02

Beneficial Corp. 0.1 * 0.02 0.1 * 0.01
Household International 0.5 0.21 0.10 0.5 0.10 0.05

Avco Financial 0.3 * 0.06 0.5 0.03 0.05
Loews Corp. — — — 0.4 0.05 0.04
Transamerica Corp. 0.8 0.14 0.16 2.3 0.20 0.21

Total 8 diversified
financial firms 4.4 1.16 0.88 7.4 0.77 0.67

Total 8 BHCs3 107.7 23.3 21.4 122.8 12.2 11.1
4

Total commercial
banking sector 401.9 79.4 80.0 549.1 48.1 49.5

*Less than .05 percent.
1 Calculations based on commercial and industrial loans help by commecial banks and finance 
companies as reported in Flow of Funds Accounts. Trade credit is excluded. Note, however, that 
trade credit amounted to $453 billion in 1983 and $411 billion in 1981.
2 Calculations based on commercial and industrial loans (as defined in footnote 1 above) plus total 
nonresidential mortgages, which include multifamily, commercial, and farm mortgage debt held by 
commercial banks, mutual savings banks, savings and loan associations, life insurance companies, 
federal and related agenices, and mortgage pools and trusts.
3

Bank holding companies are ranked by business loans outstanding.
4

As defined in Flow of Funds Accounts, total commercial banking sector includes all U.S. com
mercial banks, their domestic affiliates (which include bank holding companies and their nonbank 
subsidiaries), and foreign banking affiliates in the United States.
SOURCES: Company annual reports and Flow of Funds Accounts, Assets and Liabilities 1960-83, 
Board of Governors of the Federal Reserve System.

Lynch alone managed more than $39 billion, which is roughly equivalent 
to the deposits of Chemical New York Corp., the sixth largest bank 
holding company. In addition, six of the eight diversified financial firms 
own depository institutions, which combined had over $15 billion in de
posits at year-end 1983.

The ownership of money market funds by the diversified financials and 
others may have represented a competitive threat to banks in the past but 
the threat in the current environment seems minimal because money mar
ket funds (MMFs) have become a less attractive substitute for money or
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bank deposits (see Charts 4a and 4b). The Garn-St Germain Act of 1982 
granted banks and thrifts the right to offer a money market deposit ac
count (M M D A ) that is directly competitive with M M Fs. M M D A s were 
an instant success, growing from zero to more than $350 billion in just a 
few months. Over this same period, M M F balances declined by more than 
20 percent. Growth resumed in 1984, and by year end, M M F  balances had 
grown to $236 billion, about the same level as they were when M M D A s  
were first introduced. Nonetheless, general purpose M M Fs declined from 
9.2 percent of M2 (the Federal Reserve’s broadly defined money supply) 
in December 1982 to 7.1 percent in December 1984.

There are several reasons for this decline: 1) M M D A s are covered by
federal deposit insurance while M M Fs are not; 2) M M D A s can pay the 
same market rates as M M Fs; and 3) M M D A s allow a depositor to main
tain an account directly competitive with M M Fs at the same depository 
institution where he conducts the rest of his deposit business, thus affording 
the convenience of one-stop shopping.

M M Fs, however, do have some advantages over M M D As. M M Fs gener
ally allow a greater number of checks to be written than M M D As, but 
usually impose a high minimum denomination on each check. Also, many 
M M Fs are part of a “family” of mutual funds and allow convenient shift
ing among members of the mutual fund family, a service that banks cannot 
match. Nonetheless, banks apparently, can compete very well against their 
less regulated competitors—such as those diversified financial firms that 
offer M M Fs—when regulatory barriers are relaxed sufficiently for them to 
compete on a roughly equal footing.

Profitability

Financial services seem to be quite profitable for the diversified financial 
firms. In 1983, the combined eight firms earned more than $1.6 billion 
from financial operations, 18 percent more than they earned two years 
earlier (Table 13). In comparison, the 15 largest bank holding companies 
earned $41 million less than they earned in 1981; however, the top eight 
bank holding companies earned 16 percent more than they earned in 1981 
and twice as much as the eight diversified financial firms. American Ex
press earned $515 million, the highest 1983 net earnings of the diversified 
financials and more than any bank holding company except Citicorp (the 
largest).

All of the diversified financial firms’ product lines are not necessarily 
profitable. Five of the selected eight diversified financial firms have been 
hurt recently by problems that have plagued the property-casualty insur
ance industry. Also, some of these firms have recently exited certain fi
nancial businesses. Further, two diversified financial companies,
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Table 12
Deposits and deposit-substitutes at subsidiaries 

of diversified financial firms 
($ millions)

Deposits Money markets funds
12/83 12/83 12 /84

American Express (4 dep. inst., 16 MMFs) 14,873 $14,121 $20,320

Merrill Lynch (2 dep. inst., 8 MMFs) n.a. 32,335 35,105

E. F. Hutton (2 dep. inst., 3 MMFs) n.a. 5,466 7,064

Household International (1 dep. inst.) 109 - -

Beneficial (2 dep. inst.) 53 - -

Avco (1 dep. inst.) 19 - -

Transamerica (1 M M F) — 312 272

SOURCES: Company annual reports, bank call reports, and D o n o g h u e 's  M o n e y  F u n d  R e p o r t , Jan
uary 2, 1984 and January 4, 1985.

Baldwin-United and Walter E. Heller International, which were included 
in the Chicago Fed’s two previous studies, have fallen on bad times and 
were removed from the sample.

Long-run impact

The financial services operations of the diversified financial firms seem to 
be in a state of flux, so whether or not, as a group, they are a significant 
threat to other suppliers of financial services is uncertain.

In consumer finance, the combination of the eight diversified financial 
firms did not do as well as the 15 largest bank holding companies. None 
of the diversified financials pose any kind of threat in making residential 
first mortgage loans: almost all of the diversified financial firms’ residen
tial mortgages are second mortgages. Only four of the diversified financials 
“take deposits” through money market funds, but six own nonbank banks 
or have savings and loan subsidiaries.

