


Bill Sheffield, Governor

POUCHD
JUNEAU, ALASKA 99811 
PHONE: 465-2500

DEPARTM ENT  OF C OMMERCE A 
ECONOMIC DEVELOPMENTOFFICE OF THE COMMISSIONER 

April 25, 1983

Honorable Richard I. Eliason, Chairman 
Senate Labor and Commerce Committee 
Alaska State Legislature 
Pouch V
Juneau, Alaska 99811 

Dear Senator Eliason:

It is the position of our Division of Banking, Securities and Corporations 
that SB 276, deregulation of interest rates, should be passed into law. 
This recommendation is based partly upon the following:

1. Inflation and high interest rate squeezes the lender and the 
borrower in the supply of credit. No lender can lend money 
out at a rate below his cost of the monies to lend.

2. There is little or no evidence of abuse in financial institu­
tions' policies as money is cons 1 .tently lent out lower thz.n 
usury rates.

3. Ceiling rates too low can dry up credit. This was noted in
the early 1970's when the Legislature failed to set usury
rates therefore limiting housing loans to the State rate of 8%.

4. Rates should be determined by

a. cost of money to lend
b. risk involved in lending
c. competition (supply & demand).

Sincerely,

Richard A. Lyon 
Commissioner

RAL/valA28
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May 25, 1983

ANALYSIS OF HB 246 
RELATINC TO THE DEREC'OUATTUFTOF INTEREST RATES

The tex t  o f  CSHB 246 (L eC )  is par t icu la r ly  confusing because 
o f  the "negative sunset" ar rangement- The f i r s t  six sections o f  th is 
bil l e f fec t ive ly  repeal all s ta tu to ry  limitations on interest and serv ice 
charne rates f o r  a whole range o f  defined loans in A laska. By the 
terms o f  Section 17 o f  the bill these sections go into ef fect on Ju ly
1, 1983.

Sections 7 th rough 14, though ,  go into e f fec t on Ju ly  1 , 1987. 
These sections re- impose all o f  the s ta tutory ra te limitations repealed 
by the f i r s t  six sect ions. This ar rangement is insti tuted in o r d e r  to 
"experiment" with this deregu la t ion .

Section 15 requ ires  Legislat ive Audit to repo r t  on "the ef fects 
o f  the amendments made in secs. I -  6 . . . on the people o f  the state 
and in par t icu la r  those persons seeking o r  receiving c r ed i t . "  This 
information will give the legis la ture the oppor tun i ty  to repeal 
Sections 7-14 and leave the deregula t ion in place.
SECTIONAL ANALYSIS OF SECTIONS 1 THROUGH 6 AND 16
Sec. 1 Deregula tes the interest rate charged by a l icensed lending

inst i tut ion . [Benefic ia l Finance is the on ly  such business 
now operat ing in the s t a t e . ]  In te res t rates now al lowed 
are up to 36%/year.

Sec. 2 Deregu la tes in terest rates charged by l icensed premium
finance companies. This type o f  se rvice is used by bus i ­
nesses and this section has l itt le ef fect on consumers .

Sec. 3 Removes 6%/year in terest rate on money deposited with a
cou r t  in satis fact ion o f a judgement a f te r  the state o r  a 
local government has condemned p rope r ty  and replaces 
with " lawfu l"  in terest o f  10.5%. Does not a f fec t  consumers .

Sec. 4 Deregu lates the in terest rate on retai l insta l lment
contrac ts .  These are those special cases where the se l le r  
is also the lende r .  Examples include fu rn i tu r e  s to res  and 
car dea le rs .  In te res t limit is now 13.5%. The ident i ty  
between the " lende r"  and the "se l le r "  means that th is  is an 
area where credit is not l ike ly to d ry  up, as the lender  
needs to continue to p rov ide cred it to continue to se l l .
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The lender here also has a special secur i ty  interest in the 
item sold which allow instant repossession i f  a payment is 
missed. This just i f ied by the higher r isks  invo lved in 
these sales. Prices are f requent ly  higher in these s to res  to 
re f lect the "costs" o f  provid ing this kind o f  c red i t .

. 5 Deregula tes the in terest rate on retai l charge agreements ,  
revo lv ing charge agreements o r  other retai l charge ag ree ­
ments. This applies to all charge cards and also to charge 
accounts at s to res .  This provis ion will have a special 
impact on credit  customers at bush genera l s to res ,  canne ry  
s to res ,  f ishing gear s to res ,  fuel supp l ie rs ,  etc. The 
present al lowed interest rate is 18%. This is another 
situation where sel ling on credit  is an essential pa r t  o f  the 
bus iness , and credit  is not l ikely to "d ry  up . "  Here , and 
in the section 4 situation, the consumer has almost no 
bargaining power and is dependent on doing business with 
these institutions i f  they need the goods p rov ided .  Th is  
imbalance in bargaining power was a prime reason fo r  th is  
credit  being regu la ted in the f i r s t  place, and nothing has 
happened to re l ieve the need fo r  consumer protect ion in 
these si tuations.

6. I f  in terest rates are to exceed 10 .5%/year it must be by 
exp ress  agreement o f the parties in a contract o r  loan 
commitment. This section may have an e f fec t on medical 
b i l ls ,  in terest on o ther unpaid b i l l s ,  etc. I f  the or ig ina l 
contract o r  agreement o f  sale contains an in terest  rate 
provis ion this could impose extremely high interest r a te s .

16. Aside fo r  ad just ing the genera l u su ry  ra te ,  this section
deletes the upper limit fo r  credit  union loans. This shou ld  
not have much ef fect on consumers as p ressu re  from 
customer/members should keep these rates reasonable .



STATE OF ALASKA 
FISCAL NOTE Revision Date April , 1983 1

I. REQUEST II. FISCAL DETAIL
Bill/Resolution No.: SB 276//V5.2«?fc Agency Affected: Commerce ft Econ. Oevelopmei
Title: Deregulation of Interest Rates Program Category Affected: Banking
Sponsor: Josephson_____________________  BRU, Program of Subprogram^) Affectea:
Requestor:__________________________________  None_________________________________________

EXPENDITURES/REVENUES: (Thousands of Dollars)
FY 83 FY 84 FY 85 FY 86 FY 87 FY 88

OPERATING
100 PERSONAL SERVICES
200 TRAVEL *
300 CONTRACTUAL
400 COMMODITIES
500 EQUIPMENT
600 LAND & STRUCTURES
700 GRANTS, CLAIMS, ETC

TOTAL OPERATING . 0 0 1 ... 0 0 0
CAPITAL

REVENUE 1 I !

FUNDING: (Thousands of Dollars)
GENERAL FUND 
FEDERAL FUNDS 
OTHER (Specify Source)

1

POSITIONS:
FULL-TIME
PART-TIME
TEMPORARY

HI .  SOURCE OF FUNDS TO OFFSET FISCAL IMPACT OF BILL:

IV. ANALYSIS: Attacn a separate page for any Analysis

Prepared By: Willis F. Kirkpatrick, Director
Division: Banking, Securities & Corporations

Approved by Commissioner: Richard A. Lyon__________
Department: Commerce and Economic Developmenti

Distribution:
Original to Legislative Finance 
Copy to Office of Management and Budget (for Legislature introduced bills)
Copy to Department (for Governor introduced bills)
Copy to Sponsor
Co^y to Requestor (if different from Sponsor) 3/8/83

Phone: 465-2521 
Date:

Date: J)



The Alaska Retail Association supports House Bill No. 246 

which would deregulate interest and service charges rates in 

retail credit transactions.

The fixing of statutory ceilings on rates is a form of 

governmental price fixing - a practice which recent history 

shows inevitably leads to unintended harmful consequences.

In the case of retail credit the consequence of governmental 

price fixing is the shifting of the cost of extending credit 

from cred.it using customers to all customers in the form of 

higher prices for goods and services.

Granting credit is costly to retailers. First, they must, 

of course, finance the goods which they sell on credit. In 

addition, they must pay the costs uf preparing and processing 

monthly statements, of postage, of the salaries and benefits 

of credit department staffs, and of office space and equipment. 

They must also absorb losses resulting from bankruptcies and 

bad debts.

If a retailer cannot recover the costs of its credit 

operation from service charges it must - if it intends to 

remain in business - recover them in the price of its goods 

and services. When it docs so the cost of a portion of its 

credit operation is shifted to its cash customers. This in­

herently unfair result is mandated by government when government 

intervenes in the economic process and forbids a retailer t:o re­

cover the costs of its credit operation from its credit customers 

when those costs exceed 1 1/21 per month.

Alaska House Rill No. 24G



Eighteen states, including a majority of the v/estern states, 

have deregulated statutory finance charge ceilings. (An illustrative 

map and a list of deregulated states are attached). In those states 

competitive forces now set rate ceilings. Several recent studies 

(copies of which ARA would be happy to share with the committee) 

have concluded that consumers have not been harmed by the removal 

of rate ceilings. Typical is a New York State Banking Department 

report on the effects, since 1980, of deregulation in that state. 

Commenting on that study in December 1982, the Banking Commissioner 

stated,

"The findings of oar study indicate that passage of 
the Omnibus Banking Bill has led to a more highly competitive 
market for consumer loans and a broader range of choice for 
consumers as more institutions are competing for consumer 
credit business. The study also revealed that wide variations 
in .interest rates exist among lenders in every metropolitan 
area in the Btate; that interest rates on many types of 
consumer loans have been reduced during 1982; and that more 
liberal credit standards and larger credit lines have been 
instituted at many banks and there is greater participation 
in consumer lending."

Similarly, in California, where interest rates on bank 

credit cards have never been regulated, competition is intense 

enough that the papers now publish weekly charts showing the 

current rates (an example is attached).

II. B. 246 does not remove any of the consumer protections 

contained in the federal Truth-m-Lending Lav; and regulations or 

this state's statutes. It is fair to retailers and their customers. 

We urge its passage.



RETAIL REVOLVING CREDIT

1 .
2 .
3.
4.
5.
6 .
7.
8 . 
9.1 0 . 

1 1 . 1 2 . 
13. 
14 .
15.
16. 
17. 
18 .
19.
2 0 . 2 1 . 
22 . 
23. 
24 .
25.
26. 
27. 
28 . 
29 .
30.
31.
32.
33.

States which do not regulate finance charge rates or 
which have ceilings higher than Alaska's.

Alabama
Arizona
California
Colorado
Delaware
Georgia
Idaho
Illinois
Indiana
Kansas
Kentucky
Maryland
Michigan
Mississippi
Montana
Nebraska
Nevada
New Hampshire 
New Jersey 
New Mexico 
New York 
Ohio
Oklahoma
Oregon
Rhode Island
South Carolina
South Dakota
Tennessee
Texas
Utah
Wisconsin (effective 11/1/83)
Wyoming
Virginia

October 1, 1983



RETAIL REVOLVING CREDIT - STATUTORY FINANCE CHARGE RATE CEILINGS

as of October 1, 1983 „ _ ...No Ceiling j—
or over 185 I—

Under
185

v tl«
II IAV

Variable 
Ceiling 
185 to 215



2 Part IV /M onday . March 14. l lW HooAnfldeo Shnco

K e y Ratos quoted by lo jd iri(j California financial institution.
In percent for the week e ded March 9. 1983.

D e p o s it  R a to s
M M A : Money-market deposit bi counts oiu n typo ot savings occoi at requiring 
a minimum bnlunco ot S7 .500 an 1 allowing u|> to sm limit linnsfeis per month. 
Avoiago unnuol into during thn 7 Joys uniting Wednesday on a consumer account with n balance under $100 ,000 .
E -clIO W : Supur-NOW ate checking accounts rugtiiiing n minimum balance of 
$ 2 ,SCO. Average onnoal ratn during tho 7 days omling Wednesday.

L oan  R a to s
M o rtp an a  (M tg .|: flam tor n 30-yuor, $150 . OOP mluistnhlo ruto loon. Appraisal 
toes and loon origination chaigos vuty with each in ititu in.
A u to  lo on : Inhaust ruto lot an SO.000 , 4 . monlli. new car loan.
Cr*c!it can t: Annual iiorctintunn rutu charged on ctudit ciuil balunco. Institutions etiargu an annual fee ot $10 to $ 1 !> tor dm tim lil tim l

Deposit Ratos Loon lla tas
B an k s M M A S NOW Mtg Aim ./InanV Credit^_card
Uank ot America II 7b 7 ‘JO 11 .26 1 b.2b 10 .00
California t itst 11.ink a 7b 1 /  75 NA 14 .00 10 80
('rockiji It <n> 7 (K) 1 1 7b 1 1.75 21 .0 0
Fust Intnrstoto U IK) 7 .00 NA 15 26 2 1 .0 0
Lloyds [t.tnk Citldiiinui t) CM) 7 1.0 NA H i.2b 2 0 .0 0
Security I'll, die U CO 7 (K) 11 b() 1b.0 0 20  4 0
Siim ilon io 11,ink ot California 0.1)0 7 .00 12 IK) 14 25 10.110
W a lls  f nign 0 02 7 02 14.311 15 .75 2 0 .0 0
S& La
Culiforiiin Fmlei nl 0 7b U 00 11.7b 14 .50 17 .00
Fust Nalnvuvidt! t'.ivmgs t>.2!< 7.7b 11 .50 NA 1U.00
Gibioltitr Suvmgs II .M U.01 12 .50 13 .50 2 1 .0 0
Grnat Wnsn-rn II l><) 7 .7b 11.2b NA 10 .00
Homo Savings ot Amuncn O.bO ;.b o 11 .76 NA 1U.00
Honm t mined Savings U.H7 7 .02 11.7b 1b 2b 10 0 0
Imperial Savings 0 00 7.'J3 11 .76 NA NA
W rs ld  Savings 0  04 J 22

.
1 1.7b NA 19 .00

1 t tuuugh a iu t iu < hm y  m te iu m . CaMnirvr 1 mi tlimk n at4e w nllai tha iIkh king nrcoum 'with an is u u u .ig  m iiiiu uM n  b u lim ia  ot S 1 IXM

t Ci \ l ? - 3  tL -
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AT' THE REQUcST'OF 'SENATOR F I SCHER :

AS THE SOLE LEGAL SUPPORT CENTER ROW CONSUMER LA#i PROBLEMS 01 
LOh-I 'NCOME AMERICANS uHO GO TO LEGAL AIL) OR LEGAL SERVICES PR 
THROUGHOUT THE NATION, WE HAVE PERS ISTENTLY SOUGHT INF OR.-4 A TIG 
CREDIT AVA ILAB IL ITY  EFFECTS OF USURY DEREGULATION ON IDE POOR 
r lw t )  I T  DOES NOT E X I S T .  THERE IS NO RELIABLE DATA ON IMPACT b 
GROUP, THOUGH THE I9H2 FEDERAL RESERVE BOARD CONSUMER SuRVEY 
CONTAIN SOME INFORMATION, I T  I S  UNAVAILABLE UNTIL FALL AT THE

• )GRA;>! S 
N oU 
. AND 
Y I i.CO YE
MAY

EARL IEST .  IN THE PUBL IC  DOMAIi IKERE I S  L l i l L R  MORE ToaN
SELF -SERVING THEORY ON AVA ILABIL ITY  AT ANY INCOME. ONLY THE I /■--<. tv in 
YORK BANKING DEPARTMENT REPORT DESCRIBES AVA ILAB IL ITY  A’l  ALL :  n  
l-OUJP, MASSIVE RATH INCREASES D ID  HOT EF rECT I  VELY IMPROY.: EITHER Ir.'z  
EASE OF OuAL I rY ING FOR CREDIT OR INCREASE THE AMOUNT Or CREDIT L INES
r o n  e x i s t i n g  b o r r o w e r s . that  a i l u u e  i s  c o n s i s t e n t  . m o  our
EXPERIENCE IN A NUMBER Or OTHER STATES.
I F  THE FRB ' S  FUNCTIONAL COST ANALYSIS FOR BANK CREDIT CA 
TYPICAL,  CREDIT CARD RATES INCREASE W l l ’ri DEREGULATION * r  
ALLOCATED RETURN HAS GROWN FROM 2 5 . 4  PiwCENT APR UEFOR,: 
TO ABOUT 2 9 . 5  PERCENT AT PRESENT.  MUCH Or THIS RETURN 1: 
wiHTAH. PR IC SS  Sucri AS THE SUBS IDY lMAT CASH CUSTOMERS p.

ARE NOT OFrcRE’ O. A LILEGAL DISCOUNTS t-OR PAYING CASH ARE NOT O r r cNED .  A L I  l TL 
i -ATIOK'AI. oCILwCE rOUNDATloM STUDY OF A .’ K A N S A S  FOUND MUCil 
jUPPL I  .-J i ( )  i .ORr. l 4(3 CLASS AND POOR i O R R j ' N H R S  UiM)Ri. A 10 
CE IL ING  THAN IN LOU I ANA uii l -RE 3 iTi 'HS i IA1 RAT' . :  NAS Lh 
uRG,:D, CALI r  Oj.'i II A DECIDED NO’J TO i M:r E0  JLA TH I l S  i h i ’A IL  C 
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^laska j§late legislature
Advisory Council Members 
Senator Kerttula, Chairman 
Senator Bennett 
Seiiator Vic Fischer 
Senator Fahrenkanp

SENATE ADVISORY COUNCIL

Pouch V 
State Capital 

Juneau, Alaska 99811 
Phone: (907)465-3114

MEMORANDUM

TO: SENATOR VICTOR FISCHER

FROM: ELIZABETH HICKERSON and ELIZABETH BERBERICH

RE: INTEREST RATE CEILINGS

DATE: MARCH 2, 1984

You requested that the following questions be researched by the Senate 
Advisory Council.

1. What effect does raising the interest rate ceiling on credit 
cards have on the availability of credit cards to low-income appli­
cants?

2. In states that have no interest rate ceiling on loans given by 
retail outlets, if possible find out what the average interest rate 
charged to a customer is? If the interest rate charged can be broken 
down by income of the recipient, please forward that information also.

3. What effect does raising the interest rate ceiling on loans 
under $25,000 have? Have loans under $25,000 become more available to 
low-income applicants in States that have raised their interest rate 
ceiling for loans of $25,000 or less?

Numerous publications, reports, and testimony were reviewed. These 
resources did not contain specific information on questions one or 
three. A number of states were contacted for updated information. The 
following states responded that no data was available on questions one 
and three: Connecticut, Florida, Illinois, Kentucky, Massachusetts,
Michigan, Arizona, New Hampshire, North Carolina, New Jersey, Virginia, 
New York and New Mexico (see attached summary of responses). The follow 
ing states were contacted but no one was available to respond: Maine,
Texas, South Carolina, South Dakota, Delaware, and Montana.

Apparently, the current authority on availability of credit is "The 
Price and Availability of Consumer Credit in New York State", conducted 
by the New York State Banking Department, December 1982. (see 
attachment). In 1980, the New York State Omnibus Banking Bill became



effective. Virtually all interest rate ceilings, except criminal usury, 
on consumer loans in New York State were eliminated. The Banking 
Department conducted two surveys of financial institutions and others 
who extend credit to consumers in New York State. The first survey, 
conducted in January-February 1981 found:

1 . the interest rates on consumer credit had risen after passage 
of the bill since the previous rate ceilings had been unrealistically 
l o w ;

2 . that there was an increase in the availability of consumer 
credit for New Yorkers;

3. and that banks were offering a wide range of rates and fees, 
thereby providing consumers with alternative choices which they could 
take advantage of by shopping for credit.

The second survey, conducted in September 1982, found:

1. because the Omnibus Banking Bill granted additional consumer 
lending powers to savings banks and savings and loan associations, the 
number of banking institutions offering consumer loans has increased 
substantially, this resulted in a greater degree of competition in 
consumer lending and a wider range of choice for consumers among 
different types of banking institutions;

2 . there are wide variations in rates charged by different insti­
tutions in the same market area for the same type of loan, thereby 
providing consumers with alternative choices;

3. as market rates have fluctuated there have been changes in 
rates charged on consumer loans; rates generally increased for most 
types of consumer loans during 1981 but eased off and then fell sharply 
during the second half of 1982;

4. and more liberal credit standards for consumer lending, larger 
credit lines and greater participation in consumer loan activity by 
banks has continued since 1981.

Although not stated as a formal report finding, there has been very 
little_increase in maximum lines of consumer credit and almost no 
liberalization of consumer loan standards. Carmen j. Carlo, co-author 
of the report, told Ms. Hickerson on March 1, 1984, that while more 
credit has been available since the passage of the bill, the income 
class of borrowers has not been expanded. She clarified this by stating 
that there is more money~avaiTable today but generally it is going to 
the same economic class of borrowers as before. Ms. B erbench contacted 
Glen Nishimura, legislative representative for the Consumer Federation 
of America, and Mark Leymaster, National Consumer Law Center, Inc., on 
March 2, 1984 and both agreed with Ms. Carlo's analysis. A statement 
from MrT Leymaster on this issue is attached.

\



While these are the major findings of the survey it is important to note 
the following specific information contained in the report.

COMMERCIAL BANK FINDINGS

1. Rates and fees on credit cards have not been reduced, and in 
fact were increased at some banks during 1982. (p.11)

2. Almost all banks indicated that they charged the same rates at 
all offices and almost two-thirds of the respondents stated that their 
rates were the same for all customers. Among New York City Banks, 
however, slightly over half reported that they charged different rates 
for different customers. Generally, persons who had no other deposits 
or loan accounts with the bank were charged a higher rate on their 
consumer loans than those who did have such accounts, (p.1 2 )

3. Only 38^ of the respondents statewide indicated that they had 
increased their participation in consumer lending since February 1981. 
Only 17% of the respondents raised their maximum lines of credit since 
February 1981. Only 7% of the respondents liberalized their consumer 
loan standards, (p.1 2 )

SAVINGS BANKS FINDINGS

1. On conventional home improvement loans, the average interest 
rate statewide rose from 15.6% on January 2, 1981 to 18.6% by 
January 2, 1982, many banks reduced their rates during 1982 so that the 
average declined to 17.8% by September 15, 1982.

2. Most savings banks reported that they had not altered their 
credit standards or increased their maximum credit lines since February 
1981. (p. 40)

3. Three-quarters of the banks indicated that they had increased 
their participation in consumer lending. This largely reflected the 
fact that the number of savings banks making car loans, second mortgage 
loans, overdraft loans, unsecured personal loans and educational loans 
increased during the period covered by the survey, (pp. 40-41)

SAVINGS AND LOAN ASSOCIATIONS FINDINGS

1. On conventional home improvement loans, the average interest 
rate statewide rose from 15.6% on January 2, 1981 to 18.1% by 
January 2, 1982. Many associations reduced their rates during 1982 so 
that the average decline to 17.6% by September 15, 1982. (p.48)

2. All respondents indicated that their loan rates were uniform at 
all offices and almost all indicated that their rates for any specific 
type of loan were the same for all customers, (p. 49)



3. Only a few institutioiis indicated they had liberalized their 
credit standards or increased their maximum credit lines since February 
1981, although 29% reported they had increased their participation in 
consumer lending.

CREDIT UNIONS FINDINGS

1. Generally, interest rates on the various types of consumer 
loans trended upward during the period covered by the survey. Rates in 
New York City usually averaged higher than those upstate and there were 
substantial variations in rates charged by different institutions.
(p. 56)

2. All respondents indicated that their loan rates were uniform at 
all offices and almost all indicated that their rates were the same for 
all customers, (p. 56)

3. Most credit unions reported that they had not altered their 
credit standards or increased their maximum credit lines since 
February 1981. However, 30% of the respondents indicated that they had 
increased their participation in consumer lending, (p. 57)

LICENSED LENDERS FINDINGS ~

1. All but one of the respondents (total of 31) indicated that 
their rates on all types of loans were uniform at all offices fcr all 
customers, (p. 63)

2. Most lenders reported that, since February 1981, they have not 
liberalized credit standards or raised credit lines although 40% stated 
they had increased their participation in consumer lending, (p. 63)

RETAILERS FINDINGS

1. The rates charged on their revolving credit accounts generally 
trended upward during the period covered by the survey. On indebtedness 
of $500 or less, the average rate statewide was almost 18% in January 
1981, rose to 20.1% in January 1982 and to 20.6% in September 1982. On 
balances over $500, the average rates were 12.9%, 17.9% and 19.1% on the 
three dates, (p. 67)

2. The respondents reported that their rates were uniform at all
their places of business in New York State, (p. 67)

3. Most of the respondent retailers did not offer close-end
credit. Of the few that did, all indicated their rates were the same as
for their revolving credit accounts, (p. 67)

4. Virtually all the retailers indicated that they did not change 
their credit standards or credit line since February 1981 nor did they 
increase their participation in consumer lending, (p. 67)

\



AUTOMOBILE DEALERS FINDINGS

1. Virtually all the respondents indicated that their rates were 
uniform at all their places of business for all their customers.

(p. 70)

2. The preponderance of the dealers reported no liberalization of 
credit standards since February 1981 although 26% of them reported 
increased participation in consumer lending activities since that date, 

(p. 70)

3. During 1982 the financing arms of the major automobile manufac­
turers cut their rates for various periods of time for certain of their 
cars. (p. 70)



STATE BANKING/COMMERCE DEPARTMENTS 
REPLIES TO AVAILABILITY OF CREDIT CARDS, LOANS UNDER $25,000 AND 
FINANCING THROUGH RETAIL OUTLETS TO LOW-INCOME APPLICANTS WITH 

INTEREST INCREASES OR ABOLISHMENT OF USURY CEILINGS

Q U E S T I O N  1 & 3 ^

CONNECTICUT
Harry Donnely, Examiner 
Banking Department

No data available.

FLORIDA

Ed Strippling, Administrator of Banks and Trust Companies 
Department of Banking & Financing

No data available.

ILLINOIS
Mr. Stevens, Supervising Examiner 
Banks and Trust Companies

No data available.

KENTUCKY
Jim Baker, General Counselor 
Department of Banking & Securities 
Public Protection & Regulation Cabinet

No data available.

MARYLAND
Steven Cole, Director 
Consumer Protection

No data available.

MASSACHUSETTS
Mr. Flynn, Deputy Commissioner of Counsel 
Division of Banks & Loan Agencies 
Department of Banking & Insurance

No data available.

MICHIGAN
Russ LaCoursier, Economic Analyst 
Financial Institutions Bureau 
Department of Commerce

No data available.



ARIZONA
Howard Warner, Examiner 
Banking Department

No data available.
NEW HAMPSHIRE
A. Roland Roberge, Bank Commissioner 
Banking Depr tment

No data available.

NORTH CAROLINA

Mr. Frad Alphin, Assistant to Commissioner of Banking 
Banking Commission 
Department of Commerce

No data available.

NEW JERSEY
Jerry Trimble, Banking Market Analyst 
Banking Department

No data available.

VIRGINIA
John Sutton, Deputy Commissioner 
Bureau of Financial Institutions 
State Corporation Commission

No data available.

NEW MEXICO
Snyder Campbel1, Savings & Loan Supervisor 
Budget Division
Department of Finance & Administration

No data available.

CALIFORNIA 
Banking De( jrtment

No data available.

STATES THAT WERE CONTACTED BUT WERE UNAVAILABLE FOR RESPONSE

MAINE
SOUTH CAROLINA 
TEXAS
SOUTH DAKOTA
DELAWARE
MONTANA



QUESTION #2

STATE BANKING DEPARTMENT REPLIES TO AVERAGE INTEREST RATES BEING CHARGED
WITHIN THEIR STATES

CONNETICUT
Harry Donnely, Examiner 
Banking Department

Unable to supply average interest rate information.

FLORIDA
Ed Strippling, Administrator of Banks and Trust Companies 
Department of Banking & Financing

Average interest rates: credit cards - 22%; installment payments - 
1555-16*.

ILLINOIS
Mr. Stevens, Supervising Examiner 
Banks and Trust Companies

Unable to supply average interest rate information.

KENTUCKY
Jim Baker, General Conselor 
Department of Banking & Securities 
Public Protection & Regulation Cabinet

Average interest rates: credit cards - 18%; general/consumer loans - 24%
- 36%.

MARYLAND
Steven Cole, Director 
Consumer Protection

Unable to supply average interest rate information.

MASSACHUSETTS
Mr. Flynn, Deputy Commissioner of Counsel 
Division of Banks & Loan Agencies 
Department of Banking & Insurance

Average interest rates: mortgage - 13%; credit cards - 18%; 2nd mortgage
- 18%; auto - 23%.

MICHIGAN
Russ LaCoursier, Economic Analyst 
Financial Institutions Bureau 
Department of Commerce

Average interest rates: banks, credit unions and savings & loans - 18%; 
retail - 20.4% per year on unpaid balance; and second mortgage - 
15%-18%.



ARIZONA
Howard Warner, Examiner 
Banking Department

Unable to supply average interest rate information.

NEW HAMPSHIRE
A. Roland Roberge, Bank Commissioner 
Banking Department

"Shopper guides" are made available every three months to consumers 
telling them what level of interest different loaning institutions are 
charging.

Commissioner Roberge stated that experience with finance companies in 
the state of New Hampshire have shown that finance companies have 
charged as much as 30%-31%, he said that their business was low and made 
the other companies look bad. Since there are no laws on the books 
regulating the amount they charge for interest, he has found it 
effective to send a scolding letter from himself, causing the particulur 
companies to drop their interest rates back down.

Commissioner Roberge reported that he knew of "several horror stories 
involvinn sma'l companies charging outlandish interest rates to people 
already .n financial trouble.

Commissioner Roberge feels that so far finance companies have been on 
best behavior with deregulation because they do not want regulation back 
in effect.

Unable to supply specific data.

NORTH CAROLINA
Mr. Fred Alphin, Assistant to Commissions of Banking 
Banking Commission 
Department of Commerce

Average interest rates: credit cards - with 25 day grace period from 
time of billing (also included is a annual <ard fee not to exceed $20); 
card fees charged by banks range between ,V-$15; loans under $25,000 - 
has continued to stay stable at 16% fui‘ sometime. Based on six month T 
bill plus 6 points or 16% which ever is greater/per month.

NEW JERSEY
o ’..y Trimble, Banking Market Analyst 
Banking Department

Average interest rates: equity - 12%; competative average - 12%; 
personal - 12%-15%; credit cards - 19%; retail - 19.3% to 19.8%.
(polled 10 major retail outlets in New Jersey)



VIRGINIA
John Sutton, Deputy Commissioner 
Bureau of Financial Institutions 
State Corporation Commission

Average interest rates: loans - 18%; credit cards - 18%-21%; retail - 
18%-21%.

NEW MEXICO
Snyder Campbell, Savings & Loan Supervisor 
Budget Division
Department of Finance & Administration

\

Average interest rates: loans (mortgage) - 14%; credit cards - 18%-21%.
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PRICES OF CONSUMER CREDIT IN THE 

ABSENCE OF RATE CEILINGS

A. Charlene Sullivan*

Abstract

Many states have raise-* or removed legal restrictions on rates that 

may be charged for consumer credit in the last few years. These states 

provide opportunities to evaluate the behavior of rates in a "free" 

market setting and to observe the level of price competition which takes 

place among different types of lenders and lenders of a given type when 

they are unfettered by regulation.

In this study we analyzed the level and range of rates for various 

types of consumer credit contracts in two states--Arizona and Illinois.

The analysis was based on observations of the "most likely" rates 

charged by a random sample of creditors during the last business week 

of March 1983.

The analysis shows that in martlets with no legal rate ceiling for 

consumer loans:

(a) The level of rates was consistent with that of benchmark 

rates depicting the prevailing general level of interest 

rates in the economy.

★ 9 
Associate Director, Credit Research Center, Purdue University. The

author thanks Robert W. Johnson for his helpful comments, Debra A. Drecnik
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(b) There was considerable diversity in rates charged by a particu­

lar type of creditor for a given type of loan, and rates charged 

by different types of creditors for a given type of credit 

contract were even more diverse,

(c) Even with no rate ceilings, there was generally a low level of 

price competition between banks and consumer finance companies. 

The segmentation of rates charged by these creditors reflects 

active strategies to segment the market by risk characteristics 

of consumers or to differentiate loans made by the two types

of creditors along the dimensions of service, atmosphere,

readiness to recontract, etc.

(d) Credit unions were the low-price leaders in the unregulated 

markets.

(e) Savings and loan associations charged rates similar to those 

charged by banks.

(f) Revolving credit plans from retailers had finance charges very 

similar to those of bank credit cards.

The two states selected for the study had widely divergent banking

structures. Illinois, until 1982, was a unit banking state with approxi­

mately 1200 banks. Arizona allows statewide branching and has a highly 

concentrated banking system. These differences provided an opportunity 

to analyze the relationship between rates- of charge and the level of 

competition in a state. The analysis shows that:

(a) The average rates charged by banks for five of eight types

of credit contracts during the study period were significantly 

higher in Arizona than in Illinois.



(b) Average rates charged by banks with the largest portfolios 

of consumer credit in the two states were not markedly 

different. However, the average rates charged by all other 

size categories of banks in the two states were different 

by at least 100 basis points, with the banks in Illinois 

charging lower rates.

(c) Banks with the smallest consumer credit portfolios (dollar 

value) in each state charged the lov/e.st rates, on average, 

among banks.

(d) The structure of banking in the two states did not have a 

systematic relationship with the level of rates charged by 

nonbank competitors in the two states.

(e) The perceived number of bank competitors in a local market 

did not have a significant influence on rater, charged by 

nor^ank competitors in Illinois.

In the k  st few years, barriers to interstate banking have been 

circumvented for certain banking products, a development that could 

reduce interstate variation in prices of banking products. In retail 

banking, credit cards are issued at a fixed price by single banks to 

consumers across the country. In addition, nonbank creditors have used 

special credit programs to merchandise automobiles. In this study, 

we found that there was considerable variation in fees for bankcards 

within a state and across a state. However, the average stated 

finance charge for bankcards was not significantly different across 

the two states. Rates for new auto credit were different among marxets 

within a state and between states for banks but not for credit unions.



Average rates for unsecured personal leans, a local market product, 

were significantly different between the two states and across local 

markets within a state.

The general policy implications of the results are that workable 

competition exists even in markets that are highly concentrated. The 

evidence indicates that the forces of competition keep rates for 

consumer credit at levels that are consistent with the: prevailing 

general level of interest rates and the national level of consumer 

finance rates.
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Empirical evidence indicates that when consumers find their ability to 

obtain cash credit from financial institutions restricted, they substitute' 

sales credit for cash credit [7].

Proponents of rate ceilings argue that consumer credit markets are 

not sufficiently competitive to keep lenders from charging unconscionably 

high rates for credit. To give further credence to this argument, they 

propose that lenders can charge high rates and stay in business because 

consumers are insensitive to the rate of finance charge for credit and 

shop only for availability of credit or low monthly payments. To support 

their hypotheses, proponents of rate ceilings present examples of credit 

contracts in which rates charged by used car dealers are very-high.

Determinants of Rates on Consumer Loans

The determinants of the level of finance rates in a market is a 

particularly important aspect of this study. In the absence of interest 

rate ceilings the level-of finance rates charged is determined by such 

factors as the intensity of competition, level of production costs, 

and strength of demand.

Given that commercial banks provide the bulk of consumer credit, the 

structure of banking in a market has a significant influence on the 

l'.vel of competition and the level of rates fur consumer credit.

A '.;^ies of interstate variations in average rates of charge for new 

auto credit performed by the National Commission on Consumer Credit 

showed that the overage rate in a state was associated with bank concen-

O
tration and the type of banking structure permitted (unit vs. branching). 

Rates were highest in states that permitted statewide branching
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and had highly concentrated banking (a small number of banks held the 

bulk of bank assets in a state). Rates were lowest in states with 

unit banking laws where concentration of bank assets was relatively low.

The strength of demand also influences the level of interest rates 

observed in the market. If other things are held constant, in markets 

vhere demand for credit is high, the level of rates will be high 

relative to that in markets where demand i.s low. For example, holding 

other things constant, in states where the population is growing at a 

rapid pace, rates may be higher than in states with no growth or where 

population is declining. A high level of demand and restrictions on 

the supply of funds in a market are conditions for very high rates.

Although commercial banks hold the largest share of outstanding 

consumer credit, other creditors such as credit unions, consumer and 

sales finance companies, and retailers are also important competitors. 

These competitors have different sources of funds, different costs of 

production, and different objectives for the activity of consumer 

lending. Consequently, profitable rates of charge for a given type of 

credit may vary widely across types of lenders. To operate in a 

competitive market, some lenders specialize in serving high-risk 

customers. Or they may deliver loans such a way (greater convenience, 

speedier processing, friendlier service, more liberal debt rescheduling 

in the event of delinquency) as to enhance the value of the high-priced 

loan relative to the low-priced loan. While specialization may result 

in cost efficiencies, such practices lead to less competition among types 

of creditors and a broad range in available rates in a market for a 

given type of credit.
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In addition, because of imperfect and costly credit information, 

creditors may establish house rates for the various types of loans offered. 

The house rate may reflect the creditor's experience with consumers of 

various risi; classes or a strategy to penetrate a particular segment

of the market. The house rate limits the creditor's ability to serve a

diverse group of consumers and affects intersource as well as intrasource 

variation of rates.

DESIGN OF THE PROJECT

Purpose of Research

The goals of this research were to map the distribution of rates 

charged for w  ju s  types of cash and noncash credit by a representative

sample of creditors in an unregulated state, to evaluate the level of

rates on consumer credit relative to the general level of interest rates, 

and to analyze the level of rates in light of the competitive nature 

of the credit market. Although the relevant market for consumer 

credit is generally a local market, in this pr'ject we hove measured 

rates on a statewide basis.

Research Methodology

We collected data concerning rates charged by all types of creditors 

in two states that have removed rate ceilings for consumer credit— Illinois 

and Arizona." The.two states were chosen to represent markets with poten­

tially large differences in competitive conditions. The state of Illinois 

is a heavily populated midwestern state with regulations that limit 

branch banking4— there are 1252 banks serving the state of Illinois 

which had a population of 11.4 million people in 1980. T h . translates



into a population/bank ratio of 9120. Population per bank office was 

5931. The population in Illinois increased by 0.3 percent annually 

between 1970 and 1980.^

The state of Arizona has statewide branching and a relatively 

small number of banks. There are 34 banks serving a population of 2.7 

million people in Arizona for a population/bank ratio of 79,941. Popula­

tion per bank office was 4369. The banking structure in Arizona is very 

concentrated with three banks holding about 85 percent of bank assets.

This combination of statewide branching and high concentration creates 

conditions most detrimental to new entry, a factor that influences the.

level of competition-in a market.^ -The population in Arizona increased

7'
by 4.3 percent annually between 1970 and 1980. Given the differences 

in the structure of banking and growth in population or demand for 

credit in the two states, we expected to find higher rates for credit 

in Arizona than in Illinois. However, if rates are at reasonable 

levels in Arizona, one can deduce that rate ceilings are even less 

appropriate where competition is keener.

Data were collected through a mail questionnaire sent to each 

creditor included in the sample frame. A sample questionnaire is available 

in Appendix A. The creditor sample was drawn from a list of banks, 

savings and loan associations, consumer finance companies, and credit 

unions that operated in one of the two states. National and independent 

retailers who offered credit and carried their own paper were also' 

included in the study.

Each creditor was asked to quote the most likely rates and other 

charges assessed during a specified period of time for erch of several 

types of credit contracts: credit cards, unsecured cash k a n s  with

• • 5
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specified size and maturity, direct new and used auto loans with specified 

size, maturity, and loan-to-value characteristics and second mortgage 

loans. Finance charges for standard contracts were collected from 

retailers and dealers. Data on rates of charge were collected from 

those retailers who issued proprietary cards.

Since the commercial bank chains in Arizona did not vary rates from 

city to wity, no effort was made to collect data on intrastate markets.

In Illinois, data were collected from all respondents concerning the 

competitive character of the local credit market served (number of banks 

in the market) and the population in the town where the respondent was 

located. In both states, respondents were asked to indicate the dollar 

value of total consumer credit outstandings as of year-end 1982. With 

these data, we analyzed the relationship between the size of the consumer 

credit function and market structure on the level of rates for various 

types of credit contracts within the state of Illinois.

The Sample Selection Procedure

To design a random sample of creditors we obtained complete lists 

of banks, credit unions, and savings and loan associations (S&L) in 

the two states. In Illinois, from a random starting point, we selected 

every other bank, credit union, and S&L on the list. This procedure 

was also followed for credit unions in Arizona. All of the banks and 

S&Ls in Arizona were included in the sample because of the small number 

of institutions serving that state. The number of each type of creditor 

in the population and in the sample framt is shown in Exhibit 1.



EXHIBIT 1 

POPULATION AND SAMPLE FRAME

ii nncns 

Banks

Finance companies* 

National & regional 

Independent 

Credit unions 

Savings & loan 

Retailers**

Population

1252

22
95

870

316

132

Number Of 
Questionnaires 

Mailed

626

22
95

435

158

132

Percent Of 
Population

50%
*

100

100

50

50

100

Arizona

Banks

Finance companies* 

National & regional 

Independent 

Credit unions 

Savings & loan 

Retailers**

34

22
4

64

10

239

34

22
4

32

10

239

100%

100

100

50

100

100

Members of the American Financial Services Association.

**
Retailers who regularly requested credit.reports from national credit 
reporting agencies.
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There were a large number of finance company offices representing 

national or regional chains.in booh states. The national companies 

indicated that rates charged for various types of loans were typically 

the same for all offices of a single company within a state. The 

finance company offices were grouped by interstate companies and inde­

pendents and a questionnaire (two if a company operated in both states) 

was sent to the headquarters of each of the national and regional chains. 

All of the independent finance companies in each state.were included 

in the sample frame. The finance affiliates of automobile manufacturers 

were also included in the sample although they were providing special 

finance programs for certain models of new autos at the time.

The sample frame of retailers included those who, on the basis of 

their relationships wi th credit reporting agencies ir> Illinois or Arizona, 

were believed to carry their own credit. Those creditors were over­

sampled relative t.) their share of credit outstanding because, as a 

"last ditch" source of-credit, one might expect then to require 

a higher rate than creditors who assume less credit risk.

The Respondents

The response rate for the study was very high, ranging between 25 

percent and 77 percent across types of creditors sampled (Exhibit 2).

A second mailing was made to major banks and independent finance 

companies in both states to boost the response rate of those creditors.

To assure that the respondent banks were representative or the 

original sample, the total assets of all banks included in tne sample 

frame and of the responding institutions were compared (Exhibit 3).



EXHIBIT 2 

ANALYSIS OF RESPONSE

-•9-

Banks

Illinois

Arizona

Credit unions

Illinois

Arizona

S&L

Illinois

Arizona

Retailers

Illinois

Arizona

Independent
Finance
Companies

Illinois

Arizona

National
Finance
Companies

Illinois

Arizona

Sent

660

34

435

32

158

10

132

239

95

4

Returned 
Ondeliverable

3

1

8

15

23

Responses
Returned

235

15

225

12

58

4

39

64

23

1

Response
Rate

36%

45

52

38

37

40

31

29

32

25

Coded Responses 
(Returned 
before deadline)

232

12

213

11

40

2

33

53

18

1

22
22

17

15

77

68

17

15



Sample Respondent
Frans ' Percent Sample Percent

Banks In Illinois 

Size (dollar value of assets)

EXHIBIT 3

DISTRIBUTION OF SIZE OF ORIGINAL SAMPLE AND RESPONDENTS

Less than $50 million 497 75% 164 73%

$50-100 million 87 13 31 14

> $100 and < $500 million 71 11 28 12

> $500 and <_ $1000 million 3 <1 1 <1

More than $1 billion 9 <1 1 <1

667 100% 225 100%

Banks In Arizona

•

Less than $50 million 26 76% 6 46%

$50-100 million 1 3

> $100 and <_ $500 million 3 9 4 31

> $500 and £ $1000 million 1 3

More than $1 billion _3 9 _ 3 23

34 100% 13 100%

Credit Unions In Illinois

Less than $500,000 251 54% 105 48%

$500,000-1,000,000 74 16 35 16

> $1 and <_ $5 million 103 22 52 24

> $5 and < $10 million 21 4.5 13 6

> $10 and < $25 mill ion 12 2.5 9 4

More than $25 million 4 1 3 1

465

acoo 217 100%*

★
Total does not add to 100% due to rounding.



The size distrih ition for the respondent group was almost exactly like

that of the original sample of banks in Illinois. The respondent banks

in Arizona were more likely to be large banks with total assets of

$1 billion or more thai in the population in Arizona. However,

the three large respondr ■ t : represent 85 percent of total bank

assets in Arizona. Const,, /, the rates from our sample in Arizona

are representative of the most common rates available from banks in

• •
Arizona.

I, THE LEVEL AND RANGE OF FINANCE RATES 

Financial institutions were asked to provide the most likely rate 

(APR) charged on loans approved to depositors and nondepnsitors during the 

business week of March 28 - April 2, 1983. They were also, asked to 

provide the highest and lowest rates charged on the same types of 

loans during the 30 days before the date the survey was completed.

The types of loans for which data were collected varied slightly 

by type of creditor, but the common set for each creditor included 

new auto, late model used auto, older model used auto, second mortgage 

(APR and points) and unsecured personal loans. The specific characteris­

tics of the loans were:

(.!) New car, $8000, 85% loan-to-dealer-ccs ^.wholesale) ratio, 
48-months;

(2) Late model used car, (under 2 yrs. old) $5000, 90% loan-to- 
dealer-cost (wholesale) ratio, 42-48 months;

(3) Older model used car, (3-4 yrs. old) $3000, $1% loan-to-dealer- 
cost (wholesale) ratio, 36-months;

(4) Second mortgage loan, $1.0,000, 5 years, loa i-to-equity value 
not greater than 75%;

11



1 2

(5) Unsecured personal loans:

(1) $1000, 12-month

(2) $2000, 24-month

(3) $4000, 36-month

In the presentation of the results, the mode of the distributions of 

mos\ likely rates available to nondepositors for auto ana unsecured 

personal loans, second mortgage loans, and for bankcard accounts and 

revolving credit for each creditor are analyzed. The rates for non­

depositors were used because data concerning depositor requirements which 

could affect the cost of credit were not collected. In addition, for

each type of creditor the group maximum and the group minimum of rates

char;id in the 30 days before the survey are summarized. The range of 

most likely rates charged in a state ("the mirket") is shown for a given 

loan type by consolidating all the distributions of most likely rates 

for all responding creditors. This presentation do?s not represent 

the frequency of dollar volume of loans with various rates but rather 

th? frequency with which various rates were the "most likely" rates for 

each type of respondent making a particular type of loan.

A. Rates on New and Used Automobile Loans

The Benchmark Rate

It is difficult to identify a "free" market finance rate which 

is useful to evaluate the "appropriateness" of all consumer credit rates 

because those contracts vary greatly in term and risk. More than half 

of total consumer ciedit outstanding was extended for the purchase of 

vehicles, and data are collected periodically by the Federal Reserve 

Board concerning the "most likely" rate charged by a national sample of



commercial banks for new auto loans with maturity of 36-months. We

estimated the time series relationship between the three-year constant

maturity Treasury bill rate (a "free" market rate) and the average

rate charged by commercial banks for 36-month new car loans and found

that the two rates were highly correlated (Exhibit 4). Based on the

historical relationship between the three-year Treasury bill rate and

the 36-month commercial bank new car rate, we estimated the average
* •

market rate (APR) for new auto loans at the end of March 1983 in an

unregulated market to be about 14.02 percent.^

The Federal Reserve Board reported that the most likely rate

from commercial banks in February 1983 for new car loans maturing in
■* - '**■«*.

48 months was 14.81 percent.^ During April 1983, Chase Manhattan Bank

reported a base rate on auto loans of 15 percent. Manufacturers Hanover

Trust reported a rate of 14-1/2 percent on new auto loans and the Bank

12
of New York announced a cut in auto loan rates to 13-3/4 percent.

These rates suggest that there was not a large movement in rates nation-

13-
wide from February to April although rates were trending downward.

From these quotations and the estimated free market rate above, we 

expected "most likely" rates in Illinois and Arizona for new car loans 

from commercial banks to range between 13 and 16 percent, with the higher 

rates in Arizona.

The Most Likely Rates

Commercial Bank Rates. The modal "most likely" APR charged by 

commercial banks in Illinois during the last week of March for direct 

new auto loans of $8000 with maturity greater than or equal to 48-mom:hs 

was 14.00 percent, a rate which was consistent with our expectations



EXHIBIT 4

36 MONTH NEW CAR LOAN RATE

VERSUS 3 YEAR TREASURY B ILL  RATE 

MONEY MARKET COMMERCIAL BANK

INTEREST nATE

YEAn AND QUAnTER
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(Exhibit 5). The range of rates offered by banks in Illinois in the 

previous 30 days WuS surprisingly broad with a low rate of ten percent 

and a high rate of 18.50 percent. The low rates probably reflect 

the competitive influence of the low rates offered on indirect auto 

loans by the financial affiliates of automobile manufacturers.

The modal most likely rate for new auto loans from banks in 

Arizona was higher than that in Illinois by 100 basis points. The range 

of available rates in the previous 30 days was not as broad as that 

found in Illinois— the lowest rate in Arizona was considerably higher 

than the lowest rate available in Illinois. This difference may oe 

attributed to the lower level of competition (fewer banks) and th 

high level of concentration of banks, assets in Arizona or to "high 

consumer demand.

The mode of the most likely rates available to nondepositors in 

Illinois for both types of used car loans was 15.00 percent. The rates 

charged in the 30 days before the survey ranged from ten percent to 

21.5 percen-:. The mode of the most likely rates for both types of 

used car loans from commercial banks in Arizona were higher than those 

in Illinois (again by 100 basis points) and the range of available rates 

was not as wide as that found in Illinois.

The surprising finding is the breadth of the range of rates for 

automobile loans from commercial banks in both states. Banks do not 

use similar house rates or do not use house rates at all. A consumer 

who shops for an auto loan who does not have a deposit account with a 

bank may find that there is considerable benefit in extending the search 

acros. many banks, although studies have shown that bank loan customers



EXHIBIT 5: ANNUAL PERCENTAGE RATES FOR AUTOMOBILE LOANS (UNWEIGHTED RATES)

nanks Credit Unions Savings and Loans

National Consumer 

Finance Companies

Loan Type 111inois Arizona ll 11 no Is Arizona Illinois Arizona 111inois Arizona

New auto, SB000 
05* loan-to-dealcr cost, 
> 40-month maturity 
to nondepositors

Mode
N
High
Low

14.00 
175 
10.50
10.00

15.00 
12

18.00 
13.50

•

14.00
25

16.80
11.50

16.50'

16.75
16.50

16.00*

24.00
16.00

19.50*

19.50
19.50

New auto, SB000 
057. loan-to-dealer cost, 
> 40-month maturity 
to depositors

Mode
N
High
Low

12.00
165
10.00
9.00

15.00 
7

10.00 
10.00

Late model used car,
$5000, 90X loan-to-dealer cost, 
> 42-4C month maturity 
to nondepositors

Mode
N
High
Low

15.00 
145 
20.50
10.00

16.00
12

20.00
14.00

15.00 
20

17.00
12.00

17.50

17.59
17.50

24.00 
5

24.00
16.00

18.26

19.50
10.26

Late model used car,
$5000, 903 loan-to-dealer cost, 
>_ 42-40 month maturity 
to depositors

Mode
N
High
Low

•

15.00 
169
10.00 
9.00

15.00 
6

16.00 
13.00

Older model used car,
$3000, 901 loan-to-dealer cost, 
> 36-month maturity 
to nondcposltors

Mode
N
High
Low

15.00 
147 
21.50
10.00

16.00
12

20.00
14.50

14.00 
10

19.07
13.00

17.50

17.50
17.50

24.00 
6

29.29
17.00

20.02
5

30.00
19.50

Older model used car,
$3000, 90'a loan-to-dealer cost, 

36-monlh maturity 
to depositors

Mode
N
High
Low

15.00 
173
10.00 
9.00

15.00 
6

16.00 
15.00

tI

* Docs not Include the financial affiliates of the major domestic auto manufacturers.
»*

No responses.

"Less than four national finance conpanles made new auto loans In either state» /

Independent Consumer 
Finance Companies 
Illinois ~ Arizona**

22.00
0

25.00
11.89

23.00 
6

26.00 
10.00

25.00 
13

30.00 
14.55

***Modc of most likely rate during week of March 20 - Airil 2, 1903; lllg.'i Is highest rate and low Is lowest rate offcied Ly the respondent 
group for that loan type In the previous 30 days.



do not shop for credit terms as much as loan customers of other types 

of financial institutions [6]. In Illinois, where banks are limited 

in terms of the geographic scope of the market they may serve, the 

diversity in rates may reflect different levels of competition in 

different geographic markets encompassed by the survey. Every consume, 

in Illinois may not have had such a range of choices when shopping 

for auto credit. However, in Arizona, where the major banks have many 

branches, these data may approximately reflect the range of choices 

available to a given bank loan customer.

Credit Union Rates. The modal most likely rates available at credit 

unions were the same in both states for each type of auto loan, with 

the exception of new auto loans. The modal rates were less than or 

equal to the modal rates for bank loans in all cases. In both states, 

most rates on new car loans vjere either 12 percent or 15 percent.

Although credit unions were obviously not limited by law to charge 

these rates, the prevalence of those rates probably reflects the. over­

hang of old restrictions on allowable rates of charge for state and 

federal credit unions.

Savings and Loan Association Rates. These financial institutions 

have not been major forces in the market for consumer credit until 

recent legislation facilitated their diversification into that market.

In December 1982, S&Ls held 2.5 percent of total consumer credit 

outstandings. However, from December 1981 to December 1982, consumer 

credit outstandings at S&Ls increased by 19.8 percent in contrast 

to a three percent increase in total consumer credit outstanding over 

the same period.



There was only a small number of S&Ls in either state making 

automobile loans. Less than half of responding S&Ls from Illinois 

made new auto loans and fewer made used auto loans. Only half of 

those responding from Arizona made automobile loans.

The modal rate for new auto lc-,.s from S&Ls in Illinois was 14 

percent with rates ranging from 11.50 percent to 16.80 percent. Modal 

rates for all auto loans from S&Ls in Illinois were similar to those 

available to nondepositors from banks. The range of rates was less 

broad, however. The rates charged on auto loans by S&Ls in Arizona 

were higher than modal rates charged by banks in Arizona and by associa­

tions in Illinois for similar loans.

Finance Company Rates. The national average, finance rate charged

for new car loans by auto finance companies in March was 12.Q7 percent

(reflecting the special financing programs available at the time).

The national average rate charged for used car loans by auto finance

14
companies was 19.38 percent in March.

Few of the national consumer finance companies responding to the 

questionnaire made loans for new vehicle- in either state. The most 

likely rates available on new auto loans from consumer finance companies, 

ranged from 16 percent to 24 percent in Illinois. In Arizona, the 

company that made new car loans charged a most li.kely rate of 19.5 

percent. About one-third of responding companies made loans for older 

model used cars and a broad range of rates was available. In both 

states, the modal rate for auto loans from finance companies was 

considerably higher than rates available from banks, credit unions, 

and savings and loan associations. Independent finance companies in



Illinois generally charged rates competitive with those available 

from the national chains. No independent finance company making 

consumer loans in Arizona responded to the surveys.

The Market. To portray the diversity of available rates for

automobile loans, a histogram showing the frequency distribution of

most likely rates charged to nondepositors for each type of auto loan

in each state was prepared. If one views a state as the relevant market
* «

for.consumer credit, the histograms display the breadth of choice in 

rates that consumers, had when shopping .for a direct auto loan. The 

histograms were not constructed to show the frequency with which various 

rates were charged for new auto loans extended in a state during the 

week of the study. Rather the histograms show the frequency of "most 

likely" rates charged by various types of lenders and how the various* 

lenders differ in terms of diversity and levels of available rates.

Given that all lenders do not generate equal volumes of loans, these 

charts cannot be used to portray the incidence of various rates in 

the market.

One could argue that the relevant market for consumer credit is a 

local market rather than statewide and consequently the histograms do 

not represent the choice of rates available to any one consumer.

Perhaps the histograms are more likely to represent the choices for 

a consumer in Arizona than that of a consumer in Illinois because of 

the restrictions on bank branching in Illinois. However, in markets in 

Illinois sufficiently large to be served by several banks, a credit 

union, and a finance company, the range of rate, was extensive and 

the histograms may be used to approximate that range.

. . .  19



The range of rates on auto loans in these markets may reflect 

fertile credit shopping opportunities for consumers. An explanation 

for such a broad range of rates on loans that are constant in terms of 

size, collateral and maturii'y is that various types of credit grantors 

have strategies for differentiating other terms of loans that would 

affect the value of the loan to the consumer (availability, service) 

or serve unique risk segments of the population (lenders that specialize 

in high-risk consumers must charge high rates and vice versa).

The level of price competition in this market can be likened to that 

for a shirt with a designer label. The shirt, a relatively homogeneous 

commodity, can be obtained at a top price from one of many department 

stores that also offer credit, home delivery and other consumer services. 

Or, the shirt could be obtained from a no-frills discount store that 

accepts no credit cards and will not accept returned merchandise. The 

.discount price can be as much as 75 percent less- than the department 

store price. The price competition between the. two types of stores 

is determined by the value consumers- place on the prestige and extra 

services provided by the department store and the extent to which 

consumers shop in L.th stores.

Illinois. Most likely rates for direct new auto loans ranged from 

nine percent to 24 percent. Reading from the chart, slightly less than 

ten percent of banks, about 12 percent of S&Ls and about 44 percent 

of credit unions reported that thei.r "most likely" rate for new auto 

loans was between 12 and 12.9 percent. Given that banks, credit unions, 

and sales finance companies (not included) extend most new auto credit, 

it is clear from Chart 1 that rates for most new auto loans extended
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during the last week of March in Illinois fell between 12.0 and 15.9 

percent. These rates are consistent with those charged by the national 

sample of banks during a similar time period and our benchmark rate.

Ci edit unions were the low price leaders with the bulk, of credit unions 

charging 12 percent. Very few credit unions charged rates above 15-

percent. Pates for banks and S&Ls were similar, both occupying the 

middle of the histogram. The most frequently specified rate for banks 

and S&Ls fell between 14 percent and 14.99 percent. Most finance 

companies, whether national chains or independent, were not offering 

rates competitive with those of other lenders fn the market.

Historically, rate ceilings for banks and finance companies: in the 

state of Illinois were structured such that banks specialized in the 

low-risk segment of the market and finance companies served higR-^ri.sk

consumers. Even without rate ceilings, that tradition still appears.

15
to be generally followed. The important thing to note, however, i.s 

that the major competitors, in the auto credit market charged rates well 

below the highest rates charged in a market with no rate celling.

And the rates clustered at a level that was. consistent with the prevailing 

level of interest rates in the economy.

Arizona. T'ne distribution of most likely rates in Arizona went from 

12 percent to 19 percent (Chart 2). Rates provided by the most voluminous 

lenders of direct new auto loans (banks, credit unions) in Arizona clustered 

in the range of 14 percent to 16.9 percent. The. narrower distribution 

of rates for auto loans in Arizona than that in Illinois could reflect 

the concentration of the market in Arizona. Credit unions offered the 

lowest rates. Rates available from commercial banks were almost normally
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distributed around a mean of 16 percent. All rates from S&Ls were the 

same— 16 percent. Finance companies occupied the high end of the 

continuum. Again, in metropolitan markets in Arizona, this continuum 

is probably representative of the choices for consumers shopping for 

direct auto credit.

Volume-Weighted Rate Distribution. The lenders included in the 

study are not equally important in the market for direct new auto loans 

in terms of volume of loans extended. However, the frequencies in 

Chart 1 and 2 are not weighted to reflect the importance of a particu­

lar lender or group of lenders in terms of dollar volume of loans

extended. To get a better idea of the actual incidence of various rates
•% .

for a new auto loan in the two states, we calculated a frequency 

distribution of rates weighted by the dollar volume of consumer loans 

held by the respondent.

The volume-weighted frequency of rates for new auto loans in the 

two states 1.s shown in.Charts 3 and 4. To construct these charts we 

assumed that each respondent's total dollar volume of consumer loans 

was invested in new auto loans.. The bar at .12 in Charts 3 and 4 

is the percent of respondents' total outstandings that was held by 

respondents whose most likely rates for new auto loans fell between 

12 percent and 12.9 percent.

The dollar weighted distribution of new auto loans Tn Illinois 

was bimodal with about 23 percent of the dollar volume of loan^ out­

standing at rates between 11 and 12.9 percent and about 32 percent at 

rates between 14 and 14.9 percent. The distribution in Arizona spiked 

at the 16-16.9 interval— that being the most likely range of rates offered
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by the major commercial banks in that state. In both states, less 

than seven percent of the dollar volume of new auto loans was' extended 

at rates of 17 percent or m o r e J 5 These charts accentuate the rather 

sharp differences in rates for new auto credit in the two states.

Availability of Special Loan Terms. A limited number of banks 

(eight banks or 3.5 percent) in Illinois had variable rate loans 

available for the purchase of a new automobile. Even fewer made used 

car or second mortgage loans with variable rates. A survey conducted 

by the American Bankers Association in 1982 found that four percent 

of a national sample of banks, offered variable rate consumer loans.^

About 40 percent of banks that made new auto loan? in 111inois 

provided different rate schedules for depositors versus nondeposi.tor?. 

The mean difference in rates, for depositors, versus nondepos'i.tors was 

about 64 basis points in both states. Savings and loan associations 

in Illinois did not offer variable rate loans, but about 22 percent 

offered rate schedules that differed for depor ..tors and nondeposi.tors 

by an average of 57 basis points.

Varicble rate auto loans were generally not available in Arizona 

but seven out of 12 responding banks (.58 percent), making loans- for 

the purchase of a new automobile offered different rate schedules- for 

depositors ond nondepositors. Twelve credit unions (seye:i percent) 

in both, states offered variable rate contracts on nev/ auto loans.

Market for Used Auto Loans. The distributions of "most likely" 

**ates for loans for late model used cars in Illinois ranged from nine 

percent offered by a credit union, to ,16 percent offered by an inde­

pendent finance company (Chart 5). The bulk of rates fell in the range
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of 14 percent to 16.9 percent. In January, the most likely rate charged

nationally by auto finance companies for used auto loans was 20.20 

18
percent. Again, there was quite a distinct separation between the 

most likely rates ofTt.-ed by banks, savings and loans, and credit unions 

and rates offered by finance companies. The bulk of rates offered by 

banks and credit unions were well below the maximum rate offered.

Within the finance company group, the rates offered by the national 

companies were generally lower than those offered by the independent 

companies. This differential is consistent with data that show that 

the weighted average cost of funds is higher for independent companies 

versus national companies.

In Arizona, the spread of most likely rates for late model used 

cars ranged from 13 percent to 19 percent with, the bulk of rates 

falling between 16 percent and 17.9. percent (Chart 6). There was. 

relatively little diversity in rates offered by credit unions and all 

S&Ls offered the same rate, The national finance, companies- offered a 

very narrow range of rates and some banks offered rates- comparable, to 

the high rate offered by finance companiesc Banks offered the mos.t 

diverse array of rates of all the lenders i.n that state.

Loans in Illinois for older model used cars again had a very broad 

range of most likely rater , varying from nine percent to 3Q percent 

(Chart 7). The distribution in Illinois appears to be bimodal with, rates 

from financial institutions clustering around 14 percent to 16.9 percent, 

and rates from finance companies (both national and independent) 

clustering in the range of 24.0 percent to 26.9. percent. Generally, credit 

unions charged low rates, banks and savings and loans charged rates in the
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middle range and finance companies occupied the high end of the continuum. 

A few independent finance companies charged rates similar to those of 

banks, savings and loans and credit unions. And some corianercial banks 

seemed to be easing into the high risk end of the continuum with rates 

above 18 percent.

In Arizona, commercial banks offered the lowest most likely rates 

available for older model used cars and national finance companies 

offered the highest rates (Chart 8). The bulk of rates fell between 

15 percent and 17.9 percent. Rates for loans from S&Ls and some banks 

were competitive with rates from finance companies. Although the distri­

bution was relatively narrow most likely rates still ranged from 14 

percent to 24 percent. The level of rates charged on credit contracts 

from used car dealers in Arizona has received some attention and has 

been used to argue for the reimposition of a rate ceiling. The data in 

.Chart 8 show that consumers who are nondepositors at banks have many 

alternative-sources of .credit when financing the purchase of a used 

auto in addition to the used car dealer.

Summary. The markets for new and used automobile loans are some of 

the more competitive segments of the consumer credit market. The data 

presented with regard to those markets show:

(.1) There was greater diversity in most likely rates in markets 

with no rate ceilings.

(2) The modal rates for new auto loans in markets with no rate

ceilings were similar to the average rate charged by a national 

sample of commercial banks.

3 2
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(3) The modal most likely rate charged by credit unions, commercial 

banks and savings and loan associations for various types of 

auto loans was consistently lower than the modal rate charged 

by finance companies.

(4) The level and diversity of rates appears in part to be a 

function of the concentration of banking in a market.

In general, rates on auto loans in Arizona were higher than 

rates for similar loans in Illinois. The range of rates in 

Arizona was more narrow then the range for similar loanc in 

Illinois.

(5) The modal "most likely" rates charged by each lender for 

various types of auto loans were logically related to the 

risk and size characteristics of the loan. In other words, 

new car loans were less expensive than late model used car 

loans, which in turn were less expensive than older model 

used car loans. These rate differentials reflect competitive 

behavior that causes the price of credit to reflect the

risk and administrative costs of the contract rather than 

some arbitrary pricing rules of lenders.

B. Unsecured Personal Loans

Unsecured personal loans do not represent a large percentage of 

total credit outstanding relative to auto credit or revolving credit. 

With the change in the federal bankruptcy law, the availability of 

unsecured personal loans has heen restricted as creditors replaced 

unsecur_d credit with second mortgage loans. In addition, hecause of 

the unsecured nature and small dollar denomination of these loans, rates
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are considerably higher than rates on new auto loans. We did not ask 

specific questions about the availability of unsecured personal loans 

but one might expect them to be made to the more creditworthy of credit 

customers generally.

According to data released by the Federal Reserve System, the 

average most likely rate charged in February by commercial banks on 

unsecured personal loans with maturity of 24-months was 17.59 percent.18 

Another publication of regional bank loan rates, effective February 1983, 

showed s range of rates from 14.50 percent to 20 percent for unsecured

1 Q
personal loans maturing in 24 to 48 months.

Commercial Banks. The modal most likely rate charged by commercial 

banks in Illinois to nondepositors for cash loans of $1000 with 

maturity of 12 months was 15 percent with rates in the previous 30 

days ranging from 11 percent to 22 percent (Exhibit 6). The modal rate 

for the larger, longer-termed unsecured loans were the same or slightly 

higher but with similar ranges of available rates.

In Arizona, modal rates for unsecured personal loans from banks 

were generally higher than those in Illinois by 100 to 300 basis points. 

Again, the range of available rates was narrower with the low rate in 

Arizona being above the low for Illinois, but the high rate in Arizona 

was below the high rate in Illinois.

Credit Unions. The modal most likely rate charged by credit unions 

in Illinois for all types of unsecured personal loans was 15 percent. The 

range of rates for each loan type was also identical with rates falling 

between eight percent and 18 percent. In Arizona, the modal rate for 

unsecured personal loans from credit unions was 18.00 percent with 

available rates ranging from 12 percent to 18 percent.



EXHIBIT 6: All.MUAL PERCENTAGE RATES FOR UNSECURED PERSONAL LOANS (UNUEIGIITEO RATES)**

National Independent

Oanks Credit Unions Savings and Loans Finance Companies Finance

Loan Type Illinois Arizona Illinois Arizona Illinois Arizona Illinois Arizona TTlTnofi

Mode 15.00 10.00 16.00 17.50 24.00 20.50 36.00

S1000 balance, N 164 12 17 - 16 13 10

12-month maturity High 22.00 20.00 24.00 17.50 36.00 36.00 40.00

to nondcposllors Low 11.00 15.50 • 12.50 17.50 10.00 10.00 10.00

Mode l 15.00 10.00

$1000 balance, N 100 7

12-month maturity High 10.00 10.00

to depositors Low 0.00 12.00

Mode 15.00 17.00 . 16.00 17.50 22.27 23.00 27.00

$2000 balance, N 149 12 17 - 36 13 15

24-munlh maturity High 21.57 20.00 24.00 17.50 33,75 33.75 35.00

to nondcposllors Low 11.00 16.00 14.00 17.50 10.00 10.00 20.00

Mode 15.00 10.00

$2000 balance. N 129 6
2<1-nonth maturity High • 10.00 , 10.00
to dcposIters Low 9.00 12.00

Mode 16.00 17.00 16.00 17.50 24.00 19.50 25.00
$4000 balance, N 120 10 , 11 - 16 10 O

3G-month maturity High 21.21 15.00 ' 19.00 17.50 29.41 29.41 30.00

to nondepns1 tors Low 11.00 14.50 14.00 17.50 10.00 10.0C 10.00

Mode 15.00 10.00

td000 balance, N 03 5

36-month maturity High • • 10.00 TO. 00

to depositors Low • 9.00 15.00

No Independent consumer finance companies from Arlzona-rcspondcd.

**Modc of most likely rate during week of March 21] - April 2, 19(13; High Is highest rate and low Is lowest late offered by the respondent 
group for that loan type In the previous 30 days.



Savings and Loan Associations. These lenders were positioned in 

the market for unsecured personal loans to compete with commercial 

banks and credit unions rather than consumer finance companies. The 

modal rates offered by S&Ls were higher than those offered by banks in 

Illinois for the two smaller-sized unsecured loans and the ranges of 

rates offered by S&Ls were broader than those of banks for similar 

loans. The rate charged by S&Ls making unsecured personal loans in 

Arizona fell between those charged by banks and credit unions.'

Consumer Finance Companies. The rates charged for unsecured 

personal loans by finance companies in both states were considerably 

higher than those charged by other lenders. The modal most likely rates 

for such loans from national finance companies in Illinois ranged from 

22 percent to 24 percent and 25 percent to 36 percent for the independent 

companies in Illinois. The range of available rates during the previous 

30 days went from 18 percent up to 36 percent for national companies 

and from 18 percent up to 48 percent for independent companies - 

in Illinois.

