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THE QUALITY OF CREDIT
IS IT STRAINED?

The quality of anything is easy to talk about, but 
difficult to pin down. This is especially so with 
the quality of credit. Recently, much has been 
written and said concerning credit deterioration. 
Without pretending to give a final answer to the 
question, we here simply focus attention on 
some specifics in this admittedly vague field.

Deterioration of credit is a complicated proc
ess. It seems, however, there are three distinct 
phases or steps: (1) underlying causes which 
lead to (2) relaxation of terms and standards 
which may lead to (3) delinquencies, foreclo
sures, losses, etc. We shall examine mcrtgages, 
consumer credit, and commercial credit from 
these three angles.

MORTGAGES
Banks and savings and loan associations have 
been deluged with new savings— $63 billion 
worth in the last three years. But the increase 
has been costly. Interest paid by Federal Re
serve member banks, for example, averaged 17.8 
per cent of operating revenues in 1959 and 23.1 
per cent last year.

Meanwhile mortgage interest rates have de
clined. In the spring of 1960, only 6 per cent 
of all conventional mortgages on new homes

carried a rate of 5%  per cent or less; now 55 
per cent of all mortgages are written at or below 
that rate.

Terms
Whipsawed by rising interest expense and fall
ing interest income, some mortgage lenders have

VA NO-DOWN-PAYMENT LOANS AS PERCENT 
OF LOANS MADE 
PER CENT

been “ reaching”  for higher-yielding loans. This 
often means offering more liberal terms and 
accepting greater risks.

Lenders now require smaller down payments 
and permit longer maturities than they did only
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a few years ago. Since 1959, VA guaranteed 
home loans made with no down payment, have 
jumped from 52 per cent to 65 per cent of the 
total. FHA loan-to-value ratios have risen dur
ing this period on both new and existing homes. 
In 1962, almost 60 per cent of all VA primary 
mortgages were made for 30 years and the 
average FHA maturity has risen above that 
figure for new homes.

FHA LOAN— VALUE PERCENTAGE
Median 
PER CENT

VA 30-YEAR PRIMARY LOANS AS PERCENT OF 
TOTAL LOANS
PER CENT

Source: V.A.

FHA AVERAGE REPAYMENT TERMS
YEARS

Delinquency, etc.
A souring mortgage may pass through at least 
three stages: delinquency, default, and foreclo
sure. The evidence shows more mortgages in 
each stage.

Delinquencies as a percentage of total mort
gages are up about 50 per cent on FHA’s and 
around 20 per cent on VA’s since 1959. Even 
with the increases, however, the level of delin-

MORTGAGE DELINQUENCIES AS PERCENT OF 
TOTAL LOANS
PER CENT

4
Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



business review

quencies is not very high— being 3.17 per cent 
for FHA and 3.53 per cent for VA.

Defaults on FHA mortgage loans, as a per 
cent of the total loans outstanding, have in
creased more than 100 per cent since 1959, but 
even with the rise, they account for only 1.33 
per cent of the total. On VA’s, the increase is 
about 30 per cent and the level is 1.45 per cent.

Nonfarm foreclosures rose 96 per cent be
tween 1959 and 1962. Despite the gain, they 
represent only .41 per cent of the mortgages 
outstanding. FHA foreclosures jumped from 
two to nine per 1,000 mortgages during the 
period.

HOME LOAN DEFAULTS AS PERCENT OF LOANS 
OUTSTANDING
PER CENT

NONFARM MORTGAGE FORECLOSURES
THOUSANDS

MORTGAGE FORECLOSURES
RATE PER THOUSAND

CONSUMER CREDIT
At first thought, banner auto sales should pro
vide ample employment of funds and thus mini
mize the need for “ reaching out”  in consumer 
credit. But the high proportion of cheaper com
pacts, ample consumer savings, the attractiveness 
of high-yielding consumer loans to profit-pinched 
lenders, increasing competition among the vari-

PERCENT OF NEW CARS PAPER FINANCED IN 
EXCESS OF 30 MONTHS—
COMMERCIAL BANKS*
PER CENT

* Banks granting terms in excess of 30 months. 
Source: A.B.A.
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ous consumer lenders and other factors have com
bined to liberalize terms on consumer loans.