Some diversified financial firms are expanding their offerings of financial 
products and services to businesses. Yet even those diversified financial 
firms that have growing commercial operations accounted at the end of 
1983 for too small of a share of total commercial lending and deposit-
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T ab le  13
P ro fita b ility  of 8 d ive rs if ie d  fin a n c ia l f irm s:

1981-1983

Net income
1983 %  change Return on Equity
$ mil. 1981-83 1981 1983

American Express 515 -1 20% 15%
Merrill Lynch 230 13 19 14
E. F. Hutton 111 41 27 22

Beneficial Corp. 106 68 7 12
Household International 206 119 5 15

Avco Financial 91 17 11 12
Loews 118 28 16 22
Transamerica 198 -3 15 11

Total 8 diversified
financial firms 1,575 18 14 13

SOURCE: Company annual reports.

taking to pose a serious threat to commercial banking firms in these prod
uct areas in the near future.

I n s u r a n c e - b a s e d  c o m p a n i e s

Insurance companies compete with commercial banks and other depository 
institutions primarily through their investment portfolios. Some insurance 
companies do compete in the financial services industry through other 
means. Five of these insurance-based firms are Prudential, Equitable Life 
Assurance, Aetna Life &  Casualty, American General, and Travelers. 
Among the noninsurance activities of these five firms are mutual funds, 
brokerage, cash management, mortgage banking, leasing, and consumer 
finance.

The players

Aetna Life & Casualty is the nation’s largest stock-owned, insurance-based 
company based on assets. Through its various subsidiaries, Aetna offers 
a full line of property-casualty, life, health and pension products in the 
United States and several foreign countries.

Most of Aetna’s income is derived from its insurance operations, but the 
firm also manages mutual funds and has noninsurance operations. The 
noninsurance subsidiaries include Geosource, an energy-related services 
firm acquired in 1982; Urban Investment and Development Company, a 
real estate development concern; Ponderosa Homes, a residential real estate
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construction company; Satellite Business Systems, a business communi
cations company; and Federated Investors, a money manager. Aetna’s 
noninsurance operations constitute part of the firm's strategy of reducing 
its exposure to poor performance in its property-casualty insurance lines.

Federated Investors, which was acquired by Aetna in 1982, manages, dis
tributes and administers mutual funds. Federated is the largest manager 
of institutional money funds, with nearly $17 billion, 43 percent of all in
stitutional money fund assets under management at year-end 1983.

Also in 1982, Aetna acquired 40 percent of Samuel Montagu and Company 
from Midland Bank p/c of London. Montagu is one of the five largest 
merchant banks in the United Kingdom and provides investment, under
writing, and merger and acquisition advice as well as engages in bullion 
and currency trading. The purchase of Montagu is representative of 
Aetna’s strategy to expand in international insurance and financial services 
markets.

American General Corporation, an insurance-based holding company, is 
the fourth largest shareholder-owned insurance firm. In addition to sub
sidiaries engaged in all lines of life and property-casualty insurance, 
American General has subsidiaries that have operations in consumer fi
nance, mortgage banking, and real estate development and management.

American General acquired its consumer finance subsidiary, Credithrift 
Financial, Inc., in 1982 from C N A  Insurance, a subsidiary of Loews Cor
poration. Based in Indiana, Credithrift Financial makes direct installment 
loans to individuals and purchases retail installment contracts. The com
pany also provides wholesale financing to dealers who sell their installment 
contracts and, since 1982, has provided commercial lending to small busi
nesses. Credithrift also provides credit life, health, accident and property- 
casualty insurance through several subsidiaries, and through Morris Plan 
companies, Credithrift offers deposit services to consumers. Late in 1983, 
Credithrift Financial acquired General Finance Corporation. The acqui
sition increased Credithrift’s receivables and branch offices over 50 percent. 
A t year-end 1983, Credithrift had 854 branch offices in 28 states and held 
$1.8 billion in finance receivables.

The Equitable Life Assurance Company of the United States is one of the 
largest life insurance companies in the United States. Equitable offers in
dividual and group life and health insurance as well as annuity products 
and pension plans.

In 1983, Equitable began implementing a plan to “position the company 
as a major force in the financial services industry.” As part of this strategy, 
Equitable entered into agreements with other companies for Equitable
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agents to offer non-Equitable products to consumers. Also, Equitable In
vestment Management Corp., formerly Equitable’s own internal securities 
division, became a wholly-owned subsidiary that markets investment ad
vice and management and consulting services to pension and profit-sharing 
plans, mutual funds, other insurance companies, and foreign governments 
and their agencies. In January 1984, Equitable acquired an 80 percent in
terest in Arvida Mortgage Company, a mortgage banking firm. The pur
chase better enables Equitable to originate and sell residential mortgages.

Equitable has also been expanding its activities in corporate finance, which 
include “direct placement bond investing, equipment leasing, and small 
business investing through a Minority Enterprise Small Business Invest
ment Company.” In 1984, Equitable planned to add leverage buy-out 
agreements to its corporate finance activities, and the company plans to 
become involved in vendor-leasing, whereby Equitable Life Leasing Cor
poration arranges to create subsidiaries that lease vendors’ equipment to 
their customers.

The Prudential Insurance Company of America offers a wide range of fi
nancial services for individuals, groups and corporations through various 
subsidiaries. These services include individual life, health and property- 
casualty insurance; group life and health insurance; property-casualty re
insurance; personal investment products; asset management and investment 
banking; and commercial loans, lease financing and mortgage loans. 
Prudential also operates health maintenance organizations (HMOs) and 
provides administrative services for government-sponsored health care 
programs.

Personal investment products are offered by Prudential-Bache Securities, 
which Prudential acquired in 1981 (then The Bach Group, Inc.). 
Prudential-Bache, one of the largest brokerage and investment banking 
firms in the United States, offers individual investors over 100 different 
investment products, including stocks, options, bonds, mutual funds, asset 
management accounts, and insurance through 310 offices worldwide. In 
addition, Prudential began an experiment in 1983 in which account execu
tives and insurance agents work together in 24 insurance offices and bro
kerage offices. The cross-selling generated over $2 million of gross 
investment commissions in 1983.