The modal most likely rate offered by finance companies in Arizona 

was higher than the modal rate in Illinois for the smallest sized loan 

(28.50 percent vs. 24.0 percent) but lower for the largest sized loan 

(19.5 percent vs. 24.0 percent). The ranges of rates offered bynational

companies in the two states were exactly the same.

The Market. Unlike secured auto loans, where the risk of the loa/i

is limited by the quality of the collateral, the risk of unsecured

personal loans is solely a function of the creditworthiness of the 

borrov/er. Consequently, it is not surprising to find a wider spread
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in available rates in that market. In fact, the spread of available 

rates in a state is probably indicative of the availability of unsecured 

person?! loans for consumers in higher credit risk groups. The 

distributions of most likely rates from all competitors provide- an 

overview of the market for unsecured personal loans in the two states 

(Charts 9 through 14).

In Illinois, most likely rates for unsecured personal loans 

clustered in the range of 14 percent to 18.99 percent. Rates for 

similar loans in Arizona clustered from 15 percent to 18.99 percent.

In both states the rates compare favorably with available national 

statistics on rates for unsecured personal loans.

In both states, a rather distinct segmentation of most likely 

rates .charged by banks, credit unions, and savings and loan associations 

and rates charged by national and independent finance companies is 

apparent. Only for the largest si2e loan was: there any significant 

overlap of rates offered by banks and finance companies in Arizona.

In Illinois, a few finance companies offered rates that were competitive 

with those offered by the depository institutions and vice versa for 

unsecured personal loans.

Several observations concerning the amount of competition in the 

market for unsecured personal loans- in Illinois, can be made, from this 

overview of the market.

(1) There is considerable price competition among depository 

institutions and amorg finance companies.

(2) There is great diversity among finance companies in terms

of positioning in an unregulated market for unsecured personal 

loans.
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(3) The most likely rates offered by depository institutions in 

Illinois for unsecured loans maturing in 24-months were lower 

than those reported in a national survey of commercial banks 

for the period of the ffrst week of February. This may be 

attributed in part to the general decline in interest rates 

that took place between the first of February 1983, and the 

end of March when these data were collected.

In Arizona, there was a broad range of most likely rates for unsecured

credit but a tight clustering of rates by type of creditor.. This

pattern may be attributable to the smaller number of competitors in that

state.-.However, the modal most likely rates available for unsecured personal

loans from banks were also similar to the average found in the national

survey of banks performed in February 1983. There was a rather sharp

distinction between rates offered by depository institutions and rates.

offered by finance companies. The range of ten percentage points in most

likely rates offered by national finance.companies suggests the diversity of

20
strategies for market position which have been adopted by these lenders.

We conclude that there is a high level of price competition in the 

Arizona market and a broad range of available rates. Although the market 

may be more concentrated than that in Illinois, all financial institu­

tions do not follow the same pricing strategy nor do most likely rates 

differ excessively from national norms. Rather, in their attempt to 

gain a particular market share or market segment, various creditors 

offer many different.-prices for unsecured personal loans.

4 5
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In the last five years, second mortgage loans have become an 

important source of credit for consumer purposes. Because of a rapid 

rate of inflation in the value of real estate many households had large 

accumulations of wealth in the form of equity in their family residence. 

Second mortgage loans were a method used to access that wealth. In 

addition, with the 1978 Bankruptcy Reform Act, lenders were no longer 

as willing to make unsecured personal loans but required borrowers to 

use household equity as collateral. Consequently, the rates.charged 

on second mortgage loans represent the cost of one of the more important 

•sources of consumer credit from banks, finance companies, SSLs and 

credit unions;*

A benchmark rate for second mortgage loans from a national sample

of lenders was not available. A regional survey of rates for various

•types of consumer loans showed that as of the end of February 1983

available rates for a 60-month second mortgage loan from commercial

21
banks ranged between 15.75 percent and 17.00 percent.

In states where it is legal, lenders who make second mortgage 

loans may charge points in-adlition to the stated-,rate.- The 

percentage of respondents making second mortgage loans who charged 

points on the loan ranged between 7.4 percent of credit unions to 59.3 

percent of national finance companies (Exhibit 7).

To obtain distributions of most likely rates (APR) on second 

mortgage loans we first recalculated the "most likely" annual percentage 

rates for those lenders who charged points to reflect the "most likely" 

number of points charged. The statistics for the distributions of "most

• 46
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EXHIBIT 7 

SECOND MORTGAGE LOANS

Commercial banks 
(both states)
N = 247

Savings and loan 
N = 44

Credit union 
N = 231

National finance 
companies 
N = 32

Independent finance 
companies 
N = 20

Makes Second 
Mortgage Loans

67.21%

84.09

11.69

84.38

80.00%

Charges Makes Second Mortgage
Points * Loans At Variable Rates

30.725

54.05

7.41

59.26

25.00%

3.61%

13.51

3.70

■k :
Percent making second mortgage loans who also charger points.



likely" APRs charged by lenders who charged no points, by those who 

charged points, and overall statistics are shown in Exhibit 8.

An example of the recalculation follows: For a $10,000 second

mortgage loan with maturity of 60-months assume the stated APR on the 

loan was 12 percent and two points were charged. We first calculated 

the s'ze of monthly payment required to retire the $10,000 loan with 

APR of 12 percent or one percent per month in 60 months:
s

$10,000 = x(PVAF, 1%, 60 months) 

x = $222.44 monthly payment .

Then we solved for the adjusted APR which reflected the fact tnat 

two percent of the face value of the loan was paid when the loan was 

extended:

$10,000 - .02(10000) =222.44 (PVAF, x, 60)

9800 = 222.44 (PVAF, x, 60)

x = 44.057 represents a rate of 1.074%

per month or 12.89% adjusted APR 

Commerr'al Banks. About two-thirds of the responding banks in 

the two states made second mortgage loan:. like-the one des.cri.hed in 

the questionnaire (balance equal to $10,000, 5-year maturity, with loan- 

to-value no greater than 75 percent). Only about 30 percent of banks 

making second mortgage loans in Illinois reported that points were charged. 

Almost half of banks making such loans in Arizona assessed points for 

second mortgage loans.

4 8
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Those who charged 
NO points

EXHIBIT 8: MOST LIKELY ANNUAL PERCENTAGE RATES ON SECOND MORTGAGE LOANS*

Commercial Banks 
Illinois Arizona'

Savings and Loan
Associations Credit Unions
Illinois Arizona '111inois Arizona

Independent National
Finance Company Finance Company

Illinois Arizona Illinois Arizona

Those who charged 
points

Overall distribution

14.00% 17.00% 16.00% - 15.50% 15.00% 15.00% 22.00% - 19.00% 19.00%

110 7 16 1 20 5 12 - 5 5

12.00 14.25 11.50 15.50 12.00 15.00 14.99 - 18.30 17.00

20.31 17.00 17.50
•

15.50 10.00 16.00 24.00
-

21.00 19.80

14.40 15.96 16.44 16.92 14.16 22.44 20.40 15.89

45 6 19 1 2 0 4 - 8 8

12.84 14.64 13.44 16.92 14.16 19.44 - 16.08 15.89
21.24 18.72 10.96 16.92 15.04 • 22.44

-
21.96 24.00

14.00 15.96 16.00 15.50 15.00 15,00 22.00 19,00 19.00

155 13 35 2 22 1 5 16 - 14 13

12.00 14.25 11.50 15.50 12.00 15.00 14.99 - 16.08 15.89
21.24 10.72 10.96 16.92 10.00 16.00 24.00 - 21.96 24.00

UD

*The low and high rates shown in this exhibit are the lowest ^nd highest of the reported most likely rates 
rather than the group minimum and•nic.ximum rat-as for tiie 30 days before the survey. >t



The modal "most likely" rate charged by banks in Illinois that 

did not charge points was 14.00 percent while the modal adjusted APR 

for those who charged points was 14.40 percent. For the total sample 

of banks, most likely rates ranged from 12 percent to 21.24 percent with 

a mode of 14.00 percent.

The mode of the distribution of rates from banks in Arizona that 

charged no points was 17.00 percent while the mode for those that 

charged points was 15.96 percent. The mode rate for all responding banks 

in Arizona (15.96 percent) was higher than that in Illinois.for second 

mortgage loans.

Savings and Loan Associations. Almost 84 percent of S&Ls that
■*-* ;"ln.

responded to the survey offered second mortgage loans and 54 percent of 

those charged points. The modal rates for S&Ls in Illinois were 

considerably higher than those charged by banks. In Arizona, only two 

S&Ls made second mortgage loans and the rates charged were not unlike 

those charged by banks.

Credit Unions. Just slightly more than one-tenth of the credit 

unions that participated in our study made second mortgage loans and 

few credit unions charged points on these loans. The modal most likely 

rates charged by credit unions in the two status were equal at 15.00 

percent.

National Finance Companies. A higher proportion of participating 

national finance companies made second mortgage loans, relative to other 

types of lenders, and national finance companies were the most likely 

of all the lender types to charge points on those loans. The modal most 

likely rate charged by finance companies that charged no points in Illinois



was 500 basis points above the mode for bank loans. The mode for those 

finance companies that charged points was 600 basis points above that 

for commercial banks that charged points in Illinois. The modal rates 

for national finance companies were identical in the two states and 

considerably above the mode for bank loans in both states.

Independent Finance Companies. The independent finance companies 

making second mortgage loans generally did not charge points but offered 

second mortgage loans at a wide range of rates (14.99 percent to 24.00 

percent). The modal rates for independent finance companies in Illinois 

was the highest of all the lenders at 22.00 percent.

The Market. In both Illinois and Arizona, the bulk of most likely 

rates for second mortgage loans fell between 15.0 and 15.9 percent 

(Charts 15 and 16). Most likely rates ranged from 11 percent to 24 

percent in Illinois and from 14 percent to 24 percent in Arizona. In 

Illinois, there was considerable segmentation of rates offered by 

financial institutions versus finance companies, although some, indepen­

dent finance companies offered rates that were competitive with those 

offered by banks, savings and loans and credit unions. There was rela­

tively more overlap in the rates offered by banks and finance companies 

for second mortgage loans.in Arizona. In fact, some of the national 

finance companies were providing serious price competition to banks for 

these loans.

D. Revolving Cr:dit.

Bank Credit Cards. Revolving credit on bank credit cards has grown 

very rapidly in the last 15 years. As this type of credit grew in share 

of total credit outstanding, retail revolving credit and unsecured
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personal loans from finance companies declined. Commercial banks are 

not the only type of institution offering credit card programs. In 

this study, credit unions and savings and loan associations also offered 

their retail customers one of the national credit cards.i

Credit card pricing practices have undergone dramatic changes in 

the last several years. Many of the changes, most notably the annual 

fee, were initiated by conrcercial banks in 1980 with the il1-conceived 

attempt by the federal government to limit consumers' use of revolving 

credit. The imposition of an annual fee is not universal— some banks 

are charging interest from the date of purchase (no "free" period) 

or have a minimum deposit requirement.

The Federal Reserve reported that the average "most 1 i.kely" rate 

charged for credit cards by commercial banks- during the first calendar 

week of February 1983 was 18.82 percent. No information was reported 

on annual fees or transaction fees in that survey. In another survey 

of bank rates reported.on March 2, 1983, APRs. charged on bank credit 

card plans ranged from 15.0 percent to 21 percent and annual fees 

ranged from $12 to $ 1 5 . ^

The market for credit cards can be characterized as a national 

market. A creditor can offer credit card services to consumers anywhere 

in the country and exporta rate which is limited by laws in the state 

where the card-issuer is domiciled. Citicorp, with the largest national 

card-holder base, charged 19.80 percent and a $15 annual fee for bank 

credit cards at the time of the study and issued the cards from South 

Dakota, a state with no rate ceiling for bank credit cards.



In our study of Illinois and Arizona, information on the annual 

percentage rate and annual fees were collected. Banks and S&Ls offered 

the MasterCard in Illinois while banks, credit unions, ar.d S&Ls offered 

the Visa card in that state. Banks offered MasterCard in Arizona while 

banks, credit unions and S&Ls offered Visa.

Commercial Banks. The modal APR charged by banks on MasterCard and

Visa in Illinois was 18.00 percent (Exhibit 9). Ayailable rates ranged
••

from.12.01 percent to 21.6 percent. Three banks 1n Illinois followed 

a rate structure that had a break rate. The modal annual fee for 

MasterCard and Visa cards was $20. In several cases, banks indicated 

that both cards were available for one annual fee of $20. However,- if 

a consumer wanted just one of the cards, the annual fee was still $20.

Some banks did not charge an annual fee.

In Arizona, the modal rats charged by banks was 21.00 percent on 

both MasterCard and Visa. Only one of the 12 responding banks that 

offered MasterCard charged an annual fee. Six banks offered Visa and 

two charged an annual fee of $15. One bank required a minimum deposit 

of $100. • -

Credit Unions. Only three responding credit unions in Illinois 

offered a credit card to their customers. The APRs ranged from 16.8 

percent to 19.0 percent and only one charged an annual fee )f $10. One 

credit union in Arizona offered a Visa card with a 16.80 percent rate 

and no annual fee.

Savings and Loan Associations, Four responding S&L's in Illinois 

offered credit cards. These credit cards were generally priced like 

those offered by commercial banks. The APRs ranged from 18 percent to

21 percent and annual fees were $15 or less for either card plan. In

5 5
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EXHIBIT 9 

BANKCARD PRICING

5 6

v

MasterCard

APR

Mode

Number

Minimum **

Maximum

Banks

18.00

44*

18.00

21.60

Illinois____________

Credit Savings 
Unions And Loans

3

18.00

21 .00

Banks

21. QO 

12 

18.00 

21.00

Arizona

Credit
Unions

Annual Fee_ 

Mode' 

Number 

Minimum 

Maximum

$20.00
45

0

$ 20.00

$15.00

3

0

$15.00

0

12

0

$15.00

Visa

-APR •

Mode 

Number 

Minimum 

Maximum 

Annual Fee 

Mode 

Number 

Minimum 

Maximum

18.00

43*

12 .00

22.00

3

16.80

19.00

0

18.00

4

18.00

21.00

$20.00 0 $15.00

43 3 3

0 0 0 
$20.00 $10.00 $15.00

21.00 16.80

6 1

21.00 16.80

21.00 16.80

0c 0

6 1

0 0

$15.00 0

★
Three banks reported pricing structures with break rates. 

The minimum of the most likely APRs reported by the group.

Savings 
And Loans

21.00

1

21.00

21.00

0

1

0

0



Arizona, only one S&L offered a credit card— the annual percentage 

rate charged was 21 percent with no annual fee.

Summary. In general, there was considerable variability in credit 

card pricing programs across lenders in both states especially with 

regard to annual fees. The cards were not priced out of line with those 

offered by other banks located outside of the states included in the 

study.
* •

Revolving Credit From Retailers. Retailers represent an important 

source of credit, especially for high-risk consumers who may not qualify 

for cash credit. Consequently, retailers may have justification for

charging higher rates for revolving credit than financial institutions.
-» -  »

However, because their credit programs- must generally compete with 

revolving plans from financial Institutions and because some of the cost 

of credit may be recovered in the markup of merchandise, expected 

the pricing structure of retail revolving credit to be similar to that 

of bank credit cards. To date, however, no retailer has initiated an 

annual fee for a credit card.

Six retailers that were national chains with outlets in Illinois 

and five with outlets in Arizona participated in the study. These were 

typically larg*3 department stores. Six of six respondents in Illinois had 

their own revolving credit program. Four of the five respondents: in Arizona 

offered their own revolving credit plans. In Illinois, the minimum rate 

r\ailable on these plans was 21.00 percent, and the maximum was 23.9 

percent with an average rate of 21.8 percent (Exhibit 10). In Arizona, 

the minimum rate charged on a-retail revolving credit plan was 21.00 

percent with a maximum of 21.6 percent and a mean of 21.2 percent.

5 7
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Revolving Credit From Independent Retailers. Twenty-nine indepen­

dent retailers in Illinois and 47 in Arizona participated in the study.

The respondents from Illinois were generally clothing stores, or depart­

ment stores. The respondents from Arizona were more diverse, including 

jewelers, lumber stores, furniture stores, department stores, and auto 

supply outlets. (One could argue that this sample is not representative 

of the population of merchants and dealers who serve high-risk consumers 

in either state because so few hard-good outlets are represented.) Of 

these retailers, 21 in Illinois offered revolving credit. The modal rate 

(APR) for those plans was 18.00 percent with rates ranging from ten 

percent to 21.60 percent. One retailer charged 18 percent on a balance 

up to $500 and 12 percent on balances above $500.

Thirteen of 47 responding independent retailers: in Arizona managed 

their own revolving credit plan. The modal rata reported by the ten 

retailers reporting a straight rate on their plans was 20.48 percent 

with a minimum of 17.97 percent and a maximum of 24.92. Three reported 

a break rate ranging from 10 to 21 percent on the balance up to the 

breakpoint and 12 percent on the remaining balance.

Closed-end Credit Plans from Retailers. Eight participating retailers 

in Illinois had closed-end credit plans: and 20 retailers in Arizona had 

such plans (Exhibit 11). The rates charged in Illinois, fell between 18 

percent and 21.78 percent. The rates on these contracts fell between 

those charged by banks and finance companies for unsecured personal loans 

of similar size and maturity.

The average rates for closed-end credit plans from retailers in 

Arizona were lower ;han rates for similar loans in Illinois for two types 

of contracts.. These differences can likely be attributed to differences

59
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EXHIBIT 11 

INDEPENDENT RETAILERS 

CLOSED-END RETAIL CREDIT

60

i

ie  ic ic
Illinois Arizona

$500, 12 months

Mean T8.17 20.12

Number 7 11

Minimum 10.00 17.97

Maximum 24.60 27.99.

$1500, 24 months

Mean 21.78 19.43

Number 2 5

Minimum 18.25 12.00

Maximum 25.30 27.99

$1500, 20 months

Mean 21.78 18.77

Number 2 5

Minimum 18.25 12.00

Maximum 25.30 24.92

$2000, 36 months

. * Mean 18.00 20.58

Number 1 4

Minimum 18.00 12.00

Maximum 28.00

*
Nine respondents had r.onrevol ving credit plans.

Twenty respondents had nonrevolving credit plans.



t

in the types of retailers in the samples of the two states. In Arizona 

the rates from retailers ranged from 12.CO percent to 28.00 percent for 

$2000, 36-month contracts.

E. Conclusions

The distributions of "most likely" rates charged for various types 

of consumer credit in two states with no rate ceilings show that the 

level of rates was not inconsistent with the prevailing level of rates in 

the'economy although rates appear to be generally higher in Arizona than 

in Illinois. In both states, the ranges of rates charged by financial 

institutions to nondepositors for various types of loans were surprisingly 

broad, reflecting the different types of lenders making up the market 

and different strategies for competing in the market. Generally, rates 

charged by banks, credit unions and savings and loan associations were 

lower than those charged by independent and national finance companies 

who have historically served the high-risk segment of the market.

The level of rates (APR) charged on bank credit cards was consistent 

with that of rates for similar plans offered by lenders from other states 

and prevailing rates in the economy. There was quite a diversity in the 

assessment of fees, the level of fees and other pricing practices for 

bank credit cards. Rates for closed-end credit from retailers were 

generally higher than rates on similar sized cash loans from banks, but 

lower than rates from finance companies.

61



Restrictions on branch banking in Illinois allows the perpetuation

of about 1200 banks and created a very low concentration of bank assets

in that state. The statewide branching law in Arizona has fostered a

23
banking . structure that is extremely concentrated. Although there 

may be other differences in market conditions in the two states that 

could influence the level of interest rates for consumer credit, we 

concentrated on the effect of the different banking structures in the 

two states. The rate of growth in population was extremely.different 

in two states but there was no indication that the flow of funds into 

Arizona had been impeded. Also, banks' cost of funds: may be different 

across the two states although the savings market is a national one 

where interregional differences in rates paid on savings should be 

small.

The mean most likely rates charged by banks for each of eight types 

of consumer loans (three auto loans, three unsecured personal loans, two 

revolving credit accounts) in the two states are shown below. The means 

were significantly different for five of eight types of credit.

63
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A. Concentration and Bank Loan Rates

Loan Type Illinois Arizona t-value

New auto 14.06 15.80 4.23*

Late model used auto 15.12 16.09 2.32*

Older model used auto 15.96 16.21 .51

$1000, 12-month unsecured 15.92 17.44 2.62*

$2000, 24-month unsecured 16.02 17.36 2.43*

$4000, 36-month unsecured 15.92 17.25 2.24*

Visa 19.98 21.00 .99

MasterCard 19.87 20.25 1.04

^Significant at the five percent level.



For every type of bank credit analyzed, with the exception of

older model used cars and credit cards, average rates in Arizona were

significantly higher than rates for similar loans in Illinois. The

unweighted average significant difference in rates on bank loans in the

two states was 138 basis points with the largest difference occurring

for new auto loans. The average most likely rate for new auto loans

24
was 174 basis points higher in Arizona than in Illinois. Note that

m
the average rate for new auto loans in Illinois was 14.06 compared to 

our estimated benchmark of 14.02 percent.

The relationship between loan rates and bank structure in a state 

is consistent with those documented in earlier studies. Generally, 

greater concentration of banking in a state has been associated with 

higher average loan rates. The explanation of this phenomenon is that 

in a concentrated market a few banks have a great deal of market power 

and can charge higher loan rates thus driving up the average rate charged. 

However, we have evidence that raises some questions about that explanation.

B. Rates and Size of Consumer Loan Portfolio

In this study we measured bank size by the dollar value of consumer

credit outstanding as of December 1982. This measure of size is appropriate

if banks generally operate each loan function as a profit center. The

distribution of respondent banks by size in the two states showed that 

there was a larger percentage of banks with relatively small consumer 

credit portfolios in Illinois than in Arizona.
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Dollar Value Of Consumer Loans

Less than $1 million

$1 - 9.9 million

$10 - 80 million

$30.1 - 999 million

$1 billion or more

Arizona

8%

33

25

25

8
100%

111inois 

14% 

66 
18 

2

100%

The average rates charged to nondepositors for six types of consumer 

loans were calculated for the banks in each state grouped into four 

size categories. (There was only one respondent bank in each state 

with more than $1 billion in consumer loans. To protect the_confiden­

tiality of data provided by these banks, the largest-size group in each 

state-contains all banks with consumer loans totaling more than $80 

million.) These data are shown below:

Average Rates Charged By Illinois Banks

Consumer Loan Portfolio (millions)
<1 million ' 1-10 10.1-80 >80

New car > 48 months 14.6 14.00 13.7 14.6

Late model used car > ‘42-48 months 15,0 15.2 14.7 16.7

Older model used car > 36 months 15.4 16.1 15.8 16.5

Unsecured personal loans:

$1000, 12-month 14.7 16.0 16.4 16.8

$2000, 24-month 14.6 16.1 16.4 16.8

$4000, 36-month 14.7 16.1 16.2 16.8

Average difference between rates 
for group relative to rates for 
> 80 grouo (basis points) -153 -53 1 CO CO 0



Average Rates Charged By Arizona Banks

Consumer Loan Portfolio (millions)

I

<1 million 1-10 10.1-80 >80

New car loan > 48 months 15.0 15.5 15.5 16.2

Late model used car > 42-48 months 15.0 16.1 16.0 16.2

Older model used car > 36 months 15.0 • 16.2 16.5 16.2

Unsecured personal loans:

$1000, 12-month 17.0 17.9 18,0 16.9

$2000, 24-month 17.0 17.6 18.0 16.9

$4000, 36-month 17.0 17.5 17.5 17.0

Average difference between rates 
for banks in Arizona vs. 
Illinois (basis points) +117 + U 2 +138 +20

Average difference between rates 
for group relative to rates for 
> 80 group (basis points) -57 +23 +35 0

On average, rates were higher in Arizona than in Illinois for all 

size categories of banks. However, the difference in average rates 

between the two states was smallest for the banks in the largest size 

category. (The greatest difference in rates from the two groups of 

largest banks occurred for loans for new autos.) This result suggests 

m a t  the differences in average rates charged by banks in the two states 

is not driven by differences in the behavior of the largest banks in 

each state. Even though the Arizona market is extremely concentrated, 

a high level of price competition among the major banks in that market 

may keep rates charged by the banks with the greatest share of the market 

in line with those charged by banks in less concentrated markets.



The variance in average rates across the size categories of banks 

in each state show interesting differences in the intrabank competition 

within each state,, In IT. ,ois, all the group average rates were lower 

than the average rate for the largest size category. The rates from the 

smalles'. sized banks showed the greatest deviation from the rates charged 

by the largest banks. The average races charged by the groups of small 

banks and largest banks were significantly different for all the types 

of loans except new auto.

In Arizona, only the banks in ti.c smallest size category charged 

rates lower than those charged by the banks holding the largest portfolios 

of consumer credit. The banks in the two middle-sized categories charged 

average rates that were higher than the average rates charged by the 

largest banks by approximately 30 basis ooints.

The different pricing strategies followed by the medium-sized banks 

in the two states may explain the differences in average rates. However, 

it is difficult to devise a scenario that explains the differences in 

behavior. Benston showed that average operating costs for both branch 

and unit state banks were U-shaped or upward sloping for several measures 

of bank output [1], He concluded that the optimal size for a bank is 

from ten to 25 million in deposits. If cost of funds is constant across 

banks in a state, the smaller-size banks all enjoy cost advantages over 

the largest sized banks in the unit banking state. But only banks in 

the smallest size category in Arizona enjoy cost advantages over the 

largest-sized banks in that state. It is difficult to understand how 

the medium-sized banks compete for consumer loans in a statewide branching 

state.



An alternative explanation might be that one cannot assume that the 

cost of funds is constant across banks in a state. Perhaps the middle- 

sized banks in Arizona pay relatively high rates on savings to attract 

customers from the large banks in that state and consequently charge 

higher loan rates to nondepositors. Three out of seven banks in the 

size categories of one to 80 million dollars charged different rates to 

nondepositors versus depositors. The average difference in rates charged 

was 50 basis points. However, all of the banks in the largest size 

category offered rates that were different for depositors and non­

depositors.

In summary, we found that, on average, bank rates on consumer loans 

were significantly lower in Illinois relative to' Arizona. TK&re was a 

difference of 20 basis points in average rates charged by the largest 

banks in the two states. However, there were larger differences between 

average rates charged by the medium- and small-sized banks in the two 

states. On average, rates from banks in Illinois that were not in the 

largest size category were lower than those charged by the largest banks. 

This was not true in Arizona where the medium-sized banks charged rates 

higher than those charged by the largest-sized banks. These differences 

in behavior patterns for medium-sized banks in the two states could be 

related to differences in cost of funds or operating costs. However, 

data are not available in this study to perform further analysis of this 

phtnomenon.

I
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C. Rates From Credit Unions

Many credit unions do not have the operating expenses of other

lenders and all are nonprofit organizations. These factors combine to

enable credit unions to offer lower rates on consumer loans than are

available from other lenders. One would not expect to find that size

of institution had a significant effect on rates from credit unions.

However, past studies have found that credit union rates are influenced
«

by the number of bank competitors in the credit union's market. In 

the following analysis, we investigate both questions.

The average rates for consumer loans offered by credit unions in 

Arizona were consistently higher than the rates in Illinois. Signifi­

cance tests of the differences in rates showed that the average rates 

for credit union loans in the two states were significantly different for 

only two classifications, of unsecured personal loans.

Loan Type 

New auto

Late model used auto 

Older model used auto 

$1000, 12-month unsecured 

$2000, 24-month unsecured 

$4000, 36-month unsecured

Illinois Arizona t-value

13.29 14.00 1.18

14.28 14.67 .59

14.51 15.16 .93

14.78 16.29 2.05*

14.81 16.00 ’ 1.43

15.03 16.80 1.99*

^Significant at the five percent level.



In Illinois and Arizona, large credit unions charged lower rates 

for new auto loans than small credit unions. There was not a signifi­

cant relationship oetween rates charged by credit unions for any of the 

types of credit and the number of banks in the market served by the 

credit union. There were no significant differences in average rates 

charged by credit unions operating in small towns versus large cities 

in Illinois. The analysis of rates from credit unions suggest that the 

banking structure in a state has little influence on those rates. Credit 

union rates v/ere generally the lowest rates available in either state and 

reflect historical regulations of rates. Average rates from credit 

unions were not significantly different in the two states except for 

two types of unsecured personal loans. In those cases, rates were 

significantly lower in Illinois than in Arizona.

D. Rates From Savings and Loan Associations

A small number of S&Ls competed in the consumer credit market in 

either state. However, given that these institutions are relatively 

new to the area of consumer lending, these data provide some interesting 

insights into the market positioning strategies adopted by S&Ls.

Loan rates charged by S&Ls in Arizona were significantly higher 

then those charged by S&Ls for similar loans in Illinois. There was 

evidence that large S&Ls in Illinois charged lower rates, relative to 

small S&Ls, for auto loans and mobile home loans but charged higher 

rates for unsecured personal loans. Perhaps large S&Ls positioned 

themselves in the market to gain share in auto loans and mobile home 

loans— both loan types that are relatively less risky than other types
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of consumer credit because of the marketability of collateral on the loan. 

There was no evidence that S&Ls in Illinois charged rates that varied 

according to the number of bank competitors in their local market.

E. Rates From Consumer Finance Companies

Significance tests of differences in average "most likely" rates 

offered by national finance companies showed that average rates 

for unsecured personal loans of $2000 and $4000 was 293 basis..points 

1 ower in Arizona than in Illinois. For other types of locins, rates 

were lower in Arizona but the differences were not significant. Large 

independent finance companies tended to have higher rates than small 

companies in Illinois. Independent finance companies in markets with 

a large number of bank competitors charged higher rates in.general 

than did finance companies serving markets with a small number of 

competitors..

F. Conclusions

The structure of the banking market in a state has been found to 

be significantly related to the cost of credit and other banking services 

in cross-state analyses. In this analysis of the level of prices for 

consumer loans in two states that differed in terms of bank structure, 

average rates for some types of credit were significantly different 

across the states but were not significantly different for others. And 

the results were not consistent across all types of lenders.

Rates of finance charge for revolving credit were not significantly 

different between the states. However, there was notable diversity in 

fees and other requirements on revolving credit accounts both within
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states and across states. In contrast to the results for revolving credit, 

the level of rates for unsecured personal loans differed significantly 

between states for banks, credit unions, and finance companies and within 

states across local markets. The results for auto loans were mixed.

Banks in Arizona, on average, charged significantly higher rates for new 

auto loans than did banks in Illinois. Although there are important 

national competitors in that market, there were still significant inter­

state differences in bank rates for auto loans that may be attributed to 

differences in competitive conditions in markets, that may be traced to 

the structure of banking in the state. Average rates for new auto loans 

from credit unions were not significantly different across states.

The public policy implications of the results cf this study are 

that even in a market with highly concentrated banking there was workable 

competition that kept rates for consumer credit at a level that was 

consistent with the general level of rates in the economy. In a market 

with greater competition among banks, rates for most types of consumer 

credit ^ere significantly lower than those found in the concentrated 

market. Deregulation of rates is typically associated with an increase 

in variation of terms available and this study found a wide range of 

rates available in an unregulated market which highlights the importance 

of credit shopping.
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FOOTNOTES

^New York state had a sunset provision and voted to extend the 25 
percent ceiling in June 1983.

2
Report of the National Commission on Consumer Finance, Consumer 

Credit in the United States, December 1972, p. 117.

3
Legislation to remove rate ceilings in Arizona was approved on 

April 23, 1980. Rate ceilings for certain types of credit and for certain 
types of lenders still existed but these restrictions were not relevant 
to this study.

4
In January 1982, banks in Illinois were granted authority for 

limited branching within that state.

5
State and Metropolitan Area Data Book, U.S. Department of Commerce, 

Bureau'of the Census, p. 449.

g
Donald Jacobs, "The Framework of Commercial Bank Regulation: An 

Appraisal," Studies on Bankinq Competition and the Banking Structure, 
p. 347. '

^State and Metropolitan Area Data Book, U.S. Department of Commerce, 
Bureau of the Census.

O
The rate available to the consumer from these companies at the 

time the data were collected was 11.9 percent for certain models of new 
cars.

g
The series of rates for new auto loans switched from 26-montn loans 

to 48-month loans in February 1983 when the longer term loan became the . 
more common maturity offered.

multiple regression of the commercial bank auto loan rate on the 
Treasury bond rate yielded the following:

Auto loan rate = 6.82 + „56 (3-year Treasury rate) , + 1 . 7 2  (Dumniy - 1)
2 " 1 

R = .95. With this equation, the estimate for the 36-month auto loan
rate for February 1983 from commercial banks is 14.02 percent.

^G.19, Federal Reserve Statistical Release, Federal Reserve Board, 
March 10, 1983.
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FOOTNOTES (continued)

13There is some belief that rates are lowest on the East coast and 
trend upward as one moves West. Consequently, these rates may represent 
the minimum most likely rate for new auto loans fro7" banks during the 
•study period.

^G.'19, Federal Reserve Statistical Release, Federal Reserve Board, 
March 10, 1983.

^ S e e  [8] for an analysis of competition between banks and finance 
companies in Illinois.

similar distribution for each state including only the activity 
of banks is included in Appendix B.

^ Retail Banking Report, Vol. II, Number 8, April 26, 1933, p. 8.

18G.19, Federal Reserve Statistical Release, Federal Reserve Board, 

March 10, 1983.

19The Consumer Rate Journal, Financial Information Center, March 1, 

1983.

28"Finance Companies Expand," American Banker, June 8, 1983, p„ 1.

21The Consumer Rate Journal, The Financial Information Center,

March 1, 1983.

22"Banks to Charge You More for Credit Card Privileges," USA Today.,, 

March 2, 1983.

23The four-firm concentration ratios for direct consumer lending in 
1972 was three percent and 67 percent in Illinois and Arizona, respectively 

[9].

2^The difference in average rates on new auto loans made by banks 
in the two states in 1971 was 179 basis points ([10], p. 119).

12"Bank Cuts Consumer Loan Rates," New York Times., April 7, 1983.
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APPENDIX A: 

SAMPLE QUESTIONNAIRI



Bank Questionaire - m i n o i s

CREDIT RESEARCH CENTER

Tne Credit Research Center, Purdue University is conducting a 
survey of RATES ON CONSUMER CREDIT CONTRACTS in states without rate 
ceilings. Your institution was selected at random to be included in 
the sample for the study, and your cooperation is most important to the 
success of the project. The questions pertain to terms of loans 
issued by your bank to consumers IN THE STATE OF ILLINOIS ONLY. The 
information that you provide will be handled exclusively by personnel 
of the Credit Research Center. The identities of the participants will 
not be disclosed with the results of the study. You may receive a copy 
of the final study at no charge by filling in the form at the end of 
the questionnaire.

A self-addressed, stamped envelope is enclosed for you to return 
the completed questionnaire. A prompt return is critic , since we wish 
to measure finance rates which were charged throughou. the statp during 
the week that you receive the questionnaire (March 28 - April ? . 1983).

Please respond to the following short set of questions.



»

1. First, let us consider the FINANCE RATES charged on loans made to
NON-DEPOSITORS. Please answer the following questions:

a. What is the ANNUAL PERCENTAGE RATE (APR) that you were MOST LIKELY 
to have charged for the following direct loans to consumers? The "most 
likely" rate is that charged on the
largest dollar volume of new loans b, Over the past 30 days, what has
made in each category during the 
period March 28-April 2, 1983.--------

c. Please CHECK box if ] r
majority of loans are Most
at a VARIABLE RATE._^ Likely
I---------------------- Rate

□  0 )  NEW-CAR, $8000, 85% loan-to- 
dealer-cost (wholesale) ratio, 
48-months

□  (2). LATE MODEL USED CAR, (under 
2 yrs.) $5000, 90% loan-to- 
dealer-cost (wholesale) ratio, 
42-48 months

□  (3) OLDER MODEL USEO CAR, (3-4 
yrs.) $3000, 90% loan-to- 
dealer-cost (wholesale) ratio, 
36-months

□  (4) SECOND MORTGAGE LOAN, $10,000, 
5-years, loan-to-equity value 
not greater than 75%: '

(a) APR

(b) POINTS

(5) UNSECURED PERSONAL LOANS:

(1) $1000, 12-month

(2) $2000, 24-month

been the HIGHEST and LOWEST rates 
that your bank has charged on two 
or more contracts to NON-DEPOSITORS?

i Don't 
Provide

Highest Lowest This Type
Rate Rate Of Credit

(Check if appropriate

(3) $4000, 36-month



2. Next, let us consider the FINANCE RATES tharged on loans to YOUR OWN 
DEPOSITORS.

a. IN COMPARISON TO RATES CHARGED TO NON-DEPOSITORS do you 
charge LOWER RATES to depositors as a GENERAL POLICY or 
charge lower rates ONLY TO DEPOSITORS WHO HAVE "PACKAGE 
ACCOUNTS" that provide several services for which the 
customer pays a monthly fee?

YES NO

b. If you answered NO, GO TO QUESTION 3; otherwise, please continue 
with question 2 on the next page.



V

Question 2 - continued

(b-1). What is the ANNUAL PERCENTAGE RATE (APR) that you were HOST 
LIKELY to have charged for the following direct loans TO YOUR OWN DEPOSITORS? 
The "most likely" rate is that
rate charged on the largest 
dollar volume of new loans in each 
category during the period 
March 28-April 2, 1983.-------------

c. Please CHECK box if 
majority of loans are 
at a VARIABLE RATE.

(b-2) Over the past 30 days, what 
has been the HIGHEST and 
LOWEST rates that your bank 
has charged on two or more 
contracts to YOUR OWN 

* DEPOSITORS?

I

Most 
Lik 
Ra .

~r
Highest
Rate

Don't 
Provide 

Lowest This Type
Rate Of Credit

(Check if appropriate)

□  (1) NEW CAR, $8000, 85% loan-to
dealer-cost (wholesale) ratio, 
48-months

□  (2) LATE MODEL USED CAR, (under 
2 yrs.) $5000, 90% loan-to- 
dealer-cost (wholesale) ratio, 
42-48 months.

□  (3) OLDER MODEL USED CAR, (3-4 
yrs.) $3000, 90% loan-to- 
dealer-cost (wholesale) ratio, 
35 months

□  (4) SECOND MORTGAGE LOAN, $10,000 
5 years, loan-to-eauity value 
not greater than 75%:

(.a I APR

'(b) POINTS

(5) UNSECURED PERSONAL LOANS:

(1) $1000, 12-month

(2) $2000, 24-month

(3) $4000, 36-month



3. Does your bank ISSUE BANK CREDIT CARDS (a's direct issuer or as an agent 
bank)? YES _____: a. MasterCard  V I S A ______ (Check both if applicable)

If NO, go to question 10.

4. What is the PREDOMINANT ANNUAL PERCENTAGE RATE (APR) currently charged
on those credit card accounts by your bank to CARDHOLDERS IN THE STATE OF
ILLINOIS?

a. MasterCard %
b. V I S A  %

5. Do you charge an ANNUAL FEE on any of these credit cards?

YES _________  If NO, go to Question 7.

6. What is the PREDOMINANT ANNUAL FEE currently charged by your bank
ON THESE CREDIT CARD ACCOUNTS IN THE STATE OF ILLINOIS?

a. MasterCard $_______per year

b. VISA $ per year

7. Do you REQUIRE a cardholder to maintain a MINIMUM DEPOSIT BALANCE in 
your bank?

 NO

  YES: What is the minimum? $ _______________________________

8. Do you charge a TRANSACTION FEE 'Mch time your bcnk credit card is used
at.retailers or at other points of sale? Y E S _______ If NO, go to question 10.

9. What is the PREDOMINANT TRANSACTION FEE ON THESE CREDIT CARD ACCOUNTS 
IN THE STATE OF ILLINOIS?

a. MasterCard   cents per transaction

b. VISA   cents per transaction.

10. Approximately HOW MANY other different COMMERCIAL BANKS COMPETE WITH YOU 
in your market area for direct consumer loans in the state of Illinois? _____



11. Finally, to help us measure the adequacy of our sample coverage, please 
provide the following;

a. ' Name of your b a n k ________________________________________________________

b. City ___________________________________

c. Approximate DOLLAR AMOUNT OF CONSUMER CREDIT OUTSTANDING (excluding 
first mortgage credit, but NOT excluding second mortgage loans) at your bank 
on December 31, 1982 for office(s) located in Illinois?

$ ________________________________________________________________________

If you wish to receive a copy of the completed stuJy without charge, 
please show below the name and address of the person to whom-it should be 

sent:

Zip Code

Should you have questions or comments, please write or telephone. 

'hank you for your help!

Credit Research Center 
Krannert Graduate School 

of Management 
Purdue University 
West Lafayette, IN 4/907

Robert W. Johnson, Director

 -

A. Charlene Sullivan, Associate Director

(317) 494-4380



VOLUME-WEIGHTED FREQUENCY DISTRIBUTION OF RATES 

ON NEW AUTO LOANS FOR BANKS
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ess »Stocks F
Rainier
by Annette Taylor
Time* Bustncm W riter

Rainier Bancorporation may move its credit card operations from Seattle to Anchorage if the legisla­ture raises or t'<minates interest rate ceilings on charge cards, a bank spokesman said Wednesday." I f Alaska were to raise its credit card rate competitive to that in states like New York, then Alaska will be attractive to banks, especially Rainier, which have operations there," said Chuck Mullen, a Seattle attorney representing Rainier.Despite the lure of possible new jobs here — as many as 1,400, accord­ing to Seri. Joe Josephson, D-Anchor- age, who introduced a bill raising state limits ftom 18 to 24 percent in­terest on churge cards — a consumer group contends that consumers seek­
ing credit would suffer.Maureen Kennedy of the Alaska 
Public Interest Research Group said deregulating all interest rates as pro­posed by Rep. Bob Bettisworth, R-College, in House Bill 246, could re­sult in "loan-sharking.”If that bill became law, interest rates and other fees would be a set by contract between the consumer and lender.

credit card rates
Most small businesses also oppose changing the state's interest rate laws, according to a survey of 3,700 Alaska businesses by the National Federation of Independent Business."In many communities, no compe­tition exists either for banking or re­tail credit,”  said the group’s Alaska 

spokesman, Gary Jenkins of Auke Bay. "Small business owners fear the removal of all lending limits would 
leave no opportunity to borrow money for expansion because of sky- high interest rates."Rainier’s credit administration vice president Terry Potter in Seattle disputed those claims.

He said lenders will tighten their eligibility requirements for consum­ers or withdrusv from the market if they cannot muke a profit on their credit card operations or enough 
money to cover their expenses."The options available to consum­
ers will shrink and give banks like Citicorp a chance to charge to what­ever they choose," M'JIensaid.

“ And the nioney-grabbers back East tahe the;.r profits out of the state; thv funds are not reinvested in 
the community,”  Potter said.Mullen said Washington’s interest rate limitations already have re­

stricted Rainier’s profit margin and its ability to extend credit to consum­ers. Interest rate ceilings are set by 
the state in which the bank or its credit offices is based.Potter said the current maximum rate in Washington is a floating rate of 4 percent above the discount rate set by the Federal Reserve Bank, currently about 9 percent.As a nationally-chartcied bank, Rainier cun invoke the "most fa­vored tenders doctrine," which al­lows a minimum access charge of 15 percent interest. The bank invokes the doctrine when the state limit falls below the going rate of the bank’s cost of funds, Potter said.Rainier once considered moving its credit card operation to Alaska becuuse of the higher ceilings, but found the complex rate structure "more than we could handle," Potter said."You’d have to talking no limit on 
rates for n move," he said. " It ’s a $5 million investment to move up there."But a cap of 24 percent would be worth seriously considering for a pos­
sible move, he added.Josephson said he does not neces­sarily advocate passage of his bill, in­

troduced at Rainier’s request. But, he said, Rainier deserved a hearing.Ralph Bennett of Bettisworth’s staff said he understood Alaska Pub­lic Interest Research Group’s posi­tion that rural areas, which have only one or two banks, might not benefit from deregulation and competition."But you have to consider that with a grain of salt," he said. "Akpirg is a consumer advocacy group and is not in tune with the business commu­
nity.”On the other hand, Jenkins noted that California banks in 1983 were charging 20 to 25 percent interest on small loans while rates in Alaska 
were about 14 percent. California has no interest rate limitations.Rainier bought Peoples Bank & Trust Co. In May and changed the named to Rainier Bank Alaska last December. Rainier Mortgage Co. has operated in Anchorage and Fair­banks since 1972.Rainier’s profit for 1983 was $47.2 million compared with $30.1 million in 1982. Rainier chairman G. Robert Truex Jr. attributed the record earn­
ings to deregulation, which permited Rainier to focus on financial ser­vices.
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In No vernier 1950, the New York Stare Legislature passed, and rhe 

Governor signed into law, the Omnibus Banking Bill. One of irs key 

previsions was rhe elimination of virtually ail inreresr rare ceilings 

except criminal usury, on consumer loans in New York State. However, 

this deregulation of consumer credit interest rates expires June 30, 

1983. Unless the State Legislature acts by that date, the interest 

rare ceilings that had existed prior to passage of this bill will cc 

back into effect.

In order to provide information to the Legislature on the currer. 

and past status of interest rates, charges and fees on consumer loans 

as well as the availability of consumer credit, the Sinking Department 

undertook a survey of financial institutions and others who extend 

credit to consumers in New York State.

This is the second such survey by rhe 3anking Department. The 

first survey was conducted in January-?ebruary 1981 to develop infcrma 

tion on the initial experience with deregulation under the Omnibus 

Banking Bill. The major findings of that first survey were that 

interest rates on consumer credit had risen after passage of the bill 

since the previous rate ceilings had been unreaiistically low; that 

there was an increase in the availability of consumer credit for 

New Yorkers; and that banks were offering a wide range of rates and 

fees, thereby providing consumers with alternative choices which they 

could take advantage of by shopping for credit.

The second survey was conducted in September 1982 when ruestior.-

I.

I. INTRODUCTION
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nairas were sent to both State anc federally chartered financial insti­

tutions in Mew York State, including commercial banks, savings banks, 

savings and lean associations, credit unions and licensed lenders. In 

addition, questionnaires were sent to a if retail stores and

automobile dealers throughout the State. - ses were received from »

more than 72% of the financial institution from a much lower"l ‘ «

proportion of retailers and car dealers (Table 1). Among the banking 

•institutions, a higher rate of response was received from these under 

Stats charter than those under federal charter.

The questionnaires sought information on the "most common11 

interest rate or finance charge to borrowers for various types of 

consumer loans. The "most common" rate or charge was defined as that 

charged on the largest dollar volume of new leans made in that particu­

lar category on the dates indicated cn the questionnaire form. In the 

case of credit cards and other types of revolving credit, data on 

annual fees or ether charges were also requested. In addition, the 

institutions and firms surveyed were asked to indicate whether the 

rates, charges and fees were the same at all their offices or places of 

business in Mew York State; whether they were the same for all borrowers 

regardless of whether the applicant had an established relationship 

with the institution or firm; and whether, since February 193., there 

had been any further liberalisation of credit standards, increased 

participation in consumer lending or larger credit lines made available 

on consumer loans.

Information cn rates, charges and fees was sought for three da.es: 

January I, 1931, which was the final date utilised in the lepartmens's





TABLE  1

NUMBER OF QUESTIONNAIRES SENT OUT 
AND RESPONSES RECEIVED

Number of
Questionnaires 

Sent Cut
Responses
Received

Commercial Banks

Savings Banks

Savings & Loan 
Associations

Credit Unions

Licensed Lenders

Retail Stores

Automobile Dealers

98

160

92

Total

95 55

105 54

33 31

30 15

250 5 3

398 475



II. SUMMARY OF MAJOR F I N D U G S  

The major fir.cincs of the Banking Department's survey a_u the

foilcwinc:

First, because the Omnibus Banking Bill granted additional
sr

consumer lending powers to savings banks and savings and loan u .  -

associations, the number of banking institutions offering consumer 

loans has increased substantially (Chart 1). Many thrift institutions 

are now offering automobile loans on both new and used cars, second 

mortgage loans and unsecured personal instalment loans. As a result, 

there is a greater degree of competition in consumer lending end a 

wider range of choice for consumers among different types of bankinc 

institutions.

While the aggregate dollar amount of consumer loans made by 

thrift institutions is still small relative to the consumer lending 

activity of commercial banks, they are making inroads into this type 

of lending and can be expected to increase their market share in the 

future. Competition and consumer choice can therefore be expected 

to be further enhanced as time goes on.

Second, the survey revealed that there are wide variations in 

rates charted b v  different institutions in the same market area for 

the same_ type of loan, thereby providing consumers with alternative 

choices which they can take advantage of _jv shopping for credit. This 

1 fi best illustrated by the results of the telephone survey made in 

early November 1982 of a sample of large commercial banks in New York 

City and upstate (Chart 2).

In New York City, for example, the current rate structure on



On conventional heme improvement loans, different banks are 
charging rates ranging from 15.5% to 19% for depositors, and 
13% to 21% for others.

On new car loans, the available rates range frcm 14.5% to 13% 
for depositors, and frcm 14.5% to 20% for non-depositors; on 
used car loans, from 16.5% to 19% for depositors, and 17.25% 
to 21% for non-depositors.

major upstate metropolitan areas. Since a n u m b e r ‘of Mew York City 

banks as well as some of the large upstate banks have branches in 

various upstate communities, their races and charges are available in 

many different parts of the State. As a result, there is a broad 

ranee of choices available to the public among banks in every major

metropolitan-area in upstate Mew York. For example, in the Albany 

area, the following range of rates is available frcm bunks with offices 

there:

- On heme improvement loans, rates range frcm 15% to 19% for
depositors, and from 15% to 19.75% for non-depositors.

- Cn new car loans, rates range frcm 14.5% to 13% for depositors
and non-depositors; on used car loans, frcm 15% to 19% for
depositors, and from 15% to 20.5% for non-depositors.

- On second mortgage leans, the rates range from 15.5% to 17% 
for depositors, and from 15% to 17.5% fc r.cn-depositors.

- Or? overdraft checking loans, the rates range frcm 13% to 19.S%; 
on other unsecured personal loans, from 17.5% tc 19% for deposi 
tors, and 19% to 21% for non-depositors.

Substantial variation in rates is also evident in each of the

- On second mortgage loans, the rates range from 14.5% to 17.7% 
for depositors, and 14-5% to ly% for non-depositors.

- On credit cards, rates 
fees ranging frcm zero 
for non-depositors.

range frcm 13% to 19.3%, with annual 
to $20 for depositors, and $12 to $20

- On overdraft checking leans, the rates rar.ge from 13% to 20%; 
cn other unsecured personal loans, from 15% to 19% for deposi­
tors, and frcm 15% to 20.5% for ncn-depositors.



- Cn credit cards, races rar.ce frcm 13% to 19.3% wind annual 
fees ranging frcm S12 no S20.

Similar patterns of variation in races are evidenc among banks

in che Utica, Syracuse, Rochester and Buffalo mecropelican areas.

The figures cited actually understace the degree of variation

in races available to che public since thev do not include all of.

che banks with offices in these_areas. Moreover, since commercial 

banks make the bulk of the consumer loans, the telephone survey was 

limited to those banks and therefore does not include the rates 

available at thrift institutions as well as at other lenders located 

in these a r e a s .

Variation in races is also evident among other types of lenders 

in the consumer credit field, including thrift institutions, licensed 

lenders, automobile dealers and retail stores.

Third, as market interest rates have fluctuated there have beer, 

changes in rates charged on consumer loans. Rates generally increase 

fcr most types of consumer loans during 1981 reflecting the high leve 

of market interest rates throughout most of the year. However, as 

market rates eased off and then fell sharply during the second half o 

1932, many commercial banks, including most of the large banks in 

New York City and upstate, cut their consumer loan rates during 1982

by an average of up to about 1-1/2% (Charts 3, 4 and 5). This was 

particularly evident for automobile loans on both new and used cars, 

home improvement loans, second mortgage loans and unsecured personal 

loans, although about a dore.n banks increased their rates or fees on 

credit cards during 1982. In addition, many thrift institutions 

lowered their rates during 19S2 on automobile loans, home improvement



loans, second mortgage loans and unsecured personal loans. Some ca 

dealers also cut ther.v rates on new and used car loans durir.c 1382.

larger crecit lir.es and tne greater participation in consumer

loan activity bv banks which occurred in early 1931, shortly after 

passage of the Omnibus Banking 3111, has continued since then and 

further liberalization of, a;d participation in, consumer lending 

later in 1981 and in 1982 was reported by a signif_cant number of 

banks (Charts 6 and 7).

The detailed findings of the survey are set forth in Section
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CHART 1

INCREASE IN NUM3ER 0? FINANCIAL INSTITUTIONS 
OFFERINC- VARIOUS TYPES OF LOANS 

SINCE PASSAGE OF 0MNI3US BANKING BILL

New Car Used Car Unsecured
Loans Loans Personal

Loans

Before Passage September
of Omnibus *1982
Banking Bill

Number of Institutions



RANfiE OF RATES ON VARIOUS TYPES OF CONSUMER LOANS 

OFFERED BY COMMERCIAL BANKS IN NEW YORK CITY AND ALBANY AREAS

•’OVEMBER 198 2

C H A R T  2
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CHART 3

NUMBER OF FINANCIAL INSTITUTIONS WHICH REDUCED RATES 

ON VARIOUS TYPES OF CONSUMER LOANS DURING 1982
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PERCENTAGE OE EINANCIAL INSTITUTIONS WHICH REDUCED RATES 

ON VARIOUS TYPES OE CONSUMER LOANS DURING 1902

CHART 4
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CIIAUT 5

AVERAGE RATE REDUCTION HY FINANCIAL INSTITUTIONS 

ON VARIOUS TYPES OF CONSUMER LOANS DURING 1902
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CHART 6 

NUMBER OF FINANCIAL INSTITUTIONS 

WHICH FURTHER LIBERALIZED CONSUMER CREDIT 

SINCE FEBRUARY 1901
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CHART 7

PERCENTAGE OF FINANCIAL INSTITUTIONS WHICH FURTHER LIBERAI.I ZED 

CONSUMER CREDIT SINCE FEBRUARY J'JHl
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III. DETAILED RESULTS Or THE SURVEY 

A. Commercial 3ar.ks

Responses were received from 160 commercial banks, of whicn 130 

were headquartered outside New York City and 30 were headquartered ir. 

the City. Some banks did not report interest rates on all types of 

loans specified in the questionnaire because they did not offer such 

loans. This was particularly true for education loans, second mortgage 

loans and the issuance of credit cards.

Generally, the survey indicated that the average interest rates 

at New York City banks trended upward for most types of consumer loans 

between January 2, 1981 and September 15, 1982. Outside the City,
" A

average interest rates for some types of loans increased during 1931 

and then declined somewhat during 1982 while for other types of credit 

(such as credit cards, overdraft checking and loans secured by savings 

accounts), average rates moved upward both during 1981 and 1982 (Tables 

2 to 5).* Throughout the period covered by the survey, New York City 

bank rates usually averaged higher than those upstate.

However, the sample telephone survey in November 1982 indicared 

reductions in rates for many types of consumer loans since September 15 , 

1982 at almost all of the large New York City and upstate banks con­

tacted. For example, eight of the nine large New York City banks

* The tabulations in this study are based on the rates charged to 
customers who had deposit or loan relationships with the bank, which 
almost invariably were the most common rates on loans made. The 
tabulations as of November 1982 for the sample of banks contacted by 
phone also include, in parentheses, the rates for those borrowers 
who had no other relationships with the banx. This procedure was 
utilized throughout this report.



surveyed by telephone reported reductions in interest rates on various 

types of leans since September 15, 1982 while two banks reported an 

increase in their annual fees on credit cards. The cuts in loan rate? 

applied most frequently to home improvement loans, new and used car 

loans, second mortgage leans, loans secured by savings accounts and 

unsecured personal loans ( ’able 5).

Outside New York City, 13 out of 14 banks contacted by telephone 

indicated that they had cut loan rates since September 15, 1982, 

mainly on heme improvement loans, new and used car leans, second 

mortgage loans, loans secured by savings accounts and unsecured per­

sonal loans (Table 7). Two banks reported an increase in loan rates 

since September 15, cne for overdraft checking loans aid the other for 

used car loans.

There were wide variations in rates charged by banks both in 

Mew York City and upstate. This was evident frcm the ranges in rates 

cited in Tables 2 to 5 for the various dates specified in the ques­

tionnaire. It is further highlighted by the sample telephone survey 

in November 1982, which is summarized in Tables 3 to 13. These 

tabulations indicate that there is a wide range of races available 

to the public among banks in every major metropolitan area in the stats 

including the New York City, Albany, Utica, Syracuse, Rochester and 

Burfalo areas —  underscoring the importance of consumers shopping for 

the best credit deal available.

** In terms of offering new consumer loan services, the major 

change was that by September 1932, 64 banks were offering loans 

guaranteed by the New York State Higher Education Services Corporation

-  1 0  -



to parents of students, which were first instituted in October of 

1921. «  total of 111 banks were making guaranteed loans to students.**

The most substantial increases in rates and fees occurred for 

credit cards. Statewide, on balances over S500 for purchases, the 

average rate increased from 12.7% in January 1981 to 18.5% in September 

1982. On cash advances, the average rate rose frcm 12.3% to 18.4%.

The number of banks statewide charging an annual fee on credit cards 

increased from one in January 1981 to 42 by September 1982. These 

increases generally presented the delayed response to the deregula­

tion of rates by the Omnibus 3anking Bill. In January 1981, most banks 

had not had sufficient time to change rates or institute fees on credit 

cards due to the 30-day advance notice requirements of that law.

Although market interest rates declined during 1982, lowering the 

cost of funds to banks, rates and fees on credit cards have not been 

reduced, and in fact have been increased at some banks during 1982. 

Among the factors cited by various banks as the reasons for this are 

the continuing increases in labor and other costs due to inflation; 

increased losses due to fraud; the unprofitability of credit card 

operations during 1981 when the cost of funds was high so that the 

subsequent decline in the cost of funds only reduced these losses or 

enabled credit card operations to become marginally profitable in 1982;

** The New York State Higher Education Services Corporation reduced 
the maximum rate which can be charged on guaranteed educational 
loans to parents of students from 14% to 12% effective November 1, 
1982. All banks making these loans as well as loans to students, 
for which the maximum was 9%, did so at the maximum rate.

-  1 1  -
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and since operating and handling costs (excluding cost of funds) are 

a much larger percentage of outstanding balances for credit card 

operations than they are for other types of consumer loans, they 

would tend to be less responsive to declines in cost of funds than other 

types of consumer loans. Sufficient data are not available to enable 

an independent evaluation to be made of the significance of these 

factors.

Almost all banks indicated that they charged the same rates at 

all offices and almost two-thirds of the respondents stated that 

their rates were the same for all customers. Among New York City 

banks, however, slightly over half reported that they charged different 

rates for different customers. Generally, persons who had no other 

deposit or loan, accounts with the bank were charged a higher rate on 

their consume1" leans than those who did have such accounts.

With respect to credit availability, the more liberal credit 

standards for consumer lending, the larger credit lines and the 

greater participation in consumer loan activity by banks which occurred 

by early 1981, shortly after passage of the Cmnibus Banking Bill, have 

continued since then. Moreover, a substantial minority (33%) of the 

respondents statewide indicated that they had increased their partici­

pation in consumer lending since February 1981; 17% of the respondents 

(including 43% of the Mew York City banks) raised their maximum lines 

of credit since that date; and 7% of the respondents (including 24% of 

the New York City banks) liberalised their consumer loan standards.
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TABLE 2

ANNUAL PERCENTAGE RATES 
ON HOME IMP ROVE!SET LuANS AND CAR LOANS 

COMMERCIAL BANKS IN NEW YORK STATE

In New York Citv Elsewhere in State
•\

Jan. 2, 
1981

J a n . 2 , 
1982

Sept. 15, 
■■ 1982

Jan. Z, 
1981 '

Jan. 2, 
1982

Sett. 1 
1982

Conventional Home Imorovement Loans

Average Rare 17.91 % 18.50 % 18.49 % 17.03 % 17.87 % 17.72 1
Range of Rates 12.VO- 

21.00
17.00-
20.00

1 4 .SO- 
Cl.00

9.00-
20.00

15.00-
20.00

15.00-
20.00

New Car Loans

Average Rate 17.59 17.80 17.94 .6 .57 17.18 16.90

Range of Rates 12.08-
20.00

15.50-
70.00

15.50- 
20.00

9.00-
20.39

12.50-
20. 00

12.50-
20.00

Loans On Used Cars Under 2 Years Old

Average Rate 17.92 18.34 18.49 17.18 17.8 6 17.74
Range of Rates 13.38-

21.00
17.00-
20.00

16.75-
20.00

9.00-
21.08

13.50- 
20. 00

14. 54- 
20. 00

Loans On Used Ca rs Over 2 Years Old

Average Rate 18. 02 18.63 18.71 17.29 13.05 17.91
Range of Rates 13.38-

21.00
17.00- 
20. 00

16.75-
21.00

9.00- 
21. 08

13.50-
21.75

13.50- 
20. 00
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Average Rate 

Range of Rates

Average Rats 

Range of Rates

Average Rate 

Range of Rates

Average Fee 

Range of Fees

TABLE 3

ANNUAL PERCENTAGE RATES AND FEES
ON C R ED IT  CARDS

COMMERCIAL BANKS IN  NEW YORK STATE

In New York City__________ Elsewhere in State
Jan. 2~ Jan. 2~, Sept. 15, Jan. 2, Jan. 2, Sett.. 1
1981 1982 1982 1981 1982 3.98 2

For Purchases - Balances Ut> to $500 ■ — ■ ■■■ — ■ ■ ■

18.15 % 13.30 % 13.88 % 17.44 % 13.15 % 18.64 %

18.00- 13.00- 13.00- 12.00- 17.50- 13.00-
19.30 19.80 19.80 13.00 19.92 19.92

For Purchases - Balances Over $500

12.65 13.30 13.83 12.75 17.35 13.34

12.00- 18.00- 13.00- 12.00- 12.00- 12.00-
19.80 19.30 19.30 13.00 19.92 19.92

For C_sh Advances

12.60 13.27 13.31 12.15 17.36 13.32.

12.00- 13.00- 13.00- 12.00- 12.00- 12.CO-
19.30 19.30 19.80 15.00 19.92 19.92

Annual Fees

$15.00* $14.50 $15.20 - $24.21 c'.4.45

15.00- 10 .00- 10.00- - 2.0.00- 10. 00-
15.00 15.00 20.00 15.00 15.00

* Only one respondent :n New York City charged a fee on January 2, 1981, 
while none did outside the City.
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Average 

Jtenge o:

Average 

Range of

TABLE 4

ANNUAL PERCENTAGE RATES
ON EDUCATION LOANS

COMMERCIAL BANKS IN  NEW YORK 2" , . l'nTi

_ i_ X n , M e w ^ r ^ c i tv Elsewhere i, state

- i 881 1982 ' T B B 2  ‘

Loans to Parents Guaranteed bv NYSHESC 

Rare ” 14.00 14.00

: Hates - 14.00- 14.00-

Loans .̂o Students Guaranteed bv NYSHESC

Rate 9.00 % 9.00% 9.00 % 9 .00 % 9 .00 % 9 .00 %

: Rates 9 *°°- 9.00- 9.00- 9.00- 9.00- 9 00-

9 *°° 9*00 9-00 9.00 9.00 9.00

14.00 14.00

14.00- 14.00-
14.00 14.00 14.00 14.00
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ANNUAL PERCENTAGE RATES
ON OTHER TYPES OF CONSUMER LOANS

COMMERCIAL BA2&KS IN NEW YORK S'TAT^

T A B L E  5

 In New York Cltv ________
Jan. 2 ,  Jan. 2 ,  Sept. 15/
1981 1982 1982

Elsewhere In State ' 
Jan. 2/ uan. 2 ,  Seot. 1 
1991 1982 i.982

Average Rate 

Range of Rates

Second Mortgage Loans 

13.63 % 18.18 % 17.78 %

12. 00-

15.25
16.50-
19.00

15.50-
19.20

14.94 % 17.34 % 17.27 %

1 2 . 00 -
16.00

15.00-
19.50

14.00-
2 0 . 0 0

Loans Secured by Secular or DOD/DCW Accounts

Average Rate 

Range of Rates

Average Rate 

Range of Rates

16.40

8.25-
2 0 . 0 0

15.32

8.25-
2 0 . 0 0

17.06

10.27-
2 0 . 0 0

13.64

6.25-
19.60

Overdraft Checking Loans 

13.00 17.87 13.34 12.74

12. 00-

18.00
1 2 . 0 0 - 
21.00

1 2 .0 0 -
21.00

1 2 .0 0 - 
20 . 0 0

14.45

6.25- 
20.CO

17. 51

1 2 .0 0 -
2 0 . 0 0

14.49

6.25- 
2 0 . 0 0

17.77 '

1 2 .0 0 -
2 0 . 0 0

Average Rate 

Range of Pates

Unsecured Personal Loans

18.21

13.38-
2 0 .  0 0

13.77

17.00-
2 0 . 0 0

13 .35

16.75-
2 1 . 0 0

17.23

9.00-
21.08

18.14

14.54-
2 1 . 0 0

13.04

1 4.54-
2 1 . 0 0



/

T A B L E  6

C H A N G E S  IN HATES A N D  FEES C H A R G E D  ON C O N S U M E R  LOANS
BY C O M M E R C I A L  B A N K S  IN N E W  Y O R K  CITY

SI N C E  S E P T E M B E R  15, 1982

Bank of New York

New Car Loans 
Second Mortgage Loans

Annual Fee on Credit Cards

Chase Manhattan 3ank, N . A .

Home Improvement Loans 
New Car Loans
Used (under 2 yrs.) Car Loans 
Used (over 2 yrs.) Car Loans 
Second Mortgage Loans 
Loans Secured by Savings Accts. 
Unsecured Personal Loans

Chemical Bank

Home Improvement Loans 
New Car Loans
Used (under 2 yrs.) Car Loans 
Used (over 2 yrs.) Car Loans 
Second Mortgage Loans 
Loans Secured by Savings Accts. 
Unsecured Personal Loans

Annual Fee on Credit Cards

Rates and Fees Charced
S e p t . 15, 19 8  2 November 1982

17.50% (19.00%) 14 .50%(14.50%)
17.50 (19.00 ) 15.50 (17.00 )

None* 1 2 .0 0 *

19.75 18.25
19.25 17.75
18.75 17.25
19.75 18.25
17.00 14.50
19.75 19.00
19.75 19.00

19.00 (2 0 . 0 0  ) 17.50 (18.50
18.50 (19.50 ) 17.00 (18.00
18.50 (19.50 ) 17.00 (18.00
19.00 (2 0 . 0 0  ) 17.50 (13.50 )
18.50 (19.50 ) 16.50 (17.50 )
17.00 15.50
19.50 (20.50 ) 18 . 0 0 (19.00 )

$15 $ 2 0 **

* As of September 15, there was no fee for previous card holders but a 
$12 fee for new card holders. The $12 fee will apply to all card holders 
effective January 1, 1983.

** Effective December 1, 1982.



- 18 -

T A B L E  6 (continued)

C H A N G E S  IN RATES A N D  FEES C H A R G E D  O N  C O N S U M E R  LOANS
BY C O M M E R C I A L  BANKS IN N E W  Y O R K  C I T Y

S I N C E  S E P T E M B E R  15, 1982

Citibank, N . A .

Home Improvement Loans 
New Car Loans
Used (under 2 yrs.) Car Loans 
Used (over 2 yrs.) Car Loans 
Second Mortgage Loans 
Loans Secured by Savings Accts. 
Unsecured Personal Loans

European American Bank*

Home Improvement Loans 
New Car Loans
Used (under 2 yrs.) Car Loans 
Used (over 2 yr 3 .) Car Loans

Overdraft Checking Loans 
Annual Fee on Credit Cards

Irvine Trust Comoanv

No changes in rates. 

Manufacturers Hanover Trust Co.

Rates and Fees Charred
Sept. 15, 1982 November 1982

21.00%(23.00%) 19.00% (21.00%.)
2 0 .0 0 . (2 2 . 0 0 ) 18.00 (2 0 . 0 0 )
2 0 . 0 0 (2 2 . 0 0 ) 18.00 (2 0 . 0 0 )
2 1 . 0 0 (23.00 ) 19.00 (2 1 . 0 0 )
18.86 (2 0 . 8 6 ) 17.05 (19.05 )
2 0 . 0 0 13.00
2 1 . 0 0 (23.00 ) 19.00 (2 1 . 0 0 )

17.50 (2 0 . 0 0 ) 16.50 (19.00 )
17.50 (2 0 . 0 0 ) 16.50 (19.00 )
17.50 (2 0 . 0 0 ) 16.50 (19.00 )
17.50 (2 0 . 0 0 ) 16.50 (19.00 )

16.00
None (None)

13.10
None ($15)

Home Improvement Loans 13.50 (19.50 ) 18.00 (18.00 )
New Car Loans 13.00 U 9 . 5 C  ) 17.00 (18.00 )
Used (under 2 yrs.) Car Loans 13.00 (19.50 ) 16.50 (18.00 )
Used (over 2 yrs.) Car Loans 13.00 (19.50 ) 16.50 (13.00 )
Second Mortgage Loans 19.20 (19.50 ) 17.67 (13.13 )
Loans Secured by Savings A c c t s . 13 . 0 0 16.50
Unsecured Personal Loans 19.50 (2 1 . 0 0  ) 13.00 (19.00 )

* All rate changes effective December 1, 1982. The $15 fee on credit 
cards, effective October 1, 1982, applies only to non-depositors.
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T A 3 L 2  6 (concluded)

CH A N G E S  IN HATES A N D  FEES C H A R G E D  ON C O N S U M E R  LOANS
BY C O M M E R C I A L  B A N K S  IN N E W  Y O R K  C I T Y  .