Terms
The percentage of direct new-car loans made 
by commercial banks and written for over 30 
months has risen from 53 per cent in 1959 
to 71 per cent in 1962. Maturities on indirect 
auto loans have stretched, too. Repayment pe
riods for own-plan home improvement loans, 
used cars, boats and appliances, also lengthened.

Sales finance companies have had a growing 
percentage of their new- and used-car loans ac
counted for by paper with the longer maturities. 
In addition, they are advancing a greater per
centage of dealer’s cost (new cars) and whole
sale value (used cars).

AVERAGE TERMS ON CONSUMER DURABLES—
COMMERCIAL BANKS
MONTHS

Delinquency, etc.
Consumer credit delinquencies showed no clear 
trend from 1959 to 1962. Early 1963 data indi
cate an improvement, however. Losses rose from 
1960 to 1961, but declined somewhat in 1962.

NUMBER OF LOANS DELINQUENT AS PERCENT
AGE OF TOTAL NUMBER OF CONSUMER 
LOANS OUTSTANDING__COMMERCIAL BANKS
Average of six types

PER CENT

LOSS* AS PERCENT OF VOLUME ACQUIRED 
DURING YEAR— COMMERCIAL BANKS
PER CENT

** Direct. 
Source: A.B.A.

INSTALMENT LOANS DELINQUENT OVER
60 DAYS AS PERCENT OF RECEIVABLES__
SALES FINANCE COMPANIES
PER CENT

Source: First National Bank of Chicago.
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LOSSES AS PERCENT OF INSTALMENT 
RECEIVABLES LIQUIDATED—
SALES FINANCE COMPANIES
PER CENT

PAST DUE ACCOUNTS AND CHARGE-OFFS AS 
PERCENT OF OUTSTANDING ACCOUNTS—  
CONSUMER FINANCE COMPANIES
PER CENT

* Gross, new series in I960.
Source: First National Bank of Chicago.

BUSINESS LOANS
Business borrowers have been shifting from 
bank credit to other sources of funds. Deprecia
tion, retained profits, trade credit, and commer
cial paper now seem to be favored. Businessmen 
also have learned to get along with lower inven
tories relative to sales thus lessening the demand

for this traditional type of bank loan. Combine 
these factors with the recent stability of interest 
rates and there is good reason for banks to 
“ reach out”  for business loans.

In this area of credit, however, very little data 
as to terms and delinquencies, etc., are available. 
This is unfortunate because in many ways busi
ness credit is perhaps the most important.

This Bank’s examiners were asked if, in their 
opinion, state member banks have lowered their 
standards on commercial and industrial loans. 
Twenty per cent of the examiners reported no 
deterioration, 20 per cent said “ very little”  had 
occurred, and 60 per cent thought there had 
been a “ moderate”  amount. Acceptance of 
marginal risks, lending for longer terms, less 
periodic reduction, and omission of clean-ups 
were cited as examples of deterioration.

Examination reports for a small sample of 
banks, show that substandard loans, as a percent
age of gross total loans, continue low although 
they rose from 1959 to 1962. The “ doubtful and 
loss”  category also increased during this period.

CONCLUSIONS
The evidence suggests some deterioration in the 
quality of credit. The question of how much is 
too much is something else again. An answer 
would require much more analysis than is at
tempted here.

Nevertheless, it is important to know which 
way trends are moving. Paraphrasing the con
clusions of a recent speech* by the Vice Chair
man of the Board of Governors of the Federal 
Reserve System, our purpose is not to question 
the wisdom of lenders’ decisions as reflected in 
these shifts. We merely suggest that the time has 
now come for lenders to assess their positions.

* "The Surge of Bank Savings—Rose with Thorns," by C . Canby 
Balderston.
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WHY MRS. SMITH
LAUNDERS 

WHEN 
MRS. SINGH 

DOES NOT
Services in general have boomed during the postwar period. Now, however, the 
boom might be wavering. Does the experience of laundries hold a lesson for 
other service industries?

In India village women stuff their families’ soiled 
saris and kurtas in wicker baskets and carry 
them on their heads to the nearest stream. There 
they kneel at the water’s edge and beat the 
clothes clean with a stick.

The exercise may be good for their figures, 
but Indian women do not like laundering. It is 
one of the first chores Mrs. Singh hires out when 
her income increases.