Prudential-Bache Securities also provides investment banking services. 
Revenue from investment banking increased 78 percent in 1983, and 
Prudential-Bache was the managing underwriter for 168 negotiated public 
offerings, placing the firm among the top ten involved in public issues 
underwriting. Also in 1983, Prudential-Bache acquired a Cleveland-based 
investment advisory firm that specialized in short-term cash management.
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The acquisition added $6 billion to the short-term assets that Prudential- 
Bache advises or manages for corporations and institutions.

Prudential provides commercial loans and leases through PruCapital, Inc. 
PruCapital offers its customers, which range from middle-market industries 
to major utilities, a variety of financial services. These services include re
volving loans, lease and supply programs, term loans, equity and debt in
vestments in leveraged buy-outs, leveraged leases and trust financing, and 
private placement of preferred stocks and bonds.

Another Prudential subsidiary is the recently acquired Capital City Bank 
of Hapeville, Georgia, now Prudential Bank and Trust Company. A c
cording to its annual report, Prudential acquired the bank “to offer cus
tomers time deposits and money market products that are federally 
insured.” The bank’s first product has been a home equity account, which 
is being sold through Prudential-Bache’s account executive.

The Travelers Corporation offers a full line of individual and group insur
ance products. Travelers offers its customers other financial services, but 
to a much lesser extent than some of the other insurance-based companies.

These other financial services include a cash management program for 
Travelers’ agents and their small business customers. This program in
cludes a portfolio of mutual funds (Keystone Custodian Funds, a subsid
iary of Travelers’ Massachusetts Company), revolving credit, and credit 
cards. The Keystone Massachusetts Group, a subsidiary, manages over 
$5 billion in various mutual funds. A  Travelers’ subsidiary, The 
Massachusetts Companies Inc., is the nation’s oldest corporate trust com
pany. In 1983, this subsidiary received approval from the F D IC  to accept 
insured deposits and now offers a variety of insured money market pro
ducts.

Business volume

At year-end 1983, life insurance companies held $69.5 billion in consumer 
loans, over three-fourths of which was consumer installment credit (policy 
loans). The five insurance-based companies mentioned above held $12.3 
billion, or about 3 percent, of all consumer installment loans outstanding 
(see Table 14). But installment credit held at the 5 largest bank holding 
companies grew much faster over the 1981-83 period as installment credit 
at these five insurance companies. This is what would be expected as in
terest rates decline, since the demand for policy loans increases when in
terest rates rise.

In consumer mortgage lending, insurance companies are dwarfed by com
mercial banks. A t year-end 1983, life insurance companies held less than
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Table 14
Loans to consumers: 5 insurance-based firms 

vs. top 5 BHCs, 1981 & 1983

Total loans
Installment to consumers

1983 Mkt. share1* 1983
2Mkt. share

$ bil. 1981 1983 $ bil. 1981 1983

Prudential $6.7 1.5 1.7 6.7 0.4 0.4
Equitable Life Assurance 3.0 0.8 0.8 5.1 0.3 0.3
Aetna Life 8- Casualty 0.5 0.2 0.1 0.5 * *
American General 1.6 0.1 0.4 2.1 0.2 0.1
The Travelers 0.5 0.1 0.1 0.5

Total 5 insurance-
based companies 12.3 2.5 3.1 14.9 0.8 0.9

Total 5 BHCs3 40.6 9.0 10.3 72.5 4.0 4.5
4

Total commercial
banking sector 172 43.8 43.4 358 22.7 22.2

*Less than .05 percent.
1 Calculations based on total consumer installment credit as defined in F lo w  o f  F u n d s  A c c o u n ts .  
Total consumer installment credit includes that held by commercial banks, finance companies, credit 
unions, retailers, savings and loan associations, gasoline companies and mutual savings banks.
2 Calculations based on total consumer installment credit plus total home mortgage loans as defined 
in F lo w  o f  F u n d s  A c c o u n ts . Consumer installment credit is defined as in footnote 1 above. Home 
mortgage loans include all 1 -to-4-family, nonfarm residential mortgages held by commercial banks, 
mutual savings banks, savings and loan associations, life insurance companies, federal and related 
agencies, and mortgage pools and trusts.
3

Bank holding companies are ranked by consumer loans outstanding.
4

As defined in F lo w  o f  F u n d s  A c c o u n ts , total commercial banking sector includes all U.S. com
mercial banks, their domestic affiliates (which include bank holding companies and their nonbank 
subsidiaries), and foreign banking affiliates in the United States.
SOURCES: Company annual reports and F lo w  o f  F u n d s  A c c o u n ts ,  A s s e ts  a n d  L ia b ili t ie s  1 9 6 0 - 8 3 ,  
Board of Governors of the Federal Reserve System.

one-tenth of the consumer mortgages held by all commercial banks. 
Moreover, only two of the selected five insurance-based firms had con
sumer mortgages on their books in 1983; however, one (Equitable) in
creased its holdings 24 percent, faster than all commercial banks and faster 
than the top 5 bank holding companies.

In commercial lending, insurance-based firms are only significant in mort
gage lending (see Table 15). In 1983, the five insurance companies held 
about 8 percent of all commercial mortgage loans outstanding—more than 
the top 15 bank holding companies and one-third that of the entire com
mercial banking sector. Commercial mortgages, however, grew at a faster 
pace over the 1981-83 period at commercial banks than they did at insur
ance companies.
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Table 15
Loans to businesses: 5 insurance-based firms vs. 

top 5 BHCs, 1981 & 1983

Commercial 
Mortgage loans

Total loans 
to. businesses

1983
$ bil.