S I N C E  S E P T E M B E R  15, 1982

National 3ank of North America

Heme Improvement Loans 
New Car Loans
Used (under 2 yrs.) Car Loans 
Used (over 2 yrs.) Car Loans 
Loans Secured by Savings Accts. 
Unsecured Personal Loans

Republic National Bank

Home Improvement Loans 
New Car Loans
Used (under 2 yrs.) Car Loans 
Used (over 2 yrs.) Car Loans 
Loans Secured by Savings Accts. 
Unsecured Personal Loans

Rates and Fees Charted'
Sept. 15, 1982 November 195

18.00% (2 0 .0 0 %) 17.00% (19.00
18.00 (2 0 . 0 0 ) 17.00 (19.00
18.00 (2 0 . 0 0 ) 17.00 (19.00
18.00 (2 0 . 0 0 ) 17.00 (19.00
17.00 16.00
19.00 (2 0 . 0 0 ) 18.00 (19.00

19.00 (2 1 . 0 0  ) IS.50 (20.50
18.00 (2 0 . 0 0  ) 17.50 (19.50
19.00 (2 1 . 0 0  ) 18.50 (20.50
19.00 (2 1 . 0 0  ) 18.50 (2 0 .5C
17.00 16.00
19.00 (2 1 . 0 0  ) 18.50 (20.50

NOTE: Some banks c h a r g e  h i g h e r  rates or fees to p e r s o n s  who have no
d e p o s i t  or o t h e r  r e l a t i o n s h i p s  w i t h  that bank. In the cases w here
this occurs, those h igher rates or fees are i n d i c a t e d  in p a r e n t h e s e s .
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T A B L E  7

CH A N G E S  IN RATES A N D  FEES C H A R G E D  O N  C O N S U M E R  LOANS
3Y L A R G E  C O M M E R C I A L  BANKS IN U P S T A T E  N E W  Y O R K

S INCE S E P T E M B E R  15, 1982

3ankers Trust Co. of Albany, N .A .

Home Improvement Loans 
New Car Loans
Used (under 2 yrs.) Car Loans 
Used (over 2 yrs.) Car Loins 
Second Mortgage Loans 
Loans Secured by Savings Accts, 
Unsecured Personal Loans

Key 3ank, N .A . (Albany)

Home Improvement Loans 
New Car Loans
Used (under 2 yrs.) Car Loans 
Used (over 2 yrs.) Car Loans 
Second Mortgage Loans 
Loans Secured by Savings Accts, 
Unsecured Personal Loans

State 3ank of Albany

Home Improvement Loans 
New Car Loans
Used (under 2 yrs.) Car Loans 
Used (over 2 yrs.) Car Loans 
Second Mortgage Loans 
Loans Secured by Savings Accts, 
Unsecured Personal Loans

Oneida National 3ank (Utica)

Home Improvement Loans 
New Car Loans
Used (under 2 yrs.) Car Loans 
Used (over 2 yrs.) Car Loans 
Second Mortgage Loans 
Unsecured Personal Loans

Rates and Fees Charced
SeDt. 15, IS32 November 1982

18.00 %
17.00
13.00
18.00
13.00 
16.50
13.00

17.00
16.00
17.00
17.00
17.00
16.00 
17.00

17.00
17.00
17.00
17.00 
18.50
17.00
17.00

16.00 
16.00 
16.00 
16.00 
16.50 
16.00 
18 . 0 0

13.00 
13 . 0 0

15.00
13.00
18.00
13.00
13.00

15.00
15.00
15.00
15.00
16.00 
15 .00 
16.00

17.50 
16.00 
13.00 
18 .50
18.50 
13 . 50

17.00 
15 .00 
16.50
16.75
17.75
17.75

Overdraft Checking 13.00 19.30
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TABLE 7 (continued)

CHANGES IN RATES AND FEES CHARGED ON CONSUMER LOANS 
3Y LARGE COMMERCIAL BANKS IN UPSTATE NEW YORK 

SINCE SEPTEMBER 15, 2982

Rates and Fees Charaed
Sepu. 15, 1982 November 1982

Key 3ank of Central New York (Svracuse)

Home Improvement Loans 16.50 %(17.00) 15.75 % (16.25)
New Car Loans 15.75 (16.25) 15.50 (16.00)
Second Mortgage Loans 16.50 (17.00) 16.00 (15.50)
Loans Secured by Savings Accts 18.50 18.00
Unsecured Personal Loans 18.50 (19.00) 18.00 (18.50)

Lincoln First Bank, N.A.-Central Division
(Svracuse)

Home Improvement Loans 15.25 (16.25) 14.40 (15.40)
New Car Loans 14.00 (15.00) 13.40 (14. 4 'D
Used (under 2 yrs.) Car Loans 15.00 (16.00) 14.40 (15.4 0 ;
Used (over 2 yrs.) Car Loans 15.00 (16.00) 14.40 (15.40')
Unsecured Personal Loans 15.50 (16.50) 14.90 (15.9C

Merchants National Bank (Syracuse )

Home Improvement Loans 18.00 17.00
New Car Loans 17. 00 15.50
Used (under 2 yrs.) Car Loans 19. 00 17.00
Used (over 2 yrs.) Car Loans 19.00 17.00
Overdraft Checking Loans 18.00 17.50
Loans Secured by Savings Accts 17.00 16.00
Unsecured Personal Loans 13. 0 0 17.00

Central Trust Comoanv (Rochester)

Home Improvement Loans 18.50 (20.50) 18.00 (2 0 .0 0 )
New Car Loans 17.50 (19.50) 16.00 (18.CO)
Unsecured Personal Loans 18.50 (20.50) 18.00 (2 0 .0 0 )

Used (under 2 yrs.) Car Loans 17.50 (19.50) 18.00 (2 0 .0 0 )
Used (over 2 yrs.) Car Loans 17.50 (19.50) 18.00 (2 0 .0 0 )



T A B L E  7 (continued)

C H A N G E S  IN RATES A N D  FEES C H A R G E D  O N  C O N S U M E R  LOANS
3 Y  L A R G E  C O M M E R C I A L  BANKS IN U P S T A T E  N E W  YORK

SINCE S E P T E M B E R  15, 1982

Lincoln First 3ank, N.A. (Rochester)

Rates and Fees Charced
Seot. 15, 1982 November 1932

Heme Lmprovement Loans 
New Car Loans
Used (under 2 yrs.) Car Loans 
Used (over 2 yrs.) Car Loans 
Loans Secured by Savings Accts. 
Unsecured Personal Loans

19.50 %{20 .50) 
13.00 (19.00)
19.00
19.00
18.00 
19.50

(2 0 .0 0 )
(2 0 .0 0 )

(20.50)

18.00 5(19.00) 
16.50 (17.50)
17.50
17.50
16.50
16.50

(13.50)
(13.50)

(17.50)

Manufacturers Hanover, N.A. (Rochester)

Horae Improvement Loans 
New Car Loans
Used (under 2 yrs.) Car Loans 
Used (over 2 yrs.) Car Loans 
Loans Secured by Savings Accts. 
Unsecured Personal Loans

13 .00
17.00
18.00 
13.00 
13 .00 
13 . 0 0

17.50
15.50
17.50
17.50
17.50
17.50

Security Trust Ccmoanv (Rochester)

Heme Improvement Loans 
New Car Loans
Used (under 2 yrs.) Car Loans 
Used (over 2 yrs.) Car Loans 
Second Mortgage Loans 
Unsecured PersonaL Loans

17.75 (13.25)
16.75
13.75
19.75 
19.00
19.75

(17.75)

(20.75)

15.75 (16.25)
14.75
16.75
17.75
13.75 
13.25

(15.25)
(17.25)
(13.25)

Citibank (New York State), N.A. 
(Buffalo)

No changes in rates.
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T A B L E  7 (concluded)

C H A N G E S  IN RATES A N D  FEES C H A R G E D  ON C O N S U M E R  LOANS
BY  L A R G S  C O M M E R C I A L  B ANKS IN U P S T A T E  N E W  YC._.

S I N C E  S E P T E M 3 E R  15, 1982

Liberty National Bank (3uffaio)

Rates and Fees Charcec
Sect. 15, 1982 November 1982

Home Improvement Loans 
New Car Loans
Used (under 2 yrs.) Car Loans 
Used (over 2 yrs.) Car Loans 
Second Mortgage Loans 
Loans Secured by Savings Accts. 
Unsecured Personal Loans

18.00
18.00
19.00
19.00
18.00
19.00
19.00

17.00
16.50
17.00
17.00
16.50
16.00 
17.00

Manufacturers & Traders Trust Co. 
(Buffalo)

Home Improvement Loans 18.00
New Car Loans 18.00
Used (under 2 yrs.) Car Loans 18.00
Used (over 2 yrs.) Car Loans 18.00
Second Mortgage Loans 18.39
Loans Secured by Savings Accts. 13.00
Unsecured Personal Loans 18.00

Marine Midland Bank, N.A. (Buffalo)

17.00
17.00
17.00
17.00 
16.25
17.00
17.00

Home Improvement Loans
New Car Loans
Second Mortgage Loans

18.00 
18.00 
IS. 0 0

(19.80)
(19.80)
(19.80)

16.00
16.00
16.50

(13.00)
(18.00) 
(16.50)

N O T E : Some b a n k s  c harge h i g h e r  rates to p e r s o n s  who have no d e posit
or o t h e r  r e l a t i o n s h i p s  w i t h  that bank. In the cases where this
occurs, t h o s e  h i g h e r  rates are indicared in parentheses.
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ANNUAL PERCENTAGE PATES 
ON VARIOUS TYPES OF CONSUMER LOANS 

LARGE COMMERCIAL BANKS 
IN NEW YORK CITY 
November 1932

T A B L E  3

Conventional New Used
Home Improvement Car Car

Loans Loans Loans*

Bank of New York 13.25 % 
(19.75)

14.50 % 19.00 % 
(20.50)

Chase Manhattan 
Bank, N.A.

19.25 17.75 17.25-13.25

Chemical Bank 17.50 17.00 17.00-17.50
(13.50) (13.00) (18.00-18.50)

Citibank, N.A. 19.00 13.00 13.00-19.00
(2 1 .0 0 ) (2 0 .0 0 ) (2 0 .0 0 - 2 1 .0 0 )

European American 16.50 16.50 16.50
3ank (19.00) (19.00) (19.00)

Irving Trust Co. 17.75 17.75 17.75
(19.00) (18.00) (13.00)

Manufacturers Hanover 18.00 17.00 16.50
Trust Co. (13.00) (13.00)

National Bank of 17.00 17.00 17.00
North America (19.00) (19.00) (19.00)

Republic National 13.50 17.50 13.50,
3ank (20.50) (19.50) (20.50)

* .Vhere two used car rates are indicated for any one bank, the first 
_s i.or loans on used cars less than 2  years old; the second is for 
loans on cars 2  years old or more.
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TABLE 3 (continued)

ANNUAL PERCENTAGE RATES 
ON VARIOUS TYRES OF CONSUMER LOANS 

LARGE COMMERCIAL BANKS 
IN NEW YORK CITY 
November 1982

Second
Mortgage

Loans

3ank of New York 15.50 *%
(17.00)*

Chase Manhattan 
3ank, N.A.

Chemical 3ank 

Citibank, N.A.

14.50

16.50 ** 
(17.50)**

17.05
(19.05)

European American - 
Bank

Irving Trust 
Co.

Manufacturers 17.67 
Hanover Trust (18.18) 
Co.

National 3ank 
of North 
America

Republic 
National Bank

Loans Secured 
by

Savings Accts,

17.50 %

19.00

15.50

18.00

10.27

17.75

16.50

16.00

16.00

Overdraft
Checking
Loans

19.80 %

19.50

19.50

19.50 

18.10

18.00

19.80

18.00

18.00

Unsecured
Personal
Loans

19.00 %
(20.50)

19. 00

18.00
(19.00)

19.00
(2 1 . 0 0 )

17.50
(2 0 .0 0 )

13.75
(19.00)

18.00
(19.00)

18.00
(19.00)

18 .50
(20.50)

Plus 3 points. 

Plus 2 points.
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TABLE 8 (concluded)

ANNUAL PERCENTAGE RATES AND FEES 
ON CREDIT CARDS 

LARGS COMMERCIAL BANKS 
IN NEW YORK CITY 
November 19 8  2

Credit Card

Bank of New York

Chase Manhattan 3ank, 
N.A.

Chemical Bank

Citibank, N.A.

European American 
3anic

Irvir.c Trust Co.

Manufacturers Hanover 
Trust Co.

National 3ank of 
North America

Republic National 
Bank

Purchases

19.80 %

13.00

19.50

19.80

l'a .o o

19.80

19.80

19.00

Cash
Advances

19.30 %

18.00

19.50

19.80

13.00

19.30

19.30

19.00

Annual
Fees

$12.00

15.00

2 0 . 0 0

20.00

None
(15.00)

2 0 . 0 0

15.00

None
(15.00)

Ocher
Charcres

25 cents per 
cash advance

75 cents pe 
cash advanc

25 cents per 
cash advance

NOTE: Seme banks charge higher rates to persons who have no deposit
or other relationships with that bank. In the cases where this 
occurs, those higher rates are indicated in parentheses. Some 
rates and fees indicated in this Table are effective December 1, 
1982 or January 1, 1983.



T A B L E  9

ANNUAL PERCENTAGE RATES ON CONSUMER CRE DIT
LARGE COMMERCIAL BANKS

WITH OFFICES IN THE ALBANY METROPOLITAN
November 1982

Conventional New Used
Eome Imprcvemen t Car Car

Loans Loans Loans

Bankers Trust of Albany, 17.00 % 16.00 % 17.00 %
N.A.

Key 3ank N.A. 16.00 16.00 16.00
State Bank of Albany 15.00 15.00 15. 00
Bank of New York 13.25 14.50 19.00

(19.75) (20.50)
Chemical Bank 17.50 17.00 17.00-17.50

(18.50) (18.00) (18.00-18.50
Citibank (New York State) 19.00 18.00 19.00
N.A.

Manufacturers Hanover, 17.50 15.50 17.50
N.A.

Marine Midland Bank, N.A. 16.00 16.00 18.00
(13.00) (18.00) (19.80)

Second
Mortgage

Loans

Loans Secured 
by

Savincs A c c t s .

Overdraft
Checking
Loans

Unsecure 
Persona 
Loans

Bankers Trust of 17.00 % 16.00 % 18.00 % 17.00
Albany, N.A.

Key Bank N.A. 16.50 16.00 18.00 16.00
State 3ank of 16.00 16.00 18.00 16. 0 0

Albany
Bank of New York 15.50 * 

(17.00)*
17.50 19.30 19. 00 

(20.50)
Chemical 3ank 

Citibank (New

16.50 ** 
(17.50)**

15.50 19.50 18.00 
(19.00)

York State), 16.75 - 2 0 . 0 0 19. 00
N.A.

Manufacturers - 17.50 18.00 17.50
Hanover, N.A.

Marine Midland 
Bank, N.A.

16.50 18.00 19.80 18.00
(19.80)

* Plus 3 p o i n t s .

** Plus 2 points.



T A B L E  9 (concluded)

WITH

Bankers Trust of 
Albany, N.A.

Key Bank N.A.

State Bank of Albany

Bank of Hew York

Chemical Bank

Citibank (New York 
State), N.A.

Manufacturers 
Hanover, N.A.

Marine Midland 19.80
3ank, N.A.

% 13.00 % $15.00

13.00 15.00

13.00 15.00

19.30 12.00

19.50 20.00

19.30 20.00

19.80 15.00

ANNUAL PERCENTAGE RATES ON CONSUMER CREDIT 
LARGE COMMERCIAL 3ANKS 

OFFICES IN THE ALBANY METROPOLITAN AREA 
November 1982

___________________ Credit Card_______
Cash Annual

Purchases Advances Fees

18.00

13.00

18.00 

19.30 

19.50

19.80

Other
Charces

75 cents per 
cash advance

N O T E : Some banks c harge higher rates to persons who have no d e p o s i t
or o t h e r  r e l a t i o n s h i p s  w i t h  that bank.' In the cases w h e r e  this
occurs, those h i g h e r  :.~ites are i n d i cated in paren t h e s e s .
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TA3LS 10

ANNUAL PERCENTAGE RATES AND CHARGES ON CONSUMER CREDI
LARGE COMMERCIAL BANKS 

WITH OFFICES IN THE UTICA METROPOLITAN AREA 
November 1982

Conventional New Used
Home Improvement Car Car

Loans Loans Loans

Oneida National Bank 17.00 % 15.00 % 16.50-
Bankers Trust of Albanv, 17.00 16.00 17.00
N.A.

Chemical 3ank 17.50 17.00 17.00-

Citibank (New York Stare)
(18.50) (18.00) (13.DO-
19.00 18.00 19.00

N.A.
Key Bank of Central N.Y. 15.75 15.50 17.50

(16.25) (16.00) (18.00)
Lincoln First Bank, N.A. 14.40 13.40 14.40
(Central) (15.40) (14.40) (15.40)

Marine Midland Bank, N.A. 16.00 16.00 18.00
(18.00) (18.00) (19.80)

Second Loans Secured Overdraft
Mortgage by Checking

Loans Savings Accts • Loans

Oneida National 17.75 % 13.00 % 19.80 %
Bank

Bankers Trust of 17.00 16.00 18.00
Albany, N.A.

Chemical 3ank 16.50 * 15.50 19 .50
(17.50)*

Citibank (New 16.75 —
2 0 . 0 0

York Stats), 
N.A.

Key Bank of 16.00 18.00 18 . 0 0

Central N.Y. (16.50)
Lincoln First — lu no
Bank, N.A. 
(Central)

Marine Midland 16.50 18.00 19.80
3ank, N.A.

16.75 %

17.50
18.50)

Unsecured
Personal
Loans

17.75 %

17.00

18 . 0 0  

(19.00) 
19. 00

18.00 
(18.50) 
14 .90 
(15.90)

IS.00 
(19.80)

Plus 2 points.
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TABLE 10 (concluded)

ANNUAL PERCENTAGE RATES AND CHARGES ON CONSUMER CREDI'
LARGE COMMERCIAL BANKS 

WITH OFFICES IN THE UTICA METROPOLITAN AREA 
November 1932

Credit Card

Oneida National 3ank

Bankers Trust of 
Albany, N.A.

Chemical Bank

Purchases

19.80 %

18.00

19.50

Cash
Advances

19.30 %

13.00

19.50

Anruai
Fees

$15.00

15.00

2 0 . 0 0

Citibank (New York 
State), N.A.

Key 3ank of Central 
N.Y.

Lincoln First 3ank, 
N.A. (Central)

Marine Midland 
Bank, N.A.

19.90

19.30 

19.50

19.30

19.30

19.30

19.50

19.90

2 0 . 0 0

15.00

15.00

15.00

Other
Charces

75 cents per 
cash advance

N C T E : Seme banks charge h igher rates to persons who have .no d e u o s i t
or o t h e r  r e l a t i o n s h i p s  with that bank." In the cases w h e r e  chis
occurs, those h i g h e r  rates are indicated in parentheses.
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TABLE II

ANNUAL PERCENTAGE RATES AND CHARGES ON CONSUMER CREDIr
LARGE COMMERCIAL BANKS 

WITH OFFICES IN THE SYRACUSE METROPOLITAN AREA
November 1982

Conventional New Used
Home Improvement Car Car

Loans Loans Loans

Key Bank of Central 15.75 % 15.50 % 17 .50 %
New York (16.25) (16.00) (IS.00)

Merchants National 17.00 15.50 17.00
Bank

Bank of New York 18.25 14.50 19.00

Bankers Trust of
(19.75) • (20.50)
17.00 16.00 17.00

Albany, N.A.
Chemical 3ank 17.50 17.00 17.00-17.50

Citibank (New York
(18.50) (18.00) (18.00-18.50
19.00 18 . 0 0 19.00

State), N.A.
Lincoln First Bank, 14.40 13.40 14.40
N.A. (Central) (15.40) (14.40) (15.40)

Manufacturers Hanover, 17.50 15.50 17.50
N.A.

Marine Midland 3ank, 16.00 16.00 13.00
N.A. (18.00) (18.00) (19.80)

Oneida National 3ank 17.00 15. 00 16.50-16.75
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TABLE 11 (continued)

ANNUAL PERCENTAGE RATES AND CHARGES ON CONSUMER CREDIT
LARGE COMMERCIAL BANKS 

WITH OFFICES IN THE SYRACUSE METROPOLITAN AREA
November 1982

Second
Mortgage

Loans

Key Bank of 16.00 %
Central New Y o r k (16.50)

Merchants 
National 3ank

Bank of New York 15.50 *
(17.00)*

3ankers Trust of 17.00 
Albany, N.A.

Chemical Bank

Citibank (New 
York State), N.A.

Lincoln First 
3 a n k , N.A. 
(Central)

Manuf actur er s 
Hanover, N.A.

Marine Midland 
3ank, N.A.

Oneida 
National Bank

16.50 **
(17.50)**

16.75

16.50

17.75

Loans Secured 
by

Savincs Accts.
t

18.00 %

16. 0 0

17.50

16.00

13.50

17.50

13.00 

13 .00

Overdraft
Checking
Loans

18.00 %

17.50

19.30

18.00

19.50

2 0 . 0 0

13.00

13 .00

19.30

19.30

Unsecured
Personal
Loans

18.00 %
(18.50)

17.00

19.00
(20.50)

17.00

18.00
(19.00)

19.00

14.90
(15.90)

17.50

18.00
(19.80)

17.75

* Plus 3 points.

** Pius 2 points.



T A B L E  11 (concluded)

ANNUAL PERCENTAGE RATES AND CHARGES ON CONSUMER CREDIT
LARGE COMMERCIAL BANKS 

WITH OFFICES IN THE SYRI- ’.USE METROPOLITAN AREA
November 1982

Credit Card

Key Bank of Central 
New York

Merchants National 
3ank

Bank of New York

Bankers Trust of 
Albany, N.A.

Chemical Bank

Citibank (New York 
State), N.A.

Lincoln First Bank, 
N.A. (Central)

Manufacturers Hanover, 
N.A.

Marine Midland 3 a n k , 
N.A.

Oneida National 3ank

Purchases

19.80 %

19.80 

18.00

19.50

19.80

19.50

19.80

19.80

Casn
Advances

19.80 %

19.80

18.00

19.50

19.80

19.50

19.80

19.80

Annual
Fees

$15.00

12.00

15.00

2 0 . 0 0  

2 0 . 0 0  

15.00

15. 00

15.00

Other
Charces

75 cents p 
cash advan

NOTE: Some banks c h a r g e  h i g h e r  rates to p e r s o n s  who have no d e p o s i t
or o t h e r  r e l a t . o n s h i p s  w i t h  that bank. In the cases w h e r e  thus
occurs, those h i g h e r  rates are i n d i c a t e d  in parentheses.



T A B L E  12

ANNUAL PERCENTAGE RATES AND CHARGES ON CONSUMER CREDIT
LARGE COMMERCIAL BANKS 

WITH OFFICES IN ROCHESTER METROPOLITAN AREA
November 1982

Central Trust Co.

Lincoln First 3ank, N.A.

Manufacturers Hanover, N. 
Security Trust Co.

A.

Chemical Bank

Citibank (New York State) 
N.A.

Key Bank of Central N.Y.

Liberty National Bank 
Marine Midland Bank, N.A.

Oneida National Bank

Conventional New Used
me Improvement Car Car

Loans Loans Loans

18.00 % 16.00 % 18.00 %
(2 0 .0 0 ) (18.00) (2 0 .0 0 )
18.00 16.50 17.50
(19.00) (17.50) (18.50)
17.50 15.50 17.50
15.75 14.75 16.75-17.75
(16.25) (15.25) (17.25-13.25)
17.50 I '7 . 0 0 17.00-17.50
(18.50) (13.00). (18.00-18.50)
19.00 18.00 19.00

15. ■’5 15.50 17.50
(16.25) (16.00) (18.00)
17.00 16.50 17.00
16.00 16 . 0 0 18.00
(13.00) (18.00) (19.80)
17.00 15.00 16.50-16.75



ANNUAL PERCENTAGE RATES AND CHARGES ON CONSUMER CREDIT
LARGE COMMERCIAL BANKS 

WITH OFFICES IN ROCHESTER METROPOLITAN AREA
November 1982

T A B L E  12 (continued)

Central Trust 
Co.

Lincoln First 
Bank, N.A.

Manufacturers 
Hanover, N.A.

Security Trust 
C o .

Chemical 3ank

Second
Mortgage

Loans

13.75 %

16.50 * 
(17.50)*

Citibank (New 16.75 
York State), N.A.

Key 3ank of 
Central N.Y.

16.00
(16.50)

Liberty National 16.50 
Bank

Marine Midland 16.50 
3ank, N.A.

Aneida National 17.75 
Bank

Loans Secured 
by

Savinas Accts.

16.50 %

17.50

15.50

18.00 

16.00 

18. 0 0  

13.00

Overdraft Unsecured
Checking Personal 
Loans Loans

18.00 % 

18.00 

18.00 

18.00 

19.50 

2 0 . 0 0

13.00

18.00

19.80

19.80

18.0C % 
(2 0 .0 0 )

16.50
(17.50)

17.50

18.25

18 . 0 0  

(19.00)

19.00

18.00
(18.50)

17. 00

18 . 0 0  

(19.80)

17.75

* Plus 2 points.
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ANNUAL PERCENTAGE RATES AND CHARGES ON CONSUMER CREDIT
LAJ5E COMMERCIAL 3ANKS 

WITH OFFICES IN ROCHESTER METROPOLITAN AREA
November 1982

TA B L E  12 (concluded)

Credit Card

Central Trust Co.

Lincoln First 3ank, 
N.A.

Manufacturers Hanover, 
N.A.

Security Trust Co. 

Chemical 3ank

Citibank (New York 
State), N.A.

Key 3ank of Central 
N. Y.

Liberty National 
3ank

Marine Midland 3ank, 
N.A.

Oneida National Bank

Purchases

18.00 %

19.50

Cash
Advances

18.00 %

19.50

16.00-18.00 * 16.00

19.50

19.30

19.30

18.00

19.80

19.30

19.50

19.30

19.80 

‘.8 . 0 0

19.30

19.80

Annual
Fees

615.00

15.00

2 0 . 0 0

2 0 . 0 0

15.00

15.00

15.00

15.00

Other
Charces

7 5 cents pe: 
cash advenes

* 18% on first 6500; 16% over 5500.

NOTE; Some banks c h a r g e  higher rates to persons who have no d e p o s i t
o r  o t h e r  r e l a t i o n s h i p s  w i t h  that bank.* In the cases w h e r e  thus
occurs, those h i gher rates are indicated in parentheses.
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TABLE 13

ANNUAL PERCENTAGE RATES AND CHARGES ON CONSUMER CREDIT
LARGE COMMERCIAL BANKS 

WITH OFFICES IN THE BUFFALO METROPOLITAN AREA
November 1982

Conventional New Used
Home Improvement Car Car

Loans Loans Loans

Citibank (New York State), 19.00 % 18.00 % 19.00 %
N.A.

Liberty National Bank 17.00 16.50 17. 00
Manufacturers & Traders 17.00 17.00 17.00
Trust C o .

Marine Midland Bank, N.A. 16.00 16.00 18.00
(18.00) (18.00) (19.80)

3ank of New York 18.25 14.50 19.00
(19.75) (20.50)

Chemical 3ank 17.50 17,00 17.00- 17.50
(18.50) (18.00) (13.00- 18.50)

Manufacturers Hanover, 17.50 15.50 17.50
N.A.

i

Second Loans Secured Overdraft Unsecurei
Mortgage by Checking Persona

Loans Savinas Accts ■ Loans Loans

Citibank (New 16.75 % 2 0 . 0 0  % 19.00
York State), N.A.

Liberty National 16.50 16,00 % 18.00 17.00
Bank

Manufacturers & 16.25 17.00 19.80 17.00
Traders Trust
C o .

Marine Midland 16.50 18.00 19.80 18 . 0 0

Bank, N.A. (19.80)
Bank of New York 15.50 * 17.50 19.80 19.00

(17.00)* (20.50)
Chemical Bank 16.50 ** 15.50 19.50 18.00

(17.50)** (19.00)
Manufacturers 17.50 18.00 17.50
Hanover, N.A.

* Plus 3 points.

** Plus 2 points.
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ANNUAL PERCENTAGE RATES AND CHARGES ON CONSUMER CREDI'
LARGE COMMERCIAL BANKS 

WITH OFFICES IN THE BUFFALO METROPOLITAN AREA
November 1982

T A B L E  13 (concluded)

Credit Card
Cash Ann?jal

Purchases Advances Fees

Citibank (New York 19.80 % 19.80 % $20.00
State), N.A.

Liberty National Bank 13.00 18.00 15.00

Manufacturers & Traders 19.30 19.80 15.00
Trust Co.

Marine Midland Bank, 19.80 19.30 15-00
N.A.

3ank of New York 19.80 19.30 12.00

Chemical Bank 19.50 19.50 20.00

Manufacturers Hanover, 
N.A.

* Plus 3 points.

** Plus 2 points.

Other
Charges

7 5 cents per. 
cash advance

NOTE: Some banks charge higher rates to persons who have no deposit
or other relationships with that bank. In the cases where this 
occurs, those higher rates are indicated in parentheses.



3. Savincs Banks

Responses were received from 92 savings bahks, of which 63 were 

headquartered outside New York City and 29 were headquartered in the 

City. Some of the banks did not report interest rates on all types of 

loans for all the dates specified in the questionnaire either because 

they were not legally empowered to make such loans or did not offer 

certain types of loans.

The survey revealed that interest rates on home improvement, 

automobile, second mortgage and unsecured personal loans declined 

somewhat on average during 1982, while rates trended upward during the 

period covered by the survey in the case of loans secured by savings 

accounts and overdraft checking loans (Tables 14 to 16). For most 

types of loans, rates in New York City usually averaged higher than 

those upstate and there were substantial variations in rates charged by 

different institutions.

On conventional home improvement loans, the average interest rate 

statewide rose from 15.6% on January 2, 1981 to 18.6% by January 2, 1982. 

However, many banks reduced their rates during 1982 so that the average 

declined to 17.8% by September 15, 1982.

A similar pattern was evident in 1982 for rates on automobile 

loans, both for new and used cars, which declined on average during 

1982. As a result of the Omnibus Banking Bill granting savings banks 

the authority to make automobile loans, 67 savings banks statewide 

were offering new car loans by September 1982, and 55 were making used 

car loans.
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Thera was also a substantial number of institutions statewide 

offering second mortgage loans (61 banks) and unsecured oersonal
f

instalment leans (60 banks) by September 1982. The average rate on 

these loans declined during 1982 as many banks reduced their rates.

In the case of instalment loans secured by regular savings or 

DOD/DOW accounts, as well as overdraft checking, average rates 

trended upward during the pericd covered by the survey. The number 

of savings banks offering overdraft checking services increased from 

37 to 46 between January 1981 and September 1982. Almost none of the 

banks offer credit card plans.

The rates charged on educational loans to students, or to parents 

of students, guaranteed by the New York State Higher Education Services 

Corporation, were all at the legal maximum during the pericd covered 

by the survey. Educational loans to parents of students, guaranteed 

by the NYSHESC starting in October 1981, were being offered by 46 

savings banks by September 1982. Ninety-two banks were making 

guaranteed loans to students.

All respondents indicated that their loan rates were uniform at 

all offices and most indicated that their rates cn any given type of 

loan were the same for all customers. Those that reported differences 

indicated that non-depositors paid a higher rate than depositors.

Most savings banks reported that they had not altered their 

credit standards or increased their maximum credit lines since 

February 1981. However, three-quarters of the banks indicated that 

they had increased their participation in consumer lending. This 

largely reflected the fact that, as indicated previously, the number



cf savings banks making car loans, seco. i mortgage loans, overdraft 

loans, unsecured personal loans and educational loans to parents of 

students rncreaseo during the period covered bv the survev.

The telephone survey mad. in November 1982 of a sample of 

New York City and upstate savings banks indicated that five of the 

six banks contacted had cut certain of their consumer loan rates 

since September 15, 1982. These rate cuts were mainly on home improve 

ment loans, automobile loans, second mortgage loans and unsecured 

personal loans (Table 17). A wide range of rates was also evident 

(Table I S ) .
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Average Hate 

Range of Rates

Average Rate 

Range of Elates

Average Elate 

Range of Rates

Average Rate 

Range of Rates

TABLE 14

ANNUAL PERCENTAGE FATES 
ON HOME IMPROVEMENT LOANS AND CAR LOANS 

SAVINGS 3ANKS IN NEW YORK STATE

In New York City    Elsewhere in State
Jan. 2, Jan 2, Sern:. 15, Jan. 2, Jan. 2, Seot. 
1931 1982 '198 2 1981 1982 'l9S2

Conventional Home Improvement Loans 

15.22 % 19.33 % 13.41 % 15.68 % 18.35 % 17.60

12.00- 17.00- 17.50- 11.90- 16.00- 14.00-
19.00 21.00 20.00 19.00 22.00 20.00

New Car Loans

18.25 17.90 - 17.63 17.00

17.00- 16.75- - 16.00- 14.00-
19.50 19.00 20.00 19.00

Loans on Cars Less Than 2 Years Old

19.95 18.41 - 13.27 17.67.

17.50- 17.00- - 17.00- 14.00-
2 0 . 0 0  2 0 . 0 0  2 0 . 0 0  19.50

Loans on Cars 2 Years Old or More

19.00 13.50 - 13.44 17.33

17.50- 17.50- - 17.00- 14.00-
20.00 20.00 22.00 21.00



Average Rate 

Range of Rates

Average Rate 

Range of Rates
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?a b ;

ANNUAL PERCENTAGE RATES 
ON EDUCATION LOANS 

SAVINGS BANKS IN NEW YORK STATE

In New York City Elsewhere in i
Jan. 2, Jan. 2, Sepr. 15, Jan. 2, Jan. 2, 
1981 1982 1982 1981 1932

Loans to Students Guaranteed by NYSHESC

9.00 % 9.00 % 9.00 % 9.00 % 9.00 %

9.00- 9.00- 9.00- 9.00- 9.00-
9.00 9.00 9.00 9.00 9.00

Loans to Parents Guaranteed bv NYSHESC

14.00 14.00 - 14.00

14.00- 14.00- - 14.00-
14.00 14.00 14.00

tate 
S e D t . . 

1982

9.00 •

9.00-
9.00

14.0.

14.0 
14 .



Average Rate 

Range of Rates

Average Rate 

Range of Rates

Average Rate 

Range of Rates

Average Rate 

Range of Rates
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TABLE 16

ANNUAL PERCENTAGE RATES 
ON OTHER TYPES C? CONSUMER LOANS 
SAVINGS BANKS IN NEW YORK STATE

—----  -̂ev -cr-< C r t v __________  Elsewhere in State
ufo* 2 ' 2 ' S e p tT T T T  Jan. 2 , Jan"." 2 , Sent. 1.
— a.9.9! I " 2  1982 1981 1982 1982'

Second Mortrace Loans

13.69 % 17.98 % - 18.20 % 17.54 %

17.00- 15.75- - 16.00- 15.00-
20.25 20.25 19.50 20.57

Loans Secured bv Regular or COD/DCW Accounts

9.27 % 11.27 11.45 10.46 % 12.33 12.40

7.50- 7.50- 6.50- 6.50- 6.50-
16.00 19.00 19.00 16.00 19.00 19.00

Overdraft Checking Leans

12.50 16.13 17 .67 12.41 16 .50 17.11-

12.00- 12.00- 12.00- 12.00- 12.00- 12.GO-
13.00 13.00 19.00 13.00 20.00 20.00

Unsecured Personal Loans

19.45 19.21 - ia.70 13.13

18.50- 13.00- - 17.00- 14.00-
20.aG 20 .50 22.00 21.00
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T A B L E  17

CHANGES IN RATES CHARGED BY SAVINGS BANKS 
ON CONSUMER LOANS 

SINCE SEPTEMBER 15, 1982

Rates Charred 
Sept. 15, 1982

Dine Savings 3ank of N. Y.

Home Improvement Loans 
New Car Loans 
Unsecured Personal Loans

Dry Dock Savings 3ank

Home Improvement Loans 
New Car Loans
Used (under 2 yrs.) Car Loans 
Used (over 2 yrs.) Car Loans 
Loans Secured by Savings Accounts 
Unsecured Personal Loans

Seamen's Bank for Savincs

No changes in rates.

Empire of America, F.S.A.

Home Improvement Loans 
New Car Loans 
Used Car Loans 
Second Mortgage Loans

Rochester Savincs Bank

Heme Improvement Loans 
New Car Loans 
Used Car Loans 
Second Mortgage Loans

Syracuse Savings Bank

New Car Loans 
Used Car Loans 
Second Mortgage Loans:
Unsecured Personal Loans

17.5 % 
19.0
19.5

18.5 (20.5) 
18.0 (2 0 .0 )
18.5 (20.5) 
18 .5 (20.5) 
16.0
18.5 (20.5)

18.5 
17.0
18.5 
15.4

17.5
18.0
18.0
16.0

18.0
18.0
18.0
18.0

November 1982

17.0 %
17.0
18.0

17.0(19.0) 
15.5(17.5) 
16.5(18.5) 
17.0(19.0) 
14.5 
17.0(19

16.5
15.5
17.5
13.5

15.5
16.5
16.5 
14.0

16.0
16.0
16.0
16.0

N O T E : Dry Dock Savings Bank charges higher rates cn certain loans to
persons who have no deposit relationship with the bank. In the cases 
where this occurs, those higher rates are indicated in parentheses.



T A B L E  13

ANNUAL PERCENTAGE RATES 
ON CONSUMER LOANS 

SELECTED SAVINGS 3ANKS 
IN NEW YORK STATS 

November 1982

Conventional 
Home Improvement 

Loans

New York City 3anks

Dime Savincs Bark of N.Y. 
Dry Dock Savings Bank

Se a m e n 's 3ank for 
Savings

Upstate 3anks

Rochester Savings 3ank 
Syracuse Savings Bank 
Empire Savings, F.S.A. 
(3uffalo)

Second
Mortgage

Loans

New York City 3anks

Dime Savincs Bank 
of N.Y.

Dry Dock Savings
Bank 15.75 %

S e a m e n 's 3ank for
Savings 13.00

Upstate 3anks

Rochester Savings
Bank 14.00

Syracuse Savings
3ank 16.00

Emoire Savincs,
F'.S.A. (Buffalo) 13.50

17.00 %
17.00
(19.00)

15.50

16.50

Overdraft
Checking
Loans

13.00 %

13 .00

13 . 0 0  

13. CO

New
Car

Loans

17.00 %
15.50
(17.50)

13.00

Used
Car

Loans

16.50 
16.00
15.50

16.5 0 - 
(13.50-

13.00

16.50
16.00
17.50

Loans Secured 
by

Savincs Accts.

10.75 % 

14.50

9.00

13 .00 

12.00 

12.00

17.00 % 
19.00)

Unsecured
Personal
Loans

13.00 %

17.00 
(19.00)

19.00

18.00 

16.00 

19 .50
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ANNUAL PERCENTAGE RATES 
ON CONSUMER LOANS 

SELECTED SAVINGS BANKS 
IN NEW YORK STATE 

November 1982

T A B L E  18 (concluded)

Guaranteed Education Loans

New York Citv 3anks To Students To Parents of Studenss

Dime Savincs Bank of N.Y. 9.00 % 12.00 %
Dry Dock Savings Bank 9.00 -
Seamen's Bank for Savings 9.00

Upstate 3anks

Rochester Savings Ban):. 9.00 12.00
Syracuse Savings 3ank 9.00 * -1
Empire Savings, F.S.A. 9.00 12.00
(Buffalo)

NOTES: Only one cf these banks (Empire Savings) offered a credit card 
plan. One bank (Dry Dock Savincs*Bank) charges higher rates cn 
certain loans to persons who have no deposit relationship. In the 
cases where this occurs, those higher rates are increased in paren­
theses .



C. Savincs and Lear. Associations

Responses were received from 65 savincs and lean associations, 

of which 45 vers headquartered outside New York City and 20 were in 

the City. Virtually none of the respondents offered credit cards 

and scir.e associations did not offer other types of loans specified 

on the questionnaire fora.

Generally, average interest rates cn heme improvement loans 

increased during 1981 but declined somewhat during 1982; rates on 

new car leans fell during 1982; and there were steady upward move­

ments in average rates throughout the period covered by the survey 

for loans secured by savings accounts and overdraft checking loans 

(Tables 19 to 21). For most types of loans, rates in New York City 

usually averaged higher than those upstate and there were substantial 

variations in rates charged by different institutions.

On conventional home improvement leans, the average interest 

rate statewide rose from 15.6% on January 2, 1981 to 13.1% by 

January 2, 1982. However, many associations reduced their rates 

during 1982 so that the average declined to 17.6% by September 15, 1982.

A similar pattern was evident in 1982 for new car loans, which 

declined on average during 1982. 3y September 1982, 15 associations 

statewide were offering new car loans and 13 were making used car 

loans.

There was an even more substantial involvement in second 

mortgage loans, with 36 institutions offering them by September 1982.

The average rata declined during 1982 as many associations cut their 

rates.
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In the case of instalment loans secured by regular savings or 

DOD/DOW accounts, as well as overdraft checking, average rates trended 

upward during the pericd covered by the survey. Nine associations 

were offering overdraft checking services by September 1982 and 15 

institutions were making unsecured personal instalment loans. Almost 

none of the associations offered credit card plans.

The rate charged on educational loans to students, or to parents 

of students, guaranteed by the New York State Higher Education Services 

Corporation were all at the legal maximum throughout the period covered 

by the survey. Guaranteed educational loans to students were being 

offered by 43 associations in September 1982 and 21 associations were 

making guaranteed loans to parents of students.

All respondents indicated that their loan rates were uniform at 

all offices and almost all indicated that their rates for any specific 

type of loan were the same for all customers.

Only a few institutions indicated they had liberalized their

credit standards or increased their maximum credit lines since 

February 1981 although 29% reported they had increased their participa­

tion in consumer lending. As noted above, a number of associations

were making car loans, second mortgage loans, unsecured personal loans 

and guaranteed educational loans by September 1982,

The telephone survey made in November 1982 of a sample of 

New York City and upstate savings and loan associations indicated 

that five of the six associations reduced certain of their rates.

These included rates cn home improvement loans, automobile loans, 

second mortgage loans and unsecured personal loans (Table 22)• Seme 

rate variations were also evident (Table 23).
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T A B L E  19

AMMUAJL, P E R C E N T A G E  RATES
O N  HOME I M P R O V E M E N T  L O A N S  A N D  C A R  LOANS

S A V I N G S  A N D  LOAN A S S O C I A T I O N S  IN N E W  Y O R K  STATS

Average Rata 

Range of Rates

Average Rate 

Range of Rates

Average Rate 

Range of Rates

Average Rate 

Range of Rates

Jan. 2, 
1981

In New York Citv
Jan. 2, SeDt. 15, 
1982 Is 8  2

Jan. 2, 
1981

Elsewhere in s tate

Conventional Home Improvement Loans 

16.00 % 18.75 % 18.29 % 15.54 %

15.00-
17.00

17.00*

17.00-
17.00

18.00-
20.00

17.50-
2 0 . 0 0 1 2 .0 0 -

19.00

New Car Loans 

13.67 18.50

18.00-
2 0 . 0 0 16.50-

2 0 . 0 0
Loans on Cars Less Than 2 Years Old 

17.00* 18.67 13.38

17.00-
17.00

13.00-
2 0 . 0 0 13 .0 0 - 

2 0 . 0 0
Loans on Cars 2 Years Old or More 

17.00* 18.00 18.67

17.00- 
17. 0 0

13 .0 0 - 
13.00

13.00- 
2 0 . 0 0

Jan. 2, Sent. . 
1982 198.2

17.96 % 17.51

15 .00- 
2 0 . 0 0

17.79

16.50-
19.50

13.10

17.00-
19.00

18.42

17.00-
2 0 . 0 0

15.50-
2 0 . 0 0

17.23

15.00-
19.50

17.94

16.50- 
20 .00

13.15

1 6 . SO-
IO. 00

Only one respondent ofrered car loans on Januarv 2, 1931.



T A B L E  20

3

Average Rate 

Range of Rates

Average Rate 

Range of Rates

A N N U A L  P E R C E N T A G E  RATES
ON E D U C A T I O N  LOANS

ENGS A N D  L O A N  A S S O C I A T I O N S  IN N E W  Y O R K  S T A T E

In New York C i t v   Elsewhere in State
Jan. 2 / Jan. 2~, Sept. 15, Jan. 2, Jan. 2, Seen. -
1981 1982 1982 1981 1982 3.982

Loans to Students Guaranteed by NYSHESC

9 . 0 0 %  9 . 0 0 %  9 . 0 0 %  9 . 0 0 %  9 . 0 0 %  9 . 0 0 %

9.00- 9.00- 9.00- 9.00- 9.00- 9.00-
9.00 9.00 9.00 9.00 9.00 9.00

Loans to Parents Guaranteed by NYSHESC

14.00 14 .00 - 14.00 14 . Of

14.00- 14.00- - 14.00- 14.00-
14.00 14 . 00 14 .00 14 ..'



- 52

T A B L E  21

A N N U A L  P E R C E N T A G E  RATES
O N  O T H E R  TYPES OF C O N S U M E R  LOANS

S A V I N G S  A N D  L O A N  A S S O C I A T I O N S  IN N E W  Y O R K  S T A T E

In New York Citv
Jan. 2, Jan. 2, Sent. 15, 
1981 1982 *1982

Elsewhere in
Jan. 2, 
1981

J a n . 2 , 
1982

Average Rate 

Range of Rates

Average Rate 

Range of Rates

Average Rr te 

Range of Rates

Average Rate 

Range of Rates

Second Mortgage Loans 

18.19 % 17.58 % 15.63 % 13.31 %
17.50-
18.95

15.00-
13.95

15.00-
16.00

16.00-
20.03

Loans Secured by Regular or DOD/DOW Accounts 

8.91 %

7.50-
12.00

9.38

7.50-
12.00

9.79

7.50-
15.00

Overdraft Checking Loans 

19.50* 19.50*

19.50-
19.50

19.50-
19.50

9.95

6.50-
16.00

15.72

12.16-
13.00

18.00

17.GO- 
19.00

Unsecured Personal Loans 

19.38 19.14

13.00- 
2 1 . 0 0

17.SO- 
l l . 0 0

9.24

6.50-
19.00

17.80

17.00-
13.00

19.08

13.00-
20.50

Only one respondent orrerad overdraft checkinc loans.

State____
Ser,-t. 1 

*198 2

17.43 %

15. SO-
IO. 0 0

9.29

5.50- 
13 .50

13.25

13.00-
2 0 . 0 0

13 .33

17.00-
20 . 50
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TABLE 22

CHANGES IN RATES CHARGED I
BY SAVINGS AND LOAN ASSOCIATIONS 1

ON CONSUMER LOANS
SINCE SEPTEMBER 15, 1982 I

Rates Charged 1
Sept. 15, 1982 November 1982

Edison Federal SLA

New Car Loans 2 0 . 0  % 19.0 %
i Used Car Loans 2 0 . 0 19.0
| Second Mortgage Loans 18.0 17.0

Unsecured Personal Loans 2 1 . 0 2 0 . 0

Financial Federal SLA

j Second Mortgage Loans 15. G 14 .0

Washington Federal SLA *

] Unsecured Personal Loans 17.5 16.0

j ' Eastman SLA

j Home Improvement Loans 17 .0 16.0
j Second Mortgage Loans 16.25 15.75

| Homestead SLA
1

1 No changes in rates. I
 ̂ Schenectady Federa 1  SLA

•: Home Improvement Loans 17.5 16. 0
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TABLE 23

ANNUAL PERCENTAGE RATES 
ON CONSUMER LOANS 

SELECTED SAVINGS AND LOAN ASSOCIATIONS 
IN NEW YORK STATE 

November 1982

New York City Associa- 
tions__________________

Edison Federal SLA 
Financial Federal SLA 
Washington Federal SLA

Uostate Associations

Conventional 
Eome Improvement 

Loans

•New
Car

Loans

19.00 %

Used
C a r

Loans

19.00 %

Eastman SLA (Rochester) 
Homestead SLA (Utica) 
Schenectadv Federal SLA

16.00
13.00
16.00

Second
Mortgage

Loans

New York City Associa- 
tions__________________

Edison Federal SLA 17.00 % 
Financial Federal

SLA 14.00
Washington Federal 

SLA

Uostace Associations

Overdraft
Checking
Loans

Loans Secured 
by

Savincs A c c t s .

1 1 . 0 0  % 

12.00 

10.00

Unsecured
Personal

Loans

2 0 . 0 0  %

16 .00

Eastman SLA 
(Rochester) 
Homestead SLA 
(Utica)
Schenectady Fede­

ral SLA

15.75

la.oo

18.00 %

8 . 50

3.50



«

T A 3 L 2  23 (concluded)

ANNUAL PERCENTAGE RATES 
ON CONSUMER LOANS 

SELECTED SAVINGS AND LOAN ASSOCIATIONS 
IN NEW YORK STATE 

November 1982

Guaranteed Education Loans

New York City 
Associations To Students To Parents of

Edison Federal SLA. 
Financial Federal 

SLA
Washington Federal 

SLA 9.00 %

Uostate Associations

Eastman SLA 
(Rochester) 
Homestead SLA 
(Utica)
Schenectady Federal 

SLA

9. 00

9. 00 

9.00

12.00

12.00

12.00

N O T E : Onlv one of these associations offered credit card olar.
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Responses were received frcm 54 credit unions, of which 35

were headquartered outside New York City and 18 were in the City.

Some of the institutions did not report interest rates on all types 

of leans for all the dates specified in the questionnaire.

Generally, interest rates cn the various types of consumer loans 

offered by the reporting credit unions trended upward during the 

period covered by the survey (Tables 24 to 26 ). Rates in New York 

City usually averaged higher than those upstate and there were sub­

stantial variations in rates charged by different institutions.

On conventional heme improvement leans, the average interest 

rate statewide rose frcm 14.0% on January 2, 1981 to 15.3% by January 2,

1982 to 15.4% by September 15, 1932.

Similar patterns were evident for automobile leans, second 

mortgage loans, leans secured by savings accounts and unsecured 

personal instalment loans. Almost none of the credit ’unions offered 

credit card plans.

In the case of overdraft checking, the average rate statewide 

rose frcm 16.0% to 17.6% by January 2, 1982 but declined to 17.3% by 

September 15, 1982.

The rates charged cn educational loans to students or eo parents 

of students, guaranteed by the New York State Higher Education Services 

Corporation, were at the maximum permitted.

Ail respondents indicated that their loan rates were uniform at 

all offices and almost all indicated that their rates were the same 

for all customers.

D. C r e d i t  U n i o n s



Mcst credit unions reported that they had net altered their 

credit standards or increased -their maximum credit lines since 

February 1981. However, 30% of the respondents indicated that they 

had increased their participation in consumer lending.

Cn most types of loans, credit unions charged lower interest 

rates, on average, than did commercial banks, savings banks, savings 

and loan associations, licensed lenders, retailers or car dealers.

The telephone survey made in November 1982 of a sample of 

credit uniens indicated that four of the six credit unions contacted 

had reduced certain of their loan rates since September 15, 1982 

(Table 27). Substantial rate variations were also indicated 

(Table 28).
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Average Rate 

Range of Rates

Average Rate 

Range of Rates

Average Rate 

Range of Rates

Average Rate 

Range of Rates
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ANNUAL PERCENTAGE RATES 
ON HOME IMPROVEMENT LOANS AND CAR LOANS 

CREDIT UNIONS IN NEW YORK STATE

In New-York Citv
'-'Oil.
1981

Jan. 2 ,  
1982

Sept. 15, 
1982

Jan. 2, 
1931

Jan. 2, 
1982

Sept. 1 
1982

Conventional Hone Inorovenent Loans

15.39 3 16.39 % 15.39 % 12.92 % 14.44 % 14.66 %

1 2 .0 0 -
24.00

1 2 .0 0 - 
24.00

1 2 . 0 0 - 
24 . 0 0

10.08-
16.00

10.52-
19.00

1 1 .0 0 -
18.00

New Car Loans

15.65 16.94 16.94 12.39 14 .00 14.13
-1 2 .0 0 -
13.00

13.00- 
20.37

13.00-
20.37

9.96-
2 1 . 0 0

9.96-
19.00

1 1 .0 0 - 
19 .00

Loans on Cars Less; than 2 Years Old

16.01 17.08 17.08 12.99 14 .15 14.45 -
1 2 .0 0 -

2 0 . 0 0

14.00-
2 0 . 0 0

14.00-
2 0 . 0 0

9.72-
2 1 . 0 0

9.72-
19.00

1 1 .0 0 -
19.00

Loans on Cars 2 Years Old or More

1 5 . 0 1  1 7 . 0 8  1 7 . 0 8  1 3 . 0 7  1 4 . 1 6  1 4 . 4 3
1 2 . 0 0 -  1 4 . 0 0 -  1 4 . 0 0 -  9 . 7 2 -  9 . 7 2 -  1 1 . 0 0 -
2 0 . 0 0  2 0 . 0 0  2 0 . 0 0  2 1 . 0 0  1 9 . 0 0  iQ nn



> ■

Average Rate 

Range of Rates

Average Rate 

Range of Rates
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TABLE 25

ANNUAL PERCENTAGE RATES 
ON EDUCATION LOANS 

CREDIT UNIONS IN NEW YORK STATE

  In New York Citv_________  Elsewhere in State

Se?r’ ~5 ' Jai:- 2 ' Jan. 2, Seor. 11 
1 9 8 1  1 9 8 2  1982 1981 1982 1982

Loans to Students Guaranteed by NYSHESC

9.00 %* 9.00 %* 9.00 %* 9.00 % 9.00 % 9.00 %

9.00- 9. 00- 9.00- 9. 00- 9. 00-
9.00 9.00 9.00 9.00 9.00 9.00

Loans to Parents Guaranteed bv NYSHESC

“ ~ 14.00 14.00

” " “ 14 .00- 14. 00-
14.00 14.01

* Only one respondent offered student loans.
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TABLE 2 6

ANNUAL PERCENTAGE RATES 
ON OTHER TYPES OF CONSUMER LOANS 
CREDIT UNIONS IN NEW YORK STATE

 In New York City
Jan. 2 , Jan. 2 , Seoz. 15, 
1931 1982 1982

Elsewhere in State______
3 an. ~ t Jan. 2~, SeDt. *15 
1981 1982 1982

Average Rate 

Range of Rates

Average Rate 

Range of Rates

Average Rate 

Range of Rates

Average Rate 

Range of Rates

Second Mortgage Loans 

16.69 % 17.44 % 17.44 % 14.25 % 15.00 % 15.30 %

16.0C- 
18.00

16.00-
2 0 . 0 0

16.00-
2 0 . 0 0

12. 00-

17.00

Loans Secured by Regular or DOD/DOW Accc

13.44

9.60- 
24. 00

13.99

10.30-
24.00

13.99

10.30-
24.00

Overdraft Checking Loans

14.12

7.00-
13.00

Unsecured Personal Loans 

15.50

9 . 00- 
20 .00

15.57

11.50-
13.00

11.50

6 .00-
21.00

16.00

12 . 00-

21.00

12.73

9.00-
13.00

12. 00-

17.00

unts

11.87

6 . 00-
13.00

17.63

16.00-
19.75

14.11

9.00- 
1? .00

15.00-
13.00

12.07

6 . 0 0 -  
18.00

17.30

16.00- 
19. 00

14.73

9.00-
19.00

ll— H I I
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TA3LE 27

CHANGES IN RATES CHARGED BY CREDIT UNIONS 
ON CONSUMER LOANS 

SINCE SEPTEMBER 15, 1932

Rates Charted

American Airlines Credit Unicr.

New Car Loans 
Used Car Loans

Hvfin Credit Union

No chances in rates.

Self Reliance Federal Credit Union

Sect. 15, 1982

14.0 %
14.0

November 1982

1 2 . 0  % 
1 2 . 0

Home Improvement Loans 
New Car Loans 
Used Car Loans 
Second Mortgage Loans 
Unsecured Personal Loans

I3M Kingston Federal Credit Union

Heme Improvement Loans 
New Car Loans
Used (under 2 yrs.) Car Loans 
Used (over 2 yrs.) Car Loans 
Overdraft Checking Loans 
Unsecured Personal Loans

I3M Pouchkeepsie Federal Credit Union

Home Improvement Loans 
Second Mortcace Loans

15.0
16.2
16.3 
16.8
16.3

14.0
14.0
15.0
16.0 
16.0 
17.0

17 .0 
18. 0

14.4
15.0
16.2
16.2
16.2

12.0
11.75
12.75
13.75
14.0
16.0

13.5(variab 
1 3 . 5 (variab

State Emclovees Federal Credit Union

No changes in rates.
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TABLE 23

ANNUAL PERCENTAGS RATES 
ON CONSUMER LOANS 

SELECTED CREDIT UNIONS 
IN NEW YORK STATE 

November 1982

Conventional New
Home Improvement Car*

Loans Loans

Used
Car

Loans

In New York City
American Airlines C.U. 14.00 %
Hyfin C.U. 17.00
Municipal C.U. 17.00
Self Reliance Fed. C.U. 14.40

Outside New York City 
IBM Kingston Empiovees 12.00
Fed. C^U.

I3M Poughkeepsie Employees 13.50*
Fed. C.U.

State Employees Fed. C.U. 17.50

Second Overdraft
Mortgage Checking

Loans Loans

In New York City 
American Airlines 
C.U.

Hyfin C.U. 18.00 %
Municipal C.U.
Self Reliance 16.20
Fed. C.U.

12.00 %
17.00
15.00
15.00

11.75

14.00

16.50

12.00 %
13.00
15.00 
16.20-

12.7J5-13.75

13.00

17.50

Loans Secured 
by

Savincs Accts.

12.00 %

14.00
1 1 . 0 0  

10.30

Unsecured
Personal
Loans

14.00 %

13.00
17.00 
16.20

Outside New York Citv 
IBM Kingston 15.00
Employees Fed. C.U.

IBM Poughkeepsie 13.50* 
Employees Fed. C.U.

State Emnlovees 
Fed. C.U.

14.00 %

13.00 

17.50

9.25

10.00

10.00

16.00

13.00

17.50

* Variable rata loans.
NOTE: Three of these credit unions (Self Reliance and the two IBM

credit unions) make guaranteed education loans, all at the maximum 
rates cermittad.
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A total of 31 licensed lenders responded to the questionnaire 

survey, most of which had offices only outside New York City. Not 

all lenders made all the types of loans indicated on the questionnaire 

forms.

In general, the survey indicated that most of the respondents 

were at the 25% legal maximum by January 1981 for car leans and for 

personal loans, both secured and unsecured, and have remained at that 

level up to September 15, 1982. There were wide variations, however, 

in interest rates charged on second mortga • loans (Table 29).

During 1982, the average interest rates on second mortgage loans 

declined statewide from 21‘.3% to 20.5%. 3y September 1982, 16 lenders 

were making thes<j loans.

All but one of the respondents indicated that their rates on 

all types of loans were uniform at all offices for all customers.

Most lenders reported that, since February’ 1981, they have 

not liberalized credit standards or raised credit lines although 40% 

stated they had increased their p rticipation in consumer lending.

The telephone survey made in November 1982 of a sample of 

licensed lenders indicated that three of the four lenders had reduced 

certain of their rates sin*:e September 15 (Table 30) . Some rate 

variations were evident, particularly for second mortgage loans (Table 

31) .

S. Licensed Lenders
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TABLE 29

ANNUAL PERCENTAGE RATES ON LOANS 
LICENSED LENDERS IN NEW YORK STATE

In New York city_________  Elsewhere in Stare
Jan. 2, 
1981'

uan» 2 , 
1982

Sent. 15, 
1982

J a n . 2 , 
1931

a n . 2  , 
1982

Sent. 1 
1932

Car Loans

Average Rate 2 2 . 0 0  i 25.00 % 25.00 % 24.33 I 24.67 % 24.17 %

Range of Rates* - - 13.00-
25.00

24.00-
25.00

13.00-
25.00

Other Secured Loans

Average Rate 24.33 25 .00 25.00 24.11 24.63 24.74

Range of Rates 23.00-
25.00

25.00-
25.00

25.00-
25.00

18.00-
25.00

24.00-
25.00

24.00-
25.00

Unsecured Personal Loans

Average Rata 24.50 25.00 25.00 23.62 24 .40 24.34

Range of Rates 23.00-
25.00

25.00- 
25 .00

Second M.cr

25.00-
25.00

trace Loans

13.00-
25.00

19.30-
25.00

19.30-
25.00

Average Rate - 2 2 . 2 2 20.54 - 21.03 20.47

Range of Rates 2 1 .0 0 -
23.43

13.50-
2 2 . 0 0

17.54-
23.00

17.54- 
23 . 0 0

* Only one respendent in New York Cicy made car loans.

NOTE: Pour of the five respondents 
have offices outside New York Ci 
being outside New York City have

with offices 
ty. Those le 
no offices i

in New 
nders ta 
n the Ci

York City 
bulatad as 
ty.

also
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TABLE 3 0

CHANGES IN RATES CHARGED 
BY LICENSED LENDERS 
ON CONSUMER LOANS 

SINCE SEPTEMBER 15, 1982

Rates Charged 
Sept. 15, 1982 November 19S2

AVCO Financial Services 

No changes in rates.

Barclays American Financial Inc.

Second Mortgage Loans 19.5 % 18.0 %

Beneficial Finance C o .

Unsecured Personal Loans 25.0 23.0

Household Finance Corp.

Second Mortgage Loans 21.2 20.2



TABLE 21

ANNUAL PERCENTAGE RATES ON CONSUMER LOANS 
SELECTED MAJOR LICENSED LENDERS 

IN NEW YORK STATE 
November 1982

Car
Loans

Avco Financial 
Services

Barclays American
Financial Inc. 18.00 %

Beneficial Finance
Co. 25.00

Household Finance 
Corp.

Other
Secured
Loans

25.00 %

25.00

25.00

Unsecured
Personal
Loans

25.00 %

25.00

23.00 

25. 00

Second
Mortgage

Loans

22.00 % 

13.00 

20.45 

20.22



R e s p o n s e s  w e re  r e c e i v e d  f r o m  15  r e t a i l e r s  who h a c  t h e i r  own 
c r e d i t  o r  c h a r g e  p l a n s .  O f  t h e s e ,  12 w e re  l o c a t e d  o u t s i d e  New Y o r k  
C i t y .

The r a t e s  c h a r g e d  by  t h e s e  r e t a i l e r s  on t h e i r  r e v o l v i n c  c r e d i t  
a c c o u n t s  g e n e r a l l y  t r e n d e d  upward  d u r i n g  t h e  p e r i o d  c o v e r e d  by  t h e  
s u r v e y  ( T a b l e  3 2 ) .  On i n d e b t e d n e s s  o f  $ 5 0 0  o r  l e s s ,  t h e  a v e r a g e  
r a t e  s t a t e w i d e  was a lm o s t  13% i n  J a n u a r y  1 9 8 1 ,  r o s e  t o  2 0 . 1%  i n  
J a n u a r y  1 9 8 2  and t o  2 0 . 6%  i n  S e p t em b e r  1 9 8 2 .  On b a l a n c e s  o v e r  S 5 0 0 ,  
t h e  a v e r a g e  r a t e s  were 1 2 . 9% ,  1 7 . 9%  and 19 . 1%  on  t h e  t h r e e  d a t e s  c o v e r e d  
i n  t h e  s u r v e y .

The r e s p o n d e n t s  r e p o r t e d  t h a t  t h e i r  r a t e s  w e r e  u n i f o r m  a t  a l l  
t h e i r  p l a c e s  o f  b u s i n e s s  i n  New Y o r k  S t a t e .

Mos t  o f  t h e  r e s p o n d e n t  r e t a i l e r s  d i d  n o t  o f f e r  c l o s e - e n d  c r e d i t .  
O f  t h e  f ew  t h a t  d i d ,  a l l  i n d i c a t e d  t h e i r  r a t e s  w e r e  t h e  same as f o r  
t h e i r  r e v o l v i n g  c r e d i t  a c c o u n t s .

I n  a d d i t i o n , a l l  b u t  one r e s p o n d e n t  s a i d  e i t h e r  t h a t  t h e r e  w e re  
n o  m o n t h l y  c h a r g e s  l e v i e d  on 3 0 - d a v  a c c o u n t s  (w he re  t h e  t o t a l  o u t ­
s t a n d i n g  b a l a n c e  i s  due and p a y a b l e  by t h e  n e x t  p aym en t  d a t e )  o r  
t h a t  t h e y  d i d  n o t  o f f e r  s u ch  a c c o u n t s .

V i r t u a l l y  a l l  t h e  r e t a i l e r s  i n d i c a t e d  t h a t  t h e y  d i d  n o t  ch ange  
t h e i r  c r e d i t  s t a n d a r d s  o r  c r e d i t  l i n e s  s i n c e  F e b r u a r y  1 9 8 1  n o r  d i d  
t h e y  i n c r e a s e  t h e i r  p a r t i c i p a t i o n  i n  c o n sum e r  l e n d i n g .

None o f  t h e  s i x  r e t a i l e r s  c o n t a c t e d  by phene  i n  November  198  2 
r e p o r t e d  any c h a n g e s  i n  t h e i r  r a t e s  s i n c e  S e p t em b e r  1 5 ,  1 9 8 2 .  The 
November  1 9 8 2  r a t e s  f o r  t h e s e  r e t a i l e r s  a r e  l i s t e d  i n  T a b l e  3 2 .

F. Retailers
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A v e r a g e  Rate 

R a nge of R a tes

A v e r a g e  Ra t e  

R a n g e  of  Rates

T A B L E  32

A N N U A L  P E R C E N T A G E  RATES 
O N  C O N S U M E R  C R E D I T  

A T  R E T A I L E R S  IN N E W  Y O R K  S T A T E

In N e w  York C i t y  E l s e w h e r e  in S t a t e
uan. 2, Jan. I, Sept. 15, Jan. 2, J a n . 2, Seux. I: 
- 19Q1 1992 1932 1931 1982 1982

I n d e b t e d n e s s  of S5QQ o r  Less

1 8 .00 % 19.60 % 1 9 .60 % 1 3 .00 % 20.28 % 2 0.32 %

1 8 . 0 0 -  j.8 .00- 1 3 . 0 0 -  1 7 . 9 6 -  1 7 . 9 6 -  1 7 . 9 6 -
13.00 21.00 2 1.00 1 8 .00 "4.00 24.00

I n d e b t e d n e s s  o f  O v e r  S 5 0Q

12.00 19.60 19.60 13.09 17.39 19.02

1 2 . 0 0 -  18. 0 0 -  1 8 . 0 0 -  1 2 . 0 0 -  1 2 . 0C- 1 2 . 0 0 -
12.00 21.00 21.00 1 8 .00 2-«.00 24 . 00
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T A B L E  33

A N N U A L  P E R C E N T A G E  RATES 
O N  C O N S U M E R  C R E D I T  
S E L E C T E D  R E T A I L E R S  
IN N E W  Y O R K  S T A T E  

N o v e m b e r  1982

I n s t a l m e n t  C r e d i t  A n n u a l
or S t o r e  C h a r g e  C a r d s  Fees
C r e d i t  of C r e d i t o v e r  Or
S50Q or Le s s  $500 O t h e r  C h a r e e s

N e w  Y o r k  C i t v  R e t a i l e r s

3. A l t m a n  & Co 1 8.00 % 1 8 . 0 0  %

O h r b a c h 's , Inc 19.80 1 9 .80

J. C. P e n n e y  Co., Inc. 21.00 2 1 . 00

U o s t a t e  R e t a i l e r s

B r u c e  Hall Co r ?  
(C o o p erstown)

24.00 24.00

H a r r y  T. M a n c u n i a n , Inc 
(Rochester)

21.50 2 1.50

Carl Co. 
(Schenectady)

19.80 1 9 .80

NOTE: All of t h ese r e r a i l e r s  e i t h e r  d i d  nor o f f e r  3 0 - d a v  a c c o u n t s  cr
le v i e d  no c h a r g e s  for such accounts.
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G. A u t o m o b i l e  D e a l e r s

R e s p o n s e s  were o b t a i n e d  f r c m  53 a u t o m o b i l e  dea l e r s ,  a l m o s t  all 

of w h o m  w e r e  o u t s i d e  N e w  Yo r k  City. N o t  all the d e a l e r s  r e p o r t e d  

i n f o r m a t i o n  on all the types of a u t o m o b i l e  f i n a n c i n g  c o v e r e u  in the 

q u e s t i o n n a i r e .

Ove r a l l ,  the s u r v e y  r e v e a l e d  that a v e r a g e  rates on a u t o m o b i l e  

leans, b o t h  for n e w  and u s e d  cars, i n c r e a s e d  d u r i n g  1381 but 

d e c l i n e d  d u r i n g  1982. T h e r e  w e r e  also s u b s t a n t i a l  v a r i a t i o n s  in 

rates a m ong d e a l e r s  (Table 34).

On n e w  c a r  loans, the a v e r a g e  i n t e r e s t  rate s t a t e w i d e  was 

s l i g h t l y  o v e r  17% in J a n u a r y  1981. A  m a j o r i t y  of the r e s p o n d e n t s  

i n c r e a s e d  t h e i r  r a tes d u r i n g  1981 so that the a v e r a g e  in J a  ry 1932 

s t o o d  at 17.9%. D u r i n g  1982, h owever, a n u m b e r  of d e a l e r s  cut t h e i r  

rates so that the a v e r a g e  d e c l i n e d  to 17.5% by S e p t e m b e r  1982.

S i m i l a r  p a t t e r n s  w e r e  e v i d e n t  for us e d  c a r  loans.

V i r t u a l l y  all the r e s p o n d e n t s  i n d i c a t e d  that t h e i r  rates w e r e  

u n i f o r m  at ail t h eir pl a c e s  of b u s i n e s s  for all t h e i r  customers.