American women also dislike laundering. But, 
in contrast to Mrs. Singh, Mrs. Smith usually 
does not send out the wash when she becomes 
more affluent. Mrs. Smith may own a mink stole 
and have two cars parked in her driveway, but 
chances are she keeps right on laundering at 
home.

Mrs. Smith’s behavior has put a crimp in the 
growth of the retail, or family laundry industry.1 
Family laundries have fallen short of what 
seemed to be a great potential. On paper the 
industry looks good; on cloth not so good.

1 In this article we discuss firms whose primary business is 
Laundry for consumers. They may, or may not, have supplemental 
dry cleaning and other facilities.

THE BOOM THAT WASN’T
Clothing is a necessity but sending it to a laun
dry could be considered a luxury. When income 
increases, people tend to spend a greater per
centage of it on luxuries. The average American 
family’s take-home pay has more than doubled 
over the postwar period, and luxuries in general 
have become significantly more important in the 
typical budget. But the share of income spent on 
out-of-the-home laundering has dropped steadily 
since 1946.

About 50 million more potential laundry cus
tomers live in the United States today than at the 
end of World War II. In spite of this the physical 
volume of wash laundries handle is said to have 
declined from 1948 to 1958.

The majority of single women and about one- 
third of all wives are employed today. Working 
girls, of course, require more clean clothes than 
the blue-jeaned house frau. In addition, there is 
a major shift from factory jobs that permit a 
rumpled blue collar to office jobs that demand a 
clean white one. Yet, per capita spending for
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professional laundry service comes to only $10 
a year.

Compared to their counterparts of 15 years 
ago, modern Americans are better educated, 
travel farther and longer, entertain more often 
and take greater pride in their personal appear
ance. Professional laundries might well have 
profited by these trends but, in actual fact, laun
dry profits often have declined.

A recent survey shows that American women 
consider washing and ironing among the most 
objectionable of all household chores. You might 
think they would jump at the chance to dispatch

HARD PRESSED
Consumer spending for professional laundry service . . .

MILLIONS OF DOLLARS PER CENT

their stuffed hampers to a professional when their 
income permits. But it is estimated that 86 per 
cent of all bed linens, 90 per cent of all table 
linens and 93 per cent of all towels and work 
clothes still are washed at home.

WHAT WENT WRONG
Was the family laundry operator a victim of 
circumstances beyond his control, or did he 
goof? Probably both. The laundryman’s prob
lems are traceable both to bad luck and, as the 
industry’s own trade journals point out, bad 
management.

Machinery has been a major nemesis of the 
family laundry— too much machinery in the 
home and not enough in the plant. The house
wife seems to have made relatively greater 
strides toward automation than the laundryman.

Of tubs and tumblers
The first electric washer was introduced in 1906. 
Clothes were put in a tub and agitated by a 
device that, in effect, resembled an outboard 
motor with a horizontal propeller. In the words 
of an eye witness these early machines “ shook, 
quivered, rolled over and splashed water every
where.”

Improvements came quickly and by 1920, 12 
per cent of all wired homes in the country had a 
power-driven machine. During the 1930’s the 
“ automatic”  washing machine was developed to 
wash, rinse and spin dry according to a built-in 
program. The number of machines sold jumped 
from one million in 1940 to four million in 
1950. Today 91 per cent of all homes with elec
tricity have a machine— about two-thirds auto
matics, the remainder wringer types.

The electric washing machine obviously has 
played a big part in the family laundries’ dis
appointing growth rate. But even with a machine 
to help her, the typical housewife must tote a 
heavy load down to the basement or utility room, 
dump the clothes in the machine, take them out 
wet and heavy, carry them out to the yard, pin 
them on the line (only 17 per cent of all homes 
have machine driers) and take them back to the
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basement for laborious ironing. On the average 
this onerous odyssey takes place five times a 
week. That women still put up with it indicates 
there is more to the problems of the laundry 
business than just the home washing machine.

Productivity, prices, and wages
The output of the American economy can be 
boiled down to two categories— goods and 
services. As a very general rule, goods are mass 
produced on mechanized assembly lines. Services 
tend to be produced on a more individualized 
basis with labor a principal ingredient. Hair
cuts, automobile repairs and medical care are 
examples.