Prudential $13.9
Equitable Life Assurance 11.7
Aetna Life & Casualty 11.2
American General 1.9
The Travelers 8.6

Total 5 insurance-
based companies 47.3

Total 5 BHCs3 12.5
4

Total commercial
banking sector 147.2

Mkt. share1 1983
2

Mkt. share
1981 1983 $ bil. 1981 1983

2.9 2.3 $14.9 1.6 1.3
1.8 1.9 11.7 1.0 1.1
2.0 1.8 11.2 1.1 1.0
0.2 0.3 1.9 0.1 0.2
1.3 1.4 8.6 0.7 0.8

8.2 7.7 48.3 4.5 4.4

2.4 2.1 87.2 8.7 . 7.9

22.2 24.2 549.1 48.1 49.5

Calculations based on total nonresidential mortgages as defined in F lo w  o f  F u n d s  A c c o u n ts .  
Nonresidential mortgages include multifamily, commercial, and farm mortgage debt held by com
mercial banks, mutual savings banks, savings and loan associations, life insurance companies, fedeal 
and related agenices, and mortgage pools and trusts.
2

Calculations based on total nonresidential mortgages (as defined in footnote 1 above) plus com
mercial and industrial loans held by commercial banks and finance companies. Trade credit is ex
cluded. Note, however, that trade credit amounted to $453 billion in 1983 and $411 billion in 1981.3

Bank holding companies are ranked by business loans outstanding.4
As defined in F lo w  o f  F u n d s  A c c o u n ts , total commercial banking sector includes all U.S. com

mercial banks, their domestic affiliates (which include bank holding companies and their nonbank 
subsidiaries), and foreign banking affiliates in the United States.
SOURCES: Company annual reports and F lo w  o f  F u n d s  A c c o u n ts ,  A s s e ts  a n d  L ia b ili t ie s  1 9 6 0 - 8 3

Profitability

Total earnings for the five insurance-based firms exceeded $3.3 billion, 
nearly as much as the worldwide earnings of the top 15 bank holding 
companies. Over the 1981-83 period, however, the combined earnings of 
the five insurance firms increased only 3 percent, and for three of the firms, 
earnings fell.

Long-run impact

Insurance companies do not seem to be a threat to banking firms. Growth 
in both consumer and commercial lending have been slow since 1981, and 
the insurance companies are only significant competitors in commercial 
mortgage lending. Also, growth in net earnings has been weak for the in-
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surance companies, as problems in property and casualty lines depressed 
overall earnings.

Insurance companies seem more threatened by banks than banks of insur
ance companies since banks have been seeking to expand into insurance 
activities. Banks have certain attributes that would contribute to their 
success in offering insurance. These include their image as providers of fi
nancial services, their existing customer base, and their existing distribution 
networks. Consequently, the insurance industry has expressed more con
cern about banks invading the turf of insurance companies than vice versa.

H ow  they all stack up

All nonbank firms do not compete with all banking firms or with each 
other. The retailers offer financial products and services, almost exclu
sively, to consumers, while many of the industrial-based companies devote 
a greater proportion of their financial services activities to commercial 
customers than to consumers. Also, of those firms that provide financial 
services to consumers, not all target the same ones. Some, like Merrill 
Lynch and American Express, target the “upscale” customer, while others, 
especially the retailers, target “middle America.”

Also, as would be expected, each group of nonbank competitors has not 
been as successful as other groups in providing financial services, and 
within the groups, some companies have not done as well as others. Fur
thermore, banks and bank holding companies have been more successful 
than the nonbanks in some areas.

In 1983, the nonbank firms held about $262 billion in finance receivables, 
almost as much as that held by the top 15 bank holding companies. The 
industrial firms accounted for over half of this amount; however, the 
retailers led the nonbanks in receivables growth over the 1981-83 period, 
while the diversified financial firms brought up the rear.

In the consumer finance area, the 30 nonbank firms accounted for over 30 
percent of all consumer installment credit outstanding in 1983. At that 
time, seven nondeposit-based firms each held over 1 percent of all con
sumer installment credit. An industrial firm, General Motors, held over 
10 percent, and a retailer, Sears, held 3.5 percent. In contrast, Citicorp, the 
largest consumer installment lender among the bank holding companies, 
held about 4 percent.

In commercial financing, the only relevant nonbank groups (so far) are the 
industrial firms and the insurance companies. The retailers do not engage 
in commercial financing, and the eight diversified financials held less than 
one percent of all commercial loans in 1983.
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The insurance-based firms and the industrial-based firms each had about 
a 4 percent share of all commercial receivables at year-end 1983, with $48.3 
billion and $43.8 billion, respectively. General Motors and IBM  had the 
largest shares of C & I loans among the nonbanks with 2.3 percent and 1.5 
percent, respectively. In contrast, BankAmerica, the largest C & I lender 
among the bank holding companies had a 4.1 percent share. In commer
cial mortgage lending, Prudential and Equitable had the largest shares, 
each with about 2 percent. Citicorp held less than 1 percent of all com
mercial mortgage loans outstanding in 1983.

In lease financing, the only significant group of nonbank firms is the 
industrial-based companies. They held almost 90 percent of the lease 
receivables held by the 30 nonbank firms in 1983. Over the 1981-83 period, 
however, the diversified financial firms increased their lease financing 
receivables 26 percent, a faster pace than the industrial firms’ 22 percent 
increase. The industrial firms that dominate this lending category are 
General Electric, General Motors, Ford, Greyhound, and Control Data. 
Each held over $1 billion in lease receivables at year-end 1983.

The 30 nonbank firms reported $8.2 billion in earnings from financial ser
vices in 1983. The five insurance companies accounted for the largest share 
of these, earnings. The insurance companies, however, although appearing 
strong in absolute earnings, lag the other nonbank firms in earnings 
growth. Over the 1981-83 period, the 14 industrial-based firms increased 
their financial services earnings 57 percent, while the earnings of the in
surance companies grew only 3 percent. Five nonbank firms had financial 
services earnings in excess of $200 million in 1983 and earnings growth 
greater than 50 percent over the 1981-83 period. Three are industrial-based 
firms—General Motors, Ford, and General Electric. The other two are 
Sears and American General. N o diversified financial firm made this list.

C o n c l u s i o n s

When attention began to be focused on nonbank competitors—such as 
Sears, American Express, General Motors, Prudential, and Merrill 
Lynch—early in the 1980s, their new competitive thrusts seemed to repre
sent a real and immediate danger to the banking industry. With the benefit 
of hindsight and the research discussed in this and our previous studies, 
we conclude those fears are unwarranted, although some nonbank firms, 
however, have gained substantial market shares in some product lines and 
are increasing their presence at a very fast pace.