The p r e p o n d e r a n c e  of the d e a l e r s  r e p o r t e d  no l i b e r a l i s a t i o n  

of c r e d i t  s t a n d a r d s  since F e b r u a r y  1981 a l t h o u g h  26% of them 

r e p o r t e d  i n c r e a s e d  p a r t i c i p a t i o n  in c o n s u m e r  l e n d i n g  a c t i v i t i e s  

since that date.

C u r i n g  the co u r s e  of 1982, the f i n a n c i n g  arms of the m a j o r  

a u t o m o b i l e  m a n u f a c t u r e r s  c u t  t h e i r  rates for v a r i o u s  p e r i o d s  of 

time for c e r t a i n  of their cars. F o r  exrnple, at the e n d  of March, 

G e n e r a l  M o t o r s  a n n o u n c e d  a 12.3% rate to b u y e r s  of its new cars 

for the next two months. In e arly N o v e m b e r , it cut its rate to



10.9%, f r o m  1S% , or. 19 82 m o d e l s  in o r d e r  t o  h e l p  r e d u c e  dealers' 

inve n t o r i e s .  F o r d  M o t o r  C r e c i u  C o m p a n y  a n n o u n c e d  a r a t e  c u t  to 

10.75% e a r l y  in N o v e m b e r  to f i n a n c e  p u r c h a s e s  of its 1982 Ford, 

L i n c o l n  and M e r c u r y  m o d e l s  w h i c h  w i l l  c o n t i n u e  t h r o u g h  D e c e m b e r  31. 

Earlier in the y e a r , F o r d  h a d  o f f e r e d  an 1 1 .9% r a t e  for s p e c i f i c  

m o d e l s  for a p e r i o d  of time. C h r y s l e r  cut its r a t e s  to 10.9% on 

c e r t a i n  1982 a n d  1983 m o d e l s  in N o v e m b e r  a n d  t h i s  rate w i l l  a p ply 

u n t i l  the end of 1982.

S i x  of t h e  s e ven car d e a l e r s  i n c l u d e d  in the s a m p l e  t e l e p h o n e  

sur v e y  in N o v e m b e r  1982 r e p o r t e d  t h a t  t h e y  h a d  r e d u c e d  t h e i r  r a t e s  

on a u t o m o b i l e  loans s i nce S e p t e m b e r  15, 1982. F o r  five of the six 

d e a l e r s , the ra t e  r e d u c t i o n s  a p p l i e d  to b o t h  n e w  cars a n d  some o l d e r  

cars (Table 35). S o m e  r a t e  v a r i a t i o n s  w a s  a l s o  i n d i c a t e d  (Table 36)

1 -  71  -
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T A B L E  34

A N N U A L  P E R C E N T A G E  R A T E S  
A U T O M O B I L E  DEALERS? IN N E W  Y O R K  S T A T E

In N e v  Y o r k  C i t v
J a n .  2, 
1 9 8 1

Jan. 2, S e p £ . 3 ,
1 S51 1S?82

E l s e w h e r e  in S t a t e  
J a n . 2~, J a n . 2~, S e c t . T 
1 9 3 1  19 8 2  19 8 2

A v e r a g e  Ra t e  

R a n e e  o f  R a t e s

A v e r a g e  R a t e  

R a n g e  o f  R a t e s

A v e r a g e  R a t e  

R a n g e  o f  R a t e s

N e w  C a r  Loan.$ 

1 6 . 5 0  % 1 3 . 6 3  % 1 3 . 2 5  Kv

1 2 . 68 -

1 3 . 4 8
1 3 . 0 0 -
1 9 . 0 0

1 7 . 5 0 -
1 9 . 0 0

1 7 . 2 2  % 1 7 . 3 1  % 1 7 . 4 3  %

1 2 . g o -
19. 34

L o a n s  o n  C a r s  L e s s  T h a n  2 Ys-ars O l d  

1 9 . 3 3

1 7 . 6 8 -
21.00

2 0 . 6 7

2 0 . 5 0 -
21.00

2 0 . 1 7

1 9 . 0 0 -  
21.00

1 9 . 9 3

1 6 . 0 0 -
.23.44

L o a n s  on  C a r s  2 Y e a r s  O l d  o r  M e re 

2 0 . 9 1  2 2 . 6 7  2 2 . 1 7  2 1 . 6 5

1 7 , 6 3 -
2 4 . 0 0

2 1 . 5 0 -
2 4 . 0 0

2 0 . CO- 
2 4 . 00

17.0,)- 
24 . A0

1 5 . 0 0 -
1 9 . 2 5

2 0 . 3 1

1 5 . 0 0 -
2 4 . 5 0

2 1 . 9 3

18 .00- 
2 5 . 0 0

13 .CO- 
1 9 . 00

1 9 . 9 1

1 3 . 0 0 -
22 .6'5

2 1 . 7 3

1 3 . 0 0 -  
2 5 . 0 0



-  73 -

T A B L E  2 5

C H A N G E S  IN R ATES C H A R G E D  3Y C A R  D E A LERS 
S I N C E  S E P T E M B E R  13, 1982

R ates C h a r c e d
Sent. 1: 1 9 6 2 N o v e m b e r  1

A v c x e  C o r p o r a t i o n

N o  c h a n c e s  in rates.

C r y s t a l  O l d s m c b l l e ,  I n c .

N e w  C a r  L o a n s  

U m v e r s a l  Ford, I n c .

N e w  C a r  L o a n s
U s e d  (over 2 yrs.) C a r  L o a n s  

M i l l e r  M o t o r  C a r  C o r p o r a t i o n  

N e w  C a r  L o a n s
U s e d  (under 2 yrs.) C a r  L o a n s  
U s e d  (over 2 yrs.) Car L o a n s

G e o r g e  S m i t h  M o t ors, I n c .

N e w  Car L o a n s
U s e d  (under 2 yrs.) C a r  L o a n s  
U s e d  (over 2 yrs.) Car L o a n s

S h e r w o o d  S m i t h  Morors, I n c .

N e w  Car L oans
Us e d  (under 2 yrs.) Cay L o a n s  
Us e d  (over 2 yrs) Car L o ans

J o s e p h  S p e c t e r  C a d i l l a c

N e w  Car L o a n s
U s e d  (over 2 yrs.) C a r  L o ans

18.0 %

18 .5 
24.0

19.0
21.0 
21.0

18.0
21.0
23.0

17.6
2 2 . 0
25.0

16.75
21.0

lo . 6

1 7.75
23.0

17.0
19.0
19.0

16.0
2 0 . 0
2 2 . 0

15.5
19.0
21.0

15.75
2 0 . 0
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T A B L E  36

A N N U A L  P E R C E N T A G E  RATES 
O N  C A R  L O A N S  

S E L E C T E D  A U T O M O B I L E  D E A LERS 
IN N E W  Y O R K  S T A T E  

N o v e m b e r  1982

N e w  Us e d  Car
Car Cars U n d e r

L o a n s  2 yrs. o l d

New Yo r k  C l t v  D e a l e r s

A v o x e  C o r p o r a t i o n

C r y s t a l  O l d s m o b i l e ,
Inc.

U n i v e r s a l  Ford, Inc.

U p s t a t e  D e a l e r s

M i l l e r  M o t o r  C a r  Corp. 17.00 19.00
O i n c h a m t o n )

G e o r c e  E. S m i t h  Motors,
Inc. (3atavia) 16.00 20.00

S h e r w o o d  S m i t h  Motors,
Inc. (Johnstown) 15.50 19.00

J o s e p h  S p e c t o r  C a d i l l a c
(Syracuse) 15.75 17.50

1 9 .00 % 20.50 %

16.50

17 .75 21.00

Loans
Ca r s  2 yrs. 
ol d  or m e r e

22.50 %

23.00

19.00

2 2 . 0 0  

21.00 

20.00
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IV. B A N K I N G  D E P A R T M E N T ' S C O N S U M E R  E D U C A T I O N
PROGRAM

In l i g h t  o f  t h e  f i n d i n g s  of this s u r v e y  i n d i c a t i n g  t h a t  banks 

a r e  c o n t i n u i n g  to o f f e r  a w i d e  r a n g e  o f  r a t e s  and fees, t h e r e b y  

p r o v i d i n g  c o n s u m e r s  w i t h  a l t e r n a t i v e  cho i c e s ,  it is p a r t i c u l a r l y  

s i g n i f i c a n t  t h a t  the B a n k i n g  D e p a r t m e n t  e m b a r k e d  o n  a b r o a d  c a m p a i g n  

i m m e d i a t e l y  a f t e r  p a s s a g e  of the O m n i b u s  3 a n k i n g  Bill in N o v e m b e r  

1980 to e d u c a t e  the p u b l i c  a b o u t  the n e w  l a w  and ur g e  t h a t  c o n s u m e r s  

s h o p  for c r e dit.

As p a r t  o f  t h i s  c a m p a i g n ,  the D e p a r t m e n t  d e v e l o p e d  a b r o c h u r e  

e n t i t l e d  " S h o p p i n g  f o r  C r e d i t  - A  C o n s u m e r  G u i d e  for C r e d i t  in N e w  

Y o r k  S t a t e "  and d i s t r i b u t e d  a l m o s t  5 m i l l i o n  c o p ies. Th'* broch u r e ,  

s t r u c t u r e d  in  q u e s t i o n  a n d  a n s w e r  form, a d d r e s s e d  m a n y  o f  the 

q u e s t i o n s  c o n s u m e r s  h a v e  h a d  a b o u t  the l a w  and u r g e d  th e m  to shop 

for the b e s t  c r e d i t  d e a l  a v a i l a b l e .  The N e w  Y o r k  T e l e p h o n e  C o m p a n y  

n o t i f i e d  ail o f  t h eir N e w  Yo r k  State c u s t o m e r s  o f  the a v a i l a b i l i t y  

of th i s  "Shopping, for C r e d i t "  b r o c h u r e  and all TV, r a dio and new:, 

p u b l i c a t i o n s  l o c a t e d  in N e w  Y o r k  S t a t e  w e r e  s e n t  a c o p y  o f  the 

b r o c h u r e  w i t h  a p e r s o n a l  r e q u e s t  f r o m  t h e  S u p e r i n t e n d e n t  th a t  they 

i n f o r m  t h e i r  a u d i e n c e s  of the b r o c h u r e ' s  a v a i l a b i l i t y .

In c o n j u n c t i o n  w i t h  the d i s t r i b u t i o n  o f  the broch u r e ,  the 

D e p a r t m e n t  r e c e i v e d  g e n e r o u s  a s s i s t a n c e  f r o m  the O u t d o o r  A d v e r t i s i n g  

A s s o c i a t i o n  o f  N e w  Y o r k  S t a t e  w h i c h  a r r a n g e d  for free b i l l b o a r d  space 

t h r o u g h o u t  the S t ate u r g i n g  the public to sh o p  for c r e d i t  and i n d i c a­

ting  the a v a i l a b i l i t y  of the D e p a r t m e n t ' s  b r o c h u r e .

i



The D e p a r t m e n t  al s o  r e c e i v e d  f r o m  the N e w  Y o r k  C i t y  T r a n s i t

A u t h o r ! t v  a n u b i l e  s e r v i c e  do.-.acton o f  a d v e r c i s i n c  s o a c a  o n  s u b w a v  - f

cars for 6,000 a d v e r t i s i n g  p e s t e r s  w h o s e  c o n t e n t  was the s a m e  as 

the b i l l b o a r d  po s t e r s .

In a d d i t i o n ,  as p a r t  of o u r  o n g o i n g  p r o g r a m  o f  e d u c a t i n g  the 

c o n s u m e r  to the r a p i d l y  c h a n g i n g  w o r l d  of b a n k i n g ,  the D e p a r t m e n t  

i n s t i t u t e d  an "outreach'’ p r o g r a m  w h i c h  i n c l u d e d  a free s e m i n a r  

d e s i g n e d  to h e l p  the p u b l i c  b e t t e r  u n d e r s t a n d  ba n k i n g .  Fi v e  su c h  

s e m i n a r s  have b e e n  h e l d  a r o u n d  the S t a t e  d u r i n g  1982. The s e m i n a r s  

w e r e  d e s i g n e d  to e x p l a i n  some of  the n e w  types of  d e p o s i t  a c c o u n t s  

an d  .loans, i n c l u d i n g  se c o n d  m o r t g a g e  loans, t h a t  are b e i n g  o f f e r e d  

b y  b a n k i n g  i n s t i t u t i o n s  a n d  to a t t e m p t  to r e s o l v e  any p e r s o n a l  

p r o b l e m s  that a n y  m e m b e r  o f  the p u b l i c  m a y  h a v e  had w i t h  f i n a n c i a l  

i n s t i t u t i o n s  in N e w  Yo r k  State.
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JCPenney
O c t o b e r  11, 1983

S e n a t o r  Joe P. J o s e p h s o n
921 W e s t  6th A v e n u e ,  S u i t e  230
a n c h o r a g e ,  A l a s k a  9 9 5 0 1

Re: S e n a t e  B i l  No. 276

D e a r  S e n a t o r  J o s e p h s o n :

T h a n k  y o u  for t h e  c o u r t e s y  of y o u r  r e c e n t  m e e t i n g  w i t h  
L a r r y  S n i d e r ,  p r e s i d e n t  o f  the A l a s k a  R e t a i l  A s s o c i a t i o n ,  and 
m e .

T h a n k  y o u  a l s o  for l e n d i n g  me  y o u r  c o p y  o f  t h e  S e n a t e  
A d v i s o r y  C o u n c i l ' s  r e p o r t  o n  S.B. 276. I h a v e  c o p i e d  it 
a n d  a m  r e t u r n i n g  the o r i g i n a l  c o p y  w i t h  t h i s  l e t ter.

A s  I m e n t i o n e d ,  I h a v e  a c c u m u l a t e d  q u i t e  a b i t  of 
m a t e r i a l  o n  c r e d i t  d e r e g u l a t i o n  a n d  I a m  e n c l o s i n g  c o p i e s  
a n u m b e r  of i t e m s  for y o u r  use. F o r  y o u r  c o n v e n i e n c e ,  and 
to c o m p e n s a t e  for the b u l k ,  I h a v e  m a r k e d  p e r t i n e n t  p a s s a g e s  
in s o m e  of t h i s  m a t e r i a l .  T h e  e n c l o s u r e s  i n c l u d e :

- L i s t s  of s t a t e s  w h i c h  d o  n o t  r e g u l a t e  r e t a i l  r e v o l v i n g  
c r e d i t  s e r v i c e  c h a r g e  r a t e s  or  p e r m i t  r a t e s  h i g h e r  t h a n  
A l a s k a ' s  c u r r e n t  181 c e i l i n g ,  a r e l a t e d  map, a n d  a U S A  
T o d a y  a r t i c l e  on l e g i s l a t i v e  t r e n d s .

- A s t a t e m e n t  of t h e  F e d e r a l  R e s e r v e  B o a r d ' s  p o s i t i o n  
o n  s t a t e  u s u r y  c e i l i n g s .

- A D e c e m b e r  1981 r e p o r t  of  a t a s k  f o r c e  c o n v e n e d  at 
t h e  r e q u e s t  of G o v e r n o r  H a r r y  H u g h  as o f  M a r y l a n d  to s t u d y  
f i n a n c i a l  d e r e g u l a t i o n .  M a r y l a n d  s u b s e q u e n t l y  r a i s e d  its 
r a t e  c e i l i n g  for r e t a i l  r e v o l v i n g  c r e d i t  to 24ft - in e s s e n c e  
r e m o v i n g  it s i n c e  c o m p e t i t i v e  f o r c e s  h a v e  k e p t  r a t e s  w e l l  
b e l o w  t h a t  c e i l i n g .  ( J C P e n n e y ,  for i n s t a n c e s ,  c h a r g e s  1.7 5?, 
p e r  m o n t h ,  or  21? APR, in d e r e g u l a t e d  s t a t e s ) .

- 19 8 1  a n d  19 8 2  r e p o r t s  of  the N e w  J e r s e y  C o m m i s s i o n e r  
of B a n k i n g  to t h a t  s t a t e ' s  L e g i s l a t u r e  on t h e  e f f e c t s  of 
d e r e g u l a t i o n .

Legal Department

J.C. Penney Company, Inc., 833 South Hope St., Los Angeles, Ca. 90071, Tel: (213) 620-1740



- A n  e x c e l l e n t  F e b r u a r y  19S2 s t u d y  b y  t h e  F e d e r a l  R e s e r v e  
B a n k  of C h i c a n e  o n  "The E f f e c t s  of U s u r y  C e i l i n g s :  T h e  E c o n o m i c
E v i d e n c e ."

- T h e  F i n a l  R e p o r t  to t h e  C a l i f o r n i a  L e g i s l a t u r e  o f  t h e  
R e t a i l  C r e d i t  A d v i s o r y  C o m m i t t e e  a p p o i n t e d  b y  G o v e r n o r  B r o w n .

- A  s t a t e m e n t  s u b m i t t e d  to t h a t  c o m m i t t e e  by  F.W. R h o d e s  
c o n c e r n i n g  t h e  c u r r e n t  s t a t e  (or m o r e  c o r r e c t l y ,  l a c k  )of u s u r y  
laws in o t h e r  c o u n t r i e s ,  i n c l u d i n g  C a n a d a .

- A  s t u d y  o n  the e f f e c t s  of  r a t e  d e r e g u l a t i o n  in S o u t h  
C a r o l i n a .

- A  r e s e a r c h  r e p o r t  b y  Dr. R a y  M c A l i s t e r  a n d  Dr. W i l l i a m  
C. D u n k e l b e r g  o n  the e f f e c t s  of  d e r e g u l a t i o n  in N e w  York.
B o t h  a u t h o r s  a r e  n a t i o n a l l y  r e c o g n i z e d  e x p e r t s  o n  t h e  e c o n o m i c s  
of c o n s u m e r  c r e d i t .  (Dr. D u n k e l b e r g  t e s t i f i e d  b e f o r e  an 
A l a s k a  l e g i s l a t i v e  c o m m i t t e e  s e v e r a l  y e a r s  a g o ) .

- A  s u m m a r y  of  a s i m i l a r  s t u d y  by t h e  M e w  Y o r k  S t a t e  
B a n k i n g  D e p a r t m e n t .

- A  r e c e n t  s t u d y  by t h e  C r e d i t  R e s e a r c h  C e n t e r  at 
P u r d u e  U n i v e r s i t y  on the c o s t s  of c o n s u m e r  c r e d i t  in 
I l l i n o i s  and A r i z o n a  s i n c e  t h e  r e m o v a l  o f  r a t e  c e i l i n g s  
in t h o s e  s t a t e s .

I a m  s u r e  t h a t  b o t h  L a r r y  S n i d e r  a n d  D o u g  H e i k e n , 
t h e  m a n a g e r  of  o u r  A n c h o r a g e  st o r e ,  w o u l d  be h a p p y  to 
p r o v i d e  y o u  w i t h  a n y  i n f o r m a t i o n  c o n c e r n i n g  l o c a l  r e t a i l  
c r e d i t  p r a c t i c e s  w h i c h  m i g h t  be o f  u s e  to you.

P l e a s e  l e t  m e  k n o w  if I c a n  be  of  f u r t h e r  a s s i s t a n c e .

J H A / m m j

cc: D o u g l a s s  G. H e i k e n  (w/o encl.)
L a r r y  S n i d e r  ( w / e n c l .)
C o n n i e  J. S i p e  " f
D o n a l d  R. M a g n u s s o n  (w/o encl.) 
R i c h a r d  T. H a l l  "

J o h n  II. A n d r e w  
W e s t e r n  R e g i o n a l  C o u n s e l



RET7.IL R E V O L V I N G  C R E D I T  

F I N A N C E  C H A R G E  R A T E S  

1 9 8 3  L E G I S L A T I V E  A C T I V I T Y

D E R E G U L A T I O N  A D O P T E D :

I d a h o

D E R E G U L A T E D  S T A T E S  - S U N S E T  R E M O V E D :

M o n t a n a  

N e w  M e x i c o

24? C E I L I N G  S T A T E  - S U N S E T  R E M O V E D :

M a r y l a n d

21? C E I L I N G  S T A T E  - S U N S E T  R E M O V E D :

T e n n e s s e e

D E R E G U L A T E D  S T A T E  - S U N S E T  E X T E N D E D :

N e w  Y o r k  (Four Years)

21? C E I L I N G  S T A T E  - S U N S E T  E X T E N D E D :

K a n s a s  (Two Years)

1 9 . 2 ?  C E I L I N G  S T A T E  - S U N S E T  E X T E N D E D :

C a l i f o r n i a  (Two Ye a r s )

18? C E I L I N G  S T A T E  - S U N S E T  E X T E N D E D :

C o n n e c t i c u t

M A X I M U M  F L O A T I N G  C E I L I N G  L O W E R E D  F R O M  24% to 21%

T e x a s



R E T A I L  R E V O L V I N G  C R E D I T  - S T A T U T O R Y  F I N A N C E  C H A R G E  R A T E  C E I L I N G S  

as of O c t o b e r  1, 1 98*3 ,, „ .. .

'mi

V a r i a b l e  
C e i l i n g  
13% to 21%



R E T A I L  R E V O L V I N G  C R E D I T

S t a t e s  w h i c h  d o  n o t  r e g u l a t e  f i n a n c e  c h a r g e  r a t e s  or 
w h i c h  h a v e  c e i l i n g s  h i g h e r  t h a n  A l a s k a ' s .

1. A l a b a m a
2. A r i z o n a
3. C a l i f o r n i a
4. C o l o r a d o
5. D e l a w a r e
6. G e o r g i a
7. I d a h o
8. I l l i n o i s
9. I n d i a n a

10. K a n s a s
11. K e n t u c k y
12. M a r y l a n d
13. M i c h i g a n
:4. M i s s i s s i p p i
15. M o n t a n a
16. N e b r a s k a
17. N e v a d a
18. N e w  H a m p s h i r e
19. N e w  J e r s e y
20. N e w  M e x i c o
21. N e w  Y o r k
22. O h i o
23. O k l a h o m a
24. O r e g o n
25. R h o d e  I s l a n d
26. S o u t h  C a r o l i n a
27, S o u t h  D a k o t a
28. T e n n e s s e e
29 . T e x a s
30. U t a h
31. W i s c o n s i n  ( e f f e c t i v e  1 1 / 1 / 8 3 )
32. W y o m i n g
33. V i r g i n i a

O c t o b e r  1, 1983





^ i z i z  J T O J B I S t H r i

ivisory Council Member;; 
nator Kerttula, Chairman i Pouch V

nator Bennett State Capital
lator Vic Fischer Juneau, Alaska 99811

nator Fahrenkanp Phone: (907)465— 3114

SENATE ADVISORY COUNCIL

MEMORA ND UM

TO: S e na to r Josephson

FROM: Pete Jean

DATE: June 8, 1983

RE: SB276, Laregulation of Interest Rates

SB276 deregul ate s interest rates on various types of consumer loans 

that are now regulated by statutes.

Sect. 1. Deregulates the interest rate charged by a licensed "Lender 

of money" for any sum of money not exceeding $25,000. Any 

person engaged in the business of making loans of money, 

credit, etc., must be licensed under the Alaska Small Loans 

Act. The interest rate must be agreed on Ly contract.

Sect. 2. Deregulates the interest rate charged by a licensed premium 

finance company. Any person engaged in this business must 

be licensed under the Premium Financing Act. The interest 

rate must  be agreed on by contract.

Sect. 3. Deregulates the interest rate charged on funds exceeding



those deposi ted  with the court in a civil procedures at the 

time of the judgment. The ju dg men t shall include lawful 

interest?

Sect. 4. Deregulates the interest rate charged on retail installment 

contracts to a rate agreed on by contract.

Sect. 5. Der egulates the interest rati charged on a retail charge

agreement, revolving charge agreement or other retail charge 

a gr ee men t to a rate agreed on by contract.

Sect. 6. For interest rates in the state to exceed 10.5 percent a 

y e a r  it must be by express agreement of the parties in a 

contract or loan commitment.

Sect. 7. Repeals specific interest rates an open-end loans and rates 

charged by credit unions. Repeals specific interest rates 

on a contract or loan commitment on which the principal 

amount is less than $25,000.

Under existing statutes, interest rates on all of the above are 

regrlated.

Usury is lending money  at excessively high interest rates. Usury laws 

place a m a x i m u m  limit, or ceiling, on interest charges. Proponents argue 

that these laws are necessity to protect borrowers from paying excessive 

interest rates since borrowers are often inexperienced with the credit



market, un awa re  of alternatives, or not in a b a r g a i n in g position because 

borrowi ng is unavoidable. They also contend that usury laws are necessary 

to provide balance, since lenders have relatively more market power than 

individual borrowers and may even control certain ma rkets because of a lack 

of competition.

Opponents contend that usury laws do not protect oorrowers as intended 

and make credit a ll oc at ion  less efficient. When av er ag e mortgage interest 

rates rise above state usury ceilings, mo rtgage funds disap pe ar  as lenders 

invest in more pr ofi ta b le  government securities or finance mortgages in 

oth er  states wi th  less restrictive usury ceilings. And  lenders take 

measu res  to lower their  costs, reduce risks, and otherw ise  increase prof­

itability on loans that they do make by el im inating smaller-sized loans, 

shortening loan mat ur it ie s, requiring higher do wn payments, charging higher 

loan fees, and denying credit to potential borrovvers considered relatively 

high-risk. Rather  than protect b or row er s from ex c es si ve ly  high interest 

charges, opponents contend that usury laws often prevent persons who need 

credit  from b or row in g at all.

. State usury laws establish limits, or ceilings, on interest rates 

lenders may charge borrowers on various types of loans.

States can be di vid ed  into three general ca te gor ie s regarding usury 

ceilings on interest rates on mo rt gag e loans. Th ese  are: (1) states with

no ceilings, (2) states with statutory fixed-rate ceilings, and (3) states 

wit h fl oat in g-r at e ceilings. Some state usury ceilings are temporary, and 

rece ntl y en acted Federal legislation preempts all state- im pos ed mortgage



interest rate ceilin gs .*  Table I shows what type of usury ceiling was in 

effect as of pr i o r  to Federal le gi slation for each of the 50 states. There 

are floating usury ceilings in 18 states, fixed ceilings in 20 states, 

and no ceilings on m o r tg age  interest rates in 12 states.

1 HR 4998 - PL 96-161.

2
Fixed-rate cei lin gs range from 10 percent (Arkansas, Mississippi, and 

New Mexico) to 21 pe rcent (Rhode Island). Oregon's ceiling on interest 

rates on residential mort gag e loans of $50,000 or less is fixed at 12 

percent (ORS 82.010). Th er e is no ceiling on loans over $50,000.



TABLE I

STATE USURY CEILINGS ON MORT GAG E INTEREST RATES 

(As of No vember 1979)

No Usury Ceiling (12)

Connecticut(a)

Florida 

111inois 

Kentucky

Fixed-rate Usury Ceiling (20)

Al ab am a

Ar izona

A r k an sas

Colorado

Hawai i

Idaho

Maine(a)

Maryland

Ma ss achusetts

Michigp.n(a)

Kansas

Louisiana

Mississippi

Nebraska

New Mexico

Oklahoma

New Hampshire 

North Carolina(a) 

South Carolina 

Virginia

Rhode Island 

South Dakota 

Utah

Washington

Wisconsin

Wyoming

Fl oa tinq-rate Usury Ceiling (18)

(a) Ti ed  to L o n g - t e r m  U.S. Govern me nt  Bond Rates

Georgia 

I  owe

♦ Missouri(d)

New Jersey(c)

(b) T i e d  to Federal Reserve Discount Rates

Alaska

.California(d) 

Delaware

(c) O t h e r  Indexes:

New York 

Pennsylvania(b) 

Texas(d)

West  Virginia

Montana(d)

Ohio

(1) Federal National Mortgage Association

/ (FNMA) auction rate —  Minnesota, Tennessee(c)

(2) Daily prime rate by banks -- Nevada(d)

(3") Rate on 30-month Certificates of De posit —  N. Dakota(d)

(4) Rate on 3-5 y e a r  U.S. Tr ea su ry  securities and

seasoned corporate bonds —  Vermont

Fixed ceilings apply to smaller loans ($15,000 or less) or loans by 
non-regulated lenders.



(b) Ceiling applies to loans of $50,000 or less.

(c) Ceiling may float to ma ximum fixed rate.

(d) Fixed or fl oating ceiling, wh ic h e ve r is greater/lesser.

SOURCES: A me r i c a n  Bankers Association, "Analysis of State Usury 

Statutes," No ve mbe r 29, 1979; Mortgage Bankers As so ciation of America, 

"State Floating Usur y Ceilings," November 30, 1979; T om  Parliament, U.S 

League of Savings Associations, memo to League staff, November 14, 1979



As indicated in Table I, Alaska has a fl oa ting-rate usury ceiling tied 

to Federal Reserve discount rates.

Floating usury ceilings are intended to pretect borrowers from ex c e s­

sive interest charges, while  lessening the disruptive effects usury 

ceilings may have on credit markets. Traditional fixed-rate ceilings 

require periodic adjustment as eco no mic  conditions change. Floating 

ceilings, which are tied to some economic index, fluctuate according to 

changing conditions. A statutory fo inula identifies the index and s p e c­

ifies how the ceiling will "float" in relation to the index. Percentage 

points may be added to the index rate to compensate for the varying ch ar ac­

teristics of borrowers. This permits the ceiling to function without 

excluding certain h ig he r risk borrowers who might ot herwise be prevented 

from borrowing if the ceiling were set at the same level as the index.

Among the attractions of the sy stem is that state legislatures are not 

faced with the recurring pr oblem of adjusting usury ceilings.

Economists have noted that problems associated wi th  fixed-rate 

ceilings can be avoided by floating-rate ceilings only if the floating 

ceiling remains above market interest rater. The effectiveness of 

floating ceilings depends on two factors: (1) responsiveness of the chosen 

index to ma rk et conditions and (2) the margin between the ceiling and the 

index. Some indexes are more sensitive to market conditions than others.

A recently updated survey of state usury statutes by the American Bankers

3
For example, sec-:- Jean M. L o v a t i , and R. Alton Gilbert, "Do Floating 

Ceilings Solve the Usury Rate Problem?" R e v i e w , Federal Reserve Bank of St. 

Louis, 61 (April 1979): 15.



Assoc iat ion  (ABA) shows that states with usury ceilings use a variety of 

indexes.

Some usury law opponents acknowledge that floating ceilings are an 

improvement over fixed- ra te  ceilings, but they note several problems.

Among these are that floatirg ceilings often suffer lag periods as indexes 

adjust to sudden m ar ke t changes, and that certain classes of borrowers are 

still preve nt ed from borrowing when administrative costs of lending and 

risk exceed  the legal rate of return. Also, floating ceilings still may 

require leg is lative review and adjustment.

Federal Reserve discount r a t e . According to the ABA survey, 10 states 

have floating ceilings tied to the discount rate that the Federal Reserve 

Board charges its m em be r commercial banks for advances. The states are 

Alaska, California, Delaware, Kentucky, Mississippi, Montana, New Mexico, 

Pennsylvania, South Carolina, and Tennessee. In general, these ceilings 

apply to both individual and commercial loans with the following e x­

ceptions. In California, the ceiling applies only to loans by nonregulated 

lenders; in Pennsylvania, only direct consumer and business loans; and in 

South Carolina, only commercial agricultural loans. Most of the states add 

four or five percentage points to the discount rate. And in two states, 

Kentucky and Tennessee, floating ceilings may not exceed a specified •

maximum rate. At least two states have had to adjust formulas for setting

4
floating ceilings.

Two obs ervations have been made regarding use of the discount rate. 

First, the discount rate is set by administrative action, not market

Alaska and Delaware



forces. Since the Federal Reserve Board uses the discount rate to control 

what me mber banks charge their customers, the index may be allowed to 

remain out. of line wit h other  interest rates and may not always reflect 

current m a r k e t  conditions. Second, the rate is adjusted according to 

short-term m on e y  m ar ke t rates. As a result, in about half of the states 

with floating ceilings tied to the disc ou nt  rate an ot he r type of floating 

ceiling applies to long- te rm loans, such as mortg age  loans.

Many states are looking at the usury question. In 1980, as the prime 

rate moved past 20 percent, 42 states lifted or eliminated their usury 

ceilings. O t h e r states took action in 1981 for the first time. Ten states 

now permit banks that issue credit cards to charge any interest rate. 

Thirteen states, for all intent, no longer limit the interest rates the 

banks charge on consumer loans. Several states including Delaware, Nevada 

and New Mexico have completely wi ped out all interest-rate restrictions for 

all classes of 1 .nders. A c cor di ng to the Di vision of Banking and Secu­

rities, none of the states that have e li mi na te d usury statutes have reen­

acted them. We have been unable to find specific cases where consumers 

have been ha rmed as a result of deregulation.

There are no statistics avail ab le  on the number of consumers that have 

been forced to illegal loan ma rk ets  as a result of existing laws.

If you need additional information, please do not hesitate to contact

me.
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May 24, 1983

Pete Jeans 

Senior Advisor 

Senate Advisory Council 
Pouch "V"

Juneau, Alaska 99811 

Dear Pete:

I request that the Senate Advisory Council research and report 
on the effects of passage of SB 276.

Please specifically address the impact of this legislation on 

individual consumers. In addition,an analysis of the current 
law's role in driving borrowers into the illegal loan market 
would be desirable.



LENDING STATUTES 
IN THE UNITED STATES (April, 1981)

*• ' -• 1 ft •
T* ' •

,-r tt>.» -

ALABAMA

Legal: ■ • •• t .. n  *•

- T’ %**CZs*r> <

Contract: * ' ' •

Judgment:

Small Loans:

Instalment Loans: 
Instalment Loans & Credit:

Instance Premium '• -
Finance:' •
Revolving Charge: •.-*•-**.• - . 

•• ~ ‘ er . . . . . . . .  ' I

Revolving Loan:

; ; • c

ALASKA

Legal:

Contract:

Judgment: ;

Small Loans:

Instalment l.oan Law. 
Sales Finance Act:

Insurance Premium 
Finance:
Revolving Credit Act:

Bank Credit Cards:

Open End Loans:

ARIZONA

Legal:

. • .*. •: i w . \ ,-** , -  "■

ALu Code tit.. 8 , § 8-1 •. * »' 
56 upon 5100 :.y *;
ALu Code tit. 8, § 8-1 
S8 upon $100 •  *.
Al.u Code tit. 8 § 8-10 
S5 upon S100 
A/3. Code tit. 5, § 18-1 
Snail Loan Act 
Ala. Code tit. 9. § 61 
Ala. Code lit. 5, §■ 19-1 
(§ 19-3) Consumer Finance 
A/a. Code tit. 27. § 40-1

Ala. Code tit. 8 , j j  8-14 (sur*. 
charge) Effective -."illl 
7-1-81 • * i ‘-
Ala. Code tit. 5, § 19-3C 
Consumer Finance • •
A/a. Code lit. fl, § 8-14 (sur­
charge) Elfectu0 until 
7-1-81 •
Ala. Code tit. 5. § 19-3C

Alaska Slat. § 45.45.010 
10.5%

- Alaska Stal. § 45.45.010 
For quarter beginning 
A/1/81, 18% ; any rate If 
over 5100,000 * . . . . . .
Alaska Stal. § 09.30.070 * • 

*10.5%, or as set out in in­
strument but not over 10%  
Alaska Slat. § 0l5.20.010 
Small Loans Act 
■ Alaska Slat. § 45.45.080 
Alaska Stal. § 45.10.010,
(§ 45.10.120)
Retail Instalment Sales 
Alaska Slat. § 06.40.101 
Premium Financing Act 
Alaska Slat. § 45.10.120.
(§ 45.10.120)
Retail Instalment Sales Act 

_ Alaska Slat. §
4l5.10.010. (§ 45.10.120) 
Retail Instalment Sales Act 
Alaska Star. § 06.05.208 
Revolving Credit 
Alaska Stal. § 06.20.285 
Open End Loans 
Alaska Slat. § 06.20.230 
S mall Loans Act

Aril. Rev. Stat.

' * . I'i-.i i*.
. Contract: .. .• j  ^ 

Judgment:.

Legal Interest Rate: 
Contract Rate: 
Judgment Rate: 
Small Loans: . .  -

Industrial Bank Act: 
Instalment Loan Act: 
'tulo Finance:

Other Goods Finance:..*

Revolving Loan Credit: _
*

•  -  a

Revolving Credit: ,r ^ .

ARKANSAS

Lenal Interest Rate:
Contract:  ’
Judgment; ,
Legal : . . . . . . . K,„ .  ;

*• V f-*“ r • ( : * • ,
Cootract: - , .. ”

Judgment:

CALIFORNIA

Legal Interest Rate: 
Contract:

Usury Law ol 1919: 

Judgment:

Small Loans:

^10%^’_. '  :/ ■
, Ariz. Rev. Stet.
Rale agreed to in writing 
Ariz. Rev‘. Stat.
10*/. or as set out in instru­
ment . .
Ariz. Rev. Stat. § 44-1201 
Ariz. Rev. Stat. § 44-1201 
Ariz. Rev. Slat. § 44-1201 
Ariz. Rev. Stat. § 6-601 
Cor.numer Loans Law 
At Rev. Stat. § 6-335A 
At,.'. Rev. Stat. § 44-1205 
Ariz. Rev. Stat. § 44-281 
Motor Vehicle Time Sales 
Disclosure Act ( ’
Ariz. Rev. Slat. § 44-6001, 
(§4/ 6002). ,
Refill Instalment Sa.es
T/ansactions
Anz. Rev. Stat. § 44-1205
Interest Usury •
Ariz. Rev. Stat. § 44-6001,
(§ 44-6002). '
Retail Instalment Sales 
Transactions

Ark. Const. Art. 19, § 13 
Ark. Stat. Ann. § 29-125 
Ark. Stat. Ann. § 29-125 
Ark. Slat.
6%'
Ark. Stat. *'

• 10%  '

Ark. Stat.
v %  unless otherwise 
specified in instrument up 
to contract rate.

Cat. Const, art. XV. § 1 7 %  
Cat. Conzt. art. XV. § 1 
Loan lor persona.' family 
or household uses (real 
property excluded), 10% ;  
lor other uses, 17% if loan 
or loan commitment made 
before 1-1-81, 18% if made 
on or after 1-1-81.
Cat. Gen. Laws Ann. act 
3757. § 2 (Deering)
Cat. Const, art, XV. §' 1 
7 %
Cat. Financial Code § 
24000
Small Loan Law



CONSUMER USURY AND CREDIT OVERCHARGES
. 1  »  :

• ■ —  '.* - -•I - - . .  .

Personal Properly Brokers: ' Ca/. Financial Code §
- V '  - 22000 * „I.

!*? :- • Personal Properly Brokers
• •• • . » c . , , r -  L a w  ;

IndusiTial Loa’n s : " ’~ r  Cat. Financial Code § ' *

. .. •' — a  18212 . ...
~  "• - Industrial Lo;:n Law ; __

Insurance Premium etc."} ,z$ Cat. Financial Code’'' “ 
F inance:' • . Siiir-Ca. * § 18560 Insurance Premium^ '

Financing
Auto Finance:

Omer Goods Finance:

Revolving Credit:

• -r.\

* ■: * c* a
COLORADO ...i, . .  ' . . .  *

*• V .I’***’" c-“
Legal Interest R a t e : , . ‘ .

5 L - . ,t  ” '
Contract: •

Judgment: ,
•>T

Consumer Supervised 
Loans -
Licensed Lenders: Also includes revolving 

loan provision 
Consumer Loans In 
General:

Also includes revolving 
loan provision 

Non Consumer Loans:. .

Cat. Civil Code § 2981 Auto­
mobile Sales Finance Act 
Cat. Civil Code § 1801,
(1805.1)
Retail Instalment Saies _• 
Cat. Civil Code § 1801,
(1810.2)
Retail Instalment Sales

- • • •• ;  - i i .

Colo. Rev. Slat. § 5-12-101. 
8% .  compounded annually 
Colo. Rev. Slat. §5-12-103 
As sei out in instrument, 
except as limited by UCC.C 
provisions.
Colo. Rev. Stat. § 5-12-102 
8% ,  compounded annually 
Colo. Rev. Stat. § 5-3 508 
Colo. UCCC

Colo. Rev. Slat. § 5-3-201 
Colo. UCCC

. r.i'—
Consumer Sales Credit:

Insurance Premium 
Finance: - • • • * -  -
Consumer Related Sales 

Credit:
Revolving Charge Ac­
counts

Colo. Rev. Stat. § 5-3-605 
Colo. UCCC
Colo. Rev. Stat. (} 5-2-201 
Colo. UCCC
Colo. Rev. Stat. § 5-7-101 
Colo. UCCC
Colo. Rev. Slut. § 5-2-602

Colo. Rev. Stat. § 5-2-207 
Colo. UCCC

Loans:
Auto Finance: -

Retail Instalment Sales:- 
(Other Goods) -Lj

Insurance Premium 
Finance: • - •

Non-Bank Revolving Credit: 

Bank Revolving Credit:

DELAWARE ■ •
• * r r'

Legal Inlerest Rate: _ •*

Contract: ‘ "L

Judgment:

Small Loans:

Second Mortgages:
Auto Finance: -
[§ 2901 -  Effective- until
6-1-81)
Other Goods:

Insurance Premium Financ­
ing:
Revolving Credit:

Conn. Gen. Slat. § 42-83, 
(42-85a)
Retail Instalment Sales 
Financing
Conn. Gen. Slat. § 42-83,

„ (42-B5b)
, Retail Instalment Sales 

Financing
Conn. Gen. Slat. § 38-290, 
(38-298)
Insurance Premium Financ­
ing Companies 
Conn. Gen. Slat § 42-133c 
Open End Credit 
Conn. Gen. Stal. § 42-133c 
Open End Credit

Del. Code lit. 6. § 2301 
Variable
Del. Code tit. 6, § 2301 
Variable; any rate if over
S100.000 and not secured 
by principal residence 
mortgage. Demand notes 
of S5.000 or over, with col­
lateral security, no limit. - 
Del. Code lit. 6. § 2301 
variable, unless otherv/'' « 
specified in contract ' jed 
upon.
Del. Code tit. 5. § 201 
Small Loans Act 
Del. Code tit. 5. § 2901 
Motor Vehicle Sales , 
Motor Vehicle Sales 
Finance Act 
Del. Code tit. 6 , § 4301,
(§ 4315)
Retail Instalment Sales 
Law
Del. Code til. 18. § 4801.
(§ 4807)
Del. Code tit. 6, § 4337 
Reiail Instalment Sales 
Law

CONNECTICUT

Legal Interest F.ate: -

Contract:

Judgment:

Smalt Loans:

Industrial Banks: * * •
Savings Banks Personal.

Conn. Gen. Stat. § 37-1 
8V.
Conn. Gen. Stat. § 37-4 
12V.
Conn. Gen. Stat. § 37-3a 
8Vo; on oul-ol-siate ex­
ecuted or secured con­
tracts. as agreed up to 
legal rate in that state. 
Conn. Gen. Stat. § 36-225 
Small Loan Law 
Conn. Gen. Slat. § 36-148 
Conn. Gen. Slat. § 3R-97a

DISTRICT OF COLUMBIA 

Legal Interest Raie: 

Contract:

Judgment:

Small Loans:

D.C. Code § 2E-3302 
6%
D.C. Coca § 2r-3301 
15%; secured mortgage 
loans 15 V.,
D.C. Code § 28-3302 
6% .  Unless otherwise 
specified in instrument up 
to contract rale.
D.C. Code § 26-601 
Small Loan Law



> VU 11

Aulo Finance: -

— *i . —  .

k _ * ." a  «

Instalment Loans:

: "A?*: ■••• * -.

D.C. Code § 40-901 
Instalment Sales ot Motor 
Vehicles 

• D.C. Code § 28-3601 
”—  Direct Motor Vehicle Instal­

ment Loans >
; ■""' ^  D.C. Code § 28-3308 «>---

--- '• . .  ‘ ‘ Direct Instalment Loans--
Revolving Charge: "r * D.C. Code § 28-3701,-,'. j.-—

(s a M T o z )^ .- :- . •
. ' '**”• '  ’ Revolving Credit Accounts

Insurance Premium ' " ■ D.C. Code § 35-1361.
Finance: . . .  Insurance Premium-.-

Finance Companies

FLORIDA

Legal Interest Rate:

Contract:

Judgment:

Consumer Finance Act: 
Industrial Savings Banks: 
Bank Insti Iment Loans: 
Savings Associations* Pro­
perty Improvement & 
Mobile Home Loans: 
Insurance Premium 
Finance Companies: • ’ 
Auto Finance:

Other Goods Finance:

Home Improvement Sales 
& Finance Act: •

Revolving Credit:

Bank Loan-Credit Cards: 

GEORGIA

Legal Interest Rate: 

Cunlract:

Judgment:

Small Loans: 

Industrial Loans:

Fla. Stal. § 667.01 
6%
Fla. Slat. § 637.02
18% ; over S500.000, 25% .
Fla. Stat. § 55.03
10%  or rate contracted, if ?

less. 7\-T: £  ■* - - -
Fla. Stat. §516.01 •’ * *’
Fla. Stat. § 656.17
Fla. Stat. § 659.18

Fla. Fiat. § 627.826

Fla. Stat. § 520.01,
[520.08)
Motor Vehicle Sales
Finance Act
Fla. Slat. § 520.30,
1520.34]
Retail Instalment Sales Act 
Fla. Stat. § 520.60,
[5 20 .7 8 )........ * • ;

Fla. Slat. § 520.30, ’ ~
[520.35)
Retail Instalment Sales Act 
Fla. Stat. § 663.510 
Banking Code

Ga. Code § 57-101 
7 %
Ga. Code § 57-101 
10.5%; real estate, 15.50% 
lor May, 1981; any rate II 
credit 5100,000 or more; 
commercial accounts,
1 1/2%  per month.
Ga* Code § 57-108 
10%
Ga. Code § 25-315 
Industrial Loan VJ 
Ga. Code § 25 V  s 
Industrial Loan Act

Instalment Loan Law: 
Aulo Finance:

Other Goods Finance:

•*-f * »
Second Mortgages: 
Insurance Premium 
Finance Companies:

HAWAII

Legal:

Contract:

Judgment:

Small Loans:

Industrial Loans;

Bank Instalment Loans: 

Sales Finance:

Revolving Loans:

IDAHO

Legal:

Contract:

Judgment:

Consumer Supervised 
Loans - Licensed Lenders: 
Consumer Regulated 
Loans:
Consumer Loans in 
General:
Non-Consumer or Non- 
Consumer Related Loans: 
Consumer Sales Credit:

Ga. Code §57-116 
Ga. Code § 96-1004 
Motor Vehicle Sales 
Finance Act .
Ga. Code § 96-901, ^ 
[§96-903) • • - - •
The Retail Instalment & 
Home Solicitation Sales 

Ac* • . • I~ *-• "

Ga. Code § 84-5301,
[§ 84-5310) - . . .

Haw. Rev. Stat. § 47-8-1 
6 %
Haw. Rev. Slat. § 478-3 
1%  per month.
Haw. Rev. Slat. § 478-2 
8%
Haw. Rev. Stat. § 409-1 > 
Small Loan Act 
Haw. Rev. Stat. § 408-15 
Industrial Loan Act ** .'
Haw. Rev. Stat. § 408-15 
Industrial Loan Act 
Haw. Rev. Stat. § 478-1, 
(§476-33)
Retail Instalment Sales 
Haw. Rev. Stat. § 408-2, 
(f, 408-15|)
Industrial Loan Act -

s .  •

n • 3 -  
Idaho Code § 28-22-104 (cf- 
for.tive 7/1/81)
17% on tho hundred 
Idaho Code § 28-22-105 
13% : any rate whero not 
subject to UCCC and 
amount over 525,000, ex­
cept where secured by real 
property; see rates 
specified in consumer sec­
tions of UCCC.
Idaho Code § 2&22-104 (ef­
fective 7/1/81)
18« on the hundred
Idaho Code § 28-33-508
Idaho UCCC
Idaho Code § 28-33-207
Idaho UCCC
Idaho Code § 28-33-201
Idaho UCCC
Idaho Code § 28-33-602 .
Idaho UCCC
Idaho Code § 28-32-201
Idaho UCCC “ ,



CONSUMER USURY AND CREDIT OVERCHARGES
  «. • — • . • ;

Judgment:

Consumer Finance Act: * 
Consumer Instalment Loan 
Act: ■
Instalment Loan Law :,.,,'

" • In .T;
Revolving Credit:

* • * ", a * «• *.*.

Auto Finance:. -;, ,ir- r 
' 'j ,• ..

Other Goods:

— r • . — •«
Insurance Premium > 
Finance:--

INDIANA 

Legal:. ...
•  •Hj’I''1*  ̂| *■’* ,

Contract:. r

Judgment:

Consumer Supervised 
Loans • Licensed Lenders: 
Consumer Regulated 
Loans:
Consumer Loans In 
General:
Revolving Loan Accounts:

Non-Consumer or Non- 
Consumer Related Loans: 
Consumer Sales Credit:

IOWA .

Legal;

Contract:

III. Rev. Stal. ch. 74, § 1.
Acl of May 24. 1879. 55 
upon 5100.
III. Rev. Stat. ch. 74. § 4 .’~ 
Act of May 24, 1879. 9*/.; • 
residential no limit through 
12-31-81; 14V« maximum 
for stale banks (variable 
rate).-: '"‘ * -
III. Rev. Stet. ch. 74, § 3.
Act of May 24, 1879. 8®/..
6%  on judgments agafnsl 
governmental entities.
III. Rev. Stat. ch. 74. § 19.
III. Rev. Stal. ch. 74, § 51.

III. Rev. Stat. ch. 74. § 4a.
Acl of May 24, 1879.
III. Rev.'Stat: ch. 121 1/2 
§501 (§ 528)*.; ,
Retail Instalment Sales Aci 
III. Rev. Stat. ch. 121 I/2.1 
§ 561 -.• ' *
Motor Vehicle Retail Instal­
ment Sales Act 
III. Rev. Slat. ch. 121 I/2 
§501. (§ 527)
Retail Instalment Sales Act
III. Rev. star. ch. 73.
§ 1065.60
Insurance Code, Art. 32

Ind. Code. § 24-4.6-1 102 
8V.
Ind. Code, See rates 
specified in consumer sec­
tions of UCCC.
Ind. Code, § 24-4.6:1-101 
8V.
Ind. Code § 24-4.5-3-508 ‘ * 
Ind. UCCC
Ind. Code § 24-4.5-3-201 
Ind. UCCC
Ind. Code § 24-4.5-3-201 
Ind. UCCC
Ind. Code § 24-4.5-3-201(4) 
Ind. UCCC
Ind. Code § 24-4.5-3-601 
Ind. UCCC
Ind. Code § 24-4.5-2-201 
Ind. UCCC

Iowa Code § 535.2 
5« on the 100.
Iowa Code § 535.2 
Variable; any rate lor real 
estate, investment trusts, 
business loans of 5100,000 
or more and agricultural 
loans ol 5500.000 or more.-'

■ -iV
Small Loana:^*.'. —  — L‘—

Industrial Loans: • -,*„ - - - : --*.-*• —
■ % • 4 «  *~ ** *• *.**.9 .r---i 7-
* - ■* * nr-'-.—r. yi

Bank instalment Loans:/
• •    •>

Consumer Credit Sales:.

Revolving Charge Ac­
counts:

Consumer Loans In 
General:. - .*’ -1

* . • ■.«>• "3 - . '. • " . , »
Consumer Revolving 
Loans: - :* “V

* i  %  ■  i * .  • •  5 , "  •  «  / •

* .  “*» •». • t , 4 
Auto Finance:

KANSAS

Legal:

Contract;
• '* 1
# r

Judgment:

Consumer Supervised 
Loans • Licensed Lenders:

Consumer Loans:

Consumer Credit Sales 

Revolving Credit:

Consumer Loans in *. 
General:1 - 
Insurance Premium =*-. 
Finance: ■ - - vr** *-

Iowa Code § £35.3 
10V. per year. Unless 
otherwise specified in in­
strument up tc ' on'- , ct 
rate.
Iowa Code § 536.1 
Small Loan Law 
Iowa Code § 536A.23 
Iowa Consumer Credit 
Code
Iowa Code § 524.906 
Banking Act of 1969 
Iowa Code § 537.2101,
(§ 537.2201)
ICCC
Iowa Code § £37.2101 
(§537.2202)
ICCC
Iowa Code § 537.2101 
(§ 537.2401)
ICCC
Iowa Code § 537.2101 
(§537.2402) .
ICCC.........................  *-* '
Iowa Code § 322.1 
Motor Vehicle Dealer's 
Licensing Act

Kan. Slat. § 16-201 
10%
Kan. Stat. § 16-207 
10% ,  unless otherwise 
specified by consumer sec­
tions of UCCC, 11%  on 
residential mortgage loans. 
Kan. Stat. § 16-204 
12% . This rate applies to 
judgments rendered on or 
after 7/1/80. Judgments 
rendered before that date 
bear interest of 8%  
through 6/30/80 and 12®/. 
on and alter 7/1/80.
Kan. Stat. § 16a-2-10l 
(§ 16a-2-401) amended by 
Rules & Regulations ol the 
Consumer Credit Commis­
sioner § 75-6-24.
Kan. Stat. § 16a-2-101 
(§ 16a-2-401)
UCCC
Kan. Slat. § 16a-2-201 
UCCC
Kan. Stat. § 16a-2-201 
(§ l 6a-2-202)
UCCC
Kan. Slat. § 16a-1-301

Kan. Siat § l6a-4-l01 
UCCC

t
A
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KENTUCKY '

• • T • * ,  • * *

Looal:  ........ .............

. .  .  c*
Contract:_;

h^CZi ..Tf»I

* S *1^- J i»Vî  £®.
- .

vr-%.
. • * *T

-. *: v •*•••»
r / <:• *.

Judgment:

Small Loans:

Industrial Loans:

Bank Instalment Loans: 
Auto Finance: t

_  r" 7 ' .W
Insurance Finance: •

Bank Revolving Credit:

LOUISIANA

Legal:

Contract:

Judgment: ». *. • ■ • * 

Consumer Loani,:_ h*?.

Consumer Credit Sales: 

Auto Finance:

Revolving Charge:

Revolving Loan Account:
»*

Lender Credit Card:

Insurance Premium 
Finance: \ -.0 .

Ky. Rev: S lit. § 360.010 *'
8® / « . . .  - .  -- 

Ky. Re^ Slat. §360.010 .  ' 
"17®/. bn 515,000 and less’ ' '  
_ and 14% on bans by banks 
. and trust “companies on " . 

contracts 515,000 or less ■ 
(variable’rale); 510 / : 
minimum bn bank ioan per­
mitted; others, any rate..
Ky. Rev. Stat. § 360.040 '
8®/.
Ky. Rev. Stat. § 288.410 
Small Loan Law 
Ky. Rev. Stal. § 291.460 
Industrial Loan Law 
Ky. Rev. Slat. § 287.215 

; Ky. Rev. Stat. § 190.090 • 
Motor Vehicle Retail Instal-. 
ment"Sales Aci "; . 
Ky. Rev. Sta't.'§ 304.30.010 
Insurant Premium Financ­
ing Lvw f® ‘ * •"
Ky. Rev. Slat. § 287.710

La. Civ. Code Ann. art.
2924 (West)
10®/.
La. Civ. Cede Ann. art.
2924 (West)
8®/«; 12%  on conventional 
obligation secured by im­
movable property.
La. Civ. Code Ann. art.
2924 (West) '
10®/.
La. Rev. Stat. Ann.
§ 9:3510, (§ 9:3519) 
Louisiana Consumer Credit 
Act
La. Rev. Stat. Ann. § 9:3510, 
(§ 9:3520)
LCCA
La. Rev. Stat. Ann. § 6.951 
Motor Vehicle Sales 
Finance Act 
Lb. Rev. Stat. Ann.
§ 9:3510,
(§ 9:3523)
LCCA
La. Rev. Slat. Ann.
§ 9:3510,
(§ 9:3519)
LCCA
La. Rev. Stat. Ann.
§ 9:3510,
(§ 9:3524)
LCCA . •
La. Rev. Slat. Ann.
§ 9:3510, •
(§9:3519)
LCCA _

MAINE. .

Legal: ’ * “
• . r. s JL, •• •

Contract: . • -■"•* ". --
” ,',u.

Judgment ’ ‘ *’’
1 .•-■«: -» 'til — — ; 

-->- ' - v  B“— -v.- - w *

' i T i i i r r s c  r ’tiL* v >:

Consumer Supervised 
Loans • Licensed Lenders:

Consumer Credit Sales:

'■-.evolving Charge Ac-_ • /
counts:

, _« .A'-'1.-':
.* .. % . . . .  ' ,v‘

Consumer Loans In ' "  ' 
General: -*-■ '“ '*' “■*

Revolving Loan:

Insurance Premium "J **• 
Finance:

Auto Finance: 1

Industrial Banks: 
Home Repair Finance:

Savings Banks:

MARYLAND" ”  *

Legal:

Contract:

Judgment:

Consumer Loans: 
Auto Financ«:

Other Goods:

Insurance Premium:

Second Mortgage: 
Revolving Credit:

Me. Rev. Slat. tit. 9-B, § 432 
6®/. . .  •
Me. Rev. Star. tit. 9-B. § 432 
No maximum It in writing 
Me. Rev. Stat. tit. 14, §
1602 . T-.v.
8 %  unless otherwise 
specified in instrument up 
to contrac rate; 12%  from 
and alter judgment.
Me. Rev. Slat. tit. 9-A 
§ 2.101. (§ 2.401)
Maine Consumer Credit 
Code
Me. Rev. Slat. lit. 9-A,
§ 2.102, (§ 2.202), Maine 
Consumer Credit Code 
Me. Rev. Stat. tit. 9-A, 
§2.101, (§2.202) Maine’ 
Consumer Credit Code 
Me. Rev. Stat. tit. 9-A. 1 *
§ 2.101, (Unsupervised) ■' ‘ 
(§ 2.401) Maine Consumer 
Credit Code
Same provisions as above. 
Main Consumer Credit 
Cede
Me. Rev. Stat. tit. 9. § 4061 
The Insurance Premium 
Finance Company Act 
Me. Rev. Stat. tit. 9. § 2.201 
Maine Consumer Credit 
Code
Me. Rev. Slat. tit. 9-B, § 918 
Me, Rev. Slat. lit. 9. § 3721. 
Home Repair Financing Act 
No specillc provision

Md. Ann. Ci.de art. 12,
§ 102 
6®/.
Md. Ann. Code art. 12.
§ 103
8% .  Business loans over 
55,000, any rate; resident!;'* 
mortgages, any rate.
Md. Ann. Code art. 11.
§ 107
Md. Ann. Code art. 58A, 1 
Md. Ann. Code art. 12,
§ 601 (§ 609).
Retail Instalment Sales 
Md. Ann. Code art. 'i2.
§601 (§610).
Retail Instalmen' Sales 
Md. Ann. Code ?rt. 48A,
§ 486A
Premium Finance 
Agreements - ’ • .'
Md. Ann. Code art. 12,
§ 501 (§ 506). ■
Retail Credit Accounts /
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MASSACHUSETTS '

T  • - r  . 1 o'*'.".
• - - t '  * -

-  -------- T-.'f tt\- •**r. ’

• •*’ ..;**■ -r'A.Contract:-/iv; ---------- -
...
. :! rvv,*”>'f-;r*'.: " .

. .-*1 *-■ J-'Vr.i.-'*tr - >•!- ■ 
j-jagment-y - *,. *. « ’' • r  .*•*“ •*
S’naii uoans:

r.'.CiXr'* "t ~
•»| *■ — - — —

Small Loan Law Rate Order
Industrial Banks:

'I

Savings Banks Instalment

•* •
Loans

w- • •

Insurance Premium 
Finance:.;*;-- I*  ~ ’L ’ *"
■ v ^ . * n s -c® ■
. •V't.W'tlVj; *... *s 

s-rV.i-: - __.. .
SecondMongages:'
• _  ;44 .iiic . ‘ *'

Auto Finance: „ . ”
* fc *• * *’

• «•* *. • ••*

•. * . , **• *« ,.•« . 
• T *  w-r — -•

Other Goods Finance:
•t j ju . : .  . .

Revolving Credit:

—" .-trr- V.CV--—
MICHIGAN . . . . .  . 

L e g a t . . - 

Contract

Judgment:

— > - j- ••
Small Loans:
Bank Instalment Loans:

Autos:

Other Goods: ~  IT  .

• • -.«V -

Mass. Gen. Laws Ann. ch. -
107 § 3 — .

SB on oach 51(X) lor year. -• - 
Mass. Gen. Laws Ann. ch.*- .
107,§ 3 -

_  No limit. r, ; ,'t
No statutory provisions.'-:- 
Mass. Gen. Laws Ann. ch. - ~ 
140 § 96 • - / . . .  -' .
Rate set by administrative 
Mass. Gen. Laws. Ann. ch. "" 
172 A. § 9
Banking Company Act.
Masi.- Gen. Laws. Ann. ch. 
166. § 37
Rate determined by Small 
Loan Law, above 
Mass. Gen. Laws. Ann. ch. 
256C § 1 -  v . . ;V ^ > T V:. • 
Rate set by Administrative ’
Rate Order‘T  1 '• ‘M» •• • •• • ,, 

Mass. Gen. Laws. Ann. ch.
140 § 90 ’ ■
Mass. Gen. Laws. Ann. ch.
255B ,§ 1 . ’.
Motor Vehicle Retail Instal­
ment Sales "" ‘ .

. *|p -J.' w
Mass. Gen. Laws. Ann. ch. 
255D, § 1 (§11)-
Retail Instalment Sales 
and Services
Mass. Gen. Laws. Ann. ch. 
255D, §1 (§27) .
Retail Instalment Sales & 
Services • 1 ■

. . . .   .

Mish. Comp. Laws § 438.31 
S5 upon S100 lor year 
Mich. Comp. Laws §438.31 
7 % ;  any rale for certain 
business loans: special 
provisions lor mortgage 
ioans and land contracts 
Mich. Comp. Laws 
§600.6013 — . t
1 2 %  (unless otherwise 
specified in instrument up 
to contract rate) Irom dale 
of compalint to satisfac- . 
lion ol judgment; 13% 
alter judgment date.
Mich. Comp. Laws § 493.1 
Mich. Comp. Laws
§ 487.305 ........... ...
Mich. Comp. Laws 
§ 492.101_ .
Motor Vehicle Sales 
Finance Act 
Mich. Comp. Laws ' "v 
§445.851,. (§445.857);

’ Retail Instalment "Sales Act"'

Improvement Loans:

, Insurance Premium ■...
■ Finance:^" ' * " **"1t "f « •  a "*
• • yit • * f * IT *■ I •

Revojving Credit: .

J-Iji,'' -p» .0 .
^*4 ^  ^  » ( —  ^

** « ■ *■ 1 •

MINNESOTA 

Legal: . .  .

Contract:

• ’ V . l t  • w
% »• - • d

\ ♦ £*, A Za v
, i r i  ' ,

, W* • w  , •

ri.-L uy : . •* 
Judgment:"

Small Loans: 

Industrial Loans:

Bank and Savings Bank 
Loans: _  "
Auto Finance:

Insurance Premium 
F i n a n c e : . . .fj,c >

Revolving Credit:

Revolving Loan:

MISSISSIPPI

Legal:

Contract:

Judgment:

*• •
• * *

Small Loans:
1 ' fi

Bank and Trust Company 
Loaiis:
Instalment Loans:
Mobile Home Loans:
Auto Finance:
Other Goods: - 
Revolving Credit: a
Revolving Loans:

Mich. Comp. Laws 
§ 445.865
Home Improvement 
Finance Act _
Mich. Comp. Lbws

§ 500.1501 ....................
Insurance Premium . 
Finance Companies 
Mich. Comp. Laws 
§ 445.851. (§ 445.862) 
Retail Instalment Sales Act

Minn. Slat. § 334.01 
S6 upon S100 lor year 
Minn. Stal. § 334.01 
S8 on S100 lor year no 
limit on loans ot S100.000 
or more; home mortgages, 
variable; rate; business and 
agricultural loans, .17.5%; 
loan by bank or savings-- 
bank ,1 4%>  Li-..*'
Minn. Stal. § 549.09 
Variable rate; rate may not 
be less than 8 %  lor year. - 
Minn. SI a t. § 56.01 ■"
Small Loan Law 
Minn. Stal. § 53.04 
Industrial Loan & Thrift 
Company Law 
Minn. Slat. § 4Q.15j

Minn. Stat. § 168.66 
Motor Vehicle Retail Instal­
ment Sales Act 
Minn. Stat. § 59A.01 
Insurance Premium • • •  
Finance Companies 
Minn. Stat. § 334.16 
Open End Credit 
Minn. Stat. § 48.185 
Open End Loan Account 
Arrangements

Miss. Code Ann. § 75-17-1 
8 %  until 7-1-82.
Miss Code. Ann. § 75-*7-1 
18*/* until 7-1-82.
Miss. Code Ann. § 75-17-7 
8 %  unless olherwise 
specified in instrument up 
to contract rate.
Miss. Code Ann. § 75-17-1 
Finance Charge Law

Miss. Code Ann. § 81-5-79 
Miss. Code Ann. § 75-17-1 • 
Miss. Code Ann. § 63-1943

Miss. Code Ann. § 75-17-1 , 
Miss. Code Ann. § 75-17-1
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;ouw . v -
.. *■- •*» 

-  • ■»*.!
• * -  t  ••

IL

* r f-V4-^'*.
. -  • v''—
’ •• ‘ " . r r T v - ^
1 " ■ ' V

V--«• * ‘ . —t

► *

- j i l  Leans: ‘ ~
„  , !t ••

;*o Finance: .  * :  -
* :• *. > *t * • *. •

‘ i « V

-i/i »nd Investment •
” . . • —  •>

om panics: Vi* i — *"
-Off Goods Finance:

, v  v

rrohnng Credit: j  -■ 

■rroiving Loam 1 '■ 

.rcond Mortgages: v .:.*

■ •/'.v.tr.*-.
. . . j . - - ,  :■

Mo. Rev. S/a/. § 408.020 ' 
g*/r .*
Mo. Rev. S/a/.' § 408.030 i  

’ 15.2% for quarter beglrin-* 
ing 4-1-81, any rate for.;*r.; 
securities pledged as col­
lateral, business loan of^ 
55000 or more, loan of; 
55000 or more secured by * 
negotiable instrument.
Mo. Rev. Stat. § 408.040;
9 %  unless otherwise
specified in interest up to
contract rate. -
Mo. Rev. Stat. § 408.100
Small Loan Law
Mo. Rev. Stat. § 355.010
Motor Vehicle Time Sales

Mo. Rev. Stat. § 368.040 --. ..;.
---

Mo. Rev. Stat. § 408.250 
Retail Credit Sales.'
Mo. Rev. Stat. § 408.300 
Mo. Rev. Stat. § 408.200

NEBRASKA

Legal: * *
' r — ;  ■

. « » . » •  -,i % , ***

V-. C o n t r a c t : ' „ '--
\jn k ««»»•• - * ; c  | * ■»*»

. I

' -i :Ct’:XV
- - * •• r* *

Judgment:

Small Loans:

Industrial Loan and
. . . »

Investment Companies:^

Bank Instalment Loans: 
Instalment Sales, All 
Goods:
Revolving Credit:

Neb. Rev. Stat. § 45-102 
12% pe ’ annum i - '* 
Neb. Rev. Stat. § 45101_-03~ 
16% per annum an;.' rate', 
corporate loans, guaran* ~ 
tors or sureties of cor- 
porate loans, loans witha. ?. 
aggregate principal . -
amounts over 525,000, 

p federally insured loans, .. 
loans made upon 
securities pledged as col­
lateral. . .
Neb. Rev. Stat. § 45-103 
12% per year upon 5100. 
Unless i therwise specified 
irv instrument up to con- . . 
tract rate. -’- V .-  ^ 
Neb. Rev. Stat. § 45-*114 ' • . ?  
Small Loan Law 
Neb. Rev. Stat. § 8-435 '•
Loan and Investment Com-/ 
panies . - . ^  *
Neb. Rev. Stat. § 8-820 
Neb. Rev. Slat. § 45-334 
Instalment Sales Act • .
Neb. Rev. Stat. § 45-204

. . , « « . W

Revolving Charge 
Agreements

MONTANA
I • » •

w*gal: ;

1 J 5 » ” •*

Contract: •- ■ “
> • • • », • *

» » *' * "r  •> 

Judgment:

Small Loans:

'ndustrial (Morris Plan)! 

Auto Finance:

Olher Goods Finance:

f •«

Revolving Credit:

• u- — • --

Instalment Loans:

Mont. Rev. Codes Ann.
§ 31-1-106 
6%  "  "  -

Mont. Rev. Codes A nn :"  ’
§ 31-1-106
Up to 5150,000. 1 7 % : over
5150,000 to 5300.00, 1 8 % ; 
over 5300.000. any rate. * • 
Mont. Rev. Codes Ann.
§ 25-9-205
10% where judgment in­
volves contract, at rate 
specilied in contract.
Mont. Rev. Codes Ann.
§ 32-5-101
Consumer Loan Act 
Case law may allow dis­
count basis using 
§-31-1-106 rate?
Mont. Rev. Codes Ann.
§ 31-1-201, (§ 31-1-241)
Retail Instalment Sales Act 
Mont. Rev. Codes Ann.
§ 31-1-201, (§31-1-241)
Retail Instalment Sales Act 
Mont. Rev. Codes Ann. 
§31-1-201, (§ 31-1-241) ‘ ’
Retail Instalment Sales Act 
Mont. Rev. Codes Ann.
§31-1-436 . ' . ..............*“ ‘
(suspended until 7/1/83) ‘

NEVADA

Legal:

Contract:

Judgment:

Instalment Loan and 
Finance Act:
Bank Loans:
Thrift Company Loans:

Sales Finance. All Goods:

Revolving Credit:

NEW HAMPSHIRE 

Legal:

Contract:

Nev. Rev. Stat. § 99.040
8%
Nev. Rev. Slat. § 99.050 
1 8% ; variable rate for 
secured mortgages *' 
Nev. Rev. Stat. ~
Appears to be controlled * 
by Legal Rate

Nev. Rev. Stat. § 675.010 
Nev. Rev. Stat. § 662.165 
Nev. Rev. Stat. § 677.730 
Nevada Thrill Companies 
Act
Nev. Rev. Stat. § 97.015,
(§ 97.195)
Retail Instalment Sales of 
Goods and Services.
Nev. Rev. Stat. § 97.015,
(§ 97.245)
Retail instalment Sales of 
Goods and Services

A/.H.-flev. Stat. Ann. § 336:1 
56 on 5100 a year. ■- • . »
N.H. /.,jv, Stat. Ann. § 336:1 
No limit *1. •;£

•% 
fi
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JbjdgmOTC

? J i ! . v  V
N.H. Rev. Stat. Ann. § 336:1
6 %  unless otherwise
specified In Instrument up
to contract rate.r '

c_ , . i  (nans: ' • -‘1‘ ’ 1"' N.H. Rev. Stat. A nn ..
Ssuii -.§ 399. ^ - —  —  ■ -  -

•■■•*» • *• '* * 

Small Loan Law - ,
\;. 0 ̂  v  • • « * —

...........................