Professional laundries are a somewhat awk
ward mixture of characteristics from both cate
gories. Laundries produce a service— the 
cleaning of fabrics. But, unlike their sister serv
ice industries, they do it on a mass basis. Yet 
laundries have not mechanized to a degree even 
approaching that of many goods-producing in
dustries. In other words, laundries seem to be 
in a difficult position of trying to mass produce 
a service with a high proportion of labor rela
tive to machinery.

Yearly receipts per worker give a rough 
indication of the degree of mechanization in an 
industry. The idea is that the more machinery 
in efficient use the more salable output each 
worker can achieve. According to the latest 
Census of business, annual receipts per paid 
employee were estimated to be:

$19,700 in manufacturing
6.700 in all personal service industries
4.700 in power laundries

The wage structure of the industry might be 
a cause of the meandering pace of mechaniza
tion. Many laundry jobs are filled by women, 
older people and unskilled workers. Because of

PAYCHECK GROWTH
Average hourly earnings, nonsupervisory, or production 
workers— change 1946-1960.

PER CENT

automation and other factors these people often 
are willing to work for comparatively low 
wages. As a result, labor costs have not risen 
so fast in laundries as in many other industries, 
including all personal services. Even today pro
duction workers average less than $1 an hour 
in the South. In Philadelphia, they earn about 
$1.40 an hour compared with the average for 
manufacturing here of $2.50.

Thus, without so much pressure from rising 
wages, it is understandable that laundries have 
skimped on mechanization. It may prove to have 
been a shortsighted policy, however.

When productivity declines or grows at a rate 
slower than the increase in wages, prices usually 
are raised or quality reduced to compensate. 
The price of laundry service rose in step with 
the over-all cost-of-living index from 1946 to 
1958. Since then laundry prices have increased 
12 per cent, services in general 9 per cent and the 
over-all index 5 per cent. The quality of a serv
ice— just as the quality of credit— is hard to 
measure on an industry basis but many laundries 
have acquired a reputation that leaves something 
to be desired as far as quality is concerned.

The housewife’s conscience
Although they might have taken offsetting ac
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tion, laundrymen can hardly be blamed for the 
typical American housewife’s guilty feeling 
when she sends out the laundry. About the time 
people abandoned fig leaves for more substantial 
garments, women took over the job of keeping 
their families in clean clothes, and they have 
had it ever since. Many modern women feel, 
therefore, that they are slighting a traditional 
function of the wife and mother when they use 
the services of a laundry.

Wash-and-wear
Some years ago manufacturers made extrava

gant claims that the first wash-and-wear clothes 
could be worn after simply dripping dry on a 
hanger. In actual fact, such treatment often left 
the wearer looking as though he had spent a 
rainy night on a park bench. The early fabrics 
were not particularly porous and afforded all 
the cool comfort of the rubber exercise suits 
Archie Moore used to wear to boil himself 
down to the light heavyweight limit.

Recently, major improvements have been 
made in wash-and-wear clothing. It still requires 
lick-and-a-promise ironing to look its best but 
new fabrics have done much to dispel the earlier 
disenchantment.

Shirts are tricky and time-consuming to 
starch and iron and are often sent out by fami
lies who do everything else at home. But the 
labor required to process shirts keeps their 
family-laundry price between 20 and 30 cents 
apiece in the Philadelphia area. At this rate a 
clean shirt for each working day would cost 
over $40 a year. Small wonder wash-and-wear 
shirts are popular.

A diet of dimes and quarters
Coin-operated laundry centers were introduced 
after World War II. They caught on in a culture

that already revered the pinball machine and 
juke box. One authority estimated that, by 1960, 
over 20,000 coin-op installations were in action 
and they ingested about $300 million in small 
change.

The “ village” concept is a hot new trend in 
the laundry industry. A village woos Mrs. Clean 
with a battery of coin-fed washing, drying and 
dry cleaning machines flanked by such sub
sidiary services as professional pressing, tele
vision, vending machines, playpens, telephones 
and hairdriers.

Coin-ops have hurt the family laundry opera
tor, but industry experts differ on the serious
ness of the wound. Some say coin-ops have cut 
deeply into the family laundry business, espe
cially in apartment neighborhoods, resorts, 
college communities and other areas with a 
population that doesn’t settle long enough to 
justify buying a home machine. Other equally 
well qualified analysts claim much of the coin-op 
business consists of pieces that would not go to 
a professional under any circumstances. They 
say coin-ops are strongest competition for home 
sinks, tubs, machines and uncleanliness.