The environment at the beginning of the 1980s must be kept in mind. The 
banking industry was still reeling from three unanticipated forces: 1) de-
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regulation brought on by the Depository Institutions Deregulation and 
Monetary Control Act passed in March 1980, which opened up a new era 
in price competition by phasing out Regulation Q ceilings; 2) record level 
interest rates; and 3) record high volatility or lack of predictability of in
terest rates. If this were not enough, these events were followed by the 
steepest recession of the post-World War II period; an international debt 
crisis; a period of disinflation that undermined the value of tangible assets 
such as real estate and commodities; and an oil glut. To sort out the sep
arate impact of each of these simultaneous events on the performance of 
banks would be nearly impossible. To evaluate the impact on bank per
formance resulting from increased nonbank competition during a period 
when banks were being buffeted by these other events is even more diffi
cult, if not impossible. Despite these caveats and the fact that only three 
or four years of data have been analyzed extensively, we will speculate on 
a few conclusions.

By far the safest observation that can be made from our analysis is that the 
banking industry has shown an amazing degree of resiliency in the face of 
these events. Small banks gained market share in commercial lending rel
ative to large banks and nonbanks. Large banks gained market share in 
consumer lending relative to small banks and all nonbanks except retailers. 
But in this hostile macroeconomic environment, bank profitability suffered 
relative to nonbanks. Yet, in those areas where banks were deregulated in 
recent years, they have fared quite well against their nonbank competitors: 
The M M D A  vs M M F  battle is a case in point.

Prior to 1980, banks were subject to price regulation (Regulation Q and 
usury ceilings), product restrictions, and geographic restrictions. To be 
sure, banks do have federal deposit insurance while nonbank competitors 
do not, but nonbank competitors were subject only to usury ceilings. 
Consequently, the driving force behind the contentiousness of banks and 
nonbanks has shifted to issues such as the product line restrictions as em
bodied in the Glass-Steagall Act, and the interstate banking restrictions 
embodied in the McFadden Act and the Douglass Amendment to the Bank 
Holding Company Act.

The nonbanks increased their emphasis on the financial services and pro
ducts offered by banks because they saw profitable opportunities to be ex
ploited in going against competitors like banks that were not free to adjust 
their price, product, and geographical mix. Many of these nonbank com
petitors at the time were not doing particularly well in their own primary 
product lines where they faced competition that had equal price, product, 
and geographical freedom.

They also recognized some syngergies between their primary lines of busi
ness and financial services. For the retailers, financial services allows them
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to take advantage of their extensive distribution networks, large customer 
bases, and years of credit experience. Similarly, industrial firms can capi
talize on their captive financing experience and, in some cases, their dis
tribution systems. Diversified financials and insurance companies also 
have extensive distribution systems, and they are already recognized as 
suppliers of financial services.

This is not to say that all nonbanks will do well in financial services. Some 
will do well, others will not. Our research to date does not indicate any 
particular nonbank firm or group of firms that seems destined to outper
form their banking and nonbank competitors. By the same token, no 
particular bank or group of banks seems destined for success or extinction. 
However, the limited evidence we have reviewed suggests that banks will 
improve their chances of competing successfully against their nonbank 
competitors as geographic and product restrictions are relaxed. That is, 
many of the regulations designed to protect banks from one another have 
hurt them by limiting their ability to formulate strategies and actions to 
deal effectively with their nonbank competitors.

1 Cleveland A. Christophe, Competition in Financial Services (New York: First 
National City Corporation, 1974).
2 Harvey Rosenblum and Diane Siegel. Competition in Financial Services: The
Impact o f  Nonbank Entry, Staff Study 83-1, Federal Reserve Bank of Chicago, 
May 1983; and Harvey Rosenblum and Christine Pavel, Financial Services in 
Transition: The Effects o f  Nonbank Competitors, Staff Memo 84-1, Federal
Reserve Bank of Chicago, 1984.
3 Consumer installment credit for the nonbank firms is slightly understated be
cause it excludes second mortgages, which, for the nonbanks, were grouped with 
consumer first mortgages.
4 Harvey Rosenblum and Christine Pavel, “ 1983: The Year in Review,” Com
mercial West 165 (December 31, 1983): 10-11.
5 Bank assets also expanded at a faster rate during the 1981-83 period than they 
did from 1972 to 1982 because of a more vigorous economic expansion, accom
panied by an easier monetary policy beginning in July 1982.