.•f.«

Swings & Leans'and
C oop e ra t iv e  Banks V*. ^  : ;.r>‘

SKand M o r tp g e s '"  
’ Auto F-nancC

),;IV  JERSEY

Legal:

Contract:

Judgment: . - - i -  .
Small Loans: • •• ■-

* « 
Bank Instalment Loans:
Sales Finance Direct: . ,

Auto Finance:

Omer Goods:

•v ' «* c l  !•» *. i.

Home Repair ■

Second Mortgage Loans: 
improvement Loans by 
Savings and Loans Ass'ns: 
mjurance Premium 
finance:

•  • 
tank Revolving Loan 
Ci edit:
^evolving Charge:

'i£ W MEXICO

Ltjafc

Contract:

N.H. Re.. Stat. Ann.
' § 381-A:1
Retail Instalment Sales of 
Motor Vehicles

N.J. Rev. Slat. No statutory 
provision 

. NJ. Rev. Stat. 11 •
_ 1 4 % ; 14 .5% on loans *_-• 
’’secured by realty w ith-! to 
6 dwelling units; no limit . 
for loans purchased by 
governmental organiza- _ 
tions.
N.J. Rev. Stat.
No statutory provision 
NJ. Rev. Slat. § 17:10-1 
Small Loan Law 
N.J. Rev. Stat. § 17:3B-1 ' ’ ' 
N.J. Rev. Stat. § 17:16C-1,
(§ 17:1601)
Retail Instalment Sales Act 
of 1960
NJ. Rev. Stat. § .17:1601,
(§ 17:16041)
Retail Instalment Saies of 
1960 -
N.J. Rev. Stat. § 17:1603,’
(§ 17:16041) '
Retail Instalment Sales Act 
OM960
N.J. Rev. Stat. § 17:16062 
Home Repair Financing 
Act

N.J. Rev. Slut. § 17:16D-1. 
Insurance Premium Financ­
ing Company Act 
N.J. Rev. Stal. § 17:9A-59.6

NJ. Rev. Stat. § 17 
Retail Charge Accounts 
•Laws 1971, ch.s 409

N.M. Slat. Ann. § 56-8-3
10%' 1 • ' ----

. N.M. Stat. Ann. § 56-8-11 
...Variable; home loan rate 

higher * . ’ "

Judgment:

Small Loans: '* - * ^

i.s ■ ■
—  • • —  • • r* «  —  » —

Bank Instalment Loans:' 1 
Auto Finance:’. L‘ ‘ r

Other Goods: “

Insurance Premium 
Finance:

Revolving Credit: . .

Bank Credit Card: '

NEW YORK 

Legal:

Contract:

Judgment:
• e -  n  -  • ^
« • it 'K*

Small Loans:

Bank Personal & Improve­
ment Loans:
Improvement Loans by 
Savings Banks & Savings & 
Loan
Associations:

Auto Finance:

Other Goods Finance: 
Insurance Premium 
Finance:

Revolving Credit:

Education Loans: 
Bimk Loan Revolving 
Credit: . . . .   ! .

N.M. Stat. Ann. § 56-8-4 * 
10%
N.M. Stat. Ann. § 5815-1 
Small Loan Business 

. , '  N.M. Stat. Ann. § 58-15-31 
Small Loan Act of 1955 

, .  N.M. Stat. Ann. § 58-7-1 
; ^  N.M. Stat. Ann. § 58-19-1 

'Motor Vehicle Sales 
Finance Act
N.M. Stat. Ann. § 56-1-1,
(§ 56.1-2.1 effective until 
7-1-81)
Retail Instalment Sales 
N.M. Stat. Ann. § 59-8-1,
(§ 59.8-7.1 effective until 
7-1-81)
Insurance Premium Financ­
ing Act 

- N.M. Stat. Ann. § 56-1-1,
(§ 56-1-3.1 effective until .: 
7-1-81):
Retail Instalment Sales 
N.M. Stat. Ann. § 58-7-4.

N.Y. Gen. Oblig. Law § 501 
(consol.)
N.Y. Banking Law § 14-a 
(consol.)
Banking Board Regulations 
§ 304.1 - Interest rates.
16%  absolute limit 
18%  on business and 
agricultural loans over 
S25,uu0 by banks or trust 

. companies; no limit, loans 
over S2J> million.
N.Y. Civ. Prac. Law § 5004 
(consol.)

" 6 %  '*
N.Y. Banking Law § 44.340 
(consol.)
Small Loan Law

N.Y. Pers. Prop. Law § 301 
(consol.)
Motor Vehicle Retail Instal­
ment Sales Act

N.Y. Banking Law § 554 
(consol.)
Insurance Premium 
Finance Agencies 
N.Y, Pers. Prop. Law §
401, (§ 413) (consol.)
Retail Instalment >ales Act
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i  * » i .  * • .  - « « «

NORTH CAROLINA 

Legal:

C ontract: .  . .

\  .> - ' * 
Judgm ent:f ... . . .

Small Loans:

Industrial Bank Loans:

Sank Instalment Loans: 
Instalment Loans: 
Instalment Sales:

Second Mortgages on 
Dwellings:
Auto Loans By Licensed' 
Lenders:
is u ra n c e  P re m iu m  

F inance :

Revolving Credit:

NORTH DAKOTA 

Legal:

Contract:

Judgment:

nail l .o a n s :

.mall Loan Law 
Consumer Finance Act:

lank Instalment Loans: 
Repealed etfective 7-1-81) 
uto Finance:

ithe'r Goods:

evolving Credit:

HIO

egat:

Contract:

N.C. Gen. Slat. § 24-1 :  .
8 % *  V -  ...
N.C. Gen. Stat. § 24-1,1 
12% , 325,000 or less; any. 
rate, over 325.000.
N.C. Gen. Stat. § 24-VVT  
§ 24-5 . : ' \ i :
8 % . 6*/. tor judgments •- 
entered prior to 7-1-80. ....
N.C. Gen. Stat. § 53-164 
Consumer Finance Act 
N.C. Gen. Stat. § 53-141 
Industrial Banks 
§ N.C. Gen. Stst. 53-43(1)
N.C. Gen. Slat. § 24-1.2 
TJ.C. Gen. Stat. § 25A-1 
(§ 25A-15)
Retail Installment Sales 
Act - : *" 1

, v ' y '.> . •_ ,

N.C. Gen. Stat. § 53-176.1 .
; . i. K  • •■tjs ■

N.C. Gen. Stat. § 58-55 
Insurarice Premium Financ­
ing
N.C Gen. Stat. § § 24-11

N.D. Cent. Code § 4704-05 
6 % .
N.D. Cent. Code § 47-14-09 
1 2 % , state banks, 1 4 % ; 
any rate on business loans 
over 335,000. [Variable rate 
e(lective7-1-81)
N.D. Cent. Code § 28-20-34 
6 % .-Unless otherwise 
specified In Instrument up 
to contract rate. [12% 
unless specified, effective 
7-1 -81J
N.D. Cent. Code § 13-03-01

N.D. Cent. Code § 13-03.1-1 
Consumer Finance act 
N.D. Cent. Code § 13-04-01

N.D. Cent. Code § 51-13-01, 
(§ 51-13-03.02)
"Retail Instalment Sales Act 
N.D. Cent. Code § 51-13-01, 
(51-13-03,02) r 
Retail Instalment Sales Act 
N.D. Cent. Code § 51-14-01 
Revolving Charge Accounts

n. b .
Judgment:

Small Loans:

Instalment Sales:

Second Mortgage:
Bank Instalment Loans:

Insurance Premium 
Finance: ■

-f-.-v

Revolving Credit:

Bank Revolving Credit: 

Open End Loans:

OKLAHOMA

Legal:

Contract:

Judgment:

Ohio Rev. Code Ann. 
§ 1343.03
8 %  ' '  *'v ’ •

Supervised Loans:

Regulated Loans: 
Consumer Loans in 
General:
Revolving Loan::

Non-Consumer or Non- 
Consumer Related Loans: 
Consumer Sales Finance:

Revolving Credit:
-n> -

Ohio Rav. Code Ann.
§ 1343.01
8 % ; any rale on loans over 
3100.00; any rate lor 
securities pledges as col­
lateral; real estate mort­
gages. 16% .
Ohio Rev. Code Ann. ; *
§ 1343.02 .. ,7 . . , ; ,
8 % . Unless otherwise , . •

. specified in instrument up 
to contract rate.
Ohio Rev. Code Ann.
§ 1321.01 
Small Loan Law 
Ohio Rev. Code Ann.
§ 1317.01
Retail Instalment Sales

Ohio Rev. Code Ann.
§ 1107.26

. Ohio Rev. Code Ann.
.§ 1321.71
Insurance Premium 
Finance Companies 
Ohio Rev. Code Ann. 
§1317.01, (§1317.11)
Retail Instalment Sales 
Ohio Rev. Code Ann. 
§1107.27
Ohio Rev. Code Ann.
§ 1321.16 
(effective 7-14-81)

Okla. Slat. tit. 15. § 266 
.6 %
Okla. Stat. tit. 15. 5 266 
See rales specified in con­
sumer sections ol UCCC. 
Okla. Stat. tit. 12. § 727 
10% uness otherwise 
specified in interest up to 
contract rate: personal in­
jury damages, 6 %  added 
(or period ol suit.
Okla. Slat. tit. § 14A.
§ 3-508
Oklahoma UCCC 
No provision
Okla. Slat. tit. 14A. § 2-201
Oklahoma UCCC
Okla. Stat. tit. 14A. § 3-201
Oklahoma UCCC
Okla. Stat. tit. 14A, § 3-605
Oklahoma UCCC
Okla. Stat. tit. 14A. § 2-201
Oklahoma UCCC
Okla. Stat. tit. 14A, § 2-207
Oklahoma UCCC
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• CONSUMER USURY AND CREDIT OVERCHARGES

OREGON 

Legal: ..y.

Contract:- <, ;v»L 
• *• •

Judgment:

Consumer Finance Act: 
Bank Instalment Loans: 
Auto Finance:

Insurance Premium 
Finance: .  . . -. •
Revolving Loan:

PENNSYLVANIA : 

Legal:

%

Contract:

Judgment:

■Consumer Discount Loan 
Act:

Bank Instalment Loans: ”

Auto Finance:

Other Goods:

Or. Rev. Slat. § 82-010
9 % ...... ..................................

^Or. Rev. Stst. § 82-010 ..
• 10% ; any rate, more than 

A 550.000; no limit lor loans
purchased by government 

^.organizations from na- ' 
Jional or state banks; 1 2 %  
loans secured by real 
estate.
Or. Rev. Stat. § 82.010 
9 %
Or. Rev. Slat. § 725.010 
Or. Rev. Stat. § 708.480 
Or. Rev. Stat. § 83.510 
Motor Vehicle Retail Instal 
-ment Sales Act 
Or. Rev. Stat. § 746.405 
Premium Financing

• Or. Rev. Stat. § 2 Laws 
*1977 S.B. 1085
Or. Rev. Stat. § 725.340 
Consumer Finance Act

•: -Pa. Stat. Ann. tit. 41, § 101,
• • (§ 201) (Purdon) Act ol 

January 30, 1974 
6 %  to S50.000 
Pa. Stat. Ann. tit. 41, § 101, 
(§ 301) (Purdon) As of 

• January 30, 1974 *
Variable rate for residential 
mortgages; no rate, prin­
cipal obligations over 

■••• 550,000, secured principal 
amount ol 550,000 or less - 
other than residential, cor­
porate loans, unsecured 
noncollateralized loans 
over 535,000 and business 
loans over 510,000; state 
banks 14% and institu­
tions 18% .
Pa. Stat. Ann. tit. VI. § 782 
(Purdon) Act ol 1700 
6%
Pa. Stat. Ann. lit. 7. § 6201,
(§ 6213) (Purdon) Consumer 
Discount Company Act 6 %  
Pa. Stat. Ann. tit. 7, § 309 
(Purdon)
Banking Code ol 1965 
Pa. Stat. Ann. tit. 69, § 601 
(Purdon)
Motor Vehicle Sales 
Finance Act
Pa. Slat. Ann. tit. 69, § 1101, 
(§ 1501)%
(Purdon)

' • Goods and Services Instal­
ment Sales Act - —

Improvement Loans:

- Revolving Loan Credit: . .

Revolving Charge Credit:.

Bank Revolving Loan:

PUERTO RICO 

Legal:

Contract:

Judgment:

Small Loan: , ..-

Auto Finance:

Retail Instalment Sales:

Personal Loans: 

Revolving Credit:

Pa. Stat. Ann. tit. 73,
§ 500-101 (Purdon)
Home Improvement 
Finance Act - 
Pa. Stat. Ann. tit. 7, § 6201, 
(§ 6217.1)

(Purdon) Consumer Dis- 
. count Company Act 
■Pa. Stat Ann. tit. 69, § 1101, 
(§ 1904 )" . \
(Purdon)
Goods and Services Install­
ment Sales Act 
Pa. Stat. Ann. til. 7. § 309 
(Purdon)
Banking Code ol 1965

P.R. Laws Ann. tit. 31, 
§4591
65 each 5100 ..
P.R. Laws Ann. tit.
Personal loans 17%; instal­
ment loans 9 1/2%; mort­
gage loans, variable rates; 
all other loans. 17% . In­
terest Rate and Fint-icing 
Charges Regulatory Board, 
Regin No. 21-A, Art. 3.
P.R. Laws Ann. tit. 31, 

...§4591.
.36 on 5100 
P.R. Lows Ann. tit. 10,
§ 941
Small Personal Loan Act 

: Rules and Regulations ol 
Puerto Rico. Title 10, 
Chapter 36 Maximum 
Credit Service Charges in 
Instalment Sales ol Motor 
Vehicles. Part I, § 1-3.
Rules and Regulations ol 
Puerto Rico. Title 10, 
Chapter 36.
§ 773-61: Household Fur: 
niture . ”
Pari I, § 1-2 Industrial,
Agric. & Construction 
Machinery
§ 773-61: Commcrial Elec­
tric Fixtures
Usury Preemption Override 
- Laws 1980, Act 3, Eight 
Special Session. § 3.
Rules and Regulations ol 
Puerto Rico. Title 10,
Chapter 36
Maximum Service Charges: 
for Revolving Account 
Credit Plan. Part I, § 1-5. ■■ -
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Appendix V: Lending Statutes In the United States (April, 1981)

RHODE ISLAND

Lega|: . . .

Oontraet: .

ju d g m e n t :
■ ,r * .« •

Sm all L e an s :

Loans and Investment: 
C om pan ies

Savings Eank Instalment 
Loans:
Second Mortgages: 
Insta lment Sales Finance:

Revolv ing Credit:

SOUTH CAROLINA 

Legal:

Contract:

Judgment:

Restricted Loans:

Supervised Loans:

Consumer Credit Sales:

Consumer Loans in 
General:
Nl.i Consumer Loans:

r

Bank and Other Instalment 
Loans:
Auto Finance:

insurance Premium 
Pwa.ice:

Revolving Charge:

Revolving l.oan:

Bank Revolving Loan:

SOUTH DAKOTA

R.l. Gen. Laws § 6-26-1 
65 on 5100 •
R.l. Gen. Laws § 6-26-2“-*.
21%
R.l. Gen. Laws § 6-26-1 ;■
56 on 5:00 unless other-"-/* • 
wise specified in instru*4'*'-7̂ -/ 
ment up to contract rate.
R.l. Gen. Laws § 19-25-1 
Small Loan Law 
R.l. Gen. Laws § 19-20-9 
Loin and Inveslment Com­
pany Instalment Loans 
R.l. Gen. Laws § 19-9-5(b)

R.l. Gen. Laws § 6-27-1,
(§ 6-27-4) '
Truth-in-Lending and Retail 
Selling Act •- -- 
R.l. Gen. Lews § 6-27-1,' '" 
(§ 6-27-4)
Truth-in-Lending and Retail 
Selling Act

Legal:

r \ . \

Contract:.'-'-
• vii-Vr'- ' z

r i v ,  rr
t ' * . ? •  W •  « •  ^  * •  • m

Judgment: '

S.C. Code § 34-31-30 
6 %
S.C. Code § 34-31-30 
8 % ; more over 550.000, no 
limn over 5500.000; pom- ~ 
mercial banks, variablo 
S.C. Code § 34-31-20 
8 .75% -
S.C. Code § 34-29-140 
Consumer Finance Law 
S.C. Code § 37-3-503 
Consumer Protection Code 
S.C. Code § 37-2-201 
Consumer Protection Code 
S.C. Code § 3/-3-201 
Consumer Protection Code 
S.C. Code § 37-3-605 
Consumer Protection Code 
S.C. Code § 37-8-233 
Consumer Protection Code 
S.C. Code § 37-2-211 
Consumer Protection Code 
S.C. Code § 38-27-10 
Insurance Premium Service 
Companies 
S.C. Code § 37-2-207 
Consumer Protection Code 
S.C. Code 37-3-201 
Con.*■ , -jr Prolection Code 
. Jooe § 34-13-120 
Consumer Protection Code

Small Loans:

• 1 .

•  if K ’ •

Instalment Loan Act: f; -- 

Instalment Sales:

Auto Finance:

Bank Revolving Loan 
Credit: . . •

* 1 * 
’•*'

Revolving Charge:
. • I.

TENNESSEE

Legal:

Contract:

Judgment: 

Industrial Loans: "

Bank Instalment Loans: 
Revolving Credit: • •

* - — ! • I : ‘ '< *
• \ . .

S.D. Compiled Laws Ann.
' §54-3-5 

Until 7-1-81 12% ; alter 
7-1-81,18%
S.D. Compiled Laws Ann.
§ § 54-3-7; until 7-1-81 12% . 
,.D . Compiled Laws Ann. 
j  54-3-5: after 7-1-81 18% . 
S.D. Compiled Laws Ann.
§ 54-3-5 until 7-1-81, 12% . 
S.D. Compiled Laws Ann.
§ 54-3-5: until 7-1-81. 12% . 
7-1-81 7-1-82. 15% Laws 
1981 § 1.
After 7-1-82 10% , Laws 
1981 §3
S.D. Compiled Laws Ann.
§ 54-4-1 ;
Instalment Repayment ‘ 
Small Loan and Consumer 
Finance Act
S.D. Compiled Laws Ann.
§ 54-5-2
S.D. Compiled Laws Ann.
§ 54-3A-1 (§ 54-3A-3 effec­
tive until 6/30/83)
Consumer Instalment
Sales Contracts
S.D. Compiled Laws Ann.
§ 54-7-1 (§ 54-7-36 effec­
tive until 7-1-83)
Motor Vehicle Instalment 
Sales Law
S.D. Compiled Laws Ann. 
§51-24-12 (§ 51-24-13 ef­
fective until 7-1-81)
Bank Loans
S.C. Compiled Laws Ann.
§ 54-11-5 (rate listed in 
§ 54-n-6.3 charges on
7-1-83)
Revolving Charge Accounts

Tenn. Const. Ann. an XI, 
§7
■i0%
Tenn. Const. Ann.
§ 47-14-103
18%; state banks, 14%. 
Variable rate lor home 
loans.
Tenn. Const. Ann.
§ 47-14-121 
8%
§ 8(2). Laws 1979. Ch. 204" 
Industrial Loan and Thnlt 
Companies Aci 
Tenn. Code Ann. § 45-433 
Tenn. Code Ann.
§47-11-101. (§47-11-l04C)
Retail Instalment Sales Act



Savings £ Loan improve­
ment;
Loans
Goods Finance: . —

_ « . ‘wT’- • * '4 n'*.r ■£> -’r* "* »»'

Insurance Premium 
Finance Law: c V

**»•■» •• **V* ^
T E X A S ' : -V:--; V .»•

Legal: • • •-
— r . -- .

Contract:

Tenn. Code Ann ' ' '  ' - 
§ 47-14.202 • • • •" "
Home Loan Interest Rates'^ " 
Tenn. Code Ann:"-*' ».•*-*"*••• 
§47-11-101, §47-11-103d; : r-- 

"  Retail Instalment Sales Act 
Tenn. Code Ann. § 56-6-301
1 • - o - s / > ^

Consumer Loans In 
General:

Revolving Loans: ^

Judgment:

Small Loans:
r

Instalment Loans: ! "
-x: ■

Auto Finance: " 7

Other Goods Finance:

* V. •» * A

Manulaclured Homes:-

Insurance Premium 
Finance:

Second Mongages: 7 
Revolving Loans & Revolv­
ing Cr<?dii Cards (actuarial): 

• *

Revolving Credit: 1 — - •1

UTAH

Legal:

Contract:

Judgment:

Consumer “Supervised" 
Loans:

Consumer "Regulated" 
Loans;

Tex. Rev. Civ. Stat. Ann. tit.
79. art. 1.03: 6 % .
Tex. Rev. Civ. Stat. Ann. tit.
79, art 1.02. 10% ; \8% lor
S250.000 or more: variable 
rale lor home loans.
Tex. Rev. Civ. Stat. Ann. tit.
79. art. 1.04; 9 %  * * - •
Tex. Rev. Civ. Stat. Ann tit.
•79. art 3.01. * ,
Tex. Rev. Civ. Sfaf. Ann. art

• 4.01(1) (Vernon).'...'.
- Tex. Rev. Civ. Stat. Ann. tlt? ' “*'
• 79. art. 7.01 (Vernon)

Tex. Rev, Civ. Stat. Ann. tit.
79. art. 6.01 (art. 6.02) (Ver- 
non)’
Consumer Credit - Retail 
Instalment Sales

— Tex. Rev. Civ. Stat. Ann. tit.
79, ar*. 6A.01 (Vernon) 
Manuiaciured Home Credit 
Sales
Tex. Rev. Civ. Stat. Ann. 
art. 24,01 (Vernon)
Insurance Code

•» •

Tex. Rev. Civ. Star. Ann. * ■
• art. 15.01 ’ '
-Revolving Loan Accounts'**"
•Tex. Rev. Civ. Stat. Ann. art 
6.01 (art. 6.03) * •'
Consumer Credit - Retail 
Instalment Sales

Utah Code Ann. § 15-1-1 
10%
See rates specified in con­
sumer sections ol UCCC. 

JJlah Code Ann. § 15-1-4 
12%  unless otherwise 
specilied in instrument up 
to contract rate.
Utah Code Ann. ...
§ 70B 3-508
Utah Uniform Consumer 
Credit Code 
Utah Code Ann.
§ 70B-3-513 * .
Utah Code Ann.'-< 'T 
§ 708-3-201
Utah UCCC ' ' ' *

Consumer Sales Finance
^  .  ' V . l "  < _  *  ‘

Revolving Charge: ‘

Non-Consumer or Non- '

Consumer Related Loans:

VERMONT

Legal:

Contract:
Judgment:
Small Loans: „ 7

C:

Instalment Loans:

Auto Finance:

Other Goods Finance:

Revolving Credit:

VIRGINIA

Legal:

Contract:

Judgment:

Small Loans: 

Industrial Loan Act:

Utah Code Ann. 
§ 70B-3-201 
Utah UCCC ... 
Utah Code Ann. 

. § 70B-3-201 
Utah UCCC 
Utah Code Ann 

' § 70-B-2-201 .  ..
Utah UCCC 

* Utah Code Ann. 
§708-2-207 _  . 
Utah UCCC 
Utah Code Ann. 
§ 70B-3-605 
Utah UCCC

Vt. Stat. Ann. tit. 9 § 41a 
12%  .
See legal rate 
No statutory provision 
W. Stat. Ann. tit. 8. § 2201 
Licensed Lenders 
Vt. Stat. Ann. tit, 9,
§41 a(b)(5)
Vt. Stat. Ann. tit. 9,
§ 2351, (§ 2556a)
Vt. Stat. Ann. tit. 9,
§ 413(b)(4)
Motor Vehicle Retail Instal­
ment Sales Financing 
Vt. Stat. Ann. tit. 9.
§ 2401, (§ 2405)
Vf. Stat. Ann. tit. 9.
§ 4la(b)(2)
Retail Instalment Sales 
Vt. Stat. Ann. tit. 9,
§'2401. (§ 2406)
2Vt. Slat. Ann. tit. 9.
§ 413(b)(2)
Retail Instalment Sales

Va. Code § 61-330.9 
6 Vo
Va. Code § 61-330.11 
8 % ; state banks. 14% ; any 
rale on non-agricultural 
loans secured by first 
mortgage on realty, in- 
luding over 25 years.
Va. Code § 6.1-330.10 (ef­
fective 7/1/81)
(6%  until 7/1/81) 10% 
unless otherwise specilied 
in insirumenl up lo con­
tract rate.
Va. Code § 61-2.24 
Consumer Finance 
Va. Code § 6.1-330.15 
(rale changes ettective 
7/1/81)
Industrial Loan Associa­
tion Law ...
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Insta lment Loans: 
Savings £ LoanHome: 
Bfpair L o a n s  •• .

instalment SalesL~T

. * I
* insurance Premium Financ­

ing: . . . . - s . Y
* . ; 7 ,*.»• * •

Va. CodeS 6.1 *330.13:1 ..

*  .  V -  *

Second M o r t g a g e s : - .- .L , . '  

f Bank C heck  C r e d i ^ *  . . .

» ‘ .
R evo lv ing  Loan & Charge 

Credit: *

V/flG/A/ ISLANDS 

Legal Rate:

Va. Code § 5.1*330.21 
Consumer Credit -. ;

* Va. Code §38.0-735V- 
Insurance Premium^ 
Finance Companies

*»V • .  s . - * - . . .J

: j rr.
v v  1

WASHINGTON •’ '

Legal:. „ .

“  . W  •

** t- i.
C ontract:

judgment:

Consumer Finance Act:

In du s tr ia l L o a n s :

i,c ' ’ • -

Instalment Fiance - All 
"Goods:

Insurance Premium 
Finance:

Revolving Credit: 

WEST VIRGINIA

*V
Legal:

Contract:

Judgment; 
Small Loans:

Industrial Loans:- .—

 .........• *r-  -  .

Va. Code § 6.1 •330.19 
Consumer Credit 
Va. Code § 6.1-330.20 
Consumer Credit.. . i

V.l. Code til. 11 § 951 et. 
seq.:
Tit. 13 § 347

■v.

Wash. Rev. Code 
§ 19.52.010 '

.6%  . . 
Wash. Rev. Code
§ 19.52.020   r
12%
Wash. Rev. Code § 4.56.110 
10% unless contract pro­
vides otherwise up to 12% . 
Wash. Rev. Code 
§ 31.06.010
Consumer Finance Act 
Wash. Rev. Code 
§ 31.04.100
Industrial Loan Company 
Law
Wash. Rev. Code •
§ 63.14.010, (§ 63.14.130) 
Credit Disclosure Act 
Wash. Rev. Code 
§ 48.56.010 
Insurance Premium 
Finance Company Act 
Wash. Rev. Code §
63.14.010, (§ 63.14,130)
Credit Disclosure Act

W. Va. Code § 47-6-5 -
56 upon 5100 
W. Va. Code § 47-6-5 

. 58 upon 5100; variable rate 
tor nonprecomputed 
secured loans; state banks, 
14%.
No statutory provision
IV. Va. Code §
46A-1-101. (§ 46A-4-107)
West Virginia Consumer 
Credit & Protection Act 
W. Va. Code § 31-7-11 - - 
West Virginia Industrial 
Bank and Industrial Loan 
Company Act -•

Bank and Other Instal­
ment: - • •
Second Mortgages: . 
Instalment Sales • Other. 
Goods:

Auto Finance: •

Revolving Charge & Loans:

Revolving Loan: 

WISCONSIN . . .

- Legal: 

Contract:

Judgment:

Discount Loan Act: 
Consumer Act:

Instalment Loans: 
Insurance Premium 
Finance:— ---

Auto Finance: 
Revolving Credit:

WYOMING

Legal:

Contract:

Judgment:
Consumer Supervised 
Loans; Licensed Lenders: 
Consumer Regulated 
Loans:
Consumer Loans in 
General:
Non-Consumer & Non- 
Consumer Related Loans: 
Consumer Sales Credit: 
Consumer Related Sales 
Ci edit:

W. Va. Code § 47-6-5a.

W. Va. Code § 46A-1-101, 
(§ 46A-3-101)
West Virginia Consumer 
Credit & Protection Act 
W. Va. Code § 46A-1-101.. 
(§ 46A-3-101(6)) V i V 
W. Va. Code § 46A-1-101,- 
(§ 46A-3-103)
West Virginia Consumer 
Credit & Protection Act 
W. Va. Code § 46A-1-101. 
(§ 46A-3-106)
West Virginia Consumer 
Credit & Protection Act.

Wis. Stat. § 138.04 
55 upon 5100; state banks, 
federal loan rate.--.'.' :*•* 
Wis. Stat. § 138.05—
512 upon 5100; rate inap­
plicable to loans made on 
or after 4/6/80 and before 
11/1/81, unless made by a 
savings and loan, or to 
loans over 5150,000 except 
where secured by one-to- • 
lour family residence.
Wise. Stat. § 814.04 
12%
Wise. Slat. § 138.09 
Wise. Stat. §421.101, . . .
(§ 422^01)
Wisconsin Consumer Act 
W/sc. Stat. § 138.05 
Wise. Stal. § 128.12(1) 
Insurance Premium 
Finance Companies 
tV/'sc. Stat. § 218.01 
Wise. Stat. § 421.101, 
§422^01 ",
Wisconsin Consumer Act-

Wyo. Slat. § 40-14-106 
7 %
See rates specified in con­
sumer sections of UCCC. 
No statutory provision. 
Wyo. Stat. § 40-14-348 
Wyoming UCCC 
Concept not adopted by 
Wyoming
Wyo. Star. § 40-14-310. 
Revolving loan included. 
tVyo. Slat. § 40-14-358

Wyo. Stat. § 40-14-212 
Wyo. Sfaf. § 40-14-257

m m
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I. I N T R O D U C T I O N  A N D  S U M M A R Y

By at least the b e g i n n i n g  of the 1970s the p e r s o n a l  c r e d i t  card 

ha d  b e c o m e  a f i x t u r e  in the n a t i o n ' s  e c on o m y .  Card use had spr e a d  r a p i d l y  

a f t e r  W o r l d  W a r  II, and a c c e l e r a t e d  w i t h  the d e v e l o p m e n t  of the b a n k  credit 

card in the late 1950s. T o d a y  a l m o s t  6 0 0  m i l l i o n  c r e d i t  card  a c c o u n t s  exist 

in the U n i t e d  S t a t e s ,  and s e v e n  out of ten h o u s e h o l d s  p o s s e ss  at least one 

c r e d i t  card. O u t s t a n d i n g  b a l a n c e s  on c re d i t  card a c c o u n t s  total m o r e  than 

$75 billion.

D e s p i t e  the w i d e s p r e a d  use of cre d i t  cards, o p i n i o n  has been 

d i v i d e d  on their e c o n o m i c  s i g n i f i c a n c e .  In r e s p o n s e  to a C o n g r e s s i o n a l  

r e q u e s t  for a report on the e c o n o m i c  impact of credit c a r d s — d e e m e d  n e c e s s a r y  

to e v a l u a t e  a law that e n c o u r a g e d  the o f f e r i n g  of price d i s c o u n t s  for payment 

by c a s h — this s t u dy  e x a m i n e s  the impact of credit cards on the costs that 

m e r c h a n t s  and c r e d i t o r s  incur, on the p r i c i n g  of goods sold by r e t a i l e r s ,  

and on the v o l u m e  of re t a i l  sales. T h e  C o n g r e s s  asked for i n f o r m a t i o n  on 

these issues to h e l p  a s c e r t a i n  w h e t h e r  and to what e x t e n t  credit car d  users 

are s u b s i d i z e d  by c a s h  c u s t o m e r s  w h e n  both pay the same pri c e s  .or g oo d s  and 

s e r v i c e s .

1.1. S cope o f  S t ud y

W h i l e  some b a c k g r o u n d  is pr o v i d e d  (in C h a p t e r  2) on the history, 

c h a r a c t e r i s t i c s ,  and use of d i f f e r e n t  types of cr ed i t  cards, he p r i m a r y  

focus of the s t u d y  is on the costs to r e t a i l e r s  a s s o c i a t e d  w i t h  cr e d i t  card 

t r a n s a c t i o n s ,  c o m p a r e d  w i t h  the costs of cash and c h e c k  t r a n s a c t io n s ,  and on 

the q u e s t i o n  of ho w  c r e d i t  c a r d s  affect the sales of r e t a i l e r s — topics that
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w e r e  o f  c e n t r a l  c o n c e r n  in the d i s c u s s i o n s  that led to the s t u d y  r e q u e s t .

T h e  s t u d y  a l s o  s e e k s  to p r o v i d e  the C o n g r e s s  w i t h  u p - t o - d a t e  i n f o r m a t i o n  on 

the p r e v a l e n c e  of d i s c o u n t - f o r - c a s h  p r o g r a m s ,  a n d  c u r r e n t  a t t i t u d e s  of b o t h  

r e t a i l e r s  a n d  c o n s u m e r s  to w a rd  s u c h  p r o g r a m s .  T h e  s t u d y  p r o v i d e s  no r e c o m­

m e n d a t i o n s  r e g a r d i n g  l e g i s l a t i o n  to p r o m o t e  d i s c o u n t s  for c a s h  or s u r c h a r g e s  

for c r e d i t ,  in v i e w  of the C o n g r e s s i o n a l  r e q u e s t  for an i n f o r m a t i o n a l  r a t h e r  

t han an  a d v i s o r y  study.

T h e  r e p o r t  d r a w s  u p o n  e x i s t i n g  s t u d i e s ,  w h e r e  a p p l i c a b l e ,  an d  a l s o  

p r e s e n t s  f i n d i n g s  of s p e c i a l  s u r v e y s  o f  h o u s e h o l d s  and r e t a i l e r s  u n d e r t a k e n  

e x p r e s s l y  for this r e p o r t .  T h e  F e d e r a l  R e s e r v e  B o a r d  s p o n s o r e d  q u e s t i o n s’ 

a b o u t  c o n s u m e r  r e s p o n s e  to d i s c o u n t s  for c a s h  on two r e g u l a r  h o u s e h o l d  

s u r v e y s  c o n d u c t e d  by the S u r v e y  R e s e a r c h  C e n t e r  at the U n i v e r s i t y  of M i c h i g a n .  

T h e  B o a r d  a l s o  c o m m i s s i o n e d  a s u r v e y  of r e t a i l  o r g a n i z a t i o n s  A b o u t  t h e i r  

p e r c e p t i o n s  of r e l a t i v e  co s t s  of cash, check, a n d  c r e d i t  c a r d  t r a n s a c t i o n s ,  

an d  o n  t heir p r a c t i c e s  a nd  v i ew s  c o n c e r n i n g  the o f f e r i n g  o f  p r i c e  d i s c o u n t s  

to c u s t o m e r s  w h o  p a y  cash.

1.2. O r i g i n  of S t u d y

In 1974, the C o n g r e s s  a m e n d e d  the C o n s u m e r  C r e d i t  P r o t e c t i o n  A c t  

( m o r e  c o m m o n l y  r e f e r r e d  to as the T r u t h  in L e n d i n g  Act) to e n c o u r a g e  m e r c h a n t s  

to o f f e r  d i s c o u n t s  to c u s t o m e r s  w h o  pa y  for p u r c h a s e s  w i t h  c a s h  i n s t e a d  of 

c r e d i t  cards. The a m e n d m e n t s ,  c o n t a i n e d  in the F a i r  C r e d i t  B i l l i n g  Act o f  

1974, w e r e  b a s e d  on a c o n v i c t i o n  that c r e d i t  c a r d  t r a n s a c t i o n s  w e r e  m o r e  

c o s t l y  for m e r c h a n t s  to h a n d l e  than w e r e  c a s h  t r a n s a c t i o n s .  R e c o g n i z i n g  

a l s o  that in the long r u n  s e l l i n g  c o s t s  m u s t  be r e c o v e r e d  in the p r i c e s  that 

m e r c h a n t s  c h a r g e,  the C o n g r e s s  c o n c l u d e d  that c a s h  b u y e r s  w e r e  s u b s i d i z i n g  

c r e d i t  b u y e r s  in the c u s t o m a r y  s i t u a t i o n  w h e r e  b o t h  f aced an i d e n t i c a l  r e t a i l
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p r i c e  for a g i v e n  item at a g i v e n  store. The a m e n d m e n t s  sought to e n c o u r a g e

d i s c o u n t s  by (1) p r o h i b i t i n g  c a r d  issu e r s  f rom c o n t r a c t u a l l y  f o r b i d d i n g

m e r c h a n t s  to o f f e r  cash d i s c o u n t s  and (2) e x e m p t i n g  cash d i s c o u n t s  of up to

five p e r c e n t  f r o m  the r e q u i r e m e n t  of d i s c l o s u r e  as fina n c e  char g e s u n d e r
%

federal law.  ̂ T he F e d e r a l  R e s e r v e  B oard was to a d m i n i s t e r  these p r o v i s i o n s  

as part of its g e n e r a l  r e s p o n s i b i l i t i e s  u n d e r  the T r u t h  in L e n d i n g  Act.

In i m p l e m e n t i n g  the e x e m p t i o n  of cash d i s c o u n t s  fro m t r e a tm e n t  as

f i n a n c e  c h a r g e s  u n d e r  the T r u t h  in L e n d i n g  Act, the B o a r d  e n c o u n t e r e d  the

q u e s t i o n  as to w h e t h e r  the C o n g r e s s  i n t e n d e d  this s p ec i a l  t r e a t m e n t  to a p pl y

to b oth d i s c o u n t  and s u r c h a r g e  p r i c i n g  systems. The B o a r d r e q u e s t e d  g u i d a n c e

f r o m  C o n g r e s s  o n  its l e g i s l a t i v e  intent, and the C o n g r e s s  r e s p o n d e d  in 1976

by s p e c i f i c a l l y  d e f i n i n g  the terras " d i s c o u n t "  and " s u r c h a r g e "  as, r e s p e c t i v e l y ,

a r e d u c t i o n  from and an a d d i t i o n  to the " r e g u l a r  p r i c e . "  " R e g u l a r  pr i c e "  w a s

not d e fined, b u t  the C o n g r e s s  c l e a r l y  s p e c i f i e d  that a d i s c o u n t  was not

e q u i v a l e n t  to a s u r c h a r g e ,  a n d  p r o h i b i t e d  the i m p o s i t i o n  of s u r c h a r g e s  u n t i l

F e b r u a r y  27, 1979. T h e  p a r t i c u l a r  m e c h a n i c s  of e s t a b l i s h i n g  a t w o - t i e r  price

s y s t e m  h a d  to i n v o l v e  d i s c o u n t s  from the c r e d i t  p rice for cash c u s t o m e r s

r a t h e r  than s u r c h a r g e s  to the c a s h  p ri c e  for credit c u st o m e r s .  In addition,

the 1976 a m e n d m e n t s  p r o v i d e d  that d i s c o u n t s  o f f er e d  in a c c o r d a n c e  w i t h  the

act and r e g u l a t i o n  w o u l d  not be c o n s i d e r e d  c r e d i t  c h a r g e s  u n d e r  any state

u s u r y  or d i s c l o s u r e  laws. Th e  s u r c h a r g e  p r o h i b i t i o n  was e x t e n d e d  in 1978

for an a d d i t i o n a l  two ye a r s ,  u nt i l  F e b r u a r y  27, 1981, w i t h o u t  change.

1. T h e  T r u t h  in L e n d i n g  A c t  r e q u i r e s  e x t e n d e r s  of credit to o r o vi d e  b o r r o w e r s  

w i t h  i n f o r m a t i o n  on the cost of cr e d it  e x p r e s s e d  on a s t a n d a r d i z e d  basis to 

f a c i l i t a t e  c o m p a r i s o n  s h o p p i n g  a m o n g  c r e d i t o r s .  Thi s  act and F e d e r a l  R e s e r v e  

r e g u l a t i o n s  s p e c i f y  w h a t  s h o u l d  and s h o u l d  not be treated as a finance c h a r g e  

in c a l c u l a t i n g  the a n n u a l  p e r c e n t a g e  rat e to be disc l o s e d . In general, in 

c r e d i t  sale t r a n s a c t i o n s  any d i f f e r e n c e  b e t w e e n  the cash price and the c re d i t  

p r i c e  is to be t r e a t e d  as a f i n a n c e  charge. U n d e r  these c i r c u m s t a n c e s ,  es- 

s p e c i a l l y  in light of s t a t e  laws s e t t i n g  m a x i m u m  interest rates on c o n s u m e r  

c redi t ,  m e r c h a n t s  and c a r d  i s s u e r s  w e r e  r e l u c t a n t  to price goods s e p a r a t e l y  for 

s ale by c a s h  or by credit.
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In 1981 C o n g r e s s  f u r t h e r  a m e n d e d  th e  c a s h  d i s c o u n t  p r o v i s i o n s  in 

the T r u t h  in L e n d i n g  Act and o n c e  a g a i n  e x t e n d e d  the s u r c h a r g e  p r o h i b i t i o n .  

T h e  p r i n c i p a l  a m e n d m e n t s  (1) e l i m i n a t e d  the 5 p e r c e n t  l imit on d i s c o u n t s  that 

w e r e  e x e m p t  fro m  t r e a t m e n t  as a f i n a n c e  c h a r g e ,  thus a u t h o r i z i n g  u n l i m i t e d  

d i s c o u n t s ,  and (2) r e m o v e d  l a n g u a g e  that d i r e c t e d  the B o a r d  to i s s u e  r e g u l a­

tions c o n c e r n i n g  the o f f e r i n g  of d i s c o u n t s .  T h e  s u r c h a r g e  p r o h i b i t i o n  w a s  

e x t e n d e d  u n t i l  F e b r u r y  27, 1984, but o n l y  a f t e r  c o n s i d e r a b l e  d e b a t e  a n d  the 

a d d i t i o n  to the Act o f  a r e q u i r e m e n t  that a s t u d y  b e  p r e p a r e d  b y  the F e d e r a l  

R e s e r v e  B o a r d  c o n c e r n i n g  c r e d i t  c a r d s . 1

W h i l e  the p r i m a r y  focus o f  d e c i s i o n  in e a r l y  1984 a p p a r e n t l y  w a s  to 

be w h e t h e r  to c o n t i n u e  or to r e m o v e  the s u r c h a r g e  p r o h i b i t i o n ,  the C o n g r e s s  

r e q u e s t e d  a s t u d y  that w o u l d  go b e y o n d  a c o m p a r i s o n  o f  s u r c h a r g e s  and d i s­

co u n t s  to a f u n d a m e n t a l  e x a m i n a t i o n  of the e c o n o m i c  m e r i t s  of t w o - t i e r  

p r i c i n g — by w h a t e v e r  m e c h a n i s m  a c h i e v ed .  It w a s  r e m a r k e d  s e v e r a l  t imes in 

the S e n a t e  floor d i s c u s s i o n  that r e l a t i v e l y  l i t t l e  e v i d e n c e  h a d  b e e n  put 

f orth to s u b s t a n t i a t e  the b e l i e f  that c r e d i t  t r a n s a c t i o n s  w e r e  m o r e  c o s t l y  to 

r e t a i l e r s  than c ash t r a n s a c t i o n s ;  that, in fact, the m a i n  s t u d y  of c r e d i t  

c a r d s  f a m i l i a r  to the s e n a t o r s — a 1968 F e d e r a l  R e s e r v e  s t u d y — h a d  found that 

c r e d i t  c a rd s  e x e r t e d  li t t l e  u p w a r d  p r e s s u r e  on c o s t s  of r e t a i l e r s . 2

1. F o r  the c u r r e n t l y  e f f e c t i v e  a m e n d m e n t s  to the T r u t h  in L e n d i n g  A c t  r e g a r d i n g  

d i s c o u n t s  for cash, see: 15 U . S . C .  § 1 6 6 6 f ( 1982) (Pub. L. No. 9 0 - 3 2 1 ,  T i t l e

1, §167, as a d d e d  Pub. L. No. 9 3 - 4 9 5 ,  T i t l e  III, §306, O c t o b e r  28, 1974, and 

a m e n d e d  Pub. L. No. 9 4 - 2 2 2 ,  5 3 ( c ) ( 1 ) ,  F e b r u a r y  27, 1976, 90 Stat. 197; Pub.

L. No. 9 7 - 2 5 ,  T i t l e  I, §101, J u l y  27, 1981, 95 S t a t .  144.) T h e  text of the 

C a s h  D i s c o u n t  Act of 1981 is p r o v i d e d  in A p p e n d i x  A.

2. B o a r d  o f  G o v e r n o r s  of the F e d e r a l  R e s e r v e  S y s t e m ,  H a n k  C r e d i t  C a r d s  and 

C h e c k  C r e d i t  P l a n s  ( B o a r d  o f  G o v e r n o r s ,  1968), pp. 5f — 59. T h i s  c o n c l u s i o n  w a s  

b a s e d  in c o n s i d e r a b l e  p a r t  on the c osts to r e t a i l e r s  s t e m m i n g  f r o m  b a n k  c r e d i t

c a r d s  c o m p a r e d  w i t h  the o p e r a t i n g  c os t s  of store-carc' pl a n s .  If b a n k - c a r d

t r a n s a c t i o n s  p r i m a r i l y  s u b s t i t u t e  for s t o r e - c a r d  t r a n s a c t i o n s ,  a r e t a i l e r  

w o u l d  li k e l y  e x p e r i e n c e  no c h a n g e  (or som e  d e c l i n e )  in c o s t s .  T h e  1968 s t u d y

n o t e d  that " u p w a r d  p r e s s u r e  on pri c e s  w o u l d  a r i s e  f r o m  a n y  m a s s i v e  s h i f t  of

c a s h  c u s t o m e r s  to the us e  of c r e d i t  c a r ds  if t h e r e  w e r e  no o f f s e t t i n g  i n c r e a s e  

in the v o l u m e  of t r a n s a c t i o n s , "  but found l i t t l e  e v i d e n c e  that s u c h  a s h i f t  

from c a s h  was likely.



Thus, u n d e r  T i t l e  II o f  the C a s h  D i s c o u n t  Act of 1981, the present

s t u d y  w a s  coramissioned to p r o v i d e  the C o n g r e s s  w i t h  a rep o r t  on wha t  is

k n o w n  about the impact of c r e d i t  c a r d s  on the e c o nomy, p a r t i c u l a r l y  wit h

r e g a r d  to the c os t s  i n c u r r e d  by r e t a i l e r s  and the p r i c i n g  of g oods and

se r v i c e s . Th e s p e c i f i c  i n s t r u c t i o n  f r o m  C o n g r e s s  was as follows:

"the Board o f  G o v e r n o r s  of the F e d e r a l  R e s e r v e  S y s t e m  s hall 

p r e p a r e  a study, on the b a s i s  of a r e v i e w  and a n a l y s i s  of 

such da t a  and s t u d i e s  as it finds a p p r o p r i a t e . . .on the 

e f f e c t  of c h a r g e  c ar d  t r a n s a c t i o n s  upon  card issuers, 

m e r c h a n t s ,  and c o n s u m e r s ,  i n c l u d i n g  to the e x t e n t  p o s s i b l e —

(1) the e f f e c t s  of c h a r g e  c ard t r a n s a c t i o n s  on 

r e t a i l  sales;

(2) the e f f e c t  of c h a r g e  c a r d  u s a g e  on c o n s u m e r s  

and on m e r c h a n t s ,  in c l u d i n g  the e f f e c t s  on m e r c h a n t  

cost; and

(3) the e f f e c t  of c h a r g e  c a r d  u s a g e  on the p r i c i n g  

of g o o d s  and s e r v i ce s ,  with a c o m p a r i s o n  of the c osts 

r e s u l t i n g  fro m  p a y m e nt  by (A) c u r r e n c y  and coin,

(B) by p e r s o n a l  c h e c k  or s i m i l a r  i n s t r u m e n t ,  (C) b y  

i n - h o u s e  c r e d i t  plans, and (D) by cha r g e  car d . "

1. j . S u m m a r y

As o b s e r v e d  above, the f u n d a m e n t a l  thesis u n d e r l y i n g  the C ash 

D i s c o u n t  Act is that c r e d i t  card t r a n s a c t i o n s  are mo r e  c o s t l y  to r e t a i l e r s  

than cas h or c h e c k  t r a n s a c t i o n s ,  and that the h i g h e r  c osts of c r e d i t  cards 

are i n c o r p o r a t e d  in the p r i c e s  of g o c d s  and s e r v i c e s  paid by all custo m e r s ,  

r e s u l t i n g  in a s u b s i d y  of c r e d i t  b u y e r s  by c a s h  p u r c h a s e r s .

The m o s t  b a s i c  c h a l l e n g e  to this v i e w  w o u l d  be the a s s e r t i o n  that, 

p r o p e r l y  m e a s u r e d ,  t r a n s a c t i o n s  c osts for cr e d i t  c ards do not d i f f e r  from 

o t h e r  m e a n s  of p a y ment, or that the m a g n i t u d e  of d i f f e r e n c e  is n eg l i g i b l e .  

A n o t h e r  c o u n t e r - a r g u m e n t  s o m e t i m e s  p r o p o s e d  to the s u b s i d y  thesis is that 

cr e d i t  c a r d s  g e n e r a t e  i n c r e m e n t a l  s ales for retai l e r s ,  so that the a d d i t i o n a l  

pr o f i t s  t h e r e b y  a t t r i b u t a b l e  to c a r d s  e l i m i n a t e  any n eed to r e c o v e r  the cost
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of c r e d i t  c a r d s  in p r i c e s  of g o o d s  and s e r v i c e s .  The f o l l o w i n g  c h a p t e r s  

d i s c u s s  t h e s e  issue s ,  and a l s o  e x a m i n e  the c u r r e n t  p r a c t i c e s  and a t t i t u d e s  

of r e t a i l e r s  t o w a r d  o f f e r i n g  d i s c o u n t s  for cash.

F o l l o w i n g  a b r i e f  o v e r v i e w  in C h a p t e r  2 d e s c r i b i n g  the types of 

c r e d i t  c a r d s  a v a i l a b l e  and the i n c i d e n c e  of t h e i r use a m o n g  h o u s e h o l d s ,

C h a p t e r  3 e x a m i n e s  the b r o a d  q u e s t i o n  o f  the im pa c t  o f  c r e d i t  c a r d s  on sales 

of r e t a i l e r s .  M a n y  o b s e r v e r s  w o u l d  a r gu e  that b e c a u s e  c o n s u m e r s  are e n a b l e d  

b y  c r e d i t  c a r d s  to s p e n d  b e y o n d  the i m m e d i a t e  li m i t s of c a s h  or c h e c k i n g  

a c c o u n t  b a l a n c e s ,  they are m o r e  1il- ly to m a k e  i l l - c o n s i d e r e d  p u r c h a s e s  and, 

in g en e r a l ,  to s p e n d  m o r e  m d  s ave less than t h e y  w o u l d  in the a b s e n c e  of 

c r e d i t  cards.

T h i s  idea w a s  e x a m i n e d  in two ways: first, t h r o u g h  a s u r v e y  of

h o u s e h o l d s  on " i m p u l s e "  p u r c h a s e s  t r a n s a c t e d  by c r e d i t  c a r d s ;  a n d second, by 

a r e v i e w  of a v a i l a b l e  r e s e a r c h  on the link b e t w e e n  c r e d i t  c a r d s  and a g g r e g a t e  

s p e n d i n g ,  on the g r o u n d s  that a n y  b r o a d  i n c r e a s e  in s p e n d i n g  i n d u c e d  by 

c r e d i t  c a r d s  w o u l d  be e x p e c t e d  to b o o s t  a g g r e g a t e  c o n s u m p t i o n  a n d  to r ed u c e  

the a g g r e g a t e  s a v i n g  rate. H ow e v e r ,  n e i t h e r  the h o u s e h o l d  s u r v e y  no r  the 

m a c r o e c o n o m i c  '.tudies s u g g e s t  that a n y strong, c o n s i s t e n t  r e l a t i o n s h i p  

e x i s t s  b e t w e e n  c r e d i t  c a r d s  and i n c r e m e n t a l  s ales a m o n g  r e t a i l e r s  as a g r o u p . I  

T he s u r v e y  found that m a n y  u n p l a n n e d  p u r c h a s e s  w e r e  t r a n s a c t e d  by cash, an d 

that m a n y  o f  t h o s e  t r a n s a c t e d  t h r o u g h  c r e d i t  c a r d s  w o u l d  l i k e l y  h o v e  b e e n  

u n d e r t a k e n  e v e n  w i t h o u t  a c c e s s  to a c r e d i t  card. The l i m i t e d  a m o u n t  of 

m a c r o e c o n o m i c  r e s e a r c h  a v a i l a b l e  has fa i l e d  to e s t a b l i s h  a n y  m e a s u r a b l e  

imnact of c r e d i t  c a i d s  on the a g g r e g a t e  s a v i n g  rate.

1. W h e t h e r  c a r d - h o n o r i n g  r e t a i l e r s  a t t r a c t  sales f rom o t h e r  r e t a i l e r s  who 

d o n ' t  a c c e p t  c r e d i t  c a r d s  is t r e a t e d  as a m i n o r  issue, in v i e w  of the w i d e­

s p r e a d  a c c e p t a n c e  of c r e d i t  cards. U n l e s s  i n d u s t r y - w i d e  s a l es  are i n creased, 

g a i n s  and l o s s e s  f r o m  c r e d i t  c ard sales w i l l  net out a m o n g  r e t a i l e r s ,  y i e l d i n g  

n o  net a d d i t i o n a l  r e v e n u e s  to o f f s e t  the h i g h e r  c o s t s  of c r e d i t  cards.
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C h a p t e r  U  e x a m i n e s  Che c osts a s s o c i a t e d  w i t h  c re d i t  c a r d s  and o t h e r

m e a n s  of p a y m e n t t and s u m m a r i z e s  a n u m b e r  of r e l e v a n t  studies. It also

r e p o r t s  on the r e s u l t s  of a s u r v e y  of r e t a i l e r s  c o n d u c t e d  this y e a r  c o n c e r n i n g

t heir p e r c e p t i o n s  of the r e l a t i v e  c osts of cr e d i t  cards, cash, and checks.

T h e  w e i g h t  of the e v i d e n c e  from the s u r v e y  and o t h e r  s t u d i e s  is that total

net c osts to r e t a i l e r s  a s s o c i a t e d  w i t h  cr e d it  c a r d s — i n c l u d i n g  p o i n t - o f - s a l e ,

s e c u r i t y - r e l a t e d ,  and f i n a n c i a l  c o s t s — are in fact h i g h e r  t han for o t h e r

types of t r a n s a c t i o n s ,  t y p i c a l l y  by a b o u t  2 to 3 p e r c e n t  of the t r a n s a c t i o n

a m o u n t,  a figure w h i c h  r o u g h l y  c o r r e s p o n d s  to the a v e r a g e  f a c t o r i n g  or

s e r v i c i n g  fee paid by m e r c h a n t s  to issuers of t h i r d - p a r t y  c r e d i t  c ards (or

the net cr e d i t  d e p a r t m e n t  d e f i c i t s  of r e t a i l e r s  that issue t heir own credit

c a r d s ) .  For m o s t  r e t a i l e r s ,  the costs of c h e c k  t r a n s a c t i o n s  a p p e a r  to be

s m a l l e r  than for cr e d i t  cards, and e i t h e r  a b o u t the same or larger than for

%
cash. L a r g e  r e t a i l e r s  w e r e  m o r e  likely than small r e t a i l e r s  to rate both 

c h e c k s  and c r e d i t  c a r d s  as m or e  c o s t l y  than cash.

In C h a p t e r  5, the issue of w h e t h e r  the h i g h e r  c o st s  of credit c a rd s

a r e  i nc l u d e d  in re t a i l  pr ic e s  is d i s c us s e d .  F r o m  a m i c r o e c o n o m i c  p e r s p e c t i v e ,  

it is c o n c l u d e d  that pr i c e s  in the long run w o u l d  r e f l e c t  all such c osts 

that w e r e  not r e c o v e r e d  d i r e c t l y  from c r e d i t  card users, but that the size 

o f  the price e f f e c t  w o u l d  be small. In total, t h e' n e e d  to c o v e r  c r e d i t -  

r e l a t e d  c osts w o u l d  likely boost the price of a g i v e n  i tem by less than 1 pe r­

cent. This m i n i m a l  impact owes in part to the r e l a t i v e l y  small s hare of 

s ales t r a n s a c t e d  by credit cards ( a r o u n d  15 percent t h r o u g h  t h i r d - p a r t y  cards 

in the a reas of g e n e r a l  m e r c h a n d i s i n g  u nd e r  study).

F r o m  a m a c r o e c o n o m i c  p e r s p e c t i v e ,  cr e di t  c a r d s  c o u l d  p o t e n t i a l l y  

af f e c t  e c o n o m i c  a c t i v i t y  by a l t e r i n g  the a g g r e g a t e  p r o p e n s i t y  to c o n s u m e

a n d / o r  the t r a n s a c t i o n s  d e m a n d  for money. Some impact on the e q u i l i b r i u m

-7-



l e v e l  of p r i c e s  d u r i n g  a p e r i o d  of  a d j u s t m e n t  to the i n t r o d u c t i o n  of c r e d i t

c a r d s  is h e l d  p o s s i b l e ,  b u t  a v a i l a b l e  e v i d e n c e  s u g g e s t s  tha t  s u c h  an e f f e c t

w o u l d  be s m a l l  an d  m o s t l y  i r r e l e v a n t  to the l o n g - r u n  p r o c e s s e s  of e c o n o m i c

g r o w t h  or i n f l a t i o n .

F r o m  C h a p t e r s  3 t h r o u g h  5, it c a n  be c o n c l u d e d  tha t  c r e d i t  c a r d

t r a n s a c t i o n s  c o s t  m o s t  r e t a i l e r s  m o r e  t h a n  c a s h  (or c h e c k )  t r a n s a c t i o n s ,  a n d

that this c o s t  is not o f f s e t  by h i g h e r  r e t a i l  s a l e s  v o l u m e ,  but  is r e f l e c t e d

in the level of p r i c e s .  As a r e s u l t  it c a n  be s a i d  that c a s h  b u y e r s ,  at l e a s t

to s ome e x t en t ,  s u b s i d i z e  c r e d i t  car d  u s e r s  by p a y i n g  i d e n t i c a l  pric e s .

C h a p t e r  6 e x a m i n e s  two p o s s i b l e  m e t h o d s  of m i n i m i z i n g  the s u bs i d y :

(1) r e m o v a l  of g o v e r n m e n t - i m p o s e d  a r t i f i c i a l  b a r r i e r s  to c o v e r a g e  of c r e d i t

c a r d  c os t s  v i a  f i n a n c e  c h a r g e s  a n d  o t h e r  u s e r  fees, an d  (2) e s t a b l i s h m e n t  o f

a t w o - t i e r  p rice s t r u c t u r e  i n v o l v i n g  d i s c o u n t s  for c a s h  or s u r c h a r g e s  for

%
c r e d i t .

B e c a u s e  of r e v i s i o n s  in s t a t e  u s u r y  laws an d  o t h e r  s t a t u t e s ,  c a r d  

i s s u e r s  h a v e  b e e n  in p o s i t i o n  to s hift m o r e  of the cos t  o f  c r e d i t  c a r ds  o n t o  

u s e r s  r e c e n t l y .  A d o p t i o n  of t w o - t i e r  p r i c i n g  a p p e a r s  f e a s i b l e  for most 

r e t a i l e r s  o n l y  if th e y  siraulraneously r a i s e  the b a s e  p r i c e  f r o m  w h i c h  d i s­

c o u n t s  w o u l d  be c a l c u l a t e d ,  so that the " n e w "  c r e d i t  p r i c e  is a b o v e — and 

the d i s c o u n t e d  c a s h  p r i c e  o n l y  s o m e w h a t  b e l o w - - t h e  " o l d "  s i n g l e  p r i c e . *

Th i s  c o n c l u s i o n  is b a s e d  on r e s u l t s  f r o m  s u r v e y s  of c o n s u m e r  r e a c t i o n  to 

a c t u a l  t w o - t i e r  p r i c i n g  j f g a s o l i n e  and to h y p o t h e t i c a l  d i s c o u n t s  for c a s h  

on d u r a b l e  g o o d s  and c l o t h i n g ,  as w e l l  as i m p l i c a t i o n s  f ro m  the f i n d i n g s  on 

cc.'cts i:: C h a p t e r  4.

A  p o l l i n g  o f  r e t a i l e r s  on t h e i r  c u r r e n t  p r a c t i c e s  and a t t i t u d e s  

t o w a r d  d i s c o u n t s  for cash, r e p o r t e d  in C h a p t e r  6, f ound that in the s p r i n g  of

1. T w o - t i e r  p r i c i n g  t h r o u g h  s u r c h a r g e s  for c r e d i t  w o u l d  o r d i n a r i l y  r e s u l t  in

the s ame s t r u c t u r e  of c r e d i t  and c i s h  p r i c e  as u n d e r  a d i s c o u n t - f o r - c a s h  
a p p r o a c h .
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1 983 ca s h  d i s c o u n t s  w e r e  t y p i c a l l y  the e x c e p t i o n  r a t h e r  than the r ule for 

t ypes o f  b u s i n e s s  l i k e l y  to a c c e p t  c re d i t  c a r d s  in a d d i t i o n  to o t h e r  m e a n s  of 

p a y m e n t .  A b o u t  25 p e r c e n t  of g a s o l i n e  s t a t i o n s  a n d  5 p e r c e n t  of o t h e r  r e t a i l e  

o f f e r e d  d i s c o u n t s ,  w i t h  a r ou n d  40 p e r c e n t  of all r e t a i l e r s  s u r v e y e d  d e s c r i b i n g  

d i s c o u n t s  for cas h  as "a good i d e a . 1' A bo u t  t hree out of e v e r y  ten r e t a i l e r s  

t h o u g h t  that s u r c h a r g e s  for c re d i t  c o n s t i t u t e d  a b e t t e r  a p p r o a c h  to t w o - t i e r  

p r i c i n g  than d i s c o u n t s  for cash} 70 p e r c e n t  t h o u g ht  s u r c h a r g e s  an i n f e r i o r  

a p p r o a c h .
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2. E C O N O M I C  C H A R A C T E R I S T I C S  OF C R E D I T  C A R D  P L A N S

C r e d i t  ca r d  p l a n s  in t o d a y ' s  m a r k e t p l a c e  o f f e r  c o n s u m e r s  a d i v e r s e  

m e n u  of f i n a n c i a l  s e r v i c e s .  As b a c k g r o u n d  for the e n s u i n g  a n a l y s i s ,  the 

p r e s e n t  c h a p t e r  c o m p a r e s  the s e r v i c e s  c u r r e n t l y  o f f e r e d  by five m a j o r  t y p e s  

o f  c r e d i t  ca r d s ,  the co6t  i m p l i c a t i o n s  and p r i c i n g  o f  t h e s e  s e r v i c e s ,  a n d  

t r e n d s  in the h o l d i n g  an d u s e  of e a c h  type o f  card.^

2.1. G a s o l i n e  C o m p a n y  C r e d i t  Ca r d s

G a s o l i n e  c r e d i t  c ards are " t w o - p a r t y "  a r r a n g e m e n t s — c r e d i t  c a r d s  

t hat a r e  i s s u e d  b y  a v e n d o r  for c u s t o m e r s  to us e in m a k i n g  c r e d i t  p u r c h a s e s  . 

p r i m a r i l y  or e x c l u s i v e l y  at the r e t a i l  o u t l e t s  of the i s s u i n g  c o m p a n y . 2 

M o s t  g a s o l i n e  c o m p a n y  c r e d i t  card p r o g r a m s  p r o v i d e  c r e d i t  for a o n e - m o n t h  

b i l l i n g  p e r i o d  w i t h  no p r o v i s i o n  for e x t e n d i n g  - e p a y m e n t  o v e r  a l o n g e r  period. 

Some g a s o l i n e  c o m p a n i e s  o f f e r  o p c i o n a l  e x t e n d e d  p e r i o d s  to pa y for p u r c h a s e s  

o f  m o r e  e x p e n s i v e  items s u c h  as tires, b a t t e r i e s ,  or r e p a i r s .

As a r e s u l t  of the short r e p a y m e n t  p e r i o d , the g r o s s  e x p e n s e  to the 

g a s o l i n e  c o m p a n i e s  o f  f i n a n c i n g  t h e s e  r e c e i v a b l e s  is lower, r e l a t i v e  to t^e 

d o l l a r  v o l u m e  o f  c r e d i t  b i l l i n g s ,  than for c r e d i t  c a r d  p r o g r a m s  that o f f e r  

e x t e n d e d  r e p a y m e n t  t e r m s . 2 H o w e v e r ,  the r a t h e r  l o w  a v e r a g e  a m o u n t  of c r e d i t  

p u r c h a s e s  at g a s o l i n e  s t a t i o n s  impl i e s  that c o s t s  of p r o c e s s i n g  c r e d i t  c ard

t r a n s a c t i o n s  ten d  to be f a i r l y  h i g h  p e r  d o l l a r  of c r e d i t  sales. A l t h o u g h

p r o c e s s i n g  c o s t s  are s u b j e c t  to some d e g r e e  of c o n t r o l ,  p a r t i c u l a r l y  t h r o u g h

1. F o r  f u r t h e r  d i s c u s s i o n  of h o l d i n g  and us e  of c r e d i t  c ar d s ,  see T h o m a s  A. 

D u r k i n  and G r e g o r y  E. E l l i e h a u s e n ,  1977 C o n s u m e r  C r e d i t  S u r v e y  (Board of 

G o v e r n o r s  of the F e d e r a l  R e s e r v e  S y s t e m^  1978).

2. Som e  g a s o l i n e  c o m p a n y  c r e d i t  c a r d s  c a n  be u sed to m a k e  p u r c h a s e s  at s t a­

tions o p e r a t i n g  u n d e r  d i f f e r e n t  b r a n d  nam e s .  Also, a c c o m m o d a t i o n s  and m e a l s  

at s p e c i f i e d  l o d g i n g  e s t a b l i s h m e n t s  and r e s t a u r a n t s  ca n  be c h a r g e d  on som e  

g a s o l i n e  c o m p a n y  c r e d i t  cards.

3. An o f f s e t t i n g  fa c t o r is the r e l a t i v e l y  low a m o u n t  o f  f i n a n c e  c h a r g e  r e v e n u e

g e n e r a t e d  by this type of cre d i t  c a r d  plan.
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i m p l e m e n t a t i o n  of m o r e  e f f i c i e n t  a u t o m a t e d  p r o c e d u r e s  that c a p t u r e  e c o n o m i e s  

o f  scale, f i n a n c i a l  c o s t s  are m a i n l y  d e t e r m i n e d  by m a r k e t  c o n d i t i o n s  and are 

l a r g e l y  b e y o n d  the c o n t r o l  of c r e d i t  c ard issuers.

P r i c i n g  of g a s o l i n e  c r e d i t  c ards has c o n s i s t e d  m a i n l y  of a finance 

c h a r g e  a p p l i e d  to p a s t - d u e  b a l a n c e s .  Thus, there has b e e n  no e x p l i c i t  ch a r ge  

for c r e d i t  s e r v i c e s  u s e d  by c re d i t  c u s t o m e r s  that p a y  in full w i t h i n  the 

i n i t i al  b i l l i n g  p e r i o d .  In the past few years, h o w e v er ,  some g a s o l i n e  • 

c o m p a n i e s  h a v e  o f f e r e d  a u t o  or travel clubs, for w h i c h  m e m b e r s h i p  fees are 

c h a r g e d ,  c o n s i s t i n g  of c r e d i t  c ard plans c o m b i n e d  w i t h  t r a v e l - r e l a t e d  services. 

A p a r t  fro m  this s p e c i a l i z e d  d e v e l o p m e n t ,  no g a s o l i n e  c o m p a n y  has yet ini t i a t e d 

a c a r d h o l d e r  fee for its r e g u l a r  credit car d  progr a m .

S i n c e  late 1981, some g a s o l i n e  c o m p a n i e s  ha v e  b e g u n  p r o grams that 

o f f e r  lower p r i c e s  to custoraerr w h o  pay in c ash r a t h e r  than by credit card. 

D e a l e r s  w h o  c h o o s e  to p a r t i c i p a t e  in t hese p r o g r a m s  g e n e r a l l y  c h a r g e  c u s t o m e r s  

a b o u t  3 to 5 c e n t s  per g a l l o n  less than the p o s t e d  p r i c e  if p a y me n t  is m a d e  

in cash; as a resu l t ,  all c r e d i t  card u s e r s  h e l p  to d e f r a y  at least part of 

the cost of p r o v i d i n g  c r e d i t  c ard ser v i c e s .  Seve r a l g a s o l i n e  c o m p a n i e s  ha v e  

a l s o  b e g u n  c h a r g i n g  their d e a l e r s  a h a n d l i n g  fee— t y p i c a l l y  about 3 percent 

of a m o u n t s  due from c u s t o m e r s — for p r o c e s s i n g  c re d i t  card  billings.