NEW STRANDS FOR THE MAINSTAY
Any seaman with experience under canvas can 
tell you a ship is likely to founder if its main-

THE COST OF CLEANLINESS
Consumer price index— percent change, 1957—59 average 
to 1962.

PER CENT
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stay weakens during a gale. For this reason 
mainstays are rove of many strong strands and 
if one fails the others hold fast.

Family laundries are adopting the same prin
ciple. As their washing mainstay has weakened 
they have added other strands until today retail 
laundry accounts for only half of their total sales.

Dry cleaning
Well over a century ago a now-forgotten French
man created an industry by getting on the right 
spot at the right time. He was a valet and he 
discovered that camphene, a paint thinner, 
would remove the stains of the royal banquet 
circuit from his master’s vest. This enterprising 
valet soon set up a shop and, for a price, shared 
his “ secret”  with sloppy eaters all over Paris.

Dry cleaning was introduced to the United 
States in the middle of the nineteenth century. 
The early operators used an otherwise worthless 
by-product from Western Pennsylvania called 
“ gasoline.”  Dry cleaning was a rich man’s 
luxury and by 1904 only 100 plants operated in 
the nation. After World War I new solvents and 
techniques brought the price of the service to a 
level the masses could afford.

In the 1920’s and 1930’s family laundries 
began setting up dry cleaning departments as 
adjuncts to their washing service. Today laun
dries and dry cleaners have blended like the 
stripes on well-washed madras cloth. Family 
laundries now derive between 20 and 30 per 
cent of their sales from dry cleaning.

Dry cleaning is a convenient avenue of diver
sification for family laundries but some critics 
wonder if it is a good one. The service is too 
much like laundering itself, it is claimed. In 
mergers, as in marriages, opposites often make 
a better combination.

Yet others point out that dry cleaning prices

have risen only half as fast as laundry prices 
since 1958; that dry cleaning’s productivity per 
employee is higher than laundries’ ; that prac
tical home dry cleaning machines have not been 
developed and are not likely to be in the fore
seeable future; that most housewives do not feel 
guilty about sending out dry cleaning.

Other services
A. L. Christensen, writing in the Laundry 
Journal, says that family laundries are moving 
more and more into other fields. His surveys 
indicate that commercial and wholesale laundry 
work brought in between 10 and 15 per cent of 
total sales in the first half of 1962. Linen and 
garment rental accounted for 8 to 9 per cent, 
and rug cleaning and other services came to 
about 3 per cent. Some family laundries now 
offer diaper service and others have begun re
tailing mens’ shirts, women’s hose and other 
items in their salesrooms.

MAYBE THE LAUNDRIES ARE LUCKY 
AFTER ALL?

While laundries struggled, service industries in 
general have been riding the crest of a long 
boom. Throughout much of the postwar period 
consumers have been spending an increasing 
share of their income on services. But lately 
many service industries have developed a num
ber of disquieting characteristics in common 
with the family laundries.

Service operators from beauticians and bar
bers to painters and plumbers are beginning to 
be squeezed by a do-it-yourself movement such 
as family laundries have been fighting for 
decades. As a rule, sellers of services rely heavily 
on labor and, like the laundries, most are vul
nerable to swelling wage costs. In fact, laundries 
may have an advantage here because they can
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make do with relatively unskilled workers who 
are likely to be in long supply because of de
creasing opportunities elsewhere.

Many other service industries also share seri
ous price-quality problems. The price of all 
consumer services has risen three times as fast 
as that of all consumer goods in the past five 
years. In one neighborhood we know of the TV 
serviceman charges more for a house call than 
does the local doctor. Although it is no more 
possible to measure the quality of services in 
general than it is for laundries in particular, 
most of us have had first-hand experience with 
less-than-competent mechanics, repairmen, tai
lors and others.

Possibly consumers will be demanding more 
value for their service dollar. It may or may not 
be the end of a trend, but the percentage of the 
budget spent for all consumer services recently 
has shown signs of leveling off.