Three firms have been dropped from the Chicago Fed’s list of nonbank 
competitors—Baldwin-United, Walter E. Heller International, and RCA. 
Baldwin-United, in September 1983, entered reorganization proceedings under 
Chapter 11 of the Bankruptcy Code. Heller liquidated in 1984, as commercial 
banks began to invade its traditional turf—middle-market business lending. 
Heller sold its commercial banking subsidiary to First Chicago Corp. and its 
commercial finance units to Fuji Bank Ltd. of Japan. RCA sold its financial 
services subsidiary, CIT Financial, to Manufacturers Hanover Corp. late in 1983 
so that RCA could concentrate on its core business, communications.
7 M oody's Industry Outlook: Retail Industry, (New York: Moody’s Investors
Service, Inc.) August 24, 1984, p. 4.
8 Ibid.
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9 For a more complete, but less up-to-date, description of the various companies, 
their histories, and financial activities, see Rosenblum and Siegel, May 1983.
10 “Many Know Sears Sells Stocks,” American Banker, 25 October 1984, pp. 1,4.
11 The most frequently used banking services are deposit taking and cash with
drawal. Neither of these two services are as yet available at many of the retailers 
financial center.
12 Veronica Bennett, “Consumer Demand for Product Deregulation,” Economic 
Review, Federal Reserve Bank of Atlanta, (May 1984), pp. 28-40.
13 Geoffrey Calvin, “Would you buy stocks wher you buy stocks?” Fortune, (July 
9 1984), p.130.
14 Bennett, p.34.
15 Nilson Report no. 337 (August 1984): 4 and Nilson Report no.338 (August
1984): 3.
16 One must be careful in comparing ROEs arcross businesses. A high ROE in 
one line of business relative to another might simply reflect more risk rather than 
higher profitability.
17 ABA Banking Journal, October 1982.
18 “The only thing we have to fear is Sears itself,” ABA Banking Journal (October 
1983): 58-60.
19 Ibid., p.58
20 General Electric Credit Corporation, 1983 form 10-K, p.l.
21 In 1985, Gulf & Western announcedthe sale of several subsidiaries to Wickes 
Companies to concentrate on financial services, entertainment, and information 
services.
22 For a variety of reasons, this increased market share was purchased through 
vigorous price-cutting. For detailed discussion see Harvey Rosenblum and 
Christine Pavel, “Banking Services in Transition,” Handbook fo r  Banking Strat
egy, 1984, pp. 219-26, and Donna Vandenbrink, “Did usury ceilings hold down 
auto sales?” Economic Perspectives (September/October 1984), pp. 24-30. 
Vandenbrink shows that binding usury ceilings induce banks to restrict auto 
lending, while inducing the auto makers to offer credit subsidies through their 
captive finance subsidiaries.
23 Armco, Annual Report, 1983, p.10.
24 While it is difficult to provide a definitive interpretation, these findings are 
consistent with recent trends that show the larger banks emphasizing middle 
market lending and noncredit services because of the shrinking profitability of 
lending to large companies that have access to national or global money and 
credit markets. Smaller and medium-size banks have always confined their com
mercial lending to small and medium-size customers which, because of their lim
ited access to the national money markets, are forced to maintain their credit 
relationships with banks and suppliers of trade credit. These data suggest that 
the larger banks and bank holding companies have a long way to go in luring 
so-called middle market customers away from their relationships with local and 
regional banks, trade credit suppliers, and commercial finance companies. When 
combined with the evidence on consumer lending, these data suggest a significant 
change in the perceived relative opportunities and profitability of commercial vs. 
consumer lending.
25 “Merrill Lynch’s Big Dilemma,” Business Week, January 16, 1984, pp. 63-67.
26 In 1984, Merrill Lynch responded to this apparent disadvantage by adopting 
a reorganization plan designed to transform the company from a sales-oriented 
firm into a marketing one.
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27 ‘‘Insurers’ Mounting Troubles,” New York Times, 14 February 1984, sec. D, 
pp. 1, 17.
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A P P E N D IX  A
E stim ated  G ross F in a n c e  R e c e iv a b le s  and  S e le c te d  L ia b ilit ie s  as o f  1 2 /3 1 /8 3

R e ta il-B a s e d  C o m p a n ie s

Sears

J. C. Penney Financial 
and J.C. Penney Co. 

Combined

Consumer Loans

Mortgage 3,794
Installment, Revolving Credit 13,774

Total 17,568

Commercial Loans

Commercial and Industrial 840
Mortgage —

Total 840

Loans to Governments and
Financial Institutions —

Other Loans 2,343

Lease Financing —

Total Finance Receivables 20,751

Selected Liabilities

Deposits 3,788
Short-Term Debt 7,753
Long-Term Debt 7,355

After-Tax Net Income

Finance Subsidiary 773*
Consolidated Parent 1,342

5.464

5.464

0

5,464

998
2,737

467

‘ Com m ercial and Industrial loans include construction lending; com m ercial m ortgages exclude those purchased in the secondary markets; 
and securities purchased under resale agreements; and short-term  debt includes the current portion of long-term  debt.
“ Allstate Ins. G roup, C oldw ell Banker, Dean Witter.

S O U R C E : C om pany Annual Reports and 1 0 -K  forms.

Montgomery
Ward
Credit

3.356

3.356

0

3,356

1,464
976

68
54

other loans include federal funds sold
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Estim ated  G ro ss F inance  R e ce iv ab le s and S e le c te d  L iab ilit ie s  as o f 12/31/83*
In d ustria l/C o m m u n icatio n /T ran sp o rtatio n  Based C o m p an ies

General Motors 
Acceptance 

Corp.

Ford Motor 
Credit 

Company

Chrysler
Financial

Corp.

IBM Credit
and General 

IBM Corp. Electric 
(combined) Credit Corp.

Westinghouse
Credit
Corp.

Borg-Warner
Acceptance

Corp.

( m i l l i o n  d o l la r s )

Consumer Loans
Mortgage — — — — 123 — —

Installment, Revolving 
Credit 40,164 11,924 1,860 _ 3,765 _ 236
Total 40,164 11,924 1,860 0 3,888 231 236

Commercial Loans
Commercial and Industrial 11,568 5,239 1,384 7,346 3,462 1,959 2,004
Mortgage - 84 - - 1,089 599 -

Total 11,568 5,323 1,384 7,346 4,551 2,558 2,004

Loans to Governments and
Financial Institutions — — — — — — —

Other Loans 580 - - - - - -

Lease Financing 3,013 2,882 450 - 4,786 400 661

Total Finance Receivables 55,325 20,129 3,694 7,346 13,225 3,189 2,901

Selected Liabilities
Deposits — — — _ — — —

Short-Term Debt 26,325 8,630 575 1,330 7,380 1,226 1,463
Long-Term Debt 16,891 7,006 • 2,604 3,187 3,332 1,211 924

After-Tax Net Income
Finance Subsidiary 1,002 292 47 42 271 62 39
Consolidated Parent 3,730 1,867 701 5,485 2,024 449 185

’Commercial and Industrial loans include construction lending, commercial mortgages exclude those purchased in the secondary markets; other loans include federal funds sold
and securities purchased under resale agreements; and short-term debt includes the current portion of long-term borrowings.
SOURCE: Company Annual Reports and 10-K forms.
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Estim ated G ro ss  F in an ce  R e ce iv ab le s and S e lecte d  L iab ilit ie s  as of 12/31/83*
In d ustria l/C o m m u n icatio n /T ran sp o rtatio n  Based C o m p an ies (C o n t'd )

Commercial 
Credit Co. 
(Control 
Data)

Associates 
First Capital 

(Gulf & 
Western)

Combined 
Insurance 

and Finance 
Subsidiaries 

of ITT

First
Nationwide
(National

Intergroup)

Greyhound
Financial

Group
Subsidiaries

Diamond
Financial
Holdings

(Dana
Corp.)