T h e  p r o p o r t i o n  of f a m ilies that h o l d s one or m o r e  g a s o l i n e  c o m p a n y  

cr e d i t  c a r d s  h a s r e m a i n e d  stable, o v er a l l ,  in re c e n t  y e a r s  at s l i g h t l y  a bove 

o n e - t h i r d  ( t a b l e  2.1). Th e  d r o p o f f  in 1981 to 30 p e r ce n t  likely r e flects 

s h o r t - t e r m  a d j u s t m e n t s  r e s u l t i n g  from the 1979-80 g a s o l i n e  s h o r t a g e  and 

a s s o c i a t e d  p r i c e  incre a s e s , as w e l l  as the t e m p o r a r y  impact o f  the c o n s u m e r  

cr e d i t  r e s t r a i n t  p r o g r a m  that was in e f f e c t  d u r i n g  the first h a l f  of 1980.

U s e  of g a s o l i n e  c r e d i t  c a r d s  has f o ll o w e d  a g e n e r a l l y  s i m i l a r 

p a t t e r n  (t ab l e  2.2). A b o u t  o n e - t h i r d  of f a m ilies has used g a so l i n e  c o u p a n y
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T A B L E  2.1

C R E D I T  C A R D  H O L D I N G  

( F a m i l i e s  H o l d i n g  Cards as P e r c e n t  of Al l  F a m i l i e s )

T y p e  of Y e a r

C r e d i t  Card 1977 1978 1981 1982

A n y 63 64 66 70

G a s o l i n e 34 34 30 35

B a n k 38 40 45 51

G e n e r a l  p u r p o s e 3 8 10 14 14

R e t a i l  store 53 50 57 63

O t h e r ^ 6 5 7 n. a.

1. T r a v e l  and e n t e r t a i n m e n t  cards.

2. I n c l u d e s  a i r l i n e  cards, c a r - r e n t a l  c a r d s ,  and 

e l s e w h e r e .

n . a . — n o t  a v a i l a b l e

Sour c e :  D a t a  c o l l e c t e d  for the F e d e r a l  R e s e r v e  

Cent e r ,  U n i v e r s i t y  of M i c h i g a n .

o t h e r s  not c l a s s i f i e d  

B o a r d  b y  the S u r v e y  R e s e a r c h

T A B L E  2.2

t
( F a m i l i e s

C R E D I T  C A R D  U S E  

U s i n g  C a r d s  as P e r c e n t  of Al l  F a m i l i e s )

T v p e  of Y e a r

C r e d i t  Car d 1971 1977 1978 1981 1982

A n y 5 0 3 60 62 62 n.a.

G a s o l i n e 33 31 32 27 31

B a n k 19 35 37 39 47

G e n e r a l  p u r p o s e - 5 7 9 12 13

R e t a i l  store 45 50 48 51 57

O t h e r ^ n.a. 4 3 5 n. a.

1. T r a v e l  and e n t e r t a i n m e n t  cards.

2. I n c l u d e s  a i r l i n e  c a r d s  and c a r - r e n t a l  carJs.

3. D a t a  for 1970. 

n . a . — no t  a v a i l a b l e

Sour c e :  1970 S u r v e v  o f  C o n s u m e r  F i n a n c e s ,  1971- 72 S u r v e v s  o f  C o n s u m e r s , and

d a t a  c o l l e c t e d  for the F e d e r a l  R e s e r v e  

C e n t e r,  U n i v e r s i t y  of M i c h i g a n .

B o a r d  by the S u r v e y R e s e a r c h



credit cards s i n c e  the e a r l y  s e v e n t i e s .  Some i n d i c a t i o n  of r e d u c e d  u s a g e  

in 1981 li k e l y  r e f l e c t s  the a f t e r e f f e c t s  of g a s o l i n e  s h o r t a g e s  and g o v e r n m e n t  

p o l i c i e s  to r e s t r a i n  c e r t a i n  types of cre di t  use.

2.2. Bank C r e d i t  C a r d s ^

By c o n t r a s t ,  b a n k  c r ed i t  c a r d s  are " t h i r d - p a r t y "  a r r a n g e m e n t s  in 

w h i c h  the c o m p a n y  that p r o v i d e s  the fi n an c i a l  s e r v i c e  has no a f f i l i a t i o n  

w i t h  the b u y e r  or the s e l l e r  of the g oods and s e r v i c e s  p u r c h a s e d  w i t h  the 

cr e d i t  card. B a n k  c r e d i t  c ards o f f e r  h i g h l y  f l e x i bl e  c re d i t  terms. C u s t o m e r s  

w h o  ca n  q u a l i f y  for a fairly large cr ed i t  l i m i t — those w h o  h a v e  a good c r ed i t  

h i s t o r y  and a d e q u a t e  i n c o m e — can incur r e l a t i v e l y  large i n d e b t e d n e s s  on such 

an account. Also, by c h o o s i n g  to pay less than the e n t i r e  b a l a n c e ,  ac c o u n t  

h o l d e r s  can s t r e t c h  out r e p a y m e n t s  o v e r  an e x t e n d e d  p e r i o d  of time. Thus, 

the b a n k  credit c a r d  ca n  be used to s a t i s f y  fairly large n ee d s  for i m m e d i a t e  

credit, a n d — if d e s i r e d — to s cale r e p a y m e n t s  to a v a i l a b l e  income. F u r t h e r­

more, b a n k  c r e d i t  c a r d s are w i d e l y  a c c ep t e d  for p u r c h a s e s  o f  a large v a r i e t y  

of goods and s e r v i c e s ,  and can a lso be used to o b t a i n  cash at m a n y  f i n a n c i a l  

i n s t i t u t i o n s .

T h e  g r o s s  f i n a n c i n g  cost incurr e d  by a typical b a n k  cr e di t  card

issuer per d o l l a r  of cr e d i t  b i l l i n g s  likely e x c e e d s  that of most  g a s o l i n e

c r e d i t  card p r o g r a ms ,  since a lower p r o p o r t i o n — s l i g h t l y  less than three-

fi f th s — of b a n k  car d  c u s t o m e r s  u s u a l l y  pays the e n L i r e  b a l a n c e  w h e n  billed.

P r o c e s s i n g  c o s t s  are lower r e l a t i v e  to the v o l u m e  of b a n k  c r e d i t  card b i l l i n g s ,

o w i n g  to the la r g e r  a v e r a g e  d o l l a r  amount of b ank cr e d i t  car d  t r a n s a c t i o n s .

1. A l t h o u g h  the ter m  "b a n k"  cr e d i t  car d  is c o m m o n l y  used, it o b s c u r e s  the 

g r o w i n g  d i v e r s i t y  of i n s t i t u t i o n s  and o r g a n i z a t i o n s  o f f e r i n g  such s e r v i c e s .  

"B a n k "  cards n o w  are issued by fina n ce  c o m p a n i e s  ( t h r o u g h  c o m m e r c i a l  b a n k s 

that m a y  b' s u b s i d i a r i e s ) ,  s a v i n gs  and loan a s s o c i a t i o n s ,  and credit unio n s .  

S o m e  nonfi.^ancial o r g a n i z a t i o n s  s uch as the A m e r i c a n  A u t o m o b i l e  A s s o c i a t i o n  

h av e  m a d e  a r r a n g e m e n t s  w i t h  c o m m e r c i a l  banks :o issue b ank c r e d i t  cards to 

m e m b e r s  in the n a m e  of the o r g a n i z a t i o n .
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B a n k s  p r o c e s s i n g  c r e d i t  card r e c e i v a b l e s  d e d u c t  a p e r c e n t a g e  of all 

c r e d i t  car d  b i l l i n g s — c a l l e d  a " m e r c h a n t  d i s c o u n t "  f e e — for h a n d l i n g  c r e d i t  

c a r d  s li p s  s u b m i t t e d  b y  the r e t a i l e r s .  In turn, c a r d - i s s u i n g  b a n k s  c h a r g e  

o t h e r  b an k s  an " i n t e r c h a n g e "  fee for c l e a r i n g  t r a n s a c t i o n s  b i l l e d  to the 

a c c o u n t s  of c u s t o m e r s  of  the c a r d - i s s u i n g  bank. S u c h  fees h e l p  c o m p e n s a t e  

c a r d - i s s u i n g  i n s t i t u t i o n s  for e x p e n s e s  o f  r e c o r d  k e e p i n g ,  b i l l i n g  c u s t o m e r s ,  

n o n - p a y m e n t  by c u s t o m e r s ,  a n d  f r a u d u l e n t  u se  of c r e d i t  ca r ds .

C u s t o m e r  p r i c i n g  of b a n k  c r e d i t  c a r d s  h a s  c h a n g e d  s u b s t a n t i a l l y  

in r e c e n t  years. B e f o r e  the m i d - 1 9 7 0 s ,  m o s t  b a n k s  r e l i e d  e n t i r e l y  on a 

f i n a n c e  c h a r g e  on c u s t o m e r  c r e d i t  c a r d  b a l a n c e s  that r e m a i n e d  u n p a i d  a f t e r  

the i n i t i a l  b i l l i n g  period. R e c e n t  c h a n g e s  in f i n a n c i a l  an d  r e g u l a t o r y  

c o n d i t i o n s  h a v e  c a u s e d  nk'ny b a n k s  to i m p l e m e n t  p e r i o d i c  fees £or m a i n t a i n i n g  

c u s t o m e r  c r e d i t  car d  a c c o u n t s .  As m a r k e t  i n t e r e s t  r a t es  i n c r e a s e d  d u r i n g

1
the late 1970s, the c o s t s  o f  f u n d i n g  c r e d i t  c ard s e r v i c e s  r o s e  s i g n i f i c a n t l y .  

A l t h o u g h  faced w i t h  r i s i n g  c o s t s ,  b a n k r  in m a n y  s t a t e s  w e r e  u n a b l e  to i n c r e a s e  

r e v e n u e  d e r i v e d  f rom f i n a n c e  c h a r g e s  b e c a u s e  of b i n d i n g  s t a t u t o r y  rat e  c e i l i n g s .

A  r e l a t e d  f a c t o r  w a s  the g r a d u a l  p h a s e o u t  of r e g u l a t o r y  l i m i t a t i o n s  

on d e p o s i t  r a t e s  m a n d a t e d  by the D e p o s i t o r y  I n s t i t u t i o n s  D e r e g u l a t i o n  and 

M o n e t a r y  C o n t r o l  A c t  of 1980. T h e  c o s t s  of funds a c q u i r e d  f r o m  b a n k  c u s t o m e r s  

i n c r e a s e d  as b a n k s  b e g a n  to p a y  h i g h e r  r ates to a t t r a c t  a n d  r e t a i n  s a v i n g s  

an d  time d e p o s i t s ,  and as b a n k s  s t a r t e d  to o f f e r  n e w  t r a n s a c t i o n s  a c c o u n t s  

t h a t — u n l i k e  r e g u l a r  c h e c k i n g  a c c o u n t s — pai d  i n t e r e s t  on d e p o s i t s .  F i n a l l y ,  

f r o m  M a r c h  1980 t h r o u g h  e a r l y  J u l y  1980, the c r e d i t  r e s t r a i n t  p r o g r a m  

a d m i n i s t e r e d  by the F e d e r a l  R e s e r v e  at the d i r e c t i o n  o f  P r e s i d e n t  C a r t e r  

i m p o s e d  a s p e c i a l  d e p o s i t  r e q u i r e m e n t  that c a u s e d  s ome b a n k s  and o t h e r  c r e d i t  

c a r d  i s s u e r s  to e x p e r i e n c e  a d d i t i o n a l  c o s t s  of p r o v i d i n g  r e v o l v i n g  c r e d i t .
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To o f f s e t  t hese c o s t  p r e s s u r e s ,  m a n y  b anks a d o p t e d  p e r i o d i c  fees in 

an e f f o r t  to b o o s t  c u r r e n t  r e v e n u e s  and to r e - p r i c e  cr ed i t  card s e r v i c e s  on 

a b a s i s  b e t t e r  s u i t e d  to an e n v i r o n m e n t  in w h i c h  c u s t o m e r  d e p o s i t  races are 

u n r e s t r i c t e d . 1 Some b a nk s  h a v e  p u r s u e d  m e a n s  of b o o s t i n g  r e v e n u e s  other than 

t h r o u g h  i m p o s i n g  p e r i o d i c  fees, suc h  as c h a r g i n g  for ea c h  t r a n s a c t i o n  b i l l e d  

co a cr e d i t  c a r d  a c c o u n t  and a s s e s s i n g  p e n a l t i e s  for late p a yments, for r e p l a c e­

me n t  of lost cards, or for b a l a n c e s  that e x c e e d  c r e d i t  limits. O t h e r  banks 

ha v e  in c r e a s e d  m e r c h a n t  d i s c o u n t  fees or c u s t o m e r  finance charges, w h e r e  c o m­

pe t i t i v e  and r e g u l a t o r y  c o n d i t i o n s  h a v e  p e r m i t t e d  such action, or hav e  star t e d  

c h a r g i n g  i n t e r es t  f r o m  the d a t e  that t r a n s a c t i o n s  are posted to an a c c ou n t  

r a t h e r  than a f t e r  an i n i t i a l  b i l l i n g  cycle.

A v a r i a n t  of the b a n k  c r e d i t  card o f f e r e d  by tome i n s t i t u t i o n s  is 

the s o - c a l l e d  " g o ld  card." T h i s  s p e c i a l i z e d  type of " p r e m i u m "  b a n k  credit 

car d co m b i n e s  the f e a t u r e s  of the r e g u l a r  b a n k  c r e d i t  card w i t h  a larger credit 

line and a p a c k a g e  of a d d i t i o n a l  s e r v i c e s  that ma y  include a c c i d e nt  insurance, 

lost credit c ard s e r v i c e ,  h o t e l  a n d  ca r  ren t a l  d i s c o u n t s ,  and free t r a v e l e r s  

checks. Fees c h a r g e d  c a r d h o l d e r s  for g o l d  c a r d  s e r v i c e s  t y p i c a l l y  ex c e e d  the 

r ange of fees on r e g u i a r  b a n k  c r e d i t  c a r d  a c c o u n t s ,  but o r d i n a r i l y  are less 

than the fees c h a r g e d  for g e n e r a l  p u r p o s e  (travel and e n t e r t a i n m e n t )  cards.

O n e - h a l f  of all f a m i l i e s  in the U n i t e d  States n o w  h o l d s  one or m o r e  

b a n k  credit cards, up from n e a r l y  t w o - f i f t h s  in 1977 (table 2.1). The p r o p o r­

tion of f a milies h o l d i n g  a b a n k  c re d i t  c ard has e x p a n d e d  c o n t i n u a l l y ,  as 

has the p e r c e n t a g e  of fa m i l i e s  that u ses b a n k  c r e d i t  cards, w h i c h  rose from 

o n e - f i f t h  in 1971 to n e a r l y  o n e - h a l f  in 1982 (table 2.2).

1. As p r o v i d e r s  of " t h i r d - p a r t y "  c r e d i t  card s e r v i c e s ,  issuers of b a n k  cre d i t  

cards cannot fall b a c k  on p r o f i t s  f rom the sale of g oods and s e r v i c e s  f i n a nc e d  

w i t h  s uch cr e di t  c a r d s  to c o v e r  som e  c o o t s  of p r o v i d i n g  cr e d i t  card services.
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2.3 G e n e r a l  P u r p o s e  C r e d i t  C a r d s !

T h i s  type of t h i r d - p a r t y  c r e d i t  ca r d  is o r i e n t e d  t o w a r d  m o r e  

a f f l u e n t  c u s t o m e r s  a b l e  to pay a l a r g e r  a n n u a l  m e m b e r s h i p  fee for a c c e s s  to 

p r e m i u m  c r e d i t  c a r d  s e r v i c e s .  S i n c e  h i g h e r  i n c o m e  r e q u i r e m e n t s  m u s t  be m e t  

to q u a l i f y  for g e n e r a l  p u r p o s e  c r e d i t  cards, an e l e m e n t  o f  p r e s t i g e  m a y  be 

a t t a c h e d  to c a r r y i n g  s u c h  c a r d s  as w e l l  as s o m e  p r e s u m p t i o n  that c a r d h o l d e r  

c r e d i t w o r t h i n e s s  is less s u b j e c t  to q u e s t i o n  than w i t h  o t h e r  c r e d i t  c a r d s .  

T h e r e f o r e ,  t h e s e  p r o g r a m s  a p p e a l  to c u s t o m e r s  w h o  tr a v e l  a n d / o r  e n t e r t a i n  

f r e q u e n t l y ,  for w h o m  an e a s i l y  a c c e p t e d  c r e d i t  c a r d  w i t h  a r e l a t i v e l y  h i g h  

c r e d i t  limit ca n  be e s p e c i a l l y  c o n v e n i e n t .

A  v a r i e t y  of a n c i l l a r y  s e r v i c e s  is t y p i c a l l y  o f f e r e d  as p a r t  of a 

g e n e r a l  p u r p o s e  c re d i t  c a r d  p a c k a g e .  T r a v e l  a c c i d e n t  i n s u r a n c e ,  d i s c o u n t s  

o n  tr a v e l e r s  c h ec k s ,  on h o t e l  a c c o m m o d a t i o n s ,  and on ca r  r e n t a l ,  and a c c e s s  

to c h e c k  c a s h i n g - o r  cas h  a d v a n c e s  f r o m  c o m p a n y  or a f f i l i a t e d  o f f i c e s  or f r o m  

c a r d - a c t i v a t e d  c a s h  d i s p e n s e r s  are e x a m p l e s  of t hese a d d i t i o n a l  s e r v i c e s .

In a d d i t i o n  to m e m b e r s h i p  fees, c a r d  issu e r s a l s o  d e r i v e  r e v e n u e s  

f rom m e r c h a n t  d i s c o u n t  c h a r g e s  p a i d  by r e t a i l e r s .  A n o t h e r  i m p o r t a n t  feat u r e  

of g e n e r a l  p u r p o s e  c r e d i t  c a r d s  is the r e q u i r e m e n t  that b a l a n c e s  be r e p a i d  

w i t h i n  30 d a y s  a f t e r  b i ll i n g .  T h u s ,  a l t h o u g h  the a v e r a g e  b a l a n c e  for suc h  

a c c o u n t s  m a y  be large, c r e d i t  r e m a i n s  o u t s t a n d i n g  for o n l y  a r e l a t i v e l y  

s h o r t  pe r i o d  o f  time, so that g r o s s  f i n a n c i n g  c o s t s  i n c u r r e d  b y  the ca r d  

i ssue r s  are k e p t  f a i r l y  low in r e l a t i o n  to the v o l u m e  of b i l l i n g s .

" G o l d  c a r d s "  for a s e l e c t  c l i e n t e l e  w e r e  first d e v e l o p e d  as v a r i a n t s

of g e n e r a l  p u r p o s e  c r e d i t  cards. As w i t h  b a n k  c r e d i t  c a r d  p l a n s  that l a t e r

a d o p t e d  this s t r a t e g y ,  these gol d  c a r d  p l a n s  p r o v i d e  a d d i t i o n a l  s e r v i c e s  and a

lar ge r  c re d i t  limit at a h i g h e r  fee and w i t h  a m o r e  s t r i n g e n t  i n c o m e  r e q u i r e m e n t .

1. A l s o  f r e q u e n t l y  r e f e r r e d  to as " t r a v e l  and e n t e r t a i n m e n t  c a r d s . "  M a j o r  

i s s u e r s  of suc h  c r e d i t  c a r d s  i n c l u d e  A m e r i c a n  E x p r e s s ,  C a r t e  B l a n c h e ,  and 
D i n e r ' s  Club.
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G o l d  c ards a l s o  p e r m i t  r e p a y m e n t  of b a l a n c e s  ove r  an e x t e n d e d  period, in 

c o n t r a s t  to r e g u l a r  t r a v e l  and e n t e r t a i n m e n t  c a r d s  that r e q u ir e  p a v m e n t  

w i t h i n  30 d ays of bi l l i n g .

G e n e r a l  p u r p o s e  c r e d i t  c ar d s  are held by al m o st  15 perc e n t  of 

f a milies, up s h a r p l y  f r o m  o n l y  8 p e r c e n t  in 1977 (table 2.1). The p e r c e n t a g e  

of fa m i l i e s  that uses g e n e r a l  p u r p o s e  cre d i t  c ards has almost d o u b l e d  since 

1977 (table 2.2).

2.4 Ret a i l  S t o r e C r e d i t  C a r d s

T w o - p a r t y  c r e d i t  c a r d s  issued by retail st or e s  are the m o s t  w i d e l y  

h e l d  and u se d  type of c r e d i t  card. O v e r  t h r e e - f i f t h s  of f a m i l i e s  in the 

U n i t e d  S t a t e s  h e l d  s ome k i n d  of r e t a i l  s tore credit c ard in late 1982 (table 

2.1), and m o s t  of t h e s e  f a m i l i e s  used  such cards to some e x t e n t  (table 2.2). 

H o l d i n g  and use o i  r e t a i l  s t o r e  c a r d s  have  c o n t i n u e d  to ex p a n d  in recent 

years, e v e n  t h o u g h  r e t a i l  c r e d i t  c ar d s  h ave long b een a v a i l a b l e  and d e s p i t e  

i n c r e a s i n g  c o m p e t i t i o n  f r o m  t h i r d - p a r t y  credit cards, some of w h i c h  n o w  are 

a c c e p t e d  by m a n y  l e a d i n g  d e p a r t m e n t  st or e s  and s p e c i a l t y  shops.

R e t a i l  s t o r e  c a r d s  t y p i c a l l y  o f f e r  l ower c r e d i t  limits and have 

less d e m a n d i n g  c r e d i t  q u a l i f i c a t i o n  r e q u i r e m e n t  •* :.n c o m p a r i s o n  w i t h  third- 

p a r t y  c r e d i t  cards. O f  c o u r s e ,  use of retail c r e d i t  c a r d s  is limited to the 

v a r i e t y  of m e r c h a n d i s e  c a r r i e d  by the s s u i n g  m e r c h a n t .  Retail r e v o l v i n g  

c r e d i t  p l a n s  u s u a l l y  p r o v i d e  c u s t o m e r s  the o p t i o n  of r e p a y i n g  o v e r  an e x t e n d e d  

p e r i o d  of time. T y p i c a l l y ,  t h r e e - f i f t h s  of retail credit c ard c u s t o m e r s  u s u a l l y  

p a y  the en t i r e  b a l a n c e  b i l l e d  to t h e i r  a c c o u n t s , about the same p r o p o r t i o n  of 

n o n - r e v o l v e r s  as is found w i t h  b a n k  cr e d i t  cards.

R e t a i l  c r e d i t  c a r d  p lans m a y  be a d m i n i s t e r e d  and f i n a n c e d  e i t h e r  

" i n - h o u s e "  by the r e t a i l e r  or by an o u t s i d e  firm that c o n t r a c t s  w i t h  the 

r e t a i l e r  to f u r n i s h  " p r i v a t e  label" c r e d i t  car d s e r v i c e s .  All c osts of
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o p e r a t i n g  i n - h o u s e  c r e d i t  c ar d  p l a n s  are  b o r n e  d i r e c t l y  by the r e t a i l e r .  

I n - h o u s e  c r e d i t  c a r d  p l a n s  d e r i v e  r e v e n u e s  f r o m  f i n a n c e  c h a r g e s  on c r e d i t  

c a r d  b a l a n c e s  that are not r e p a i d  b e f o r e  the end of a b i l l i n g  cycle. R e t a i l e r s  

h a v e  n o t  a d o p t e d  the s t r a t e g y  f o l l o w e d  b y  m a n y  c o m m e r c i a l  b a n k s  of c h a r g i n g  

p e r i o d i c  fees for a c c e s s  to c r e d i t  c a r d  s e r v i c e s .  To som e  e x t e n t ,  r e t a i l  

e s t a b l i s h m e n t s  m a y  h a v e  m o r e  l e e w a y  t h a n  f i n a n c i a l  i n s t i t u t i o n s  in p r i c i n g  

c r e d i t  car d  s e r v i c e s ,  s i n c e — e x c e p t  u n d e r  c o n d i t i o n s  of i n t e n s e  p r i c e  

c o m p e t i t i o n — som e c o s t s  o f  p r o v i d i n g  c r e d i t  c a r d s  m a y  be r e c o u p e d  f r o m  p r o f i t s  

on s a l e s  of m e r c h a n d i s e .

E x c e p t  for the fact that c r e d i t  c a r d s  b e a r i n g  the r e t a i l e r ' s  name 

are i s s u e d  to its c u s t o m e r s  in b o t h  cases, p r i v a t e  l abel and i n - h o u s e  c r e d i t  

c a r d  p l a n s  d i f f e r  in m o s t  r e s p e c t s .  I n d e e d,  p r i v a t e  label r e t a i l e r  c r e d i t  

c a r d  p l a n s  m o r e  c l o s e l y  r e s e m b l e  b a n k  c r e d i t  ca r d  p r o g r a m s .  A b a n k  or a 

f i n a n c e  c o m p a n y  v e n d o r  a g r e e s  to c o n d u c t  and f i n a n c e  a c r e d i t  c a r d  p r o g r a m  

for the r e t a i l e r ,  in r e t u n  for a fee a n a l o g o u s  to the m e r c h a n t  d i s c o u n t  fee 

p a i d  to b a n k s  by r e t a i l e r s  v h o  a c c e p t  b a n k  c r e d i t  c a r d s .  P r i v a t e  label 

c r e d i t  c a r d  p lans are used m a i n l y  by s ^ a l l -  and m e d i u m - s i z e d  r e t a i l  firms 

tha t p r e f e r  to p u r c h a s e  the m a n a g e r i a l  experie:.ce and the legal and f i n a n c i a l  

r e s o u r c e s  of a l arge f i n a n c i a l  o r g an i z a t i o .  i n s t e a d  of b e a r i n g  the e x p e n s e  

o f  d e v e l o p i n g  suc h  c a p a b i l i t i e s  i n t e r n a l l y .

2.5 O t h e r  C r e d i t  C ar d s

T h e  r e m a i n i n g  c a t e g o r y  of c r e d i t  c a r d s  u s e d  b y  c o n s u m e r s  is h i g h l y  

s p e c i a l i z e d  and a p p e a r s  to be g r o w i n g  s l o w l y .  Su c h  c r e d i t  c a r d s  m a i n l y  a r e  

i s s u e d  by some a i r l i n e s  and <~ar-rental firms. A b o u t  7 p e r c e n t  o f  f a m i l i e s 

h e l d  this type of c r e d i t  c a r d  in 1981 ( t a b l e  2.1) and a b o u t  5 p e r c e n t  u s e d  it 

to some e x t e n t  ( t a b l e  2.2).
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T h e  larger c a r - r e n t a l  firms o f f e r  credit c a r d  a c c o u n t s  that h a v e  no 

a nnual fees and r e q u i r e full paym e n t  by the end of each b i l l i n g  period. Some 

c o m p a n i e s  p r o v i d e  credit c ard a c c o u n t s  onl y  ff'r b u s i n e s s e s .  A n u m b e r  of 

m a j o r  a i r l i n e s  p r o v i d e  cr e d it  card plans that are a v a i l a b l e  to i n d i v i d u a l s ,  

p e r m i t  e x t e n d e d  pay m e n ts ,  and h a v e  no p e r i o d i c  fees. In a d d i t i o n , m a n y  

c a r r i e r s  a c c e p t  U n i v e r s a l  A i r  T r a v e l  P l a n  credit cards, a l t h o u g h  this a c c o u n t  

is m a i n l y  a v a i l a b l e  for b u s i n e s s  travel and r e q u ir e s  full p a y m e n t  d u r i n g  

e ach b i l l i n g  period.

T h e  r e venue, cost, and u sage c h a r a c t e r i s t i c s  a r s o c i a t e d  w i t h  the 

m a j o r  types of credit card plans r e v i e w e d  in this c h a p t e r  r e f l e c t  e f f o r t s  

by car d issuers to p r o v i d e  fina n c i a l  s e r v i c es  that appeal to c u s t o m e r s  with 

v a r i e d  f i nancial r e q u i r e m e n t s .  To s i m p l i f y  the d i s c u s s i o n  in the f o l l o w i n g  

c h a p t e rs ,  the a n a l y s i s  d i s t i n g u i s h e s  m a i n l y  b e t w e e n  t h i r d - p a r t y  credft cards 

and i n - h o u s e  cr e d i t  cards, w i t h  some s e p a r a t e  a t t e n t i o n  to g a s o l i n e  c o m p a n y  

credit cards. In the next chapter, in addition, the c o n t r a s t  is s h a r p e n e d  

b e t w e e n  t r a n s a c t i o n s  u s e — a feature of all credit c a r d s — and l o n g e r - t e r m  

b o r r o w i n g , w h i c h  oc cu r s  only w i t h  credit cards that permit e x t e n d e d  payment 

t e r m s .
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3. I M P A C T  O F  C R E D I T  C A R D S  O N  C O N S U M E R  S P E N D I N G

3.1. P a t t e r n s  of C r e d i t  C a r d  U s a g e

A p p r o x i m a t e l y  t w o - t h i r d s  of the h o u s e h o l d s  in the U n i t e d  S t a t e s  h o l d  

c r e d i t  cards of some type, as n o t e d  in C h a p t e r  2, but the use  m a d e  of t h e s e  

c r e d i t  c a r ds  v a r i e s  s u b s t a n t i a l l y  a m o n g  h o u s e h o l d s .  T w o  b a s i c  c o n t r a s t i n g  

p a t t e r n s  o f  u s a g e  m a y  be d e s c r i b e d  as " c o n v e n i e n c e  u s e "  for t r a n s a c t i o n s  p u r­

po s e s  and " i n s t a l l m e n t  use "  for b o r r o w i n g  a c t i v i t y .

C r e d i t  c a r d s  e n a b l e  t h e i r  h o l d e r s  to m a k e  p u r c h a s e s  on a d e f e r r e d  

p a y m e n t  basi s ,  To so m e  c a r d  h o l d e r s ,  e s p e c i a l l y  " c o n v e n i e n c e  u s e r s , "  the 

s i g n i f i c a n c e  of this p a y m e n t  d e f e r r a l  m e c h a n i s m  is that it p e r m i t s  t h e m  to 

c a r r y  s m a l l e r  a m o u n t s  of c a s h  than m i g h t  o t h e r w i s e  be n e c e s s a r y  (or to o b t a i n  

c a s h  less f r e q u e n t l y ) ,  s o m e t i m e s  p r o v i d e s  an e a s i e r  m e a n s  of t r a n s a c t i n g  a 

p u r c h a s e  tha n  a p e r s o n a l  c h e c k ,  and g e n e r a t e s  r e c e i p t s  that m a y  f a c i l i t a t e  

m e r c h a n d i s e  r e t u r n s  or e x p e n s e  r e i m b u r s e m e n t .  T h e  use of a c r e d i t  c a r d  a l s o  

p r o v i d e s  s h o r t - t e r m  " b r i d g e "  c r e d i t  b e t w e e n  p a y c h e c k s  or in a d v a n c e  o f  o t h e r  

r e c e i p t s  of funds.

B r i d g e  c r e d i t  in sm a l l  a m o u n t s  is e s s e n t i a l l y  a c o n v e n i e n c e  that 

h e l p s  a c a r d  u s e r  to a d a p t  to n o n s y n c h r o n o u s  flows of income and e x p e n d i t u r e s .  

T o  the " i n s t a l l m e n t  u s e r , "  the c r e d i t  c a r d  o f f e r s  an a t t r a c t i v e  m e a n s  to 

o b t a i n  c r e d i t  on a m o r e  e x t e n d e d  basis. P a y m e n t  for p u r c h a s e s  m a y  be s t r e t c h e d  

o v e r  s e v e r a l  b i l l i n g  p e r i o d s  in a c c o r d a n c e  w i t h  a c c o u n t  a g r e e m e n t s  w h i c h  

c o m m o n l y  r e q u i r e  m i n i m u m  p e r i o d i c  p a y m e n t s  o f  5 to 10 p e r c e n t  of the total 

a m o u n t  owed. In this r e s p e c t ,  c r e d i t  c a r d s  are m o r e  an a l t e r n a t i v e  to f i x e d -  

a m o u n t  i n s t a l l m e n t  s a l e s  c o n t r a c t s  or p e r s o n a l  loans than to d r a w i n g  d o w n  

c a s h  or c h e c k i n g  a c c o u n t  b a l a n c e s .



T h e  a d v a n t a g e s  of b o r r o w i n g  b y  cre d i t  cards are several. For 

instance, card u s e r s  m a y  b o r r o w  in the exact amount they w i s h  to spend (wit h i n  

t heir cr e d i t  limit). In c o n t r a s t ,  p e r s o n a l  loans g e n e r a l l y  are a v a i l a b l e  only 

for some m i n i m u m  a m o u n t .  I n s t a l l m e n t  sales c o n t r a c ts  are l i k e w is e  u s u a l l y  

limi t e d  by c r e d i t o r s  to some m i n i m u m  f e a s i b l e  size, such as for a m a j o r  

a p p l i a n c a  or set o f  f u r n i t u r e .  Also, c r e d i t  card users m a k e  o n l y  one c r e d i t  

a p p l i c a t i o n ,  at the time t h e y  r e q u e s t  a card, and t h e r e a f t e r  c an  b o r r o w  wit h  

ease (as long as they m e e t  a m i n i m u m  p a y m e n t  sche d u l e ) ;  i n s t a l l m e n t  sales 

c o n t r a c t s  and p e r s o n a l  loans, on the o t h e r  hand, u s u a l l y  r e q u i r e  a s e pa r a t e  

t i m e - c o n s u m i n g  p r o c e s s  o f  a p p l i c a t i o n  an d a p p r o v a l  for e a c h  e x t e n s i o n  of 

c r e d i t .

Of f u r t he r  b e n e f i t  to i n s t a l l m e n t  users of c r e d i t  c a r d s  is the 

p a y m e n t  f l e x i b i l i t y  of m o s t  c r e d i t  card ac counts. Card h o l d e r s  m a y  r o u t i n e l y  

r e p a y  any portion o f  the b a l a n c e  owed, from the m i n i m u m  a m o u n t  r e q u i r e d  up 

to the e n t i r e  b a l a n c e ,  at an y  time. O t h e r  forms of i n s t a l l m e n t  cr e di t  

g e n e r a l l y  s p e c if y  a f ixed m o n t h l y  p a y m e n t  e s t a b l i s h e d  at the s i g n i n g  of the 

c on t r a c t . On such loans, a s m a l l e r  tha n  s c h e d u l e d  p a y m e n t  m a y  p l a c e  the 

loan in d e l i n q u e n t  s t a t u s  and t r i g g e r  p e n a l t y  fees. P a r t i a l  or full p r e­

pa y m e n t s  may res u lt  in r e b a t e s  of p r e p a i d  interest on a b a s i s  rot p a r t i c u l a r l y  

a d v a n t a g e o u s  to the b o r r o w e r .  E v e n  for ins t a l l m e n t u s e r s ,  then, " c o n v e n i e n c e "  

is an impo r t a n t  a t t r i b u t e  of c r e d i t  c a r d s — c o n v e n i e n c e  in b o r r o w i n g ,  p r i m a r i l y ,  

r a t h e r  than c o n v e n i e n c e  in t r a n s a c t i n g .

Not e v e r y  c a r d  h o l d e r  fits n e a t l y  into one u s a g e  c a t e g o r y  or the 

other. C o n v e n i e n c e  u s e r s  w h o  o r d i n a r i l y  pay credit c a r d  b i l l s  in full m a y  

s o m e t i m e s  repay b y  i n s t a l I m t n t s — for e x a m p l e ,  after m a k i n g  an e s p e c i a l l y

I

large purchase. I n s t a l l m e n t  users, in turn, ma y  at t i m e s  pay off cr e d i t  card 

debts in full— for e x a m p l e ,  a f t e r  r e c e i v i n g  a large tax refund. N e v e r t h e l e s s ,
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ca r d  h o l d e r s  g e n e r a l l y  c a n  be c l a s s i f i e d  i nto one c a t e g o r y  or  the o t h e r  

a c c o r d i n g  to t h e i r  c u s t o m a r y  p a y m e n t  h a b i t s .  F r o m  r e s p o n s e s  to q u e s t i o n s  

c o n c e r n i n g  r e p a y m e n t  p r a c t i c e s  on c r e d i t  ca ^ d  a c c o u n t s  c o n t a i n e d  in the B o a r d ' s  

1977 C o n s u m e r  C r e d i t  S u r v e y ,  it a p p e a r e d  that a b o u t  h a l f  of U . S .  c a r d  h o l d e r s  

w e r e  c o n v e n i e n c e  u sers a n d  the o t h e r  h a l f  i n s t a l l m e n t  users.

3.2. I m p a c t  o f  Credit C a r d s  on E x p e n d i t u r e s

I s o l a t i n g  the i m p a c t  o f  c r e d i t  c a r d s  on c o n s u m e r  s p e n d i n g  is d i f f i­

cult. Cre d i t  c a r d s  are s o  w i d e l y  h eld, an d  the v o l u m e  of b u s i n e s s  t r a n s a c t e d  

t h r o u g h  c a r d s  is so l a r g e ,  that it s e e m s  o n l y  r e a s o n a b l e  to s u p p o s e  that 

c r e d i t  c a r d s  a f f e c t  the w a y  p e o p l e  spend. U s i n g  a c r e d i t  c a r d  to m a k e  s o m e  * 

u n p l a n n e d  pu r c h a s e ,  or a p u r c h a s e  l a r g e r  than i n t e n d e d , is p e r h a p s  a w i d e l y  

s h a r e d  e x p e r i e n c e .  Y e t  the p r e c i s e  n a t u r e  and m a g n i t u d e  of th e c r e d i t  c a r d ' s  

impact on s p e n d i n g  r e m a i n  a l u s i v e .  Do c r e d i t  c a r d s  in fact c a u s e  o v e r a l l  

s p e n d i n g  to be larger t h a n  w o u l d  o t h e r w i s e  b e  the c a s e ?  Or d o  the y  p r i m a r i l y  

a f f e c t  the t i m i n g  of p u r c h a s e s ?  O r  p e r h a p s  the c o m p o s i t i o n ,  r a t h e r  than the 

total a m o u n t ,  of c o n s u m e r  s p e n d i n g ?

T h e  r e l e v a n c e  o f  t h e s e  is s u e s  to the d i s c o u n t - f o r - c a s h  d e b a t e  

s t e m s  m o s t  d i r e c t l y  f r o m  the p o s s i b l e  o f f s e t  to c r e d i t  card c o s t s  at c a r d -  

h o n o r i n g  r e t a i l e r s  that m a y  a r i s e  f rom a ny  i n c r e a s e  in sales v o l u m e  a s s o c i a t e d  

w i t h  a c c e p t a n c e  of c r e d i t  ca r d s .  Any e f f e c t  of c r e d i t  cards o n  i n d i v i d u a l  

s p e n d i n g  b e h a v i o r  w o u l d  s e e m  to c a r r y  some  i m p l i c a t i o n s  for a g g r e g a t e  s p e n d i n g  

as w e ll .  E x a m i n i n g  the r e l a t i o n s h i p  b e t w e e n  c r e d i t  cards an d  a g g r e g a t e  c o n­

su m p t i o n ,  t h e r e f o r e ,  c a n  h e l p  in a s s e s s i n g  w h e t h e r  the r e l a t i o n s h i p  of c r e d i t  

c a r d  us e  and sales v o l u m e  at r e t a i l  s t o r e s  is s i g n i f i c a n t .  If use of c r e d i t  

c a r d s  s t i m u l a t e s  a g g r e g a t e  s p e n d i n g ,  r e t a i l e r s  as a g r o u p  s h o u l d  d e r i v e  

i n c r e a s e d  sales; but if c a r d  use h a s  no a p p r e c i a b l e  impact o n  total s p e n d i n g ,  

t h e n  r e t a i l e r s  as a g r o u p  w o u l d  r e a l i z e  no net s a le s  gain  to o f f s e t  the
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i n d u s t r y - w i d e  costs o f  h o n o r i n g  c r ed i t  cards. Of course, m e r c h a n t s  w h o  

h o n o r  c r e d i t  cards m i g h t  g a i n  s ales f r o m  t h o s e  w h o  do not a c c e p t  them, but 

that s i t u a t i o n  b e c o m e s  less l i k e l y  as c r e d i t  cards reach a m a t u r e  s tage of 

d e v e l o p m e n t  and r e t a i l e r  a c c e p t a n c e  of c r e d i t  c ards b e c o m e s  w i d e s p r e a d .

The m a c r o e c o n o m i c  impact of c r e d i t  cards is an i m p o r t a n t  issue in 

its own right. A n y f a c t o r  that m a y  i n f l u e n c e  s p e n d i n g  h a b i t s  of c o n su m e r s  

is r e l e v a n t  to pu b l i c  p o l i c y  c o n c e r n s  f o c u s e d  on the g e n e r a l  level of prices 

and the scale of e c o n o m i c  a c t i v i t y . H o w e v e r ,  these i s s u e s — to be d i s c u s s e d  

b r i e f l y  in C h a pt e r  5 — a p p e a r  s e c o n d a r y  to the fu n d a m e n t al  c o n c e r n  w i t h  c o n s u m e r  

e q u i t y  e m b o d i e d  in t h e  C a s h  D i s c o u n t  Act, w h i c h  is to i d e n t i f y  and to m i n i m i z e  

any p o s s i b l e  s u b s i d y  of c r e d i t  card u s e r s  by c as h  users.

M i c r o e c o n o m i c  e v i d e n c e . O n e  w a y  to g a i n  insights into h o w  credit 

c a r d s  a ff e c t  c o n s u m e r  s p e n d i n g  is to q u e s t i o n  a r e p r e s e n t a t i v e  s a m p l i n g  of 

p e r s o n s  about their s p e n d i n g  an d  car d use h a b i t s .  Some i n f o r m a t i o n  of this 

type was su r v e y e d  in C h a p t e r  2, and m o r e  r e c e n t  survey r e s u l t s ,c o n c e r n i n g  

u n p l a n n e d  purchases ar e d i s c u s s e d  below.

Cr e d i t  c a r d s  are s o m e t i m e s  b e l i e v e d  to induce p e o p l e  to sp e n d  m ore 

than they o t h e r w i s e  w o u l d  b y  w e a k e n i n g  the d i s c i p l i n e  on s p e n d i n g  imposed by 

i n - p o c k e t  cash or c h e c k i n g  a c c o u n t  b a l a n c e s .  A c c o r d i n g l y ,  m a n y  r e t a i l e r s  feel

that they can b oost t h e i r  s a l e s  by a c c e p t i n g  c r e d i t  cards, and c r i t i c s  s o m e­

times assail the c a r d  for p r o m o t i n g  i l l - c o n s i d e r e d  o u t l a y s  that co u l d  lead

to f i n a n c i al  p r o b l e m s  for sor e  h o u s e h o l d s .

As s u g g e s t e d  ab o v e ,  h o w e v e r ,  the c o m m o n  v i e w  that cr e d i t  cards 

i n f l u e n c e  s p e nding d o e s  not n e c e s a r i l y  i m p l y  g r e a t e r  s p e n d i n g  in total, for 

e i t h e r  a g i v e n  h o u s e h o l d  o r  in the a g g r e g a t e .  It m a y  be t hat o n l y  the timing 

or the c o m p o s i t i o n  o f  s p e n d i n g  is a f f e c t e d .  The c o n v e n i e n c e  user, for e x am p l e ,  

m a y  bu y  on one day w h a t  he w o u l d  o t h e r w i s e  w a i t  a we e k  or s o  to buy, wit h  no
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d i f f e r e n c e  in hi s  t otal s p e n d i n g  d u r i n g  the p e r i o d .  T h e  i n s t a l l m e n t  user, of 

c o u r s e ,  w o u l d  l i k e l y  a l t e r  the t i m i n g  of his p u r c h a s e s  m o r e  s u b s t a n t i a l l y ,  

s i n c e  w i t h o u t  a c r e d i t  c a r d  he m i g h t  h a v e  to sav e for a p u r c h a s e  for a c o n­

s i d e r a b l y  l o n g e r  time t h a n  w o u l d  a c o n v e n i e n c e  user.

For an y c r e d i t  c a r d  p u r c h a s e ,  a c o m p o s i t i o n a l  e f f e c t  m a y  be l i n k e d  

w i t h  the t i m i n g  e f f e c t .  I n s o f a r  as the c r e d i t  c ar d  p u r c h a s e  m u s t  u l t i m a t e l y  

be p a i d  for by t r a n s f e r r i n g  funds, the c a r d  us e r  m a y  at s o m e  p o i n t  cut b a c k  

on o t h e r  e x p e n d i t u r e s ,  w i t h  n o  d i r e c t  l o n g - t e r m  impact on h i s  o v e r a l l  s p e n d i n g.  

An a r t i c l e  of c l o t h i n g  p u r c h a s e d  by c r e d i t  c a r d — p e r h a p s  on i m p u l s e — m i g h t  

be " p a i d  for" l a t er  b y  f o r g o i n g  an a l t e r n a t i v e  c l o t h i n g  p u r c h a s e ,  or by 

s a c r i f i c i n g  som e  u n r e l a t e d  e x p e n d i t u r e ,  suc h  as an e x p e n s i v e  d i n n e r .

T o  o b t a i n  s o m e  n o t i o n  of thii p o s s i b l e  link b e t w e e n  c r e d i t  cards, 

u n p l a n n e d  or i m p u l s i v e  p u r c h a s e s ,  and c h a n g e s  in a h o u s e h o l d’s total s p e n d i n g ,  

the F e d e r a l  R e s e r v e  c o m m i s s i o n e d  the S u r v e y  R e s e a r c h  C e n t e r  to i n c l u d e  s e v e r a l  

s p e c i a l  q u e s t i o n s  on this s u b j e c t  in its J a n u a r y  1983 m o n t h l y  s u r v e y  of h o u s e­

holds. T h e  a n s w e r s  to t h e s e  q u e s t i o n s  did not i n d i c a t e  an e s p e c i a l l y  s t r o n g  

c o n n e c t i o n  b e t w e e n  c r e d i t  c a r d  u sa g e  and h o u s e h o l d  s p e n d i n g ,  a r e s u l t  c o n­

s i s t e n t  w i t h  the f i n d i n g  f r o m  o t h e r  s u r v e y s  that a bout one h a l f  of c a r d -  

h o l d i n g  h o u s e h o l d s  t y p i c a l l y  use c a r d s  for c o n v e n i e n c e  r a t h e r  than to a u g m e n t  

p u r c h a s i n g  p o w e r  on a l o n g e r - t e r m  ba s i s  t h r ou g h  i n s t a l l m e n t  use.

In the J a n u a r y  1983 survey, r e s p o n d e n t s  w e r e  first a s k e d  if in the 

p ast t hree m o n t h s  t hey h a d  m a d e  an y  p u r c h a s e  l a r g e r  tha n  $20 that t h e y  "had 

not p l a n n e d  to s h o p  for w h e n  [they] w e n t  int o  the s t o r e . "  R e s p o n d e n t s  w e r e  

the n asked, for e a c h  i n s t a n c e  m e n t i o n e d ,  w h a t  they had p u r c h a s e d ,  the p r i c e  

of the item, w h y  they ha d  m a d e  the p u r c ha s e ,  and w h e t h e r  they h a d  d o n e  so 

w i t h  c ash, ch e c k , oi c r e d i t  card. T h o s e  w h o  had u s e d  a c r e d i t  c a r d  w e r e
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then a sked if t hey w o u l d  h a v e  p u r c h a s e d  the item ha d  they not had a cr e d i t  

card, and, if not, w h e t h e r  t h e y  w o u l d  h a v e  p u r c h a s e d  the i t e m  w i t h i n  the 

n e x t  few m o n t h s .

F o r t y - o n e  p e r c e n t  of the s u r v e y  r e s p o n d e n t s  in d i c a t e d  that they had 

m a d e  at least one u n p l a n n e d  p u r c h a s e  o f  $20 or la r g e r  in the p r e c e d i n g  three 

m o n t h s .  A b o u t  A O  p e r c e n t  of those r e s p o n d e n t s  r e p o r t e d  m o r e  than one u n p l a n n e d  

pu r c h a s e . The m o s t  c o m m o n  u n p l a n n e d  p u r c h a s e  fell in the broad c a t e g o r y  of 

c l o thing, j e w e l r y ,  and p e r s o n a l  items, f o ll o w e d  by h o u s e h o l d  items i n c l u d i n g  

m a j o r  d u r a b l e s .  Ho b b y ,  r e c r e a t i o n a l ,  and e d u c a t i o n a l  items c o m p r i s e d  the next 

l a r g e st  cat e  ory. T h e  p u r c h a s e d  items c o v e r e d  a b r o a d  p rice range. T w e n t y -  

five and t h i r t y  d o l l a r s  w e r e  the m o s t  f r e q u e n t l y  m e n t i o n e d  a m o u n t s  (for the 

first p u r c h a s e  d i s c u s s e d ) ,  but 35 p e r c e n t  m e n t i o n e d  p u r c h a s e  a m o u n t s  of $100 

or more, and a l m o s t  7 p e r c e n t  r e p o r t e d  p u r c h a s e s  o f  $ 5 0 0  or more.

F o r  eac h  u n p l a n n e d  p u r c h as e ,  r e s p o n d e n t s  w e r e  a s k e d " what was the 

m a i n  r e a s o n  that y o u  d e c i d e d  to p u r c h a s e  the item at that time ? " ^  Not
t

s u r p r i s i n g l y ,  n e a r l y  h a l f  the r e s p o n d e n t s  a n s w e r e d  that they " n e e d e d / w a n t e d /

li k e d "  the i t e m  p u r c h a s e d .  A f t e r  all, any pu r c h a s e  p r e s u m a b l y  is m ade in

o r d e r  to m e e t  s o m e  p e r c e i v e d  need or desire, e v e n  if the p e r c e p t i o n  of that

ne e d  d e v e l o p s  o n l y  a few m o m e n t s  in a d v a n c e  of the p u r c h as e .  Some of the

o t h e r  r e s p o n s e s  w e r e  a l s o  n e e d - r e l a t e d — for •. imple, some said the item was

p u r c h a s e d  to e p l a c e  an o l d e r  item that was " w o r n  out "  or " n e e d e d  r e p l a c i n g

a n y w a y . "  The  p r i m a r y  r e a s o n  for p u r c h a s e  not d i r e c L l y  r e l a t e d  to need was

a t t r a c t i v e  p r i c i n ^  of the item,, v a r i o u s l y  d e s c r i b e d  as b e i n g  "on sale," a

" b a r g a i n , "  or a " g o o d  d e a l . "  T h i r t y  p e r c e n t  of the r e s p o n d e n t s  c ited this

reason. T h i r t e e n  p e r c e n t  s a i d  they b o u g h t  the ite m  as a gift or "to s u r p r i s e

1 R e a s o n s  g i v e n  for p u r c h a s e  w e r e  u n p r o m p t e d ;  i.e., r e s p o n d e n t s  a n s w e r e d  in 

any m a n n e r  they chose, and not, for instance, by s e l e c t i n g  their a n s w e r  from 

a list of p o s s i b l e  r e a s o n s .
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s o m e o n e . "  R e a s o n s  m e n t i o n e d  by less t h a n  2 p e r c e n t  of the r e s p o n d e n t s  w e r e  

that they " h a d  e x t r a  m o n e y "  or tha t  the i t e m  "was h a r d  to f ind" e l s e w h e r e  or 

at o t h e r  times.
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T A B L E  3.1

U N P L A N N E D  P U R C H A S E  A C T I V I T Y

1

I N u m b e r  of 

1 R e s p o n s e s

1 As P e r c e n t  of:

I C a t e g o r y  T o t a l  

R e s p o n s e s  R e s p o n s e s

T o t a l  R e s p o n s e s 644 100.0 100.0

No u n p l a n n e d  p u r c h a s e 380 59.0 59.0

M a d e  u n p l a n n e d  p u r c h a s e 264 41 . 0 4 1 . 0  .

».j w  Pa i d  for U n p l a n n e d  P u r c h a s e 2591 100.0

" O t h e r " 8 3.1 1.2

C a s h 135 52.1 21.0

C h e c k 46 17.8 7.1

C r e d i t  card 70 27.0 10.9

B e h a v i o r  If H a d  N o  C r e d i t  C a r d 70 100.0

Bu y  at same time 40 57.1 6.2

No p u r c h a s e  at time 30 4 2 . 9 4.7

S u b s e a u e n t  B e h a v i o r -30 100.0

P u r c h a s e  w i t h i n  few m o n t h s  

No p u r c h a s e  at all

19

11

6 3 . 3

36.7

3.0

1.7

1. F i v e  r e s p o n d e n t s  m a k i n g  u n p l a n n e d  p u r c h a s e s  did not p r o v i d e  i n f o r m a t i o n  

a b o u t  m e t h o d  of t r a n s a c t i o n .

R e s p o n s e s  to h o u s e h o l d  s u r v e y ,  1983.

A p a r t i c u l a r l y  i n t e r e s t i n g  r e s u l t  of the s u r v e y  is that o n l y  s l i g h t l y  

m o r e  than o n e - f o u r t h  of  t h o se  m a k i n g  an u n p l a n n e d  p u r c h a s e  u s e d  a c r e d i t  c a r d  

to do so (see t able 3.1). U n f o r t u n a t e l y ,  no " c o n t r o l  g r o u p "  d a t a  e x i s t  on the 

p r o p o r t i o n  of p l a n n e d  p u r c h a s e s  m a d e  by c r e d i t  card in the r e l e v a n t  c a t e g o r i e s  

( c l o t h i n g  and p e r s o n a l ,  h o u s e h o l d  goods, h o b b y  and r e c r e a t i o n a l ) .  Still, a fre­

qu e n c y  of one car d  p u r c h a s e  in four w o u l d  not s e e m  to e s t a b l i s h  a p a r t i c u l a r l y



s t r o n g  r e l a t i o n s h i p  b e t w e e n  u n p l a n n e d  p u r c h a s e s  and c r e d i t  card u se.l 

A  full 70 p e r c e n t  of the u n p l a n n e d  p u r c h a s e s  w e r e  m a d e  e i t h e r  by c ash 

(52 p e r cent) or by c h e c k  (18 per c e n t ) .  A b o u t  3 p e r c e n t  w e r e  mad e  by other, 

u n i d e n t i f i e d ,  m e a n s .  W h e n  p u r c h a s e s  w e r e  c l a s s i f i e d  by size, the i n c i d e nc e  

of c a r d  use a p p e a r e d  to i n c r e a s e  as p u r c h a s e s  b e c a m e  larger, but not to a 

s t r i k i n g  e x t e n t.  For u n p l a n n e d  p u r c h a s e s  a b o v e  $100, 31 p e r c e n t  we r e  t r a n s­

act e d  by c re d i t  c a r d  c o m p a r e d  w i t h  25 p e rc e n t  for t r a n s a c t i o n s  of S 100 or less.

In all ( c o n s i d e r i n g  o n l y  the first item m e n t i o n e d ) ,  70 r e s p o n d e n t s

m a d e  an u n p l a n n e d  p u r c h a s e  by cr ed i t  card. F o r t y  of these p u r c h a s e r s  

(57 p e r c e n t )  said t h e y  w o u l d  h av e  m a d e  the p u r c h a s e  at the time eve n  if they 

ha d  not -.arr'ed a cr e d i t  c a r d — they w e r e  not asked h o w — and 30 r e s p o n d e n t s  

(43 p e r c e n t )  sai d  the y  w o u l d  not hav e  m a d e  the p u r c h as e  at that time w i t h o u t  

their c r e d i t  card. F i n a l l y ,  the 30 r e s p o n d e n t s  wh o  w o u l d  not have  m a d e  the 

p u r c h a s e  w e r e  a s k e d  if the y  w o u l d  h a v e  m a d e  it w i t h i n  the next few m o n t h s —

19 said ves, they w o u l d  h a v e , and 11 said no.

R e s p o n s e s  to h y p o t h e t i c a l  q u e s t i o n s , of course, h a v e  c o n s i d e r a b l e  

l i m i t a t i o n s .  S t a t e m e n t s  as to w hat one w o u l d  do if c i r c u m s t a n c e s  wer e  d i f­

ferent en t a i l  v a r y i n g  d e g r e e s  of r e l i a b i l i t y  for d i f f e r e n t  r e s p o n d e n t s .

Still, in th'' a b s e n c e  of a c o m p e l l i n g  re a s o n  to susp ec t  a large bias in the 

answers, p r o v i d e d ,  le s u r v e y  resu l t s  sugg e s t  that in only a small n u m b e r  of 

c a s e s  m i g h t  c r e d i t  c a r d s  u l t i m a t e l y  prove d e c i s i v e  in the c o m p l e t i o n  of an 

u n p l a n n e d  p u r c h a s e.  S e v e n t y - t h r e e  percent of the u n p l a n n e d  pur c h a se s  s t ud i e d  

w e r e  t r a n s a c t e d  by m e a n s  o t h e r  than credit card; a n o t h e r  15 percent w o u l d

1. In the B o a r d ' s  198 3  s u r v e y  of r e t a i le r s ,  a mong stores a c c e p t i n g  cre d i t  cards, 

a b o u t  22 p e r c e n t  of total s ales at c l o t h i n g  stores w e r e  t r a n s a c t e d  by card, and

ab o u t  16 p e r c e n t  of f u r n i t u r e  and a p p l i a n c e  store sales w e r e  by card. This

s u r v e y  is d i s c u s s e d  in C h a p t e r s  4 and 6.
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h a v e  b e e n  m a d e  at the s a m e  time e v e n  w i t h o u t  a c c e s s  to a card; a n o t h e r  

7 p e r c e n t  w o u l d  h a v e  b e e n  c a r r i e d  ou t  at some l a t e r  time. O n l y  4 p e r c e n t  of 

all the c o m p l e t e d  p u r c h a s e s  (11 o f  259), or 16 p e r c e n t  of c r e d i t  c a r d  p u r­

ch a s e s  (11 o f  70), w o u l d  n e v e r  h a v e  b e e n  m a d e  w i t h o u t  a c r e d i t  card, in the 

j u d g m e n t  of the p u r c h a s e r s  t h e m s e l v e s .

U n p l a n n e d  p u r c h a s e s ,  of c o u rs e ,  r e o r e s e n t  o n l y  a f r a c t i o n  of total 

p u r c h a s e s .  If the a b o v e  p r o p o r t i o n s  are r e a s o n a b l y  a c c u r a t e ,  it s eems l i k e l y  

t hat far less tha n  4 p e r c e n t  o f  all p u r c h a s e s — p l a n n e d  and u n p l a n n e d — c o u l d  

be d e s c r i b e d  as s a l e s  t hat w o u l d  n e v e r  h a v e  t a k e n  p l a c e  at all w i t h o u t  c r e d i t  

ca r ds .  M o r e o v e r ,  e v e n  for t h o se  u n a n t i c i p a t e d  p u r c h a s e s  i d e n t i f i e d  as e n t i r e l y  

d e p e n d e n t  on c r e d i t  car d s , it is still n o t  p o s s i b l e  to sa y  that t h e y  r e p r e s e n t  

a net a d d i t i o n  to total s p e n d i n g .  In the a b s e n c e  of the c a r d - d e p e n d e n t  p u r­

ch a s e s  and s u b r e q u e n t  p a y m e n t  for them, it m a v  be that d i f f e r e n t  p u r c h a s e s  

w o u l d  h a v e  be e n  m a d e  at s o m e  point, so that th* t otal s p e n d i n g  an d  total 

s a v i n g  of the i n d i v i d u a l s  w o u l d  h a v e  b e e n  the s a m e  o v e r  time in e i t h e r  case.

M a c r o e c o n o m i c  e v i d e n c e . If i n d i v i d u a l s  a l t e r  t h e i r  s p e n d i n g  b e h a v i o r  

as a r e s u l t  of h o l d i n g  c r e d i t  cards, s u m m a t i o n  of i n d i v i d u a l  o u t l a y s  s h o u l d  

r e s u l t  in a c o r r e s p o n d i n g  a l t e r a t i o n  of a g g r e g a t e  c o n s u m p t i o n  s p e n d i n g .  If 

su c h  a l ink c o u l d  be d e t e c t e d ,  it w o u l d  tend to s u b s t a n t i a t e  the a r g u m e n t  that 

i n c r e m e n t a l  s a le s  f r o m  c r e d i t  c a r d s  o f f s e t  the p u r p o r t e d l y  h i g h e r  c o s t  of 

c r e d i t  c a r d  t r a n s a c t i o n s  ( t h e r e b y  m a k i n g  it less c e r t a i n  that c r e d i t  c a r d  

c o s t s  are i m b e d d e d  in r e t a i l  p ri c e s ) .

As d i s c u s s e d  in the p r e c e d i n g  s u b s e c t i o n ,  c r e d i t  c a r d s  c o u l d  g e n e r a t e  

c h a n g e s  in the timing, the c o m p o s i t i o n ,  or the a m o u n t  of s p e n d i n g .  C r e d i t  

c a r d s  c o u l d  c a u s e  i n c i d e n t a l  v a r i a t i o n s  in the t i m i n g  o f  p u r c h a s e s  w i t h i n  a 

s h o r t  p e r i o d  (e.g., b e t w e e n  p a y d a y s )  and h a v e  Cew s i g n i f i c a n t  m a c r o e c o n o m i c
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e f f e ct s .  1 Or, t h r o u g h  h o u s e h o l d  e x e r c i s e  o f  the b o r r o w i n g  function, they 

c o u l d  as s i s t  a m o r e  f u n d a m e n t a l  l o n g e r - t e r m  shift in the t i m i n g  a n d / o r  the 

c o m p o s i t i o n  of p u r c h a s e s .

Th e  m o s t  d i r e c t  w a y  in w h i c h  cr e d i t  c a r d s  m i g h t  i n f l u e n c e  the 

total of c o n s u m p t i o n  s p e n d i n g  w o u l d  be by i n c r e a s i n g  c o n s u m e r  p r o p e n s i t i e s  

to s pend ( r e d u c i n g  c o n s u m e r  p r o p e n s i t i e s  to save). If c o n s u m e r s  are c o n­

sid e r e d  to h a v e  some d e s i r e d  r a t e  of s a v i n g  in a c a r d l e s s  e n v i r o n m e n t ,  then 

total s p e n d i n g  c o u l d  be e n l a r g e d  b y  the existence, of c ards o n l y  if actual 

s a v i n g  by c o n s u m e r s  fell b e l o w  the init i al  d e s i r e d  level. T his o u t c o m e  

m i g h t  s e e m  to h i n g e  u p o n  a w i d e s p r e a d  lack of c o n s u m e r  s e l f - d i s c i p l i n e  in 

saving, r e s u l t i n g  in a c o n d i t i o n  of c h r o n i c  o v e r i n d e b t e d n e s s .  An a l t e r n a t i v e  

e x p l a n a t i o n ,  a d v a n c e d  by T. R u s s e l l  and also te st e d  by E. M o n t g o m e r y ,  is 

that p r i o r  i m p e r f e c t i o n s  in c r e d i t  m a r k e t s  m a y ha v e  c r e a t e d  a s i t u a t i o n  in 

w h i c h  c o n s u m e r  b o r r o w i n g  and t otal c o n s u m p t i o n  w e r e  c o n s t r a i n e d  to lower 

than d e s i r e d  levels. 2 To the extent, that cr e d i t c ards s e r v e d  to m i t i g a t e  

these i m p e r f e c t i o n s ,  t hey w o u l d  tend to reduce the s a v i n g  rat e  and boost 

c o n s u m p t i o n .

1. C h a n g e s  in the t i m i n g  of p u r c h a s e s  due to card use c o u l d  t h e o r e t i c a l l y  

af f e c t  the c y c l i c a l i t y  of a g g r e g a t e  c o n s u m p t i o n  spending, and t h e r e fo r e  

e c o n o m i c  a c t i v i t y  in g e n e r al .  S i n c e  cr e d i t  cards (like all c o n s u m e r  credit 

i n s t r um e n t s )  m a k e  p o s s i b l e  a g r e a t e r  d i c h o t o m y  b e t w e e n  c u r r e n t s p e n d i n g  and 

c u r r e n t  income, they c o u l d  tend to be c y c l i c a l l y  d e s t a b l i z i n g  by b o o s t i n g  

s p e n d i n g  e v e n  furt he r  d u r i n g  a b o o m  period, or by r e t a r d i n g  s p e n d i n g  at o t h e r  

times as r e p a y m e n t  o b l i g a t i o n s  im p o s e  a c o m p e t i n g  c l a i m  to s p e n d i n g  as an end 

use of c u r r e n t  income. On the o t h e r  hand, credit c ards c o u ld  just as well 

s erve a s t a b i l i z i n g  f u n ction, for instance, by e n a b l i n g  h o u s e h o l d s  to m a i n t a i n  

a d e s i r e d  l o n g - r u n  s p e n d i n g  p ath d u r i n g  p e ri o d s  of t e m p o r a r y  u n e x p e c t e d  s h o r t­

falls in income. T h e r e  is l i t t l e  d o c u m e n t a t i o n  to s u g g e st  that these p o s s i b l e  

c y c l i c a l  e f f e c t s  are v e r y  i m p o r t a n t  in a ct u a l i t y .  It is a l s o  p o s s i b l e  that 

i n d i v i d u a l  c y c l e s  of c r e d i t  car d  use and r e p a y m e n t  are d i f f e r e n t l y  pha s e d  and 

l a r g e l y  ca n ce l  out, r e s u l t i n g  in little o v e r a l l  impact on e c o n o m i c  a g g r e g a t e s .

2. T h o m a s  R u s sell, The E c o n o m i c s  of B ank Cr e d i t  Cards ( Ne w  Y ork, P r a eger, 

1975).

E d w a r d  B. M o n t g o m e r y ,  " T e s t s  of A l t e r n a t i v e  E x p l a n a t i o n s  of the D e c l i n e  in the 

P e r s o n a l  S a v i n g  Rate" (Ph.D. d i s s e r t a t i o n ,  H a r v a r d  U n i v e r s i t y ,  1982).
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lf c r e d i t  c a r d r  s t i m u l a t e  t otal s p e n d i n g — w h e t h e r  by  r e l a x i n g  

c a p i t a l  m a r k e t  c o n s t r a i n t s  on c o n s u m p t i o n  or by u n d e r m i n i n g  the c o n s u m e r ' s  

w i l l  p o w e r  to s a v e — the i m p a c t  s h o u l d  be e v i d e n t  in a d e c l i n i n g  a g g r e g a t e  

s a v i n g  r a c e  as c r e d i t  c a r d s  b e c o m e  m o r e  p r e v a l e n t .  D u r i n g  the 1970s, t h i r d -  

p a r t y  c r ed i t  c a r d s  w e r e  g a i n i n g  b r o a d  d i s t r i b u t i o n  and u s e  and, b y  a n d  large, 

the s a v i n g  rate d i d  d r o p  s o m e w a a t  f r o m  e a r l i e r  levels. B y  itse l f ,  h o w e v e r ,  

w i t h o u t  r e g a r d  to the m y r i a d  o t h e r  f a c t o r s  that i n f l u e n c e  s p e n d i n g ,  this 

fact is of li t t l e  a n a l y t i c a l  va l u e .

R u s s e l l ' s  d i s c u s s i o n  of the lin k  b e t w e e n  c r e d i t  c a r d s  and the 

s a v i n g  ra t e  wa s  l a r g e l y  t h e o r e t i c a l  in the c o n t e x t  o f  a m o d e l  in w h i c h  

the c o n s u m e r  a r r i v e s  at an o p t i m a l  a l l o c a t i o n  of l i f e t i m e  i n c o m e  o v e r  time. 

C r e d i t  c a r d s  are i n t r o d u c e d  i nt o  the m o d e l  as one m e t h o d  of d i m i n i s h i n g  

r e s t r a i n t s  on the a b i l i t y  of y o u n g e r  c o n s u m e r s  to b o r r o w  in a n t i c i p a t i o n  of 

f u t u r e  income. F o r  the U.S. e c o n o m y ,  h o w e v e r ,  w i t h  its a l r e a d y  w e l l - d e v e l o p e d  

c o n s u m e r  c r e d i t  m a r k e t s  p r o v i d i n g  o t h e r  m e a n s  of o b t a i n i n g  c r e d i t ,  it b e c o m e s  

a d i f f i c u l t  e m p i r i c a l  q u e s t i o n  as to w h a t  e x t e n t  c r e d i t  c a r d s  m i g h t  i n t r o d u c e  

a n y  f u r t h e r  a p p r e c i a b l e  r e l a x a t i o n  of c a p i t a l  m a r k e t  c o n s t r a i n t s .  Also, it 

s h o u l d  be not e d ,  the R u s s e l l  m o d e l  w o u l d  r e s u l t  on l y  in a r e d i s t r i b u t i o n  of 

c o n s u m p t i o n  s p e n d i n g  o v e r  time, u nl e s s  total d e s i r e d  l i f e t i m e  c o n s u m p t i o n  

is a l t e r e d  by the e x i s t e n c e  of c r e d i t  cards.