Other service industries might learn some
thing from the difficulties laundries have been

THE END OF A TREND?
Services as a percentage of all consumer expenditures.

PER CENT
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experiencing. They might be able to lessen 
future problems by considering as prevention 
some of the actions proposed as cures for the 
laundries.

A classic formula for success in any business

is to discover what the customer wants and then 
give it to him at a reasonable, yet profitable, 
price. The Laundry Journal says in a recent 
editorial, “ We talk about servicing our custom
ers’ needs. But few of us have actually bothered 
to find out exactly what the people in our com
munities really want.”  In other words, more 
market research is thought to be desirable for 
laundries and it should be for other service 
industries as well.

On a national basis, laundries spend a rela
tively small 2 per cent of sales on advertising 
and promotions. In Philadelphia the figure is 
even less. Here, as in other large cities, laun
dries complain that mass advertising media are 
too expensive and not tailored to trading areas. 
Cooperative institutional advertising campaigns 
have been attempted in the past but are reputed 
to have been poorly supported. Analysts have 
proposed, therefore, a strong, industry-wide 
public relations effort as a type of bootstrap 
operation.

One expert, David P. Wallace, Jr., thinks 
many of the industries’ problems could be 
solved by the likes of continuous washing and 
ironing equipment, automated shirt-finishing 
machinery and mechanical sorters that distrib
ute clothing by magnetic ink code numbers such 
as now are used on checks. These and other new 
machines, could be operated 24 hours a day, 
Wallace says, and should reduce prices enough 
to “ make all home washing equipment obso
lete.”  But such machines are not available.

In summary, the family laundry industry is in 
an unsettled, confusing period. The more pro
gressive firms are striving to meet fast-changing 
conditions in the consumer market. Others are 
making little or no effort to adapt.

More research, increased public relations activ
ity and advertising, the development and use of

13
Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



business review

additional automated equipment, better quality 
control and further diversification have been 
suggested as steps to improve the family laun
dry’s competitive position. According to our 
study of the trade press these objectives can 
best be achieved by concerted action through 
strong trade organizations and by mergers 
and consolidations which would increase the

managerial talent and capital available to indi
vidual firms.

It is going to be quite a job to get Mrs. Smith 
to send out her laundry. But at least the laundry 
industry knows what its problems are and has 
made a start on solving them. The day might 
come when other service industries will consider 
the laundries lucky.
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COAL PRODUCTION...................... + 1 2 + 2 9 +  5 + 1 0 +  11 +  4
Lancaster............. 0 0 0 -  3 -  8 -  i 0 -  3 -  6 +  7

TRADE***
+  1 +  1 -  2 +  3 +  8 0 — 2 +  1 +  1 -  1 0 +  1 -  4 -  5 +  4

Department store stocks............... +  2 -  1 . .  0 +  3

BANKING Reading................ +  1 -  3 +  3 +  3 0 +  4 -  3 +  1 — 9 +  3

(All member banks)
Deposits.......................................... +  2 +  6 +  5 +  2 +  8 7 Scranton.............. + 1 -  5 +  3 -  6 -  1 +  5 +  2 +  7 - 1 0 -  8

+  2 +  9 +  8 +  2 +  12 +  11
-j- 1 4- 5 +  5 +  1 +  5 +  1 +  4 +  1 +  6 +  4 + 1 0 +  16 -1 5 +  13

U.S. Govt, securities................... 0 -  1 -  1 +  1 -  3 -  3
Other............................................ +  3 + 2 0 + 1 9 +  2 +2 2 + 2 3  Wilkes-Barre. . . . -  2 -  2 -  1 +  2 +  1 +11 +  2 +  10 -  4 +  4

Check payments............................. -  5t +  3t +  6t -  6 +  3 +  8

PRICES Wilmington.......... +  1 +  4 +  3 +  8 0 +  8 +  3 +  6 -  4 -  3
0 0 0

Consumer....................................... +  I t +  2t +  i t 0 +  1 +  1 York...................... +  2 -  4 +  3 -  2 -  5 -  1 -  2 +  2 -  2 +  2

•Production workers only. 
••Value of contracts.

•••Adjusted for seasonal variation.

t 20 Cities ’ Not restricted to corporate limits of cities but covers areas of one or more
^Philadelphia counties.

tAdjusted for seasonal variation.
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