Armco
Financial
Services

( m i l l i o n  d o l la r s )

Consumer Loans
Mortgage 1,102 1,404 — 5,692 — 699 —

Installment, Revolving 
Credit 951 1,840 2,234 45 — 20 —

Total 2,053 3,244 2,234 5,737 0 719 -

Commercial Loans
Commercial and Industrial 2,038 2,573 2,704 _ — 12 33
Mortgage -  , - 79 — — 127 -

Total 2,038 2,573 2,783 1,337 0 138 33

Loans to Governments and
Financial Institutions — — — — — — —

Other Loans - - - - - - -

Lease Financing 1,234 269 749 - 1,862 154 572

Total Finance Receivables 3,272 5,766 7,074 1,862 1,011 605

Selected Liabilities
Deposits 1,529 — 157 5,859 — 837 —

Short-Term Debt 400 1,972 1,165 1,072 120 117 513
Long-Term Debt 2,636 2,602 1,136 1,633 1,289 78 304

After-Tax Net Income
Finance Subsidiary 30 87 405 31 28 2 (176)
Consolidated Parent 162 (212) 675 (154) 105 113 (673)

’Commercial and Industrial loans include construction lending; commercial mortgages exclude those purchased in the secondary markets; other loans include federal funds sold
and securities purchased under resale agreements; and short-term debt includes the current portion of long-term borrowings.
SOURCE: Company Annual Reports and 10-K forms.
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Estimated Gross Finance Receivables and Selected Liabilities as of 12/31/83*
Diversified Finance Companies

Merrill
Lynch

E.F. Hutton 
Group

Beneficial 
Corp &

Unconsolidated
Subsidiaries

Household
International

Avco
Financial
Services

Loews
Corp.

Transamerica
Corp.

American
Express

(million dollars)

Consumer Loans
Mortgage 373 — 2,704 1,811 1,137 47 1,138 _

Installment, Revolving 
Credit 6,061 1,885 1,973 2,122 1,143 353 1,228 7,698

Total 6,434 1,885 4,677 3,933 2,280 400 2,256 7,696
Commercial Loans
Commercial and Industrial n.a. 193 62 483 256 _ 847 2,525
Mortgage n.a. - - - 256 427 1,426 _____ 15

Total 888 193 62 483 512 427 2,273 2,540
Loans to Governments and

Financial Institutions — — — — — - — 3,421
Other Loans 6,575 637 - - - - - 574
Lease Financing - 622 171 380 318 - 55 112
Total Finance Receivables 13,897 3,337 4,899 4,796 3,110 827 4,284 14,343
Selected Liabilities
Deposits 870 — 231 419 128 _ _ 14,873
Short-Term Debt 14,127 7,158 •510 1,070 648 483 372 4,585
Long-Term Debt 1,264 159 3,842 3,443 1,975 483 2,163 2,643
After-Tax Net Income
Finance Subsidiary — _ — — 91 118 _ _ _

Consolidated Parent 230 111 106 206 103 341 198 515

'Commercial and Industrial loans include construction lending; commercial mortgages exclude those purchased in the secondary markets; other loans include federal funds sold 
and securities purchased under resale agreements; and short-term debt includes the current portion of long-term borrowings, 
n.a.: not available.
SOURCE: Company Annual Reports and 10-K forms.
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Estimated Gross Finance Receivables and Selected Liabilities as of 12/31/83
Insurance-Based Companies

Prudential 
+ Bache Group

Equitable.
Life Aetna Life

American 
General and 
Credithrift

The
Travelers

+ PruCapital Assurance & Casualty Financial Corp.
(million dollars)

Consumer Loans
Mortgage — 2,126 — 491 —
Installment, Revolving Credit 6,657 2,982 533 1,097 489

Total 6,657 5,108 533 1,588 489

Commercial Loans
Commercial and Industrial 1,018 _ 26 _ _
Mortgage 13,903 11,671 11,180 1,879 8,645

Total 14,921 11,671 11,206 1,879 8,645

Loans to Governments and
Financial Institutions — — — — —

Other Loans 3,656 - - - -
Lease Financing 611 - - - -

Total Finance Receivables 25,845 16,779 11,739 3,467 -

Selected Liabilities
Deposits — — — — —
Short-Term Debt 6,123 633 1 119 784
Long-Term Debt 567 ■ — 421 1,276 64

After-Tax Net Income
Finance Subsidiary 28 — — 35 —
Consolidated Parent 1,912 449 350 318 312

"Commercial and Industrial loans include construction lending; commercial mortgages exclude those purchased in the secondary markets; other loans include federal funds sold
and securities purchased under resale agreements; and short-term debt includes the current portion of long-term borrowings.
SOURCE: Company Annual Reports and 10-K forms.

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



FRB C
H

IC
A

G
O

 W
orking Paper 

A-6

Estimated Gross Finance Receivables and Selected Liabilities as of 12/31/83*
Bank Holding Companies

Manufacturers
Citicorp BankAmerica Corp. Chase Manhattan Corp. Hanover Corp.

Worldwide Domestic Worldwide Domestic Worldwide Domestic Worldwide Domestic
(million dollars)

Consumer Loans
Mortgage 13,121 10,751 12,722 12,722 1,307 1,307 1,221 1,221
Installment, Revolving Credit 19,904 15,418 12,322 11,378 4,297 3,605 2,873 2,846

Total 33,025 26,169 25,044 24,100 5,604 4,912 4,094 4,067

Commercial Loans
Commercial and Industrial 42,502 14,910 39,928 20,457 35,932 11,416 24,410 14,557
Mortgage 5,797 3,975 4,673 3,765 2,117 823 1,499 1,044

Total 48,299 18,885 44,601 24,222 38,049 12,239 25,909 15,601

Loans to Governments and
Financial Institutions 12,329 2,234 8,346 2,408 7,168 2,220 14,356 3,588

Other Loans 3,596 3,596 7,254 6,841 5,053 1,728 1,731 1,731
Lease Financing 1,817 1,817 2,113 2,014 547 398 4,002 4,002

Total Finance Receivables 99,066 52,701 87,358 59,585 56,421 21,497 50,092 28,989

Selected Liabilities
Deposits 79,794 95,751 56,300 42,186
Short-Term Debt 22,299 7,722 11,562 11,338
Long-Term Debt 11,832 2,429 1,376 2,447
After-Tax Net Income
Finance Subsidiary _ — — —

Consolidated Parent 860 390 430 337

* Commercial and Industrial loans include construction lending; commercial mortgages exclude those purchased in the secondary markets; other loans include federal funds sold
and securities purchased under resale agreements; and short-term debt includes the current portion of long-term borrowings.
SOURCE; Company Annual Reports and 10-K forms.
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Estimated Gross Finance Receivables and Selected Liabilities as of 12/31/83*
Bank Holding Companies (Cont'd.)