In on e  of  the few e x p l i c i t  m a c r o e c o n o m i c  s t u d i e s  of this issue, 

M o n t g o m e r y  c a l c u l a t e d  a m a x i m u m  p o s s i b l e  r e d u c t i o n  ir. the sa\ri n g  r a t e  o f

0 . 3  p e r c e n t a g e  p o i n t s  d u r i n g  1978 that m i g h t  be a s s o c i a t e d  w i t h  c r e d i t  c a r d s . ^  

He a l s o  c o n c l u d e d  f r o m  c r o s s - s e c t i o n a l  d a t a  that c r e d i t  c a r d s  a p p e a r e d  to 

e x e r t  m o r e  of a d o w n w a r d  i m p a c t  on the s a v i n g  r a t e  in 1977 t h a n  in 1970

1. M o n t g o m e r y ,  " A l t e r n a t i v e  E x p l a n a t i o n s , "  p. 26.
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b ut that the m a g n i t u d e  of the im p ac t  w a s  p r o b a b l y  v e r y  s m a l l . ^  G. G a r c i a ,  

s u m m a r i z i n g  h e r  i n v e s t i g a t i o n  of the l i t e r a t u r e  in this area, c o n c l u d e d  in 

1980 that ’’the i ssue  of the e f f e c t s  of c r e d i t  cards on c o n s u m p t i o n  r e m a i n s  a 

s u b j e c t  for f u r t h e r  r e s e a r c h . . .The r e l a t i o n s h i p  of c r e d i t  to the e x p a n s i o n  

o f  and i n f l a t i o n  in the e c o n o m y  r e m a i n s  1:0 be a d e q u a t e l y  e x p l a i n e d  b o t h  at 

the t h e o r e t i c a l  and e m p i r i c a l  l e v e l . "2

On the w h o l e ,  the h o u s e h o l d  s u r v e y  on u n p l a n n e d  p u r c h a s e s  d i s c u s s e d  

a b o v e  as w e l l  as e x i s t i n g  m a c r o e c o n o m i c  r e s e a r c h  p r o v i d e  little g r o u n d s  for 

b e l i e v i n g  that c r e d i t  c a r d s  g e n e r a t e  i n c r e m e n t a l  sales in s u f f i c i e n t  v o l u m e  

to off s e t  c r e d i t  ca r d  c o s t s  to an y  m e a s u r a b l e  degree.

1. I b i d . , p. 166.

2. G i l l i a n  G a r c i a ,  " C r e d i t  Cards: An ..nterdisciplinary S u r v e y , "  J o u r n a l  of 

C o n s u m e r  Res e a r c h ,  vol .  6 ( M a r c h  1980), p. 333.
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4. E F F E C T  O F  C R E D I T  C A R D  T R A N S A C T I O N S  ON  C O S T S  O F  R E T A I L E R S

In S e c t i o n  2 0 2  of the C a s h  D i s c o u n t  Act, the C o n g r e s s  d e s i g n a t e d  

" t h e  e f f e c t  o f  c h a r g e  c a r d  u s a g e  on m e r c h a n t s ,  i n c l u d i n g  the e f f e c t s  on 

m e r c h a n t  c o s t s , "  as a m a j o r  t o p i c  to be e x a m i n e d  in the F e d e r a l  R e s e r v e  

study. T h i s  p a r t  o f  the r e p o r t  p r i m a r i l y  a d d r e s s e s  the q u e s t i o n  of the 

c o s t s  i n c u r r e d  b y  r e t a i l e r s  f r o m  c r e d i t  c a r d  t r a n s a c t i o n s ,  f o l l o w i n g  some 

f u r t h e r  d i s c u s s i o n  o f  the i m p a c t  of c r e d i t  c ar d s  on m e r c h a n t  r e v e n u e s .

4 . 1 .  The I n c e n t i v e  to E n g a g e  in C r e d i t  C ard T r a n s a c t i o n s

A n  i n d i v i d u a l  m e r c h a n t  has two o b v i o u s  p o s s i b l e  m o t i v a t i o n s  to sei l

g o o d s  and s e r v i c e s  on c r e d i t .  On e  is to i n c r e a s e  sales: w i t h o u t  c r e d i t ,  a

p a r t i c u l a r  s ale m i g h t  n o t  be c o m p l e t e d  at all; in a d d i t i o n ,  the p r o v i s i o n  of 

c r e d i t  t h r o u g h  the m e r c h a n t ' s  own c r e d i t  p l a n  m i g h t  e s t a b l i s h  a b o n d  w i t h  the 

c u s t o m e r ,  l e a d i n g  to a d d i t i o n a l  fu t u r e t r a n s a c t i o n s .  A  s e c o n d  r e a s o n  for a 

m e r c h a n t  to sell on his o w n  c r e d i t  p l a n  m i g h t  be to e n h a n c e  r e v e n u e s  by e a r n i n g  

f i n a n c e  c h a r g e s  on r e c e i v a b l e s .  M o s t  e m p i r i c a l  s tu dies, h o w e v e r ,  h a v e  c o n c l u d e d  

that the d i r e c t  v a r i a b l e  and o v e r h e a d  e x p e n s e s  of o p e r a t i n g  a c r e d i t  p r o g r a m  

( i n c l u d i n g  the c o s t  of funds) h a v e  not b e e n  fully c o v e r e d  by f i n a n c e  c h a r g e  

r e v e n u e s .  In p r a c t i c e ,  the s a l e s  g e n e r a t i o n  m o t i v e  a p p e a r s  to h a v e  b e e n  the

d o m i n a n t  c o n s i d e r a t i o n  u n d e r l y i n g  s e l l i n g  on credit.

T h e  p r o v i s i o n  o f  o p e n - b o o k  c r e d i t  to k n o w n  and t r u s t e d  c u s t o m e r s  is 

a p r a c t i c e  p e r h a p s  as o l d  as r e t a i l  t rade itself. The b r o a d e n i n g  and  f o r m a l­

iz i n g  o f  c h a r g e  a c c o u n t  c r e d i t  w a s  p i o n e e r e d  by the l arge f u l l - l i n e  d e p a r t m e n t  

s t o r e s  in the i940s and  1950s w i t h  the i s s u i n g  of c r e d i t  c a r d s  to c u s t o m e r s  

for use in the i s s u i n g  s t o r e  and its b r a n c h e s .  I n i t i a l l y ,  c o n v e n i e n c e  was 

the p r i m a r y  a t t r a c t i o n  to c o n s u m e r s  of the s t o r e  c r e d i t  c a r d  a c c o u n t ,  s i n c e  

m o s t  s to r e s  r e q u i r e d  full p a y m e n t  w i t h i n  the b i l l i n g  p e r i o d  o f  30 to s o m e t i m e s  

9 0  days. In time, m a j o r  r e t a i l e r s  a d o p t e d  the p r a c t i c e  of p r o v i d i n g  q u a l i f i e d
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custoraers an e x t e n d e d  p a y m e n t  o p t i o n  (with finance ch a r g e s  a c c r u i n g  on u n p a i d  

b a l a n c e s ) .  As a resu l t ,  o p e n - e n d e d  " r e v o l v i n g  c r e d i t "  b e g a n  to s u b s t i t u t e  for 

l o n g e r - t e r m  c l o s e d - e n d  c r e d i t  as w ell as for cash t r a n s a c t i o n s .  T h i r d - p a r t y  

c a r d  issuers s u b s e q u e n t l y  e n t e r e d  the field b y  o f f e r i n g  c a r d s that c o u l d  be 

u s e d  at any b u s i n e s s  that c o n t r a c t e d  w i t h  the issuer for this purpose.

F o r  b o t h  i n - h o u s e  and t h i r d - p a r t y  credit car d plans, g e n e r a t i o n  of 

i n c r e m e n t a l  s a l e s  a b o v e  the c a s h - o n l y  v o l u m e  was the d o m i n a n t  c o n s i d e r a t i o n  

u n d e r l y i n g  t h e i r  a d o p t i o n .  In m a n y  instances, the s t r a t e g y  m a y  hav e  b e e n  

d e f e n s i v e — to a v o i d  l o s i n g  sales to c a r d - h o n o r i n g  c o m p e t i t o r s — but was n e v e r­

theless a t t u n e d  to a c h i e v i n g  h i g h e r  sales than d e e m e d  o t h e r w i s e  p os sible. It 

w a s  g e n e r a l l y  b e l i e v e d  that a c a r d - h o l d i n g  c us tomer, u n f e t t e r e d  by the l i m i t a­

tion of pocket c a s h  or c u r r e nt  c h e c k i n g  acco u n t  b a l ance, w o u l d  spend larger 

a m o u n t s  than o t h e r w i s e  likely.

T o  b u s i n e s s e s  issu i n g  their own card, the b u i l d i n g  of c u s t o m e r  

l o y a l ty  was an i m p o r t a n t  s a l e s - s t i m u l a t i n g  aspect of cre d i t  cards. P e op l e  

in p o s s e s s i o n  of a s t o r e ' s  c r e d i t  card m i g h t  h a b i t u a l l y  g r a v i t a t e  to that 

s t o r e  to shop, and the m o n t h l y  b i l l i n g  s t a t e m e n t  s e r v e d  as a c o n v e n i e n t  

v e h i c l e  for p r e s e n t i n g  i n f o r m a t i o n  about n e w  p r od u c t s  and se r v i c e s ,  spec i a l  

sales, or a n y t h i n g  e l s e  d e s i g n e d  to spur a d d i t i o n a l  p u r c h a s e s .

To s m a l l e r  b u s i n e s s e s ,  the h o n o r i n g  of cre d i t  c a r d s  issued by banks 

or o t h e r  third p a r t i e s  e x p a n d e d  their sales p o t e n t i a l  w i t h o u t  the n e c e s s i t y  

for m e r c h a n t s  to m a n a g e  their o wn  credit: car d  plans. E x p e n s e s  of a p p l i c a t i o n  

r eview, billi n g , and c o l l e c t i o n  w o u l d  be h a n d l e d  for a fee by the t h i r d - p a r t y  

i s s u e r  o p e r a t i n g  w i t h  the a d v a n t a g e  of c o s t - m i n i m i z i n g  e c o n o m i e s  of scale. 

Today, any c l o t h i n g  b o u t i q u e  or s i m i l a r  o c c u p a n t  of the m o d e r n  s h o p p i n g  mal l

t

w o u l d  likely s u f f e r  a d e c i d e d  c o m p e t i t i v e  d i s a d v a n t a g e  if it d i d not ac ce p t  

credit cards. E v e n  so, it is q u e s t i o n a b l e  w h e t h e r  the e x i s t e n c e  of c r e d i t
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c a r d s  g e n e r a t e s  any i n c r e m e n t a l  r e v e n u e s  for the r e t a i l i n g  i n d u s t r y  as a 

w h o l e .

As d i s c u s s e d  in C h a p t e r  3, li t t l e  s u p p o r t  has b e e n  f o u n d  for the

v i e w  that c a r d - h o l d i n g  c o n s u m e r s  o v e r  the l o n g e r  r u n  s p e n d  m o r e  (save less)

o f  t heir i n c o m e  t h a n  th e y  w o u l d  w i t h o u t  c r e d i t  cards. B u t  if t he y  do not,

the n it w o u l d  s e e m  that c a r d - h o n o r i n g  m e r c h a n t s  can b e n e f i t  o n l y  at the

e x p e n s e  of n o n h o n o r i n g  m e r c h a n t s .  On the o c h e r  h a n d ,  if m o s t  m e r c h a n t s

h o n o r  c r e d i t  cards, as m a y  be true today, t hen n o n e  e n j o y s  an a d v a n t a g e  o v e r

a n y  o t h e r  by d o i n g  so, and c o m p e t i t i o n  m u s t  focus u p o n  o t h e r  f a c t o r s  s uch as

p r o d u c t  d i f f e r e n c e s ,  p r i c i n g ,  and m e r c h a n d i s e  r e t u r n  policieis.l In this

s i t u a t i o n ,  a n y  s e l l i n g  c o s t s  i n c u r r e d  f r o m  h o n o r i n g  cards, a b o v e  the cost of

s e l l i n g  for cash, cciuld be r e g a r d e d  as a net a d d i t i o n a l  cost;, in v i e w  o f  the

a b s e n c e  of any o f f s e t t i n g  i n c r e m e n t a l  s a l e s  r e v e n u e  for the i n d u s t r y  as a

%

w h o l e .2

A  g o o d  a n a l o g y  to the impact o:i c r e d i t  c a r d s  on r e t a i l e r s  m i g h t  be 

f o u n d  in the g r o c e r y  s t o r e  i n d u s t r y ' s  i s s u a n c e  of t r a d i n g  s t a m p s  s e v e r a l  

y e a r s  ago. T h e  f ir s t  s t o r e s  to o f f e r  s t u m p s  a p p a r e n t l y  w e r e  a bl e  to a t t r a c t  

c u s t o m e r s  f r o m  c o m p e t i n g  stor e s ,  and to m e r e  than c o v e r  the c o s t s  of s t a m p s  

t h r o u g h  i n c r e m e n t a l  s a l e s v o l u m e .  H o w e v e r ,  w h e n  o t h e r s  f o l l o w e d  suit in s e lf -  

d e f e n s e ,  it b e c a m e  q u e s t i  n a b l e  w h e t h e r  a n y  s t o r e — or the i n d u s t r y  as a w h o l e —  

b e n e f i t t e d  f r o m  g i v i n g  out s t a mp s ,  since it i.s u n l i k e l y  that p e o p l e  b e g a n  to 

eat m o r e  in o r d e r  to o b t a i n  stamps. In time, g r o c e r y  s t o r e s  g r e w  d i s s a t i s f i e d

1. G i v e n  the p r e s e n t  s t a g e  of w i d e s p r e a d  c r e d i t  c a r d  p o s s e s s i o n ,  it is not 

e v e n  c l e a r  that c a r d - h o n o r i n g  m e r c h a n t s  as a g r o u p  take ne t  s a l e s  a w a y  f r o m  

n o n - h o n o r i n g  m e r c h a n t s  as a group. If n o n - h o n o r i n g  m e r c h a n t s  are a b l e  to 

a p p e a l  to p r i c e - s e n s i t i v e  c a s h  b u y e r s  by o f f e r i n g  l o w e r  p r i c e s ,  the n  they m a y  

g a i n  as m u c h  in s a l e s to s u c h  c u s t o m e r s  as t hey lose f r o m  c r e d i t  u s e r s  fo r c e d  

to s h o p  e l s e w h e r e .

2. T h e  t i m i n g  e f f e c t s  a s s o c i a t e d  w i t h  c a r d  u s e  c o u l d  r e d i s t r i b u t e  s a l e s  a m o n g  

r e t a i l e r s ,  but this r e s u l t  m i g h t  be l a r g e l y  rand o m ,  and l i k e l y  to " e v e n  out "  

for g i v e n  r e t a i l e r s  o v e r  a p e r i o d  o f  time.



w i t h  the e x D e n s e  o f  a d m i n i s t e r i n g  s t a m p  g i v e a w a y s ,  and m a n y  c u s t o m e r s  b e c a m e  

s u s p i c i o u s  that the c ost of the s t a m p s  m i g h t  be i m be d d e d  in the p r i c e s  they 

w e r e  paying. C u s t o m e r s  w h o  d i s l i k e d  the b o t h e r  of c o l l e c t i n g  and r e d e e m i n g  

st a mp s  m i g h t  l e g i t i m a t e l y  h a v e  c o m p l a i n e d  that they w er e  s u b s i d i z i n g  the avid 

s t a m p  c o 1 lectors by p a y i n g  the sam e  p r i c e s  for their g r o c e r i e s .  In r e s p o n s e  

to all these n e g a t i v e  a s p e c t s ,  some s t o r e s  d r o p p e d  their s t a m p  p r o g r a m s  and 

b e g a n  to a d v e r t i s e  h e a v i l y  a p o l i c y  of lower prices. E v e n t u a l l y ,  n e a r l y  all 

g r o c e r y  st o r e s  a b a n d o n e d  t r a d i n g  s t a m p  issuance.

This a n a l o g y  by no m e a n s  impl i es  that r e t a i l e r s  w i l l  some day  

a b a n d o n  cr e d i t  car d s ,  or e v e n  that they w o u l d  be w i s e  to do so. It m a y  wel l 

be that the c o n s u m e r  b e n e f i t -  of credit c a r d s — the a b i l i t y  to a l t e r  the 

t i m i n g  of their p u r c h a s e s ,  to c a r r y  m i n i m a l  a m o u n t s  of cash, to b o r r o w  for 

short periods, and so o n — are of m o r e  s u b s t a n c e  than the p e r c e i v e d  b e n e f i t s  

of r e c e i v i n g  t r a d i n g  s ta m p s  from  g r o c e r y  stores, w h i c h  was, in e s s e nc e ,  an 

i n e f f i c i e n t  m e a n s  for c o n s u m e r s  to o b t a i n  p rice d i s c o u n t s .  T h e  p r i m a r y  D oint 

of the a n a l o g y  is to i l l u s t r a t e  that the a p p a r e n t  g ains tc p a r t i c u l a r  

r e t a i l e r s  from o f f e r i n g  s o m e  s e r v i c e  can e v a p o r a t e  if c o m p e t i t o r s  o f f e r  an 

i d e n t i c a l  s e r vice, r a i s i n g  c o s t s  but l e a v i n g  total i n d u s t r y - w i d e  sales 

unaffected.

If, in fact, the b e n e f i t  of a dded sales v o l u m e  fro m  c r e d i t  c a r d s  is 

largely i l l u s o r y  on an i n d u s t r y - w i d e  basis, the c r u c i a l  c o n s i d e r a t i o n  to the 

s u b s i d y  issue b e c o m e s  w h e t b ' r  c r e d i t  car d  t r a n s a c t i o n s  are m o r e  c o s t l y  to 

c a r r y  out than cas h  (or check) t r a n s a c t i o n s .  If they are m o r e  costly, and 

t hose costs are not c o v e r e d  by the finance c h a r g e s  and u ser fees paid by car d  

h o l d er s ,  then it w o u l d  a p p e a r  that c a s h  buy e r s  m a y  ind e e d  s u b s i d i z e  card u sers

f

by p a y i n g  ide nt i c a l  p r i c e s ,  or that r e t a i l e r s  as a g r o u p  m a y  a c c e p t  s m a l l e r 

profit m a r g i n s  than o t h e r w i s e  a v a i l a b l e ,  or some c o m b i n a t i o n  of these o u t c o me s .

-35-



4.2. C o s t s  to R e t a i l e r s  o r  C r e d i t  C a r d  T r a n s a c t i o n s

C o m p a r a t i v e  c o s t s  to r e t a i l e r s  of  a c c e p t i n g  d i f f e r e n t  m e a n s  of 

p a y m e n t  h a v e  b e e n  e x a m i n e d  in a s m a l l  n u m b e r  of e a r l i e r  s t u d i e s .  Also, in 

c o n n e c t i o n  w i t h  this r e p o r t  to C o n g r e s s ,  the F e d e r a l  R e s e r v e  B o a r d  c o n d u c t e d  

a s u r v e y  o f  r e t a i l  b u s i n e s s e s  o n  the c o s t s  of a c c e p t i n g  c ash, ch ec k ,  a n d  

c r e d i t  cards. T h e  r e s u l t s  o f  this s u r v e y  ar e  d i s c u s s e d  b e l o w . 1

At f irst g l a n c e ,  it m i g h t  a p p e a r  a f o r e g o n e  c o n c l u s i o n  that c r e d i t

c a r d  t r a n s a c t i o n s  are m o r e  c o s t l y  t ha n  o t h e r  m e a n s  of p a y m e n t  i n s o f a r  as

m e r c h a n t s  pa y  s o m e  p e r c e n t a g e  o f  t h e i r  t h i r d - p a r t y  c r e d i t  c a r d  s a l e s to the 

c a r d  i s s u e r s ,  or i n c u r  v a r i o u s  c o s t s  in o p e r a t i n g  t h e i r  o w n  c r e d i t  c a r d  

p l a n s  that h a v e  no c o r o l l a r y  in cas h  t r a n s a c t i o n s .  M a n y  r e t a i l e r s  tend to 

v i e w  the c os t s  of handling c a ^ n  t r a n s a c t i o n s  as e q u i v a l e n t  to the c ost of 

d o i n g  b u s i n e s s — a s a l e s  c l e r k ,  for i n s t a n c e ,  m u s t  be on h a n d  to c o n d u c t  

t r a n s a c t i o n s  of w h a t e v e r  type. T h u s  there is a t e n d e n c y  to r e g a r d  the m a r­

ginal cost o f  s e l l i n g  for c a s h  as zero, but this v i e w  s h o u l d  not be a d o p t e d  

w i t h o u t  c r i t i c a l  e x a m i n a t i o n .

T h e r e  are m a n y  e l e m e n t s  of cos t  a s s o c i a t e d  w i t h  the h a n d l i n g  of  a 

sales t r a n s a c t i o n .  Some c o s t s  m a y  be h i g h e r  for c h e c k  or c r e d i t  c a r d  t r a n s­

acti o n s ,  bu t  o t h e r s  m a y  be h i g h e r  for cash. I n c l u d e d  a m o n e  f ie r e l e v a n t

cost c o n c e p t s ,  for e x a m p l e ,  w o u l d  be the time r e q u i r e d  to c o m p l e t e  a t r a n s­

action, w h i c h  m a y  in tur n i n f l u e n c e  the n u m b e r  of c h e c k - o u t  s t a t i o n s  and 

sales c l e r k s  that a s c o r e  n e e d s .  C r e d i t  car d  t r a n s a c t i o n s  a b s o r b  tim e  

because: c r e d i t  s l i p s  m u s t  be w r i t t e n  and f r e q u e n t’y som e  sor t  of a u t h o r i z a t i o n  

p r o c e d u r e  u n d e r t a k e n .  P e r s o n a l  c h e c k s  u s u a l l y  t r i g g e r  c e r t a i n  t i m e - c o n s u m i n g  

p r e c a u t i o n a r y  steps, suc h  as i n s p e c t i n g  a n d  c o p y i n g  d o w n  i d e n t i f i c a t i o n  d a t a

1. A p p e n d i x  B p r o v i d e s  s o m e  i n f o r m a t i o n  on the specific.^tions of this s u r v e y  

c o n d u c t e d  in the s p r i n g  of 1983.
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or s u m m o n i n g  a m a n a g e r  f r o m  e l s e w h e r e  in the store to a p p r o v e  a c c e p t a n c e  o f  

the check. C a s h  t r a n s a c t i o n s  m o s t  l i k e l y  c o n s u m e  less time than c h e c k  or 

c r e d i t  c ard t r a n s a c t i o n s ,  but the c o u n t i n g  of c ash r e c e i v e d , the m a k i n g  of 

chan g e ,  and the s t o c k i n g  an d  r e p l e n i s h m e n t  of cash r e g i s t e r s  w i t h  c u r r e n c y  

and c o i n  are c a s h - r e l a t e d  a c t i v i t i e s  that o c c u p y  an e m p l o y e e ' s  time. T i m e  

c o n s u m e d  in r e c o n c i l i n g  s a l es  r e c o r d s  w i t h  cash, chec k s,  and c r e d i t  s li p s  on 

h a n d  m a y  v a r y  w i t h  the p r o p o r t i o n  of sales t r a n s a c t e d  by e a c h  m e a n s ,  and 

f r o m  one b u s i n e s s  to a no t h e r .

S e c u ri t y - r°lated e x p e n s e s  c o m p r i s e  a large fa m i l y  of costs in w h i c h  

f u r t h er  v a r i a t i o n  m a y  be f ound a m o n g  the d i f f e r e n t  m e a n s  of p a y m e n t .  I nc l u d e d  

n such  a c o n c e p t  w o u l d  be  bot h  d i r e c t  e x p e n s e s  of s e c u r i t y  p r e c a u t i o n s  plu s  

an a l l o w a n c e  for an y  u n c o v e r e d  r i s k  a s s o c i a t e d  w i t h  eac h  t r a n s a c t i o n  m e d i u m .

A n  o b v i o u s  risk, for e x a m p l e ,  is the p o s s i b i l i t y  of theft. T h i s  p a r t i c u l a r  

ri s k  is Likely to be m o r e  p r o n o u n c e d  for cash b e c a u s e  the full n e g o t i a b i l i t y  

of c a s h  m a k e s  it an a t t r a c t i v e  target. A c c e p t a n c e  of p e r s o n a l  c h e c k s  e n t a i l s  

the r i s k  that the c h e c k  m a y  be u n c o l l e c t a b l e ,  b e c a u s e  the w r i t e r  m a y  not 

h a v e  s u f f i c i e n t  funds on d e p o s i t  or for some o t h e r  reason. S e c u r i t y  risks 

b o r n e  by o p e r a t o r s  of i n - h o u s e  c r e d i t  card p lans incl u d e  the c o s t s  a s s o c i a t e d  

w i t h  d e l i n q u e n t  and u n c o l l e c t a b l e  a c counts.

For a fee, of c o u r s e ,  m e r c h a n t s  can g e n e r a l l y  p r o t e c t  t h e m s e l v e s  

fr o m  m a n y  of these risks. E m p l o y m e n t  of i n - store s e c u r i t y  p e r s o n n e l ,  ren t a l  

of a r m o r e d  c ar  s e r v i c e ,  use of m o r e  t e c h n o l o g i c a l l y  s o p h i s t i c a t e d  e q u i p m e n t ,  

p a y m e n t  of b o n d i n g  and i n s u r a n c e  fees, and s u b s c r i p t i o n  to a c h e c k  g u a r a n t e e  

s e r v i c e  all r e p r e s e n t  c o s t s  that r e t a i l e r s  can incur to m i n i m i z e  losses f r o m  

theft, fraud, and oth<.r caus e s.  T h e  costs a r i s i n g  from loss and p r o t e c t i o n
f

a g a i n s t  loss m a y  w e l l  d i f f e r  a m o n g  the types o f  p a y m e nt  and a m o n g  d i f f e r e n t  

b u s i n e s s e s ,  and it is by no m e a n s  o b v i o u s  w h i c h  m e a n s  of t r a n s a c t i o n  c a r r i e s
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che h i g h e s t  s e c u r i t y - r e l a c e d  costs, or h o w  c o n s i s t e n t  the a l l o c a t i o n  of  suc h  

c o s t s  by t r a n s a c t i o n  t ype w o u l d  be f r o m  f i r m  to firm.

S t i l l  o t h e r  c o s t s  to r e t a i l e r s  ca n  be a s s o c i a t e d  vrith the m e t h o d  o f  

t r a n s a c t i o n .  E v e r y  m e t h o d  o t h e r  than c a s h  i n v o l v e s  some  d e l a y  in r e c e i p t  of 

funds by the r e t a i l e r ,  a nd  t h e r e f o r e  an i m p l i c i t  f i n a n c i n g  cost in f o r g o n e  

i n t e r e s t  on the f u n ds  e v e n t u a l l y  to be t r a n s f e r r e d .  A n d  i n - h o u s e  c r e d i t  card 

p l a n s  i n v o l v e  a b r o a d  s p e c t r u m  o f  b o o k k e e p i n g  and c o l l e c t i o n  c os t s .  T h e s e  

e x p e n s e s ,  o f  c o u r s e ,  m a y  be o f f s e t  at least p a r t i a l l y  b y  f i n a n c e  c h a r g e  

r e v e n u e s .

P e r h a p s  the m o s t  v i s i b l e  t r a n s a c t i o n s  cos t  to r e t a i l e r s  is a 

f a c t o r i n g  fee c a l l e d  the " m e r c h a n t  d i s c o u n t " — the fee p a i d  by r e t a i l e r s  to 

t h i r d - p a r t y  c a r d  i s su e r s ,  f i g u r e d  as s ome p e r c e n t a g e  of the v o l u m e  of c r e d i t  

c a r d  sales. This fee g e n e r a l l y  v a r i e s  b e t w e e n  1 and  5 p e r c e n t  for d i f f e r e n t  

m e r c h a n t s ,  d e p e n d i n g  c h i e f l y  on total c r e d i t  card s ales v o l u m e  and per unit 

t r a n s a c t i o n  size. It c a n  be thou g h t  of as p a r t l y  c o v e r i n g  v a r i o u s  o p e r a t i n g  

e x p e n s e s  that are s h i f t e d  f r o m  the m e r c h a n t  to the car d  issu e r ,  s uch as 

b i l l i n g  and c o l l e c t i n g  c o s t s  that m i g h t  o t h e r w i s e  a r i s e  if i n - h o u s e  ca r d  

p l a n s  w e r e  m a i n t a i n e d ,  or the cost of loss and loss p r e v e n t i o n  a s s o c i a t e d  

w i t h  c a s h  and c h e c k .  H o w e v e r ,  s i nc e  the c a r d  i s s u e r  o b t a i n s  the r e v e n u e s  

f r o m  f i n a n c e  c h a r g e s  and r e l a t e d  fees as w e l l  as a b s o r b i n g  the c o s t s  of 

p r o v i d i n g  c r e d i t ,  the e x i s t e n c e  of the m e r c h a n t  d i s c o u n t  m a y  a l s o  r e f l e c t  

s o m e  d e f i c i e n c y  in the c a r d  i s s u e r ' s  c o v e r a g e  of c r e d i t  c o s t s  s o l e l y  t h r o u g h  

f i n a n c i n g  income.

E m p i r i c a l  s t u d i e s . A n u m b e r  of s t u d i e s  h a v e  e x a m i n e d  the c o s t s  of 

c r e d i t  car d  o p e r a t i o n s ,  or c o m p a r e d  some a s p e c t s  of c r e d i t  c o s t s  w i t h  the 

c o s t  of c a s h  and c h e c k s .  T h e s e  i n c l u d e  a s t u d y  by T o u c h e  R o s s  & Co. of 

c o s t s  and r e v e n u e s  f r o m  r e v o l v i n g  c r e d i t  at d e p a r t m e n t  s t o r e s  in N e w  Y o r k ,  a
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s t u d y  b y  P a y m e n t s  S y s t e m s ,  Inc. of c o m p a r a t i v e  costs for cash, c h e c k  an d  

c r e d i t  t r a n s a c t i o n s ,  and a s t u d y  by R. G r a n t  c o m p a r i n g  the costs cf  these 

m o d e s  of t r a n s a c t i o n s  in G r e a t  B r i t a i n . ^

T h e  T o u c h e  Ross s t u d y  c o l l e c t e d  d e t a i l e d  cost and r e v e n u e  d a t a  for 

a 1 2 - m o n t h  p e r i o d  in 1972 - 7 3  fro m 17 r e t a i l  firms in N e w  Y o r k  S tate o p e r a t i n g  

i n - h o u s e  r e v o l v i n g  c r e d i t  p lans ( g e n e r a l l y  linked to a s t o r e - i s s u e d  cr e d i t  

card). The a n a l y s i s  c o v e r e d  all coses r e l a t i n g  to n e w  a c c o u n t s  p r o c e s s i n g ,  

a c c o u n t  servi c i n g ,  c o l l e c t i o n ,  space and e q u i p m e n t ,  payroll, and m a n a g e m e n t .  

T o u c h e  Ross a l s o  c a l c u l a t e d  the cost of c a p i t a l  a s s o c i a t e d  w i t h  e a c h  s t o r e' s  

i n v e s t m e n t  in r e c e i v a b l e s  u s i n g  two a l t e r n a t i v e  m e t h o d s — one b a s e d  on eac h  

firm's own c a p i t a l  s t r u c t u r e  and one b as e d  on an a s s u m e d  c a p i t a l  cost r ate 

of 8 percent.

T h e  p r i n c i p a l  f i n d i n g  of the s t u d y was that " r et a i l  stores in N e w  

Y o r k  do not c o l l e c t  s u f f i c i e n t  finance ch a r g e  r e v e n u e s  on their r e v o l v i n g  

c r e d i t  a c c o u n t s  to c o v e r  the c osts of e x t e n d i n g  and s e r v i c i n g •such acc ou n t s .  

For the 17 s t o r e s  sur v e ye d ,  the d e f i c i e n c y  total l e d . . .3.71 p e r c e n t  of 

c r e d i t  sales. Ea c h  o f  the 17 stores i n c urred d e f i c i t s  on t heir r e v o l v i n g  

a c c o u n t s . S u m m a r y  cost i n f o r m a t i o n  from t .e T o u c h e  Ross s t u d y  is p r e s e n t e d  

in table 4.1. As the table indi c a t es ,  the cost of capi t a l  was the largest 

c o m p o n e n t ,  a c c o u n t i n g  for a b o u t h a l f  of total credit c osts (based on the

1. P a y m e n t s  S y st e m s ,  Inc. Cost of Cash: A S t r a t e g i c  A n a l y s i s  (Atlanta, 1981).

T o u c h e  Ross & Co. " E c o n o m i c s  o f  N e w  Y o r k  State Retail S tore R e v o l v i n g  Cr e di t  

O p e r a t i o n  for the F i s c a l  Y e a r  E n d e d  J a n u a r y  31, 1973," in R o b e r t  P. Sh a y  and 

W i l l i a m  C. D u n k e l b e r g ,  Re ta i l  S t o r e  Cr e d i t C ard Use in N e w  Y o r k . S t u di e s  in 

C o n s u m e r  Cred i t ,  No. 4 (G r a d u a t e  School of Bu s i n es s ,  C o l u m b i a  U n i v e r s i t y ,  

1975).

R o b e r t  M. Gr a nt ,  " T r a n s a c t i o n  C o s t s  to R e t a i l e r s  of D i f f e r e n t  M e t h o d s  of 

P a y m e n t .  Result of a P ilot S t u d y "  (Report p r e p a r e d  at The C i t y  U n i v e r s i t y ,  

L ondo n ,  1982; p r o c e s se d ) .

2. S h a y  and D u n k e l b e r g ,  Retail S tore Credit Card Use in N e w  York, p. 9.
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i n d i v i d u a l i z e d  e s t i m a t e  o f  c a p i t a l  cost). P e r s o n n e l  c o s t s  and b a d  d e b t  

los se s  w e r e  the n e x t  l a r g e s t  e l e m e n t s  of cost.

T A B L E  4 . 1

D E V O L V I N G  C R E D I T  R E V E N U E  A N D  C O S T S  

A T  17 N E W  Y O R K  R E T A I L  S T O R E S  

A S  A  P E R C E N T  O F  R E V O L V I N G  C R E D I T  S A L E S

All

A m o u n t

S(000)

S t o r e s  (17)

P e r c e n t  

o f  S a l e s

N E T  R E V O L V I N G  C R E D I T  S A L E S  ( e x c l u d i n g

f i n a n c e  c h a r g e  r e v e n u e ) $ 7 7 6 , 4 5 3 . 5 1 0 0 . 0 0 %

F I N A N C E  C H A R G E  R E V E N U E  (net) 5 9 , 0 3 3 . 9 7 . 6 0 %

C R E D I T  COSTS: 

P e r s o n n e l  co s t s :

N e w  a c c o u n t s 3 , 9 1 4 . 3 .50%

A c c o u n t  s e r v i c i n g 8 , 0 6 0 . 9 1.04

A c c o u n t  c o l l e c t i o n 3 , 2 6 5 . 9 .42

A d d i t i o n a l  s a l e s  p e r s o n n e l 9 9 9 . 1 .13

S u p p o r t i n g  s e r v i c e s 8 6 6 . 8 .11

M a n a g e m e n t 3 76.7 .05

D a t a  p r o c e s s i n g 1 , 9 4 1 . 2 .25

T o t a l  p e r s o n n e l  c o s t s 19 ,424.9 2 . 5 0 %

D a t a  p r o c e s s i n g  e q u i p m e n t 1,26 1 . 0 .16

C r e d i t  i n v e s t i g a t i o n 1,075.8 .14

Bad deb t  losses 1 0 , 8 5 3 . 5 1.40

C o l l e c t i o n  a g e n c y  fees 1,329.1 .17

C r e d i t  s p a ce  and e q u i p m e n t 1 , 5 5 5 . 4 .20

P o s t a g e 3 , 0 7 8 . 0 .40

Comraunicat ion 1. 161.5 .15

S u p p l i e s  and o t h e r 3 , 6 0 2 . 5 .46

C o s t  of c a p i t a l 4 4 , 5 3 3 . 6 5. 7 3

T o t a l  c r e d i t  c a r d s 8 7 , 8 7 5 . 3 1 1 . 3 1 %

E X C E S S / ( D E F I C I E N C Y )  O F  R E V E N U E  O V E R  C O S TS $ ( 2 8 , 8 1 4 . 4 ) ( 3 . 7 1 ) %

E X C E S S / ( D E F I C I E N C Y )  O F  R E V E N U E  O V E R  C OSTS

(at 3 p e r c e n t  c o a t  of c a p i t a l ) $ ( 1 6 , 8 3 5 . 9 ) ( 2 . 1 7 ) %

Source: T o u c h e  R o s s  & Co., '‘E c o n o m i c s  of R e v o l v i n g  C r e d i t f rom e x h i b i t  II,

n . 76.



T h e  T o u c h e  Rcss s t u d y  r e f l e c t e d  c o n s i d e r a b l e  e f f o r t  to de t e r m i n e  

r e l a t i v e l y  p r e c i s e  cost e s t i m a t e s  f rom a c c o u n t i n g  reco r d s and fro m  e x t e n s i v e  

o n - s i t e  d i s c u s s i o n s  w i t h  s t o r e p e r s o n n e l.  A l t h o u g h  m u c h  j u d g m e n t a l  e s t i m a­

tion was n e c e s s a r y  to a l l o c a t e  c e r t a i n  types of costs b e t w e e n  credit and 

n o n - c r e d i t  sales, the s t u d y  d id  a c r e d i b l e  job of e s t a b l i s h i n g  that the costs 

to r e t a i l e r s  of r e v o l v i n g  cr e d i t  o p e r a t i o n s  e x c e e d e d  f i n a n c i n g  r e ve n u e s  at the 

st o r e s  e x a m i n e d . 1 T h e  s t u d y  d i d  not a d dr e s s  the issue of i n c r e m e n t a l  sales 

r e v e n u e  that m i g h t  be a t t r i b u t a b l e  to cr e d i t cards, nor did it e v a l u a t e  the 

s t o r e - c a r d  as a m a r k e t i n g  tool. The r e l a t i o n s h i p  of the d e f i c i t s  i n cu r r e d  

on c r e d i t  c ard o p e r a t i o n s  to the o v e r a l l  profit m a r g i n  on g o o d s  sold on 

cr e d i t  was a l s o  o u t s i d e  the scope of the study.

In 1980, P a y m e n t s  S y s t e m s ,  Inc. (PSI) m a d e  an e x t e n s i v e  s t u d y  of 

the c osts a s s o c i a t e d  w i t h  cash t r a n s a c t i o n s ,  m e a s u r e d  on a per t r a n s a c t i o n  

basis. T h e  s t u d y  c o m p a r e d  c e r t a i n  a s p e c t s  of these costs, te rm e d  " h a n d l i n g  

c o s t s , "  w i t h  c o r r e s p o n d i n g  c os t s  for ch e c ks  and cre d i t  cards, .and c o n c l u d e d  

that "the per r e t a i l  ' a n s a c t i o n  cost of c r e d i t  c ar d s  and c a s h  is n e a r  the 

s a m e — a b o u t  $ . 4 5 — and c h e c k s  o n l y  c a r r y  a small m a r g i n  o f  h i g h e r  c o s t s . "

PSI a s s e r t e d  that "the c o s t s  of h a n d l i n g  cas h  are m a n y  times h i g h e r  than 

p r e v i o u s l y  b e l i e v e d . . . ( thus) r e t a i l e r s  s h o u l d  take a n e w  look at o p e r a t i n g  

e f f i c i e n c i e s  in p a y m e n t  a c c e p t a n c e  and at the c o m p a r a t i v e  a c c e p t a n c e  

of n e w  p a y m e n t  m e t h o d s . "2

1. In e v a l u a t i n g  a n  e a r l i e r  T o u c h e  R oss & Co. study u s i n g  s i m i l a r  m e t h o d o l o g y ,  

the N a t i o n a l  C o m m i s s i o n  on C o n s u m e r  F i n a n c e  found the a l l o c a t i o n  p r o c e d u r e s  

u s e d  by T o u c h e  R 0 9 S to be r e a s o n a b l e ,  and a c c e p t e d  the T o u c h e  Ros s  findi n g  . 

that in - h o u s e  r e v o l v i n g  c r e d i t  p l a n s  o p e r a t e  at a d e fi c i t .  W h i l e  the T o u c h e  

Ros s s t u d i e s and N a t i o n a l  C o m m i s s i o n  c o m m e n t a r y  are at least 10 y ears old, 

s u b s e q u e n t  i n c r e a s e s  in the c ost of c a p i t a l  in e x c e s s  of fina n c e charges

h a v e  lik el y  p r e s e r v e d  the v a l i d i t y  of those e a r l i e r  findin s. See N a t i o n a l  

r i m mission, C o n s u m e r  C r e d i t  in the U n i t e d  S ta t e s  ( G o v e r n m e n t  P r i n t i n g  Office,

1972) p. 145.

2. P a y m e n t  S y s t e m s ,  Inc., Cost of Cash: A S t r a t e g i c  A n a l y s i s , p. viii.
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T h o  P S I  s t u d y  a l s o  c a l c u l a t e d  a " t o t a l  s y s t e m "  c o s t  of c a s h  

t r a n s a c t i o n s ,  w h i c h  a d d e d  s e c u r i t y  c o s t s  and theft losses to h a n d l i n g  costs, 

r a i s i n g  the e s t i m a t e d  c o s t  of c a s h  to a b o u t  55 c e n t s  p e r  t r a n s a c t i o n .  N o  

e s t i m a t e  was p r e s e n t e d  for a total s y s t e m  co s t  for c h e c k s  or c r e d i t  cards, 

h o w e v e r .  T h u s  the m a j o r  c o s t s  of b i l l i n g ,  c o l l e c t i n g ,  ba d  d e b t  e x p e n s e s ,  

and use of c a p i t a l  (for i n - h o u s e  c a r d  plans) w e r e  o m i t t e d  f r o m  c o s t  c o m p a r i­

sons, as w a s the m e r c h a n t  d i s c o u n t  fee for t h i r d - p a r t y  ca rd s ,  and l o s s e s  on 

u n c o l l e c t a b l e  c h e c k s  for that typ e c f  t r a n s a c t i o n .  T h e  PSI  e s t i m a t e s  for 

total s y s t e m  c o s t s  o f  c a s h  a r e  r e p r o d u c e d  in t a bl e  4.2, and the c o m p a r a t i v e  

h a n d l i n g  c o s t s  for the t h r e e  p a y m e n t  m e t h o d s  are p r o v i d e d  in t a b le  4.3.

On the w h o l e ,  the P S I  s t u d y  l i k e l y  s u c c e e d e d  in m a k i n g  its r e a i e r s  

m o r e  c o n s c i o u s  of the n o n - t r i v i a l  c o s t s  a s s o c i a t e d  w i t h  c a s h  and t h e r e f o r e  

w i t h  the p o s s i b i l i t y  of c o s t  r e d u c t i o n  t h r o u g h  i m p r o v e d  c a s h  h a n d l i n g .  But 

b e c a u s e  the c o m p a r i s o n  w i t h  o c h e r  m e a n s  of t r a r s a c t i o n  c o n c e n t r a t e d  on 

h a n d l i n g  c osts to the e x c l u s i o n  of o t h e r  m a j o r  e l e m e n t s  of cost, the s t u d y  

w a s  not d i r e c t l y  r e l e v a n t  to the i ssue of s u b s i d i z a t i o n  o f  c r e d i t  b u y e r s  by 

c a s h  buyers. I n d i r e c t l y ,  by d e m o n s t r a t i n g  a r o u g h  e q u i v a l e n c e  in p o i n t - o f -  

sale and o t h e r  " h a n d l i n g "  c o s t s  a m o n g  the 'h r e e  p a y m e n t  m e t h o d s ,  the PSI 

s t u d y  i m p a r t e d  c r e d i b i l i t y  to the p r a c t i c a l  g u i d e l i n e  of m a n y  r e t a i l e r s  that 

the m a r g i n a l  cost  of c a s h  is in e f f e c t  z e r o  a n d  the m a r g i n a l  c o s t  of ( t h i r d -  

party) c r e d i t  c a r d s  a p p r o x i m a t e s  the m e r c h a n t  d i s c o u n t .

A s i d e  f r o m  l i m i t a t i o n s  that s t e m  f r o m  the i n c o m p l e t e  c o v e r a g e  of 

costs, s e v e r a l  o t h e r  l i m i t a t i o n s  of the PS I  s t u d y  can be n o t e d .  A m o n g  p r o b l e m s  

p o i n t e d  out by P S I  ar e  c e r t a i n  d i f f i c u l t i e s  w i t h  som e  of the cost a l l o c a t i o n s ,  

such as for s e c u r i t y  c os t s .  PSI, in fact, c o n s i d e r e d  the a l l o c a t i o n  p r o b l e m  

to be the s t u d y ' s  m a j o r  limitation.^-

1. Ibid., p. 199.
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T A B L E  4.2 

T O T A L  S Y S T E M  C O S T S  O F  C ASH
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Per R e t a i l  T r a n s a c t i o n  

M e a n  M e d i a n

H a n d l i n g  costs of r e t a i l e r s S . 41 $ .30

H a n d l i n g  costs of b a n k s .04 .04

A r m o r e d  car s e r v i c e .02 .02

R e t a i l e r  and B a n k  S e c u r i t y .06 —

R e t a i l e r  and B a n k  T h e f t  a n d  L oss .02 .01

$.55 S .37

Source: P a y m e n t s  S y s t e m s ,  Inc., Cost of Cash: A  S t r a t e g i c  A n a l y s i s , P* 267 .

H A N D L I N G  C O S T S

T A B L E  4.3 

O F  C A S H  BY MOD E OF T R A N S A C T I O N

Per T r a n s a c t i o n

(Means)

Cash C h e c k s  Credit Cards

P o i n t - o f - s a l e  t r a n s a c t i o n
•

$ .24 $ .40 • $ .36

R e p l e n i s h  r e g i s t e r s .05 — —

R e c o n c i l e  r e g i s t e r s .08 .05 .03

R e c o n c i l e  i n - a v.ore c o n t r o l .02 .01 ’ .01

R e c o n c i l e  o u t - s t o r e  c o n t r o l .02 .01 .01

P r e p a r e  d e p os i t s .03 .02 .02

T r a n s p o r t  d e p o s i t s  by i n t e r n a l e m p l o y e e .01 .01 .01

T o t a l $ .45 $ .50 $ .44

Source: P a y m e n t s  S y s t e m s ,  Inc . , Cost of C a s h : A S t r a t e g i c A n a l y s i s , P- 268.

Some q u e s t i o n a b l e  d e c i s i o n s  w e r e  m a d e  in the P S I  s t u d y  that se r v e d 

to n a r r o w  the ga p  b e t w e e n  e s t i m a t e d  cas h  c osts and o t h e r  cos t s .  M o s t  notably, 

P S I  c h o s e  to use m e a n  c o s t  for the v a r i o u s  functions e x a m i n e d  r a t h e r  than the 

m e d i a n  cost, e v e n  t h o u g h  at one point it d e s c r i b e d  m e d i a n  c osts as " r e p r e s e n t i n g  

the m o r e  st a b le  an d  c o n s e r v a t i v e  d a t a  and a n a l y s i s . "1 Use of m e d i a n  costs 

w o u l d  h a v e  l o w er e d  the e s t i m a t e d  h a n d l i n g  cost of cash by a b o ut  10 cents,

1. I b i d . , p. 228.



p l a c i n g  cas h  m e a s u r a b l y  b e l o w  the o t h e r  m o d e s  of t r a n s a c t i o n s .  Also, t h o u g h  

c a u t i o n i n g  the r e a d e r  that not all s t o r e s  e x p e r i e n c e d  c e r t a i n  t ypes of costs, 

P S I  i n c l u d e d  e a c h  f u n c t i o n a l  c ost c a l c u l a t i o n  in the a l l - r e t a i l e r  e s t i m a t e s  

of  table 4. 3  w i t h o u t  a n y  w e i g h t i n g  to r e f l e c t  its p r e v a l e n c e  a m o n g  r e t a i l e r s .  

T h e s e  c osts w e r e  o n l y  m i n o r  c o m p o n e n t s  of the total, h o w e v e r .

In a s t u d y  of r e t a i l e r  e x p e r i e n c e  in the U n i t e d  K i n g d o m ,  R. G r a n t  

c o n c l u d e d  that the c o s t s  a s s o c i a t e d  w i t h  c r e d i t  c a r d s  e x c e e d e d  the c o s t s  of 

c a s h  or c h e c k  t r a n s a c t i o n s ,  by  a p p r o x i m a t e l y  the a m o u n t  o f  m e r c h a n t  d i s c o u n t  

fees or i n - h o u s e  a d m i n i s t r a t i o n  co s t s,  b u t that p e r  u n i t  r e d u c t i o n s  in fixed 

c o s t s  r e s u l t i n g  f r o m  ne t  a d d i t i o n a l  sales m o r e  than o f f s e t  the h i g h e r  direct 

c o s t s  of c r e d i t  c a r d s .  T he  e c o n o m i z a t i o n  on fixed c o s t s  t h r o u g h  i n c r e m e n t a l  

s a l e s,  h o w e v e r ,  was b a s e d  e n t i r e l y  on a s s u m p t i o n ,  r a t h e r  t h a n  on e m p i r i c a l  

e v i d e n c e .

G r a n t ' s  c o s t  c a l c u l a t i o n s  are s h o w n  in t a b l e  4.4. C a t e g o r i e s  

listed in the t a b l e  r o u g h l y  c o i n c i d e  w i t h  t hose e x a m i n e d  b y  PSI. I n f o r m a t i o n  

on a v e r a g e  m e r c h a n t  d i s c o u n t s  and a n y  o t h e r  c h a r g e s  i m p o s e d  b y  s u p p l i e r s  of 

p a y m e n t  s e r v i c e s  w e r e  o b t a i n e d  f r o m  the s u p p l i e r s ,  c r o s s - c h e c k e d  w i t h  i n t e r­

v i e w  -information f r o m  r e t a i l e r s .  T h e  o t h e r  o p e r a t i n g  c o s t s  w e r e  e s t i m a t e d  

on the b a s i s  of i n t e n s i v e  i n t e r v i e w s  w i t h  five r e t a i l  o r g a n i z a t i o n s  and fro m  

m o r e  l i m i t e d  c o n t a c t s  w i t h  / u m b e r  of o t h e r  r e t a i l e r s .  G r a n t  n o t e d  c o n s i d­

er a b l e  d i f f i c u l t y  in id .tifying s u c h  co s t s  a c c u r a t e l y .  " N o n e  of t hese 

c o s t s , "  he stated, " w e r e  s e p a r a t e l y  i d e n t i f i e d  in r e t a i l e r s '  a c c o u n t i n g  

s y s t e m s  in par t b e c a u s e  of the d i f f i c u l t i e s  of a l l o c a t i n g  j o i n t  labor, 

a d m i n i s t r a t i v e  a n d  o v e r h e a d  c o s t s ,  first to p a y m e n t  f u n c t i o n s  in g e n e r a l  

and, second, b e t w e e n  i n d i v i d u a l  types of p a y m e n t s . "1

1. G r a n t ,  " T r a n s a c t i o n  C o s t s  to R a t a i l e r s , "  p. 4.

-44-



-45-

T A B L E  4 = 4

AVERAGE COSTS OF CASH, CHECKS, CREDIT CARDS, AND IN-HOUSE CREDIT

AS A  P E R C E N T A G E  OF T H E  R E T A I L E R 'S R E V E N U E  F R O M E A C H  T Y P E O F  P A Y M E N T , 1981

Cash

%

C h e c k
7/©

B a n k

C r e d i t

C ard

%

T & E

C a r d s

%

I n - h o u s e

c redit

a ccou n t

%

D i s c o u n t  ch a r g e 2.55 3.80

S a l e s p e r s o n ' s  time 0.17 0.27 0.19 0 . 8 0  - 0.28

A d d i t i o n a l  cos t of a d m i n i s t r a t o n

of cas h  and c r e d i t  a c c o u n t s 0 . 4 0 - - - 3.73

Cost o f  b a n k  v i s i t 0.35 0.17 0 .66 - -

B an k  c h a r g e s 0.28 0.4 0 0.37 0 . 0 4 0.15

C ost of c r e d i t 0 .06 0.06 0 . 1 2 0.5 4 -

L o s s e s  from er r o r,  theft, fraud 0 .25 0.15 0 .01 0.01 0.12

I n s u r a nc e 0.05 0.01 0.01 0.01

T O T A L  OF P O S I T I V E  C O S T  ITEMS 

R e d u c t i o n  in u n i t  o v e r h e a d  c osts

1.56 l.Ci 3.91 4 . 4 8 4 . 2 8

a r i s i n g  f r o m  i n c r e a s e d  s ales 

g e n e r a t e d  b y  c r e d i t  c a r d s

and cr e d i t  a c c o u n t s - 5.57 - 8 . 3 3 - 8 . 2 5

N E T  C O S T 1.56 1.06 - 1 . 6 6 - 3 . 8 5 - 3 . 9 7

Source: R. Gr a n t ,  " T r a n s a c t i o n  C o s t s  to R e t a i l e r s , "  table 1, p. 5.

As s h o w n  in the table, G r a n t  c a l c u l a t e d  that Lhe cost of cash 

a v e r a g e d  1.56 p e r c e n t  of the total v o l u m e  of ca s h  sales, that the cost of 

ch e ck s  a v e r a g e  1.06 p e r c e n t  of c h e c k  sales, and that the c o s t s  of c r ed i t  card 

plans ra n g e d from about 4 to 4 - 1 / 2  p e r c e n t  of sales. T h e  m a j o r  d i f f e r e n c e  

b e t w e e n  cash und c h e c k s  was a t t r i b u t a b l e  to " a d d i t i o n a l  a d m i n i s t r a t i v e  co s t, "  

w h i c h  for c ash r e p r e s e n t e d  p r i m a r i l y  the cost of s e c u r i t y  p r e c a u t i o n s .  For 

b a n k  c r e d i t  c a r d s ,  the 2.5 5  p e r ce n t  d i s c o u n t  ch a r g e r e p r e s e n t e d  the m a i n
r

r e a s o n  that c r e d i t  c a r d  c o st s  w e r e  h i g h e r  n for o t h e r  types of p a y ment. 

S u b t r a c t i n g  that fee f r o m  total d i r e c t  c osts of b a n k  c ar d s  i n d i c a t e s  that



r e t a i l e r  o p e r a t i n g  c o s t s  for these cards lay m i d w a y  b e t w e e n  the c o s t  of c a s h  

and the cost o f  c h e c k s .

In d i s c u s s i n g  the p o s s i b i l i t y  that a c c e p t a n c e  o f  c r e d i t  c a r d s 

b o o s t s  sales, G r a n t  c i t e d  t e s t i m o n y  of r e t a i l e r s  b e f o r e  a g o v e r n m e n t  c o m m i s­

sio n  that the p r i n c i p a l  e f f e c t s  of c r e d i t  c a r d s  w e r e  " e n c o u r a g i n g  i m p u l s e  

p u r c h a s e ,  i n c r e a s i n g  the a v e r a g e  v a l u e  o f  p u r c h a s e s  by c o n s u m e r s ,  and 

f a c i l i t a t i n g  p u r c h a s e s  by o v e r s e a s  v i s i t o r s . " 1 T h e  p o s s i b l e  f a l l a c y  in this 

v i e w  as a p p l i c a b l e  on an i n d u s t r y - w i d e  b a s i s  h a s  a l r e a d y  b e e n  a d d r e s s e d .  In 

any case, G r a n t  c a l c u l a t e d  the r e d u c t i o n  in fixed c o s t  by a s s u m i n g  that, for 

b a n k  c r e d i t  cards, 20 p e r c e n t  of r e v e n u e s  r e p r e s e n t e d  i n c r e m e n t a l  sales; for 

T & E  a n d i n - h o u s ; ca r ds ,  i n c r e m e n t a l  sale** w e r e  a s s u m e d  to be 30 p e r c e n t  of 

r e v e n u e s .  Thus the s e e m i n g l y  i m p o r t a n t  f i n d i n g  that c r e d i t  c a r d s  l ower p e r  

uni t c o s t s  w h e n  a d d e d  s al e s  are c o n s i d e r e d — and that T & E  and  i n - h o u s e  c a r d s  

l ower per unit c o s t s  by m o r e  than ban k  c a r d s — flows a l m o s t  e n t i r e l y  f rom the 

a s s u m p t i o n  that this is the case.
\

W h i l e  G r a n t ' s  s t u d y  sheds no e m p i r i c a l  light on w h e t h e r  or not 

c r e d i t  c ards a f f e c t  sales, it d e m o n s t r a t e s  that the c o s t - r e d u c t i o n  b e n e f i t  

o f  any sales b o o s t  w o u l d  d e p e n d  i m p o r t a n t l y  on the r a t i o  of fixed c o s t s  to 

total r e v e n u e s ,  and that this r a t i o  v a r i e s  w i d e l y  a c r o s s  i n d u s t r i e s .  If 

fixed costs are v e r y  low r e l a t i v e  to sales, then an y  i n c r e m e n t a l  s a l e s  g ain 

w i l l  re s u l t  in o n l y  a v e r y  small r e d u c t i o n  in per unit fixed co st s .  G i a n t  

i d e n t i f i e d  " p e t r o l  d e a l e r s "  ( g a s o l i n e  s t a t i o n s )  os an e x t r e m e  e x a m p l e  of a 

b u s i n e s s  w i t h  a low fixed c o s t - t o - r e v e n u e  ra t i o , w h i c h ,  c o u p l e d  w i t h  a r e l a­

ti v e l y  low p r of i t  m a r g i n ,  i m p l ie d  that " e v e n  v e r y  large i n c r e a s e s  in p e t r o l  

s a l e s  (due to c r e d i t  c ard a c c e p t a n c e )  w o u l d  fail to o f f s e t  the h i g h e r  c^*)ts 

o f  c r e d i t  t r a n s a c t i o n s . "2

1. Ibid, p. 12.

2. Ibid, p. 15.
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1983 s u r v e y  ol r e t a ile r s . In o r d e r  to o b t a i n  an a s s e s s m e n t  of the 

L e i ative c osts to r e t a i l e r s  of cash, check, and cr e d i t  ca r d  t r a n s a c t i o n s  

f r o m  a b road s p e c t r u m  o f  b u s i n e s s e s  in the U n i t e d  S t a t e s ,  the F e d e r a l  R e s e r v e  

c o m m i s s i o n e d  a s u r v e y  of a p p r o x i m a t e l y  7 0 0  retail o r g a n i z a t i o n s .  The s u r v e y  

was c o n d u c t e d  by the S u r v e y  R e s e a r c h  C e n t e r  in A p r i l  and May, 1983.

The s u r v e y  f o c u s e d  on ret a i l  s e l l e r s  of m e r c h a n d i s e  o p e r a t i n g  in 

lines of b u s i n e s s  in w h i c h  h o n o r i n g  c r e d i t  cards was b e l i e v e d  to be co m mo n  

practice. G r o c e r y  stores, for instance, w e r e  e x c l u d e d  f rom c o n s i d e r a t i o n ,  

w h e r e a s  d e p a r t m e n t  stores and r e t a i l e r s  of apparel, h o m e  f u r ni s h i n g s ,  and 

several o t h e r  p r o d u c t  lines w e r e  inc l u de d .  In o r d e r  to c o n c e n t r a t e  on 

s e l l e rs  of m e r c h a n d i s e ,  m o s t  types of s e r v i c e  p r o v i d e r s  w er e  exc l u d e d ,  even 

t hough credit card use m a y  be c o m m o n  in some  s e r v i c e  trades. A i r l i n e s  and 

hotels, for i n stance, w e r e  not studied. T o  a s s u r e  a d e q u a t e  c o v e r a g e  of 

d i f f e r e n t  sizes of b u s i n e s s ,  the p o p u l a t i o n  w a s  s t r a t i f i e d  into five size 

g r o u p s  for s a m p l e  s e l e c t i o r  p u r p o s e s

C e r t a i n  f a ct u a l  i n f o r m a t i o n  was c o m p i l e d  about eac h  re s p o n d e n t,  

i n c l u d in g  type of b u s i n e s s ,  d o l l a r  v o l u m e  of sales, and the p r o p o r t i o n  of 

b u s i n e s s  t r a n s a c t e d  by cash, check, and c r e d i t  card. For r e s p o n d e n t s  

h o n o r i n g  t h i r d - p a r t y  cr e d i t  cards, the size of the f a c t o r i n g  fee paid to the 

c ard p r o c e s s o r  on c r e d i t  card sa l e s  was recorded.

U n w e i g h t e d  a v e r a g e s  of the p r o p o r t i o n s  of sales v o l u m e  t r a n s a c t e d  

by cash, check, c r e d i t  ird and " o c h e r "  m e a n s  r e p o r t e d  by e a c h  r e s p o n d e n t  

are shown in t able 4.5. R e t a i l e r s  are g r o u p e d  by the types of t r a n s a c t i o n s  

they eng a g e  i,n, and r e s u l t s  are s h o w n  s e p a r a t e l y  for g a s o l i n e  s t a t i o n s  and 

all o t h e r  r e s p o n d e n t s . A furt he r  b r e a k d o w n  by size c a t e g o r y  is p r o v i d e d  in 

table 4.6 for a c c e p t o r s  of cash, checks, and t h i r d - p a r t y  cards, for b u s i n e s s e s  

o t h e r  than gas s t a t i o n s .
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A  l a r g e  m a j o r i t y  o f  the b u s i n e s s e s  i n t e r v i e w e d — n e a r l y  80 p e r c e n t —  

h o n o r e d  t h i r d - p a r t y  c r e d i t  ca r d s .  A b o u t  one in s ix  of these r e t a i l e r s  a l s o  

t r a n s a c t e d  b u s i n e s s  t h r o u g h  its ow n  p r o p r i e t a r y  car.,.l M o s t  r e s p o n d e n t s —  

a l m o s t  95 p e r c e n t — a l s o  r e p o r t e d  a c c e p t i n g  c h e c k s  to t r a n s a c t  s al e s ,  a l t h o u g h  

m a n y  p l a c e d  s i g n i f i c a n t  l i m i t a t i o n s  on c h e c k  a c c e p t a n c e .  A b o u t  15 p e r c e n t  

r e s t r i c t e d  a c c e p t a n c e  o f  c h e c k s  to those d r a w n  on local b a n k s ,  an d n e a r l y  

10 p e r c e n t  t o o k  c h e c k s  o n l y  f r o m  p e r s o n s  k n o w n  to the r e t a i l e r .

R e f l e c t i n g  t he s e  p r a c t i c e s ,  a b o u t  t h r e e  q u a r t e r s  c f  the r e s p o n d e n t s  

w e r e  c a t e g o r i z e d  as e n g a g i n g  in cash, check, and t h i r d - p a r t y  c r e d i t  c a r d  

t r a n s a c t i o n s .  A m o n g  suc h  r e t a i l e r s  o u t s i d e  the g a s o l i n e  c a t e g o r y ,  n o n - c r e d i t  

s a l e s  w e r e  a b o u t  e q u a l l y  a p p o r t i o n e d  b e t w e e n  ca s h  and c h e c k  t r a n s a c t i o n s .

T h e  a v e r a g e  p r o p o r t i o n  of s a l e s  on t h i r d - p a r t y  c r e d i t  c a r d s  w a s  12.5 p e r c e n t  

for n o n - g a s o l i n e  m e r c h a n t s  that a l s o  i ssue t h e i r  ow n  card, and 14.6 p e r c e n t  

for those w i t h o u t  p r o p r i e t a r y  ca r ds ,  as s h o w n  in t a b l e  4.5. P r o p o r t i o n s  for 

b o t h  the s m a l l e s t  and l a r g e s t  b u s i n e s s e s  ( t a b l e  4.6) w e r e  2 to 3 p e r c e n t a g e
t

p o i n t s  b e l o w  these o v e r a l l  a v e r a g e s .  N o n - g a s o l i n e  r e t a i l e r s  that i s s u e  

t h e i r  own c r e d i t  c a r d s  t y p i c a l l y  t r a n s a c t e d  37 p e r c e n t  o f  s a l e s  t h r o u g h  the 

s t o r e  card.

B e s i d e s  s a l e s  t r a n s a c t e d  t h r o u g h  cash, p e r s o n a l  c h e c k ,  or c r e d i t  

card, r e t a i l e r s  a l s o  t r a n s a c t e d  s a l e s  by t r a v e l e r s  ch e c k ,  l a y a w a y  plan, 

c h e c k s  d r a w n  on b u s i n e s s e s ,  and c r e d i t  t r a n s a c t i o n s  in w h i c h  c r e d i t  c a r d s  

w e r e  not i n v o l ve d ,  all g r o u p e d  in t a b l e s  4 . 5  a n d  4 , 6  u n d e r  the h e a d i n g  " o t h e r  

m e a n s ."

1. O n l y  a v e r y  few r e s p o n d e n t s  that h o n o r e d  a p r o p r i e t a r y  c a r d  s a i d  that t h e y  

d i d  not a l s o  h o n o r  t h i r d - p a r t y  cards, an d  all but one of t hese r e s p o n d e n t  

w e r e  g a s o l i n e  s t a t i o n s .  H o w e v e r ,  some gas s t a t i o n  o p e r a t o r s  a p p a r e n t l y  

t r e a t e d  a g a s o l i n e  c o m p a n y  c r e d i t  c ard as a t h i r d - p a r r y  c a r d  w h e r e a s  o t h e r s  

t r e a t e d  it as p r o p r i e t a r y ,  p a r t l y  f rom f a i l u r e  of the q u e s t i o n  s e q u e n c e  to 

s p e c i f y  a p a r t i c u l a r  t r e a t m e n t .  T h u s  the d i s t i n c t i o n s  in t a b l e  4 . 5  b e t w e e n  

t h i r d - p a r t y  a n d  s t o r e  c a r d s  are not e s p e c i a l l y  m e a n i n g f u l  for gas s t a t i o n s .
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t a b l e  A. 5

D I S T R I B U T I O N  O F  SALES BY MODE OF T R A N S A C T I O N

Types of 

T r a n s a c t i o n s  

Acce pte d______

Number

of

Resp o n d e n t s  I

A v e rage  P r o p o r t i o n  of B u sin ess  Tr ans act ed ByA.

P e rson al Sto re 3rd-P art y Ot he r 

Cash Ch ecks  Card Card Means

All R e s p o n d e n t s

C^ sh 9 99.8 0 0 0 0.2
Cash, checks 130 39.2 4 3. 3 0 0 17.4
Cash, credit cards? 19 62.2 0 4.2  30.0 3.4
Cish, checks, score cards 12 42.7 21.9 28.7 0 6.7
Cash, checks, 3rd-p art y

cards 458 37.8 34.1 0 15.0 13.1
Cash, checks, both cards 71 30.7 20.4 35.7 11.3 2.0

Ail Res pon den t s Exc ept  Ga.« Sta ti ons

Cash 5 96.0 0 0 0 4.0
Cash, checks 123 37.9 4 3. 9 0 0 18.1
Cash, credit cards? 11 60.6 0 3.6 31.6 4.1
Cash, checks, store cards 1 22.0 22.0 56.0 0 0
Cash, checks, 3rd-pa>:ty

cards 422 36.2 35.5 0 14.5 13.7
Cash, checks, bo'-h cards 46 25.6 23 .0 37.0 12.5 1.9

Ga s o l i n e Ser vic e Sta ti ons

Cash 4 100 0 0 0 0 0
Cash, checks 7 62.6 32.6 0 0 4. 9
Cash, credit cards? 8 64.6 0 5.0 27.9 2.5
Cash, checks, score cards 11 44.5 21.9 26.3 0 7.3
Cash, checks, 3d-party

cards 36 56.1 17.4 0 . 20.4 6.1
Cash, checks, both cards 25 40.1 15.6 32.9 9.2 2.2

1. Each res pon den t was asked to provide its pr op ort ion  of sales by eac h tr ans act ion  method.
Ar it hmeti c ave rages of the res po ns es appear in the table, with no attempt to weigh t responses
by size of the business. Figures provide a typical r es pon se rat he r than an .-estimate of the
crue pr op ortio n of sales in du stry -wi de made through each type of transaction.
2. Credit cards in this cat eg or y m a y  be store cards , th i r d - p a r t y  cards, or both.

Note: Rows may  not add to 100.0 percent bec ause of r o un din g and becau se of slight d is cre pan cie s

from 100.0 percent in answers provided by soiae respondent s. Individual cases in which the sum 

of the pro por tio ns devi at ed mor e than sligh tly  from 100.0 percent wer e elimi na ted  from the 

c a l c u l a t i o n s .

Res ponses from survey of retai ler s, 1983.
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t a b l e  *4.6

D I S T R I B U T I O N  OF SAL ES BY M O D E  OF T R A N S A C T I O N  

FO R  A L L  R E S P O N D E N T S  E X C E P T  G A S O L I N E  S T A T I O N S  

B Y  S IZ E OF B U S I N E S S

R e c a i l e r s  A c c e p t i n g  Cash, Checks,  ^nd T h i r d - P a r t y  Cards

1 i A v e r a g e  P r o p o rci on of Bu . i n e s s T r a n s a c t e d Bv:

A n n u a l  Volum e 1 N u m b e r  of 1 3rd-Par t> Sco re O c h e r
of Sales 1 R e s p o n d e n t s 1 Cash C h e c k Card Card Means

L ess cha n $100 thous and 35 47.6 40,3 11.0 • • • 1.1
$100 - 999 Chou aan d 193 36.9 35. 4 14.6 • • • 13.1

$1 - 9.99 m i l l i o n 130 28.8 3 6.0 15.6 • • • 19.6

$10 - 99.9 m i l l i o n 37 37.4 35.2 15.2 • • • 12.3
$ 100 m i l l i o n  ard ove r 22 54.6 27.9 11.4 ft ft ft 6.1

R e t a i l e r s  A c c e p t i n g  Cash, C h e cks , and Both Cr e d i t  Cards

i 1 A v er age  P r o p o r t i o n  of Bu s i n e s s T r a n s a c t e d Bv:

A n n u a l  V o l u m e 1 Nu m b e r  of 1 3 r d - P a r t y St ore O th er
of Sales 1 R e s p o n d e n t s 1 Cash Ch e c k Card Card Me an s

L es s Chan $ 10 0 tho usand 0

$ 10 0 - 999 tho us an d 9 4 0 . 3 22.9 9.6 23.1 4.1

$1 - 9.9 9 m i l l i o n 10 25. 6 19.3 15.6 38.2 1.5

S10 - 99.9 m i l l i o n 12 21.9 24.5 14.9 37.1 1.6

$100 m i l l i o n  end over 14 22. 0 9.7 4 7. 5 1.2

R e & . o n s e s  from sur vey  of re cai ler s, 1983.