Continental Chemical First
Illinois Corp. New York Corp. J.P . Morgan & Co. Interstate Bancorp.

Worldwide Domestic Worldwide Domestic Worldwide Domestic Worldwide Domestic
(million dollars)

Consumer Loans
Mortgage 861 861 978 978 93 93 3,250 3,250
Installment, Revolving Credit 1,421 1,407 2,446 2,446 186 146 4,709 4,709

Total 2,282 2,268 3,424 3,424 279 239 7,959 7,959

Commercial Loans
Commercial and Industrial 20,284 12,258 18,869 12,619 15,258 5,600 12,202 10,813
Mortgage 2,893 2,731 1,178 844 874 383 1,441 1,433

Total 23,177 14,989 20,047 13,463 16,132 5,983 13,643 12,246

Loans to Governments and
Financial Institutions 3,910 1,915 9,028 3,757 8,234 1,838 3,862 2,171

Other Loans 7,234 7,226 3,330 2,518 6,231 5,058 2,352 2,326
Lease Financing 1,038 818 1,240 317 367 367 881 881
Total Finance Receivables 37,641 27,216 37,069 23,479 31,243 13,485 28,697 25,583
Selected Liabilities
Deposits 29,431 32,452 38,070 32,031
Short-Term Debt 7,508 11,118 12,262 6,193
Long-Term Debt 1,256 • 707 543 1,443
After-Tax Net Income
Finance Subsidiary — — — —

Consolidated Parent 108 306 460 247

‘Commercial and Industrial loans include construction lending; commercial mortgages exclude those purchased in the secondary markets; other loans include federal funds sold
and securities purchased under resale agreements; and short-term debt includes the current portion of long-term borrowings.
SOURCE: Company Annual Reports and 10-K forms.
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Estimated Gross Finance Receivables and Selected Liabilities as of 12/31/83*
Bank Holding Companies (Cont'd.)

Banks Trust
Security Pacific Corp. New York Corp. First Chicago Corp. Wells Fargo & Co.**

Worldwide Domestic Worldwide Domestic Worldwide Domestic Worldwide Domestic
(million dollars)

Consumer Loans 
Mortgage 3,869 3,869 234 234 902 902 3,612 3,612
Installment, Revolving Credit 5,507 5,475 133 128 2,367 2,336 2,480 2,408

Total 9,376 9,344 367 362 3,269 3,238. 6,092 6,020
Commercial Loans
Commercial and Industrial 12,492 10,576 14,805 9,814 11,506 7,766 9,280 8,037
Mortgage 857 670 538 520 840 651 1,374 1,374

Total 13,349 11,246 15,343 10,334 12,346 8,417 10,654 9,411
Loans to Governments and

Financial Institutions 3,523 731 6,935 1,624 5,190 1,338 2,300 665
Other Loans 1,752 1,661 3,102 3,016 2,649 2,391 1,092 1,092
Lease Financing 1,658 1,658 327 327 340 340 1,149 1,149
Total Finance Receivables 29,658 24,640 26,074 15,663 23,794 15,724 21,287 18,409
Selected Liabilities
Deposits 27,843 22,829 27,680 20,361
Short-Term Debt 5,851 10,967 2,774 2,652
Long-Term Debt 1,638 422 298 1,428
After-Tax Net Income
Finance Subsidiary — — — —

Consolidated Parent 264 261 184 155

'Commercial and Industrial loans include construction lending; commercial mortgages exclude those purchased in the secondary markets; other loans include federal funds sold 
and securities purchased under resale agreements; and short-term debt includes the current portion of long-term borrowings.
"Wells Fargo reclassified their loans in 1983, so not strictly comparable with 1981 and 1982 figures.
SOURCE: Company Annual Reports and 10-K forms.
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Estimated Gross Finance Receivables and Selected Liabilities as of 12/31/83*
Bank Holding Companies (Cont'd.)

Crocker Marine Total Top 15
National Corp. Midland Banks, Inc. Mellon National Corp. Bank Holding Co.

Worldwide Domestic Worldwide Domestic Worldwide Domestic Worldwide Domestic
(million dollars)

Consumer Loans
Mortgage 3,658 3,658 661 661 1,288 1,288 47,777 45,407
Installment, Revolving Credit 2,494 2,494 2,720 2,681 1,500 1,500 65,359 58,977

Total 6,152 6,152 3,381 3,342 2,788 2,788 113,136 104,384

Commercial Loans
Commercial and Industrial 6,403 5,210 5,731 4,286 8,956 7,041 278,558 155,360
Mortgage 504 501 375 369 575 570 25,535 19,653

Total 6,907 5,711 6,106 4,655 9,531 7,611 304,093 175,013

Loans to Governments and
Financial Institutions 4,389 1,514 4,032 1,148 2,529 909 96,131 28,060

Other Loans 518 518 1,467 1,457 1,374 1,372 48,735 42,531
Lease Financing 172 172 93 93 237 237 15,981 14,590
Total Finance Receivables 18,138 14,067 15,079 10,695 16,459 12,917 578,076 364,578
Selected Liabilities
Deposits 18,928 16,410 15,693 555,759
Short-Term Debt 1,389 2,754 6,115 122,504
Long-Term Debt 205 41.5 582 27,021
After-Tax Net Income
Finance Subsidiary — — — —

Consolidated Parent (10) 101 184 3,577

‘Commercial and Industrial loans include construction lending; commercial mortgages exclude those purchased in the secondary markets; other loans include federal funds sold
and securities purchased under resale agreements; and short-term debt includes the current portion of long-term borrowings.
SOURCE: Company Annual Reports and 10-K forms.
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