In q u e s t i o n i n g  m e r c h a n t s  a bout t h e i r  t r a n s a c t i o n s  c o s t s ,  a p r i n c i p a l  

o b j e c t i v e  wa s  to d i r e c t  the a t t e n t i o n  of r e s p o n d e n t s  to all a s p e c t s  of cost, 

not m e r e l y  to such  e x p l i c i t  or e a s i l y  a s c e r t a i n a b l e  c o s t s  as the m e r c h a n t  

d i s c o u n t  fvje. To a c h i e v e  this o b j e c t i v e ,  i n q u i r i e s  w e r e  m a d e  r e g a r d i n g  t hree 

s e p a r a t e  c a t e g o r i e s  of t r a n s a c t i o n  costs, w h i c h  w e r e  d e s c r i b e d  to r e s p o n d e n t s  

at the b e g i n n i n g  of e a c h  s e r i e s  of q u e s t i o n s .  T h e s e  c a t e g o r i e s  w e r e  c a l l e d  

" p o i n t - o f - s a l e  and a c c o u n t i n g  c o s t s , "  " l o s s  and s e c u r i t y  c o s t s , "  and " d e p o s i t  

a n d  f i n a n c i a l  c o s t s . "  R e s p o n d e n t s  w e r e  a l s o  a s k e d  to c o m p a r e  t o t a l  t r a n s a c­

t i o n  c o s t s — c o m b i n i n g  t h e s e  s e p a r a t e  c a t e g o r i e s — a m o n g  the t y p e s  of  t r a n s a c­

tions. C e r t a i n  e x p l i c i t  f e e s — t h e  m e r c h a n t  d i s c o u n t  fee and c h e c k  g u a r a n t e e  

s e r v i c e  c o s t s — w e r e  e x c l u d e d  f r o m  the c o m p a r i s o n s  w i t h i n  e a c h  c a t e g o r y  f 

c ost, but i n c l u d e d  in the c o m p a r i s o n  of t otal t r a n s a c t i o n !  co s t s.



At the sam e  time, it was r e c o g n i z e d  that raany--probably m o s t —  

r e t a i l e r s  w o u l d  not m a i n t a i n  d e t a i l e d  a c c o u n t i n g  i n f o r m a t i o n  s u i t a b l e  for 

q u a n t i t a t i v e  cost c o m p a r i s o n s  a m o n g  m o d e s  of t r a n s a c t i o n s .  But it w a s a l s o  

a n i ' c i p a t e d  that r e t a i l e r s  n e v e r t h e l e s s  w o u l d  be fa m i l i a r  w i t h  and c o u l d  

e v a l u a t e  aspe c t s  of t heir b u s i n e s s  that m i g h t  h a v e  i m p o r t a n t  i m p l i c a t i o n s  for 

t h e i r  costs of o p e r a t i o n .  T h e r e f o r e ,  r e s p o n d e n t s  w er e  a s ke d  to m a k e  q u a l i t a­

tive cost c o m p a r i s o n s  r a t h e r  than d o l l a r - a n d - c e n t s  e s t i m a t e s  for the d i f f e r e n t  

c o m p o n e n t s  of t r a n s a c t i o n s  cost.

W i t h i n  e a c h  cost ca t e g or y ,  r e s p o n d e n t s  w ere a sk e d  to m a k e  two- w a y 

c o m p a r i s o n s  for e a c h  p o s s i b l e  pair of t r a n s a c t i o n  m o d e s  i n v o l v i n g  cash, check, 

and t h i r d - p a r t y  c r e d i t  c a r d  (and store card, w h e r e  a p p l i c a b l e ) .  R e s p o n d e n t s  

w e r e  a s k e d  to d e s i g n a t e  w h e t h e r  costs in a p a r t i c u l a r  c a t e g o r y  for one m e t h o d  

o f  t r a n s a c t i o n  w e r e  m o r e  than, about the sam e  as, or less than the cost of a 

s e c o n d  m e t h o d  of t r a n s a c t i o n .  A s u m m a r y  of the cost c o m p a r i s o n s  by c a t e g o r y  

is p r e s e n t e d  in t able 4.7, w i t h  a further b r e a k d o w n  of o v e r a l l  t r a n s a c t i o n s  

c o s t s by size of b u s i n e s s  p r e s e n t e d  in table 4.8.

" P o i n t - o f - s a l e "  c o s t s  wer e  d e s c r i b e d  to the r e t a i l e r s  i nt e r v i e w e d  

as i n c l u d i n g  " e q u i p m e n t  and p e r s o n n e l  c osts for w r i t i n g  s eles slips, m a k i n g  

change, o b t a i n i n g  v e r i f i c a t i o n  and a p p ro v a l  for che c k s and c r e d i t  cards, 

r e c o n c i l i n g  d a i l y  r e c e i p t s ,  r e c o r d  keepi n g ,  and o ther p o i n t - o f - s a l e  costs 

y o u  m a y  h a v e . "  In this c a t eg o r y ,  a large n u m b e r  of m e r c h a n t s  r e g a r d e d  cash 

as the least c o s t l y  m o d e  of t r a n s a c t i o n  c o m p a r e d  w i t h  e i t h e r  c h e c k s  or c r e d i t  

cards. N e a r l y  80 p e r c e n t  said credit cards w e r e  more c o s t l y  chan cash. S o m e­

wha t  m o r e  than one h a l f  o f  the r e s p o n d e n t s  r e g a r d e d  cr e d i t c ar d s  as a lso m o r e  

c o s t l y  than c h e c k s  in the p o i n t - o f - s a l e  c a t e g o r y  (table 4.7).
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T A B L E  4.7

Q U A L I T A T I V E  C O M P A R I S O N  O F  T R A N S A C T I O N  C O S T S  F O R  CASH, 

C H E C K ,  A N D  T H I R D - P A R T Y  C R E D I T  C A R D S 1

F r e a u e n c v  of C i t a t i o n  As:

C o s t  C a t e g  - . * : 

Transactioi. • •. ;*■.

P o i n t - o f - s a l e  c u - t s  

C h e c k  vs. c a s h  

C a r d  vs. c a s h  

C a r d  vs. c h e c k

S e c u r i t y - r e l a t e d  c o s t s  

C h e c k  vs. c a s h  

C ard vs. c a s h  

C a r d  vs. c h e c k

D e p o s i t  and f i n a n c i a l  c o s t s ^ 

C h e c k  vs. c a s h  

C ard vs. c a s h  

C a r d  vs. c h e c k

A l l  costs c o m b i n e d ^

C h e c k  vs. c a s h  

C ard vs. c a s h  

C a r d  vs. c h e c k

M o r e  C o s t l v

Cas h C h e c k C ar d

A b o u t  

the Same

( F r e q u e n c y  of r e s p o n s e  in p e rc e n t )

2
1

1

2

42

9

58 

3 4

.3? 

• • ■ 
12

58 

• • • 

13

79

54

40

19

43

25

88
61

5620
37

40

55

47

64

55

63

41

H

26

1. F o r  r e s p o n d e n t  e n g a g i n g  in all t hree m o d e s  of t r a n s a c t i o n .

2. E x c l u d e s  m e r c h a n t  d i s c o u n t  on c r e d i t  c a r d s  and c h e c k  g u a r a n t e e  fees.

3. I n c l u d e s  m e r c h a n t  d i s c o u n t  and c h e c k  g u a r a n t e e  fees.

R e s p o n s e s  fro m  s u r v e y  o f  r e t a i l e r s ,  1983.

" L o s s  and s e c u r i t y "  coii .ncompassed " l o s s or t heft of cash, bad 

or r e t u r n e d  c h e c k s ,  c r e d i t  car d  fraud, b o n d i n g  and i n s u r a n c e  fees, s a f e k e e p i n g  

a n d  o t h e r  s e c u r i t y  c o s t s . "  T h e  c a t e g o r y  thus i n c l u d e d  l o s s e s  s u f f e r e d  by 

r e t a i l e r s  from t heft or fraud as w ell as d i r e c t  e x p e n s e s  to p r e v e n t  or 

p r o v i d e  c o m p e n s a t i o n  a g a i n s t  such o c c u r r e n c e s .  In this c a t e g o r y ,  as in the 

o t h e r s ,  c a s h  w a s  r e g a r d e d  as the m o r e  e x p e n s i v e  m e a n s  of p a y m e n t  by o n l y  a 

s m a l l  p r o p o r t i o n  of r e t a i l e r s .  L o s s  and s e c u r i t y  co s t s,  h o w e v e r ,  was the 

on e  c a t e g o r y  in w h i c h  c r e d i t  c a r d s  we r e  r e g a r d e d  by the r e t a i l e r s  s u r v e y e d



as less c o s t l y  than soire o t h e r  m e a n s  of payment. In c o m p a r i n g  t h i r d - n a r t v  

cards w i t h  chec k s , o n e - t h i r d  of the r e t a i l e r s  said c h e c k s  w e r e  m o r e  c os t l y  

and o n l y  o n e - f i f t h  c i t e d  c a r d s  as m o r e  costly. About o n e - h a l f  said t here 

wa s  li tt l e  or no d i f f e r e n c e  in s e c u r i t y - r e l a t e d  costs.

" D e p o s i t  and f i n a n c i a l "  ccsts w e r e  d e s c r i b e d  as i n c l u d i n g  " b a n k  

s e r v i c e  ch a r g e s  for d e p o s i t s ,  costs to take d e p o s i t s  to a bank, and cotts

a s s o c i a t e d  w i t h  the d e l a y e d  recei p t  of funds," C h e c k  v e r i f i c a t i o n  fees and

c r e d i t  card f a c t o r i n g  fees b e l o n g  in this cat e g o r y , but wpri  e x c l u d e d  from 

the p a i r - w i s e  c o m p a r i s o n s  so that a t t e n t i o n  c ould be focused on costs aside 

from these e x p l i c i t  fees. W i t h i n  the ca tegory, m o r e  than h a l f  of the r e s p o n­

dents s a w  little d i f f e r e n c e  in cost for each of the p a i r e d  c o m p a r i s o n s .

Again, v e r y  few r e s p o n d e n t s  thou gh t  cash was a more c o s t l y  method.

A f t e r  c o m p a r i n g  t r a n s a c t i o n s  m e t h o d s  by c a t e g o r y  of costs, r e s p o n­

dents w e r e  a s k e d  to c o n s i d e r  all e l e m e n t s  of cost, i n c l u d i n g  fees for c he c k

ft
v e r i f i c a t i o n  ai.d c t e d i t  card pr o c e s s i n g .  The total cost c o m p a r i s o n  is s h o wn  

in the b o t t o m  tier of table 4.7. In c r m p n r i n g  c h e c k s  with  cash, n e a r l y  60 p e r­

cent of the r e t a i l e r s  thou g h t  c h e c k s  w er e  m o r e  costly; v i r t u a l l y  all the rest 

s a w  little d i f f e r e n c e  in costs. C r e d i t  cards w ere v i e w e d  b y  88 percent of the 

r e t a i l e r s  as mo r e  c o s t l y  than cash, w h e n  all a s p e c t s  of cost w e r e  c o n s i d e r e d . 1 

C r e d it  c ards w e r e  r e g a r d e d  as more co s t l y than ch e c k s by 61 perc e nt  of the 

r e t a i l e r s .  H o w e v e r ,  13 perc e n t  thought checks, in total, w er e  m o r e  e x p e n s i v e  

than cr e d i t  cards.

P e r c e p t i o n s  of r e l a t i v e  t r a n s a c t i o n  costs v a r i e d  c o n s i d e r a b l y  a m o ng

d i f f e r e n t  size c a t e g o r i e s  of reta i l e r s , as s ho w n  in table 4.8, p a r t i c u l a r l y  in

1 T a b u l a t i o n s  not s h o w n  in the table i nd icate that onl y  2 p e r c e n t a g e  points 

of that figure w e r e  d u e s t r i c t l y  to m e r c h a n t  d i s c o u n t  fees; 8 6  p e r c en t  of 

the ; a r d - h o n o r i n g  r e t a i l e r s  had ra n k e d credit ca r d s  as m o r e  c o s t l y  than cash 

in at '.cust one s e p a r a t e  c a t e g o r y  of cost (and not lower than cash in any 

o t h e r  c a t e g o r y ) .
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TABLE 4.8

Q U A L I T A T I V E  C O M P A R I S O N S  OF T O T A L  T R A N S A C T I O N  C O S T S  

B E T W E E N  S E L E C T E D  M E A N S  O F  P A Y M E N T  

BY S I Z E  OF B U S I N E S S  '

1 F r e q u e n c y  of C i t a t i o n A s :

T y p e s  of T r a n s a c t i o n s  

and Annua] V o l u m e  o f  S a l e s

1

C a s h

M o r e  C o s t l y  

C h e c k C ar d

1 A b o u t  

i the Same

C h e c k  vs. C a s h ( F r e q u e n c y  of r e s p o n s e  in p e r c e n t )

5y s i z e  of b u s i n e s s

L e s s  t h a n  $ 1 0 0  t h o u s a n d 0 47 53

$ 1 0 0  - 999 t h o u s a n d 1 50 49

$1 - 9 . 9 9  m i l l i o n 2 56 42

$ 1 0  - 99 . 9  m i l l i o n 0 81 19

$ 1 0 0  m i l l i o n  and o v e r 3 87 10 _

C a r d  vs. Cash 

By s i z e  of b u s i n e s s

L e s s  t h a n  $ 1 0 0  t h o u s a n d 0 •  •  • 84 16

$ 1 0 0  - 999 t h o u s a n d 1 •  •  • 87 12

$1 - 9.99 m i l l i o n 1 •  • • 87 12

$ 10 - 9 9 . 9  m i l  lion 0 • 4  • 88 12

, $ 1 0 0  m i l l i o n  and o ve r 0 •  • • 100 0

C a r d  vs. C h e c k  

By size of b u s i n e s s

L e s s  t h a n  $ 1 0 0  t h o u s a n d • • • 16 70 14

$ 1 0 0  - 9 9 9  t h o u s a n d *  • • 10 63 27

$1 - 9 . 9 9  m i l l i o n •  • • 12 61 27

$ 10 - 9 9 . 9  rail lion •  • • 23 46 32

•$100 m i l l i o n  and o v e r •  • • 28 48 24

R e s p o n s e s  fro m  s u r v e y  of r e t a i l e r s ,  1983.

the c o m p a r i s o n s  i n v o l v i n g  c h e c k s .  i.n c o m p a r i n g  c h e c k s  w i t h  cash, £ or ins t a n c e,  

s m a l l e r  r e t a i l e r s  w e r e  a bout e v e n l y  d i v i d e d  as to w h e t h e r  c h e c k s  w e r e  m o r e  

c o s t l y  or a b o u t  the same cost as cash. But in the two l a r g e s t  s ize grou p s,

80 p e r c e n t  or m o r e  of the r e t a i l e r s  c o n s i d e r e d  c h e c k s  m o r e  cost ly .  S i m i l a r l y ,  

a h i g h e r  p r o p o r t i o n  of large r e t a i l e r s  t h a n  of s mall r e t a i l e r s  r e g a r d e d  c h e c k s  

as m o r e  c o s t l y  t h a n  c r e d i t  c a r d s ,  and the p r o p o r t i o n  c i t i n g  c r e d i t  c a r d s  as 

m o r e  c o s t l y  d e c l i n e d  s t e a d i l y  as the s a l es  v o l u m e  c a t e g o r y  in c r e a s e d .

O n  the w h o l e ,  then, r e t a i l e r s  sh o w e d  b r o a d  a g r e e m e n t  in c o n s i d e r i n g  

c r e d i t  c a r d s  to be a m o r e  c o s t l y  m o d e  of t r a n s a c t i o n  t h a n  cash, and a m a j o r i t y
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b e l i e v e d  cards to be m o r e  c o s t l y  tiie»n ch ec k s  as w ell. In g e n e r a l ,  c h e c k s  w e r e  

r e g a r d e d  as m o r e  c o s t l y  than cash, p a r t i c u l a r l y  by larger r e t a i l e r s ,  a l t h o u g h  

a large n u m b e r  of r e s p o n d e n t s  sa w  little d i f f e r e n c e  b e t w e e n  them. W i t h i n  

c a t e g o r i e s  of cost, r e t a i l e r s  c l e a r l y  felt that cre d i t  c ards g e n e r a t e d  the 

h i g h e s t  p o i n t - o f - s a l e  costs, w h i l e  c h e c k s  w e r e  m o r e  li k e ly  to result in 

h i g h e r  loss and s e c u r i t y - r e l a t e d  c o s t s  than the o t h e r m e t h o d s .  Cost d i f­

ferences w e r e  see n  l east f r e q u e n t l y  for d e p o s i t  and fin a n c i a l  c o s t s . 1

T a b l e  4.9 p r o v i d e s  s t a t i s t i c s  on a v e ra g e  m e r c h a n t  d i s c o u n t  and c h e c k 

v e r i f i c a t i o n  fees paid. As s h o w n  on the top line of the table, r e t a i l e r s  

r e p o r t e d  p a y i n g  a 3.1 p e r c e n t  m e r c h a n t  d i s c o u n t  fee, on a ve r a g e ,  and those 

w h o  s u b s c r i b e d  to a c h e c k  v j r i f i c a t i o n  s y s t e m  paid an a v e r a g e  of 3.0 p e r c e n t  

for that s e rv i c e .  T h e  t able a l s o  p r o v i d e s  a v er a g e  fees paid a m o n g  v a r i o u s  

c a t e g o r i e s  of r e t a i l e r s — by size, type of store, and p r o p o r t i o n  of sales by 

c r e d i t  card or check.

T h e  m e r c h a n t  d i s c o u n t  fee a p p e a r s  to v a r y  w i t h  the siz e  of a b u s i ne s s ,

m e a s u r e d  by an n u a l  sales v o l u m e .  B u s i n e s s e s  of less t h a n  $100 t h o u s a n d  in s a l e s

r e p o r t e d  an a v e r a g e  f a c t o r i n g  fee of 4. 1  p e r cent, w h i l e  the largest b u s i n e s s e s

( $ 1 0 0  m i l l i o n  and o ver) pai d  an a v e r a g e  fee o f  2.5 p e r cent. A m o n g  types of

b u s i n e s s e s ,  those in the d e p a r t m e n t  s t o r e / g e n e r a l  m e r c h a n d i s e  c a t e g o r y  paid an

a v e r a g e  fee s o m e w h a t  b e l o w  the norm, w h ic h  m a y  in part refl e c t  a hig h  p r o p o r t i o n

1. C o m p a r a t i v e  c osts are s u b j e c t  to change, of course, p a r t i c u l a r l y  as c h a n g e s  

o c c u r  in t e c h n o l o g y .  For ins t a n c e,  card issuers are c u r r e n t l y  a d d r e s s i n g  c o n­

si d e r a b l e  a t t e n t i o n  to r e d u c i n g  c r e d i t  c ard costs by curta,.ling the u n a u t h o r i z e d  

use of cards. E l e c t r o n i c  t e r m i n a l s  at the point of sale that can a c c e s s  u p - t o -  

da t e  acco u nt  i n f o r m a t i o n  r e p r e s e n t  one av e n ue  of p o s s i b l e  r e d u c t i o n  in cr e d i t  

car d costs. E f f o r t s  to e n h a n c e  the s e c u r i t y  of card s y s t em s  incl u d e  d e v e l o p m e n t  

of the " s m a r t "  c r e d i t  c ard c o n t a i n i n g  a small c o m p u t e r  m e m o r y  ch i p  that can s tore 

i n f o r m a t i o n  such as the c r e d i t  limit for the account, a m o u n t s  a l r e a d y  c h a r ge d ,  

an d  a p er s o n a l  i d e n t i f i c a t i o n  cod e  that m u s t  be m a t c h e d  b e f o r e  the card  can be 

used. N e w  c r ed i t  car d  d e s i g n s  c o n t a i n i n g  h o l o g r a p h i c  images that w o u l d  be 

d i f f i c u l t  and e x p e n s i v e  to d u p l i c a t e  are b e i n g  tested as a p o s s i b l e  b a r r i e r  to 

c o u n t e r f e i t i n g .



of l arge f irms in that c a t e g o r y .  Gr o u p s  c o m p o s e d  o f  f u r n i t u r e / a p p l i a n c e  

s t o r e s ,  a p p a r e l  s t o r e s ,  and g a s o l i n e  s t a t i o n s  e a c h  p a i d  an a v e r a g e  r e r c h a n t  

d i s c o u n t  fee that w a s  v e r y  c l o s e  to the o v e r a l l  a v e r a g e ,  w h i l e  a l arge g r o u p  

o f  w i d e l y  v a r i e d  b u s i n e s s e s  p a i d  a fee s o m e w h a t  a b o v e  a v e r a g e .  H o w e v e r ,  the 

p r o p o r t i o n  o f  a b u s i n e s s ' s  s a l e s  t r a n s a c t e d  by c r e d i t  c a r d  d i d  no t a p p e a r  b y  

i t s e l f  t o  be c l o s e l y  r e l a t e d  To the size of the m e r c h a n t  d i s c o u n t  fee.

T A B L E  A . 9
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M E R C H A N T  D I S C O U N T S  O N  C R E D I T  C A R D S  A N D  C H E C K  V E R I F I C A T I O N  F E E S

” T M e r c h a n t D i s c o u n t C h e c k  V e r i f i c a t i o n

1
C a t e g o r i e s  of 

R e t a i l e r s

N u m b e r  of 

R e s p o n d e n t s

1 A v e r a g e  

fee 

( pe r c e n t )

r
N u m b e r  of 

R e s p o n d e n t s

1 A v e r a g e  

fee 

1 ( p e r c e n t )

A l l  R e s p o n d e n t s 49 7 3.1 41 3.0

Bv A n n u a l  S ales

L e s s  than S 1 0 0  t h o u s a n d 35 4.1 0 • • •

$1 0 0  - 9 9 9  t h o u s a n d 225 3.3 8 2.8

$1 - 9.99 .Million 153 3.1 18 3.2

$10 - 9 9 . 9  m i l l i o n 51 2.6 12 2.9

$ 1 0 0  m i l l i o n  an d  ove r 33 2.5 3 2.5

Bv T y p e  of St o r e

D e p a r t m e n t / G e n ' 1 Mdse. 37 2.6 5 2.8

F u r n i t u r e / A p p l i a n c e 102 2.9 5 2.6

A p p a r e l 68 3.2 8 2.6

Ga s  S t a t i o n s 62 3.2 3 4 . 2

A l l  O'lher 228 3.4 20 3.1

P r o p o r t i o n  of S a l e s  bv C a r d

5 p e r c e n t  or less 168 3.4

5. 1  - 10 p e r c e n t 119 3.0

10.1 - 15 p e r c e n t 44 2.8

15.1 - 25 p e r c e n t 75 3.0

M o r e  than 25 p e r c e n t 80 3.1

P r o p o r t i o n  of S a l e s  bv Jheck

10 p e r c e n t  or less • • • •  • • 11 3.0

10.1 - 20 p e r c e n t •  a • a a a 10 2.8

2 0 . 1  - 35 p e r c e n t • ♦ • 11 2.6

3 5 . 1  - 5 0  p e r c e n t •  • • •  a a 6 3.5

M o r e  t h a n  50 p e r c e n t ■ • • a a a 0 » •  *

Responses from survey of retailers, 1983.



C o n s i d e r a b l y  fewer o b s e r v a t i o n s  w e r e  a v a i l a b l e  for c h e c k  v e r i f i c a­

tion fees than for m e r c h a n t  d i s c o un t s ,  w h i c h  m a k e s  c o m p a r i s o n s  a m o n g  size 

g r o u p s  and types o f  b u s i n e s s  r a t h e r  tenu ou s  for c h e c k  fees. It a p p ears, for 

i n s t a n c e ,  that the l a r g e s t  st o r e s  m a y  pay s m a l l e r  c h e c k  v e r i f i c a t i o n  fees, 

b u t  onl y three o b s e r v a t i o n s  w e r e  a v a i l a b l e  in that cat e go r y .

In a d d i t i o n  to the ser ie s  of q u e s t i o n s  s e e k i n g  q u a l i t a t i v e  cost 

c o m p a r i s o n s ,  r e t a i l e r s  w e r e  als o  a s k e d  a b o u t  the typical siz e  of transaction, 

and w h a t  they e s t i m a t e d  the total t r a n s a c t i o n  cost to be for each m e t h o d  of 

p a y m e n t  accepted. In e s s ence, they w e r e  a s k e d  to m a k e  their best  q u a n t i t a­

tive s u m m a r y  of the c^st c o m p a r i s o n s  p r e v i o u s l y  d i s c u s s e d .  R e s p o n s e s  w ere 

e x p r e s s e d  as a p e r c e n t a g e  o f  the amo u n t  of the tran sa c t i o n .  For a n a l y t i c a l  

p u r p o s e s ,  d i f f e r e n c e s  b e t w e e n  cost e s t i m a t e s  w e r e  c o m p u t e d  for e ach pair of 

t r a n s a c t i o n  m e t h o d s ;  m e a n  and m e d i a n  d i f f e r e n c e s  and some d i s t r i b u t i o n a l  

d a t a  are p r e s e n t e d  in t able 4.10.

O n  a v e r ag e ,  c h e c k  t r a n s a c t i o n s  w e r e  e s t i m a t e d  to be 1 p e r c e n t a g e  

p oint m or e  c o s t l y  than cash t r a n s a c t i o n s ,  a l t h o u g h  as m a n y  as 10 percent of 

the r e s p o n d e n t s  t h o u g h t  the costs of c h e c k s  e x c e e d e d  the c osts of cash by 

m o r e  than 3 p e r c e n t a g e  points. C o m p a r e d  w i t h  cash, t h i r d - p a r t y  cred i t  card 

t r a n s a c t i o n s  a v e r a g e d  2 - 1 / 4  p e r c e n t a g e  po i n t s  h i g h e r  in coi-t, and n ea r l y  20 

p e r c e n t  of the r e s p o n d e n t s  i n d i c at e d  that the cost of c ards e x c e e d e d  cash by 

m o r e  than 4 p e r c e n t a g e  points. C o m p a r e d  *->ith checks, c r e d i t  c ards wer e  

about 1-1/2 p e r c e n t a g e  p o i n t s  m o r e  costly.

T h e  q u a n t i t a t i v e  e s t i m a t e s  tend to s u b s t a n t i a t e  the q u a l i t a t i v e  

c o m p a r i s o n s  i n s o f a r  as c ash ranks as the leaut c o s t l y  m e t h o d  of t r a n s a c t i o n  

an d  c r e d i t  car d  as the m o s t  costly. Yet the a v e r a g e  d i f f e r e n c e s  in costs 

a p p e a r  r a t h e r  small ir> light of o ther dat a  c o l l e c t e d  in the survey. As
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noted, a b o u t  f o u r - f i f t h s  of the q u a l i t a t i v e  r e s p o n s e s  i n d i c a t e d  that c r e d i t  

c a r d s  w e r e  m o r e  c o s t l y  than c a s h  e v e n  b e f o r e  c o n s i d e r a t i o n  of  m e r c h a n t  d i s c o u n t  

fees, w h i c h  m a k e s  it l i k e l y  that o v e r a l l  c r e d i t  c ar d  c o s t s  w o u l d  e x c e e d  c a s h  

c o s t s  by at least s o m e w h a t  m o r e  tha n  the a v e r a g e  siz e  of .the m e r c h a n t  d i s c o u n t .  

H o w e v e r ,  the a v e r a g e  e s t i m a t e d  d i f f e r e n c e  b e t w e e n  c r e d i t  c a r d  and c a s h  co st s ,  

at 2.19 p e r c e n t a g e  p o i n t s ,  w a s  n e a r l y  1 p e r c e n t a g e  p o i n t  less t h a n  the a v e r a g e  

m e r c h a n t  d i s c o u n t .  W h i l e  the q u a n t i t a t i v e  cost e s t i m a t e s  c a n  h a r d l y  be r e g a r d e d  

as p r e c i s e ,  t h e y  n e v e r t h e l e s s  s u g g e s t  that r e t a i l e r s  r e g a r d  the d i f f e r e n c e s  in 

in t r a n s a c t i o n  c o s t s  a m o n g  p a y m e n t  m e t h o d  as r e l a t i v e l y  s m a l l  p r o p o r t i o n s  o f  

t r a n s a c t i o n  a m o u n t s .
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T A B L E  4 . 1 0

Q U A N T I T A T I V E  E S T I M A T E S  O F  C O S T  D I F F E R E N C E S

1 A v e r a g e  Cost D i f f e r e n c e  in P e r c e n t a g e  P o i n t s

1 C h e c k C r e d i t  Card C r e d i t  Card

T v o e  of C o m p a r M C o m p a r e d C o m p a r e d

M e a s u r e w i t h  C a s h w i t h  C csh w i t h  C h e c k

M e a n 0 .97 2.19 1.42

M e d i a n 0 2 .00 1.50

•

1 P e r c e n t a g e D i s t r i b u t i o n  of C o s t  D i f f e r e n c e s

C o s t  D i f f e r e n c e C h e c k C r e d i t  C ard C r e d i t  Cnr d

C a t e g o r i e s  (in C o m p a r e d C o m p a r e d C o m p a r e d

p e r c e n t a g e  p o i n t s ) 1 w i t h  C ash w i t h  C a s h w i t h  C h e c k

L e s s  tha n  0 6.4 9.5 13.9

0 4 4 . 6 14.4 21.1

0. 1  to 1.0 2 1 . 1 12.9 13. 4

1.1 to 2.0 11.3 16.4 21.1

2.1 to 3.0 6 .4 18.4 12.9

3 . 1  to 4.0 3.4 9.0 6.2

O v e r  4.0 6.9 19.4 11.5

Responses from survey of retailers, 1983.



Th e  C a s h  D i s c o u n t  Act s p e c i f i e s  that the F e d e r a l  R e s e r v e  study 

s h o u l d  a d d r e s s  " t h e  e f f e c t  of c h a r g e  card us a g e  on the p r i c i n g  of goods and 

s e r v i c e s , "  and links this i n q u i r y  to a c o m p a r i s o n  of costs a m o n g  m e t h o d s  of 

p a y m e n t .  Th i s  c o m p a r i s o n  w a s  p r e s e n t e d  in C h a p t e r  4. If, as ind ic a t e d  there, 

c r e d i t  card c o s t s  are h i g h e r  than for o t h e r  types of p a y m e n t ,  the p r i m ar y  

issue becomes: do r e t a i l e r s  i n c o r p o r a t e  the cost, of c r e d i t  into the pri c e s

they charge, so that e v e r y o n e  pays a h i g h e r  price t han w o u l d  be paid in the 

a b s e n c e  of c r e d i t  c a r d s ?

In a d d i t i o n  to this e s s e n t i a l l y  m i c r o e c o n o m i c  q u e s t i o n  of price 

d e t e r m i n a t i o n ,  the p o s s i b l e  e f f e c t s  of cre d i t  card u s a g e  on m o v e m e n t s  in the 

g e n e r a l  level of p r i c e s  are s o m e t i m e s  d i s c u s s e d  in l e g i s l a t i v e  debate. Th e 

latter issue is r e a l l y  an aspect of a b r o a d e r  q u e s t i o n  about the m a c r o e c o n o m i c  

impact of c r e d i t  cards, and is best v i e w e d  in a c o m p r e h e n s i v e  f r a mework that 

c o n s i d e r s  j o i n t l y  the impact of c r e d i t  c a r d s  on the a g g r e g a t e  p r o p e n s i t i e s  

to c o n s u m e  and on the d e m a n d  for m o n e y  bal a n c es ,  u n d e r  v a r i o u s  a s s u m p t i o n s  

about r e s o u r c e  u t i l i z a t i o n  and p o l i c y  actions.

5.1. R e ta i l e r  P r i c i n g  Be h a v io r :  M i c r o e c o n o m i c  P e r s p e c t i v e

A p o p u l a r  m a x i m  is that " t h e r e ' s  no such thing as a free lunch." 

A c c o r d i n g  to this d i ct u m ,  r e t a i l e r s  u n q u e s t i o n a b l y  r e c o u p  their credit- 

r e l a t e d  costs in the p r i c e s  they c h a r g e  for goods or ser v i c es .  The costs 

of d o i n g  b u s i n e s s  m u s t  be c o v e r e d  in the long run, s i n ce  no firm can stay in 

b u s i n e s s  i n d e f i n i t e l y  if it is u n p r o f i t a b l e .  The c o v e r a g e  of credit card 

co s t s  is not s i m p l y  a m a t L e r  of r e t a i l e r s  c a l c u l a t i n g  that cost and a r b i t r a r i l y  

d i s t r i b u t i n g  it a c r o s s  the prices they charge, w i t h  no c o n c e r n  about any p o s s i -  

ible r e p e r c u s s i o n s  u po n  sales volume; rather, the c ost of p r o v i d i n g  credit 

is one of m a n y  e l e m e n t s  that d e t e r m i n e  the retail s u p p l y  c u r v e s  for p a r t i c u l a r
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p r o d u c t s .  P r i c e s  in the m a r k e t p l a c e  are a r e s u l t  of b o t h  s u p p l y  and d e m a n d  

forc e s ,  r e f l e c t i n g  all c o s t  i n c l u d i n g  c r e d i t  costs, that s h a p e  the s u p p l y  

c u r v e  of r e t a i l e r s ,  a n d  r e f l e c t i n g  as w e l l  the i n c omes, tastes, and o t h e r  

f a c t o r s  that d e t e r m i n e  the d e m a n d  s c h e d u l e s  o f  c o n s u m e r s .

In the s h o r t  run, w h e t h e r  a c r e d i t  c o s t  i n c r e a s e  is i n c l u d e d  in a 

r e t a i l e r ' s  p r i c e  b e c o m e s  a q u e s t i o n  of that m e r c h a n t ' s  p o w e r  to put the p rice 

of a p r o d u c t  or a s e r v i c e  at w h a t e v e r  level he c h o o s e s .  T h e  e x t e n t  of this 

p o w e r  is d e t e r m i n e d  l a r g e l y  by the d e g r e e  to w h i c h  r a i s i n g  p r i c e s  to c o v e r 

the cost o f  c r e d i t  w i l l  d e c r e a s e  the v o l u m e  o f  sales. If a r e t a i l e r ' s  p o t e n­

tial c u s t o m e r s  are not p a r t i c u l a r l y  s e n s i t i v e  to p r i c e  c h a n g e s ,  then any 

i n c r e a s e  in c o s ts  to a r e t a i n e r — such as in the cost of c a r r y i n g  r e c e i v a b l e s  

o w i n g  to r i s i n g  i n t e r e s t  r a t e s — can be p a s s e d  t h r o u g h  m o r e  e a s i l y  into the

r e t a i l  price. If b u y e r s  ar e  r e s i s t a n t  to p r i c e  i n c r e a s e s ,  the n  the r e t a i l e r
*

in the short run m a y  h a v e  to a cc e p t  a .aller p r o f i t  m a r g i n  w h e n  c o s t s  rise.

M a g n i t u d e  of p r i c e  e f f e c . . At the h e a r t  of the d e b a t e  o v e r  the 

o b j e c t i v e s  of the C a s h  D i s c o u n t  A .. is the i ssue of w h e t h e r  c o n s u m e r s  w h o  

pay cas h " s u b s i d i z e "  those w h o  use c r e d i t  cards, by v i r t u e  of the i n c o r p o r a­

tion of cr e d i t  c o s t s  (not o f f s e t  by fina nc e  r e v e n u e s )  into  r e t a i l  pr i c e s  of 

g o o d s  and s e r v i c e s .  W h i l e  it seems e v i d e n t  that any a d d e d  cost a s s o c i a t e d  

w i t h  c r e d i t  c a r d s  w o u l d  be i n c o r p o r a t e d  in p r i c es ,  the m a g n i t u d e  of the price 

impact w o u l d  be a k e y  d e t e r m i n a n t  of the p r a c t i c a l  s i g n i f i c a n c e  of the s u b sidy.

F r o m  the discvission in C h a p t e r  4, it a p p e a r s  that t here m a y  be som e  

c o s t s  linked to c a s h  or c h e c k  t r a n s a c t i o n s  that e x c e e d  c o r r e s p o n d i n g  costs 

for c r e d i t  c ard use, but o t h e r  costs a s s o c i a t e d  w ith c a r d s  that are n e g l i g i b l e  

in c a a h  sales. F r o m  i n t e r v i e w s  w i t h  r e t a i l e r s  and f r o m  i n d e p e n d e n t  s t u d i e s ,  

it w o u l d  a p p e a r  to be not far of f  the m a r k  to v i e w  the p u r e l y  t r a n s a c t i o n a l
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of c r e d i t  a d m i n i s t r a t i o n  an d  f i n a n c i n g  of r e c e i v a b l e s  as a r o u g h  a p p r o x i m a­

tion of c r e d i t  c a r d  costs. T h e s e  costs are p a r t i a l l y  o f f s e t  by finance 

c h a r g e  r e v e n u e s  and u s e r  fees, w i t h  the net d i f f e r e n c e  s h o w i n g  up at the 

r e t a i l  level as a c r e d i t  d e p a r t m e n t ' s  o p e r a t i n g  d e f i c i t  or as p a y m e n t  of the 

m e r c h a n t  d i s c o u n t  fee to a t h i r d - p a r t y  c ard issuer.

T h e  m e r c h a n t  d i s c o u n t  fee and the c r e d i t  d e p a r t m e n t  d e f i c i t  have 

b e e n  e x p r e s s e d  in C h a p t e r  4 as p e r c e n t a g e s  of c r e d i t  s a l e s  v o l u m e  typ ic a l l y

r a n g i n g  f r o m  1 to 5 p e r c e n t ,  and a v e r a g i n g  a b o u t  3 pe r c e n t .  F r o m  the survey

of r e t a i l e r s ,  h o w e v e r ,  c r e d i t  sales app e a r  to r e p r e s e n t  o n l y  a b o u t  15 percent 

( t h i r d - p a r t y  cards) to 30 p e r c e n t  (store cards) of total sales at stores 

that t y p i c a l l y  a c c e p t  c r e d i t  cards, so that the u n c o v e r e d  p o r t i o n  of credit 

c a r d  c o s t s  is s p r e a d  o v e r  a total sales b ase c o n s i d e r a b l y  larger than the 

c r e d i t  s ales v o l u m e  itself. Thus, total s ales m i g h t  be e x p e c t e d  to incor­

po r a t e  a p r e m i u m  foi c r e d i t  costs ( u n c o v e r e d  by cr e di t  r e v e n u e s )  r a n g i n g  

fr o m  lesr than 1/2 p e r c e n t  to perh a p s  1-1/4 percent, s ome part of w h i c h  w ould
t

s till be borne by c r e d i t  c ard u sers in p r o p o r t i o n  to t h e i r  15 to 30 percent

s h a r e  of total sa l e s .  T h e  i m p l i c a t i o n s  for t w o - t i e r  p r i c i n g  that flow from

the m a g n i t u d e  of the p rice e f f e c t s  a t t r i b u t a b l e  to c r e d i t  c a r d s  are di s cussed 

in C h a p t e r  6.

P r i c e  d e t e r m i n a t i o n  and credit s u r c h a r g e s . T h e  ex te n t  of sh ort-run 

p r i c i n g  d i s c r e t i o n  of  r e t a i l e r  is p a r t i c u l a r l y  r e l e v a n t  to one aspect of 

the d e b a t e  o v e r  d i s c o u n t s  for cash and s u r c h a r g e s  for c r e d i t  a s s o c i a t e d  with 

the C a s h  D i s c o u n t  Act. A  c e n t r a l  q u e s t i o n  c o n c e r n e d  w h e t h e r  r e tailers, if 

g i v e n  the l e g i s l a t i v e  l i c e n s e  to add a s u r c h a r g e  for c r e d i t ,  w o u l d — or c o u l d —  

set the c r e d i t  p r i c e  s u b s t a n t i a l l y  a bove the cas h price w i t h o u t  first l o w e r i ng  

the c ash p rice a p p r e c i a b l y ,  h. small s u r c h a r g e  r e f l e c t i v e  of actual credit 

c o s t s  w o u l d  p r e s u m a b l y  c o n f o r m  wi t h  the intent of the Act; but a p rice hike
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to c r e d i t  c a r d  b u y e r s  far in e x c e s s  of c r e d i t  c o s t s  w o u l d  t h w a r t  th e  Ac t ' s  

o b j e c t i v e s .  An e x p e c t a t i o n  of the l a tt e r  r e s u l t  w o u l d  r e s t  on e i t h e r  or 

b o t h  of two i m p l i c i t  a s s u m p t i o n s :  (1) that the r e t a i l e r  ha s  the m a r k e t

p o w e r  to r a i s e  p r i c e s  w i t h o u t  s i g n i f i c a n t  loss o f  sales, or (2) t hat d e m a n d  

for g o o d s  a n d  s e r v i c e s  p a i d  for by c r e d i t  c a r d  is m u c h  less e l a s t i c  than the 

d e m a n d  o f  c a s h  buyer s .

As d i s c u s s e d  a b ov e ,  in a h i g h l y  c o m p e t i t i v e  s i t u a t i o n ,  a n y  a t t e m p t  

by a s e l l e r  to r a i s e  p r i c e s  a b o v e  a m a r k e t - d e t e r m i n e d  level W o u l d  r e s u l t  in a 

p r o n o u n c e d  s h i f t  o f  s a l e s  to c o m p e t i t o r s .  E v e n  in a less c o m p e t i t i v e  s i t u a­

tion, the s e l l e r  s t i l l  f a ce s  a d e m a n d  s c h e d u l e  o n  w h i c h  h i g h e r  p r i c e s  are 

a s s o c i a t e d  w i t h  a s m a l l e r  q u a n t i t y  OcT'anded; if p r i c e s  are rais e d ,  at least 

s ome s a l e s  are lost. T hus, to h i k e  pri c e s  s u b s t a n t i a l l y  and not s u f f e r  a 

d e c l i n e  in total sales r e v e n u e s ,  a r e t a i l e r  m u s t  face d e m a n d  that is r e l a­

tiv e l y  i n e l a s t i c ,  i.e., i n s e n s i t i v e  to p r i c e  c h a n g e s .  If this s i t u a t i o n  

e x i s t s ,  though, the q u e s t i o n  a r i s e s  w h y  g o o d s  w o u l d  not a l r e a d y  be p r i c e d  at 

a p r o f i t - m a x i m i z i n g  level b e f o r e  e n a c t m e n t  of an y  l e g i s l a t i o n  to p e r m i t  s u r­

ch a r g e s  for c r e d i t .  If d e m a n d  at a g i v e n  r e t a i l e r  c a n  a c c o m m o d a t e  a large 

s u r c h a r g e ,  it c o u l d  h a v e  s u p p o r t e d  a b oo s t  in the n o m i n a l  p r i c e  in any c a s e —  

u n l e s s  the u n d e r l y i n g  d e m a n d  s c h e d u l e s  for c a r d  u a e r s  and n o n u s e r s  d i f f e r  

r a d i c a l l y .

O n l y  if c r e d i t  c a r d  u s e rs  are i n s e n s i t i v e  to p r i c e  c h a n g e s  w h e r e a s  

c a s h  b u y e r s  are r e s p o n s i v e ,  w o u l d  the c o n d i t i o n s  e x i s t  in w h i c h  a p r i c e  in­

cr e a s e  a i m e d  at all c u s t o m e r s  m i g h t  r e d u c e  s a l e s  r e v e n u e  w h i l e  a s e l e c t i v e  

p r i c e  i n c r e a s e  for c ar d  u s e r s  i n c r e a s e d  r e v e n u e .  T h a t  isj e v e n  if m a r k e t s  are 

not c o m p e t i t i v e ,  the m a r k e t  p o w e r  of r e t a i l e r s  is no t  n e c e s s a r i l y  e n h a n c e d  by 

the a b i l i t y  to c h a r g e  d i f f e r e n t  pr ic e s  to c r e d i t  c a r d  us e rs ,  u n l e s s  the d e m a n d  

o f  suc h  c u s t o m e r s  is s i g n i f i c a n t l y  less e l a s t i c  t h a n  t h a t  of c a s h  c u s t o m e r s .
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H o w e v e r ,  t here a p p e a r s  to be no c o n v i n c i n g  t h e o r e t i c a l  a r g u m e n t  or e m p i r i c a l  

e v i d e n c e  to s u g g e s t  that such a d i c h o t o m o u s  d e m a n d  s i t u a t i o n  e x i s t s  in fact.

C o m p e t i t i o n  in r e t a i l i n g . F r o m  the a b ov e  d i s c u s s i o n ,  it is c l e a r  

that the d e g r e e  of c o m p e t i t i v e n e s s  in r e t a i l i n g  can be a k e y  fact o r  g o v e r n i n g  

the a d j u s t m e n t  of p r i c e s  to c h a n g i n g  cr e di t  c os t s  in a o n e - t i e r  p r i c i n g  

system, or the s ize of the p r e m i u m  that ca n  be i n c l u d e d  in the c r e d i t  price 

in a t w o - t i e r  syst e m .  If m a r k e t s  are c o m p e t i t i v e ,  then c h a n g e s  in p r i ce  bv 

any se ll e r  are c o n s t r a i n e d  by the p r e s e n c e  of m a n y  o t h e r  s e l l e r s  to w h o m  

p o t e n t i a l  c u s t o m e r s  co u l d  turn. The t e x t b o o k  c ase of pure c o m p e t i t i o n  

includes such p r i m a r y  c h a r a c t e r i s t i c s  as a large n u m b e r  of s e l l e r s  ( with 

s mall 3h a r e s of the m a r k e t )  and ease of e n t r y  for ne w  firms, u n d i f f e r e n t i a t e d  

p r o ducts, and c o m p l e t e  i n f o r m a t i o n  a v a i l a b l e  to b u ye r s .  In pra c t i c e ,  few 

m a r k e t s  e x h i b i t  all of these c h a r a c t e r i s t i c s ,  or any one of the m  in pure 

form, e x c e p t  p e r h a p s  m a r k e t s  for som e  a g r i c u l t u r a l  c o m m o d i t i e s .

R e t a i l i n g  w o u l d  a p p e a r  to be c h a r a c t e r i z e d  by a large n u m b e r  o f  

se l l e r s  for any g i v e n  p r o du c t ,  t h o u g h  it is a r g u a b l e  that some s e l l e r s  n-'ght 

be of s u f f i c i e n t  d o m i n a n c e  in some l o c a l i t i e s  to e x e r c i s e  c o n s i d e r a b l e  c o n t r o l  

o v e r  price. In m o s t  ma r k e t s ,  though, the n u m b e r  of re ta i l  o u t l e t s  s t r o n g l y  

su g g e s t s  a r e a s o n a b l e  a p p r o x i m a t i o n  to the c o m p e t i t i v e  model.

In a d d i t i o n  to m u l t i p l e  s el l e r s  in ret a i l  m a r k e t s ,  s i m i l a r i t y  of 

m e r c h a n d i s e  is al s o  o b s e r v a b l e ,  e v e n  though m a n y  forms of p r o d u c t  v a r i a t i o n  

c a n  be found that p e r m i t  some d e g r e e  of p r i ce  d i f f e r e n c e s .  Mu c h  e f f o rt ,  in 

fact, goes into d i f f e r e n t i a t i n g  p r o d u c t s  by q u a l i ty ,  s t y l in g ,  or s p e c i a l  

features. In m a n y  c ases the a m b i a n c e ,  s e l l i n g  p o l i c i e s ,  or r e p u t a t i o n  of a 

a store b e c o m e s  an e l e m e n t  of d i f f e r e n t i a t i o n  for any i tem o f f e r e d  for sale. 

N e v e r t h e l e s s ,  for m o s t  products, the exact same b r a n d  will be a v a i l a b l e  

in c o m p e t i n g  stores, c l o s e l y  c o m p a r a b l e  br a n d s  w i l l  be o f f e r e d  b y  o t h e r
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c o m p e t i t o r s ,  a n d  s u b s t i t u t e s  c l e a r l y  d i s t i n c t  in s ome a s p e c t  w i l l  be a v a i l a b l e  

in s t i l l  o t h e r  s t - r e s .

In s u c h  a r e t a i l i n g  e n v i r o n m e n t ,  it b e c o m e s  d i f f i c u l t  to e n v i s i o n  

a n y  m e r c h a n t  s u c c e s s f u l l y  t a c k i n g  o n  a s u b s t a n t i a l  s u r c h a r g e  a b o v e  t ru e  

c r e d i t  c o s t s  to h i s  u s u a l  p r i c e  w i t h o u t  a s i g n i f i c a n t  loss of c u s t o m e r s  ov e r  

time. A  c u s t o m e r  t a k e n  bv s u r p r i s e  m i g h t  p a y  such a s u r c h a r g e  o n c e  r a t h e r  

t h a n  l e a v e  an i n t e n d e d  p u r c h a s e  at the s a l e s  c o u n t e r ,  b u t  there w o u l d  s e e m  

to be l i t t l e  r e a s o n  for that c u s t o m e r  to p a t r o n i z e  the s t o r e  in the future. 

O n l y  s t o r e s  w h e r e  l i t t l e  r e p e a t  b u s i n e s s  is a n t i c i p a t e d  w o u l d  a p p e a r  

p o t e n t i a l l y  a b l e  to g a i n  fro m  e x c e s s i v e  s u r c h a r g e s .

T h e  a b o v e  o b s e r v a t i o n s  on the c o m p e t i t i v e n e s s  o f  r e t a i l i n g  are 

b a s e d  for the m o s t  p art o n  g e n e r a l  i m p r e s s i o n s .  U n f o r t u n a t e l y ,  few r i g o r o u s  

s t u d i e s  e x i s t  that e x a m i n e  c o m p e t i t i o n  in m a r k e t s  that are r e l e v a n t  to this 

r epor t .  A  r a t h e r  e x t e n s i v e  l i t e r a t u r e  ha s d e v e l o p e d  r e g a r d i n g  c o m p e t i t i o n  

in the sale of: g r o c e r i e s ,  but s i n c e  g r o c e r i e s  are s e l d o m  p u r c h a s e d  by c r ed i t  

card, the f i n d i n g s  of t h e s e  s t u d i e s  are not d i r e c t l y  u s e f u l  for this repo r t . 

N e i t h e r  are t h e r e  p u b l i s h e d  s t u d i e s  a v a i l a b l e  that e s t i m a t e  the e l a s t i c i t y  of 

d e m a n d  s e p a r a t e l y  for c r e d i t  c a r d  b u y e r s  as c o m p a r e d  w i t h  cas h  buyers.

5.2. I m p a c t  o f  C r e d i t  C a r d  Use on P r i c e  M o v e m e n t s  and E c o n o m i c  A c t i v i t y

Som e o b s e r v e r s  h a v e  a r g u e d  that c r e d i t  cards, by e n a b l i n g  t h e i r  

h o l d e r s  to s p e n d  b e y o n d  the limits of t h e i r  income, ore a s o u r c e  of i n f l a­

ti o n a r y  p r e s s u r e  in the e c o n o m y . 1 The c o n c e r n  that c r e d i t  e x p a n s i o n  m a y  

e x a c e r b a t e  i n f l a t i o n  is, o f  c o ur s e ,  not c o n f i n e d  to c r e d i t  ca r d s , a l t h o u g h  

i n t e r e s t  ha s  o f t e n  f o c u s e d  u p o n  t hese i n s t r u m e n t s .

1. T h e  C r e d i t  C o n t r o l  A c t  of 1969, for i n s t a n c e ,  w h i c h  e x p i r e d  in 1981, had 

a u t h o r i z e d  the P r e s i d e n t  to d i r e c t  the F e d e r a l  R e s e r v e  "to r e g u l a t e  and 

c o n t r o l  a n y  or all e x t e n s i o n s  o f  c r e l i t . . . . w h e n e v e r  the P r e s i d e n t  d e t e r m i n e s  

that s u c h  a c t i o n  is n e c e s s a r y  or a p p r o p r i a t e  for the p u r p o s e  of p r e v e n t i n g  

or c o n t r o l l i n g  i n f l a t i o n  g e n e r a t e d  b y  the e x t e n s i o n  of c r e d i t  in an e x c e s s i v e  

v o l u m e . . . "  Th i s  law, as n o t e d  e a r l i e r ,  wa s  in v o k e d  on c e  d u r i n g  its s t a t u t o r y  

e x i s t e n c e ,  b y  P r e s i d e n t  C a r t e r  in M a r c h  1980.
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The. d e m a n d - s i d e  e f f e c t s  of c r e d i t  c a r d s  on pr i c e  m o v e m e n t s  are 

b e s t  u n d e r s t o o d  a s  a s p e c i a l  case of the b r o a d e r  r e l a t i o n s h i p  b e t w e e n  cr e d i t  

c a r d s  and e c o n o m i c  a c t i v i t y .  7.n m a c r o e c o n o m i c  theory, two p r i n c i p a l  aven u e s  

e x i s t by w h i c h  cre d i t  car d  u.*e m i g h t a f f e c t  o v e r a l l  e c o n o m i c  a c t i v i t y  and 

the p r i c e  level. If the i n t r o d u c t i o n  of  c r e d i t  c a r d s  into an e c o n o m y  r e d u c e s  

the d e s i r e d  s a v i n g  rate, it w o u l d  tend to i n c r e a s e  o u t p u t  and a g g r e g a t e  

income thro u g h  the s t i m u l a t i v e  ef f e c t  o f  i n c r e a s e d  c o n s u m p t i o n  ( a s s u m i n g  

some initial s l a c k  in r e s o u r c e  u t i l i z a t i o n  _hat w o u l d  p e rm i t  e x p a n s i o n  o f  

o u t p u t ) .1

A s ec o n d  r o u t e  by w h i c h  cr e d i t  c a r d s  c o u l d  aff e c t  e c o n o m i c  a c t i v i t y  

is thro ug h  t heir p o s s i b l e  impact on the d e m a n d  for mo n e y.  As a c o n v e n i e n t  

s u p p l e m e n t a r y  m e a n s  of i m p l e m e n t i n g  p u r c h a s e s ,  cr e d it  ca r d s  m i g h t  be e x p e c t e d  

to r ed u c e  the t r a n s a c t i o n s  d e m a n d  for m o n e y  for any g i v e n  level o f  income a n d  

i n t e re s t  rates. W i t h  c r e d i t  c ards a v a i l a b l e ,  c o n s u m e r s  c o u l d  c a r r y  less 

c u r r e n c y  and m a i n t a i n  s m a l l e r  a v e r a g e  c h e c k i n g  a c c o u n t  ba l a n c e s.  The a v a i l­

ab i l i t y  of a line of credi t ,  m o r e o v e r ,  m i g h t  als o  r e d u c e  the p r e c a u t i o n a r y  

d e m a n d  for mo n e y .  Thus, by e n a b l i n g  a g i v e n  level of m o n e y  s u p p l y  to support 

a larger no m i n a l  v o l u m e  of t r a n s a c t i o n s ,  w h i c h  w o u l d  sho w up in an inc r e a s e d 

v e l o c i t y  of mo n ev ,  c r e d i t  c a r d s  could c o n t r i b u t e  to e x p a n s i o n  in real e c o n o m i c  

o u t p u t  (g i v e n  less tha n  full e m p l o y m e n t  i nitially).

Some q u a l i f i c a t i o n s  to the f o r e g o i n g  a n a l y s i s  are n e c es s a r y ,  h o w­

ever. One q u a l i f i c a t i o n  c o n c e r n s  the a s s u m p t i o n  ot an initial c o n d i t i o n  of

1. F u r t h e r  s e c o n d a r y  e f f e c t s  w o u l d  be g o v e r n e d  by v a r i o u s  e l a s t i c i t i e s  

p r e s e n t  in u n d e r l y i n g  r e l a t i o n s h i p s ,  an d  such factors as w h e t h e r  the m o n e y  

s u p p l y  r e m a i n e d  fixed as the e f f e c t s  o f  c r e d i t  c ards emerged. For instance, 

w i t h  the rise in c o n s u m p t i o n ,  the t r a n s a c t i o n s  d e m a n d  for m o n e y  b a l a n c e s  

w o u l d  also tend to rise. A s s u m i n g  a fixed s u p p l y  of money, inter e st  rates 

w o u l d  h a v e  to ris e  in o r d e r  to hold m o n e y  d e m a n d  c o n s t a n t .  At h i g h e r  i n t e r e s t  

rates, some i n v e s t m e n t  s p e n d i n g  w o u l d  be d i s c o u r a g e d ,  l i m i t i n g  the initial 

t e n d e n c y  towar d s  e c o n o m i c  e x p a n s i o n  i n d u c e d by cr ed i t  cards. A full e x p l o r a t i o n  

o f  the m a n y  p o s s i b l e  o u t c o m e s  that c o u l d  a r i s e  from a c a r d - i n d u c e d  i n cr e a s e  in 

c o n s u m p t i o n  is b e y o n d  the s c op e  of this report.



less cha n  full e m p l o y m e n t .  If the e c o n o m y  is o p e r a t i n g  at a level a p p r o a c h i n g  

full employment,, then the o u t p u t  e f f e c t s  are by d e f i n i t i o n  q u i t e  limited.

A n y  t e n d e n c y  of c r e d i t  c a r d s  to b o o s t  the p r o p e n s i t y  to c o n s u m e  or to i n d u c e  

the h o l d i n g  o f  s m a l l e r  m o n e y  b a l a n c e s  v»ould m a i n l y  r e s u l t  in a b i d d i n g  up of 

p r i c e s .

S e c o n d ,  the f o r e g o i n g  a n a l y s i s  d e s c r i b e s  w h a t  is e s s e n t i a l l y  a s h i f t  

in e q u i l i b r i u m  o u t c o m e s  w i t h i n  an e c o n o m y .  It d e s c r i b e s  a t e n d e n c y  to s h i f t  

to a h i g h e r  o u t p u t  level or to a h i g h e r  level of p r i c e s ,  g i v e n  s a m e  c h a n g e  in 

u n d e r l y i n g  c i r c u m s t a n c e s , but the a n a l y s i s  does not h e l p  to i n t e r p r e t  o n g o i n g  

e c o n o m i c  p r o c e s s e s  s uch as the r a t e s  of c h a n g e  in o u t p u t  and p r i c e s  o v e r  time. 

T h a t  is, n o t h i n g  in the f o r e g o i n g  a n a l y s i s  i m p l i e s  any s i g n i f i c a n t  l o n g - r u n  

i m p a c t s  of c r e d i t  c a r d s  on i n f l a t i o n  or e c o n o m i c  g r o w t h ,  e x c e p t  i n s o f a r  as a 

c h a n g e  in the e q u i l i b r i u m  s a v i n g  rate m a y  a l t e r  the l o n g - r u n  c a p i t a l  

i n t e n s i t y  of the e c o n o m y . 1

T h i r d ,  the f o r e g o i n g  a n a l y s i s  a s s u m e d  a g i v e n  m o n e y  supply, w h e r e a s

in a c t u a l i t y  some a d j u s t m e n t s  in the m o n e y  s u p p l y  m i g h t  be e x p e c t e d  if a

m e a s u r a b l e  r e s p o n s e  by the e c o n o m y  to d e p l o y m e n t  of c r e d i t  c a r d s  w e r e

d e t e c t e d .  For c r e d i t  c ards to r a i s e  the g e n e r a l  level of p r i c e s  by r e d u c i n g

the ne e d  for t r a n s a c t i o n s  b a l a n c e s ,  the f u r t h e r  c o n d i t i o n  m u s t  D e r t a i n  that

the m o n e t a r y  a u t h o r i t i e s  w o u l d  fail to r e c o g n i z e  the s h i f t i n g  r e l a t i o n s h i p s

b e t w e e n  the m o n e y  s t o c k  and a g g r e g a t e  sp e n d i n g ,  and w o u l d  a i m  for m o n e t a r y

g r o w t h  t a r g e t s  that w e r e  too h igh. If this w e r e  the case, the r e s u l t i n g

i n f l a t i o n  m i g h t  be m o r e  p r o p e r l y  see n  as s t e m m i n g  as m u c h  fro m  ari e r r o r  in

1. It is true, of c ou r s e ,  that the u t i l i z a t i o  of c r e d i t  c a r d s  has d e v e l o p e d  

g r a d u a l l y  r a t h e r  than as a o n e - t i m e  c h a n g e  in e c o n o m i c  s t r u c t u r e .  Thus, a 

s e r i e s  of c o n t i n u a l  s h i f t s  in e q u i l i b r i u m  o v e r  a n u m b e r  of y e a r s  c o u l d  a p p e a r  

to be e n h a n c i n g  the p r o c e s s  of e c o n o m i c  g r o w t h  or c o n t r i b u t i n g  to the p r o c e s s  

o f  p r i c e  i n f l a t i o n .  It w o u l d  s till n e e d  to be r e c o g n i z e d  that the i n f l a t i o n a r y  

or g r o w t h  e f f e c t s  w o u l d  d i s s i p a t e  as the u t i l i z a t i o n  of cr e d it  c a r d s  r e a c h e d  

a limit.



p o l i c y  as from cr e d i t  cards, per se, s i n c e  the a u t h o r i t i e s  c o u l d  adjust 

m o n e t a r y  targ e ts  to a m o r e  a p p r o p r i a t e  g r o w t h  path.

Th e  impact o f  c r e d i t  cards on the s a v i n g  r a t e  has a l r e a d y  b e e n  

d i s c u s s e d  in C h a p t e r  3. S e v e r a l  s t u d i e s  in rec e n t  y e a r s  h a v e  e x a m i n e d  the 

r e l a t i o n s h i p  b e t w e e n  c r e d i t  c a r d s  and the d e m a n d  for mon e y.  E. M a r c u s , ^  in 

1960, first e x a m i n e d  the p o t e n t i a l  of cr ed i t  c a r d s  to re d u c e the n e c e s s a r y  

a v e r a g e  level of m o n e y  b a l a n c e s  by e n a b l i n g  a b e t t e r  s y n c h r o n i z a t i o n  of. 

p a y m e n t s  and r e c e i p t s .  M. F l a n n e r y  an d  D. J a f f e e ,  a n d  T. Russel l ,  d e v e l o p e d  

m o d e l s  in w h i c h  the t r a n s a c t i o n s  d e m a n d  for m o n e y  w o u l d  be r e d u c e d  as a re s u l t  

of c r e d i t  c a r d  u s e . 2 K. W h i t e  use d c r o s s - s e c t i o n a l  d a t a  to c o n c l u d e  that 

a v e r a g e  b a l a n c e s  hel d  per d o l l a r  of c r e d i t  car d  t r a n s a c t i o n s  are c o n s i d e r a b l y  

s m a l l e r  than b a l a n c e s  h e l d  for o t h e r  types of transactions.-^ G. G a r c i a  and

S. M i l l e r  e x a m i n e d  e m p i r i c a l l y  the impact of cr e d it  c ards on v a r i o u s  c o m­

ponents of a l t e r n a t i v e  m o n e y  c o n c e p t s . ^  Both found that the d e m a n d  for Ml 

is n e g a t i v e l y  r e l a t e d  to a c r e d i t  car d  v a r i a b l e ,  and that d e m a n d  for time 

d e p o s i t s  and for M2 wa s a l s o  n e g a t i v e l y  a s s o c i a t e d  w i t h  credit cards. In 

g e n e r a l ,  h o w e v e r ,  w h i l e  some e c o n o m i s t s  c l a i m  to have  d e t e c t e d  a s t a t i s t i c a l l y  

s i g n i f i c a n t  r e d u c t i o n  of m o n e y  d e m a n d  a s s o c i a t e d  w i t h  credit cards, the 

m a g n i t u d e  of the impact has u s u a l l y  b e e n  small.

1. E d w a r d  M a r c u s ,  " T h e  I m p a c t  of Cre d i t  C a r d s  on D e m a n d  D e p o s i t  U t i l i z a t i o n , "  

S o u t h e r n  E c o n o m i c  J o u r n a l , vol. 26 (April 1960), pp. 314-16.

2. M a r k  J. F l a n n e r y  and D w i g h t  M. J a f f e e ,  The E c o n o m i c  I m p l i c a t i o n s  of an 

E l e c t r o n i c  M o n e t a r y  T r a n s f e r  S y s t e m  ( L e x i n g t o n ,  Ma s s. :  L e x i n g t o n  Books,

1973).

3. K e n n e t h  Whi t e ,  " C o n s u m e r  C h o i c e  and U s e  of Bank C r e d i t  Cards: A Model 

and C r o s s - S e c t i o n  R e s u l t s , "  J o u r n a l  of C o n s u m e r  R e s e a r c h , vol. 2 ( J a nuary 

1975), pp. 10-18.

4. G i l l i a n  G a r c i a ,  " A  N o t e  of Ba n k  C re d i t  C a r d s  Impact on H o u s e h o l d  Mone;> 

H o l d i n g s , "  J o u r n a l  of E c o n o m i c s  and B u s i n e s s , vol. 29 (Winter 1977),

pp. 152-54.; and " Bank C r e d i t  Cards, T i m e  D e p o s i t s ,  and M 2 , "  Jo u r n a l  o f 

E c o n o m i c s  and B u s i n e s s , vol. 30 (S p r i n g / S u m m e r  1978), pp. 230-35.

S t e p h e n  M. M i l l e r ,  " T h e  M o n e y  S u p p l y  P r o c e s s  and C r e d i t  C a r d  Uss: An E m p i r i c a l  

A n a l y s i s , "  E a s t e r n  E c o n o m i c  J o u r n a l , vol. 8 (April 1982), pp. 89-99.
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In s u m m a r y ,  it seems c l e a r  that s om e  sm a l l  imp a c t  on the level o f  

p r i c e s  can be a t t r i b u t e d  to the p o s i t i o n i n g  of r e t a i l e r  s u p p l y  c u r v e s  to 

r e f l e c t  credit c a r d  c o s t s  no t  b o r n e  b y  c a r d  u s e r s ,  b u t  no d e m a n d - r e l a t e d  or 

o t h e r  e f f e c t s  are d i s c e r n i b l e  on the le v e l s  o f  o u t p u t  or o f  p r i c e s .  All void, 

c h e r e  is l i t t l e  p e r s u a s i v e  e v i d e n c e  that c r e d i t  ca r d  u s e  ha s  c a u s e d  a n y  a p p r e­

c i a b l e  a l t e r a t i o n  in the d e m a n d  for m o n e y ,  a n d  the i m p a c t  of c r e d i t  c a r d s  o n  

the a g g r e g a t e  s a v i n g  r a t e  is a l s o  a p p a r e n t l y  q u i t e  small.
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Th e  ^ a s h  D i s c o u n t  Act of 1981 and its a n t e c e d e n t s  w e r e  d e s i g n e d  to 

r e m o v e  legal i m p e d i m e n t s  to Che c h a r g i n g  of s e p a r a t e  pri c e s for g oods sol d  

for c a s h  (or check) and for g o o d s  sold v i a  c r e d i t  cards. Th e  f un d a m e n t a l  \ 

o b j e c t i v e  of the Act w a j  to f o st e r  a p a y m e n t s  s y s t e m  in w h i c h  the costs o f  

o p e n - e n d  c r e d i t  w e r e  b o r n e  by those w h o  use suc h cred i t ,  and not in any w a y  

by those w h o  do not use it.

E n c o u r a g e m e n t  of a t w o - t i e r  retail pr-’ 'ing s t r u c t u r e  was, of course, 

one w a y  to a p p r o a c h  the d e s i r e d  a l l o c a t i o n  of c r e d i t  costs; an a l t e r n a t i v e  

w a y  m i g h t  h a v e  be e n  to p r o m o t e  e l i m i n a t i o n  of legal c e i l i n g s  on c o n s u m e r  

i n t e r e s t  rates and r e m o v a l  of any o t h e r  b a r r i e r s  that p r e v e n t  c r e d i t o r s  from 

c h a r g i n g  the full cost of c r e d i t  to its users. In this s e c tion, two a l t e r n a­

tive m e t h o d s  for a c h i e v i n g  o p t i m a l  a l l o c a t i o n  of c r e d i t  car d  c osts wil l  be 

e x a m i n e d :  (1) r e m o v i n g  the b a r r i e r s  to r e c o v e r y  of cr e d i t  costs thro u g h

f inan c e  c h a r g e s  and u ser fees, and (2) e s t a b l i s h i n g  a. t w o - t i e r  retail p r i c i n g  

s y s t e m  t h r o u g h  (a) d i s c o u n t s  for the use of c a s h  or (b) s u r c h a r g e s  for the 

use of credit.

6.1. Cost R e c o v e r y  T h r o u g h  F i n a n c ing R e v e n u e s

M a x i m u m  i n t e r e s t  rates that m a y  be c h a r g e d  on c o n s u m e r  cr e d it  are 

r e g u l a t e d  by i n d i v i d u a l  stat es ,  g e n e r a l l y  t h r o u g h  c o m p l e x  sets of laws that 

d e a l  s e p a r a t e l y  w i t h  d i f f e r e n t  types of c r e d i t  or d i f f e r e n t  c l a s s e s  of 

c r e d i t o r s .  M o s t  laws g o v e r n i n g  consume: i n t e re s t  rates w e r e  e n a c t e d  ma n y  

y e a r s  a go  to c r e a t e  e x c e p t i o n s  to s t a t u t o r y  or c o n s t i t u t i o n a l  p r o v i s i o n s  

that h a d  set a m a x i m u m  "l e g a l  rate of i n t e r e s t , "  a rate g e n e r a l l y  r e c o g n i z e d  

as m u c h  too low to m a k e  fe a s i b l e  the e x t e n s i o n  of r e l a t i v e l y  small c o n s u m e r  

loans. W i t h  s ome n o t a b l e  e x c e p t i o n s ,  the s p e c i a l  rate c e i l i n g s  e s t a b l i s h e d
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for c o n s u m e r  l e n d i n g  o r i g i n a l l y  w e r e  set s u f f i c i e n t l y  h i g h  to a v o i d  s i g n i f i­

cant r e s t r a i n t  on the v o l u m e  of c r e d i t .  T y p i c a l l y ,  1 - 1 / 2  p e r c e n t  p e r  m o n t h  

(18 p e r c e n t  a n n u a l l y )  h a s  b e e n  the m a x i m u m  i n t e r e s t  r a t e  on c r e d i t  card 

l e n d i n g .  In s e v e r a l  s t a t e s ,  that r a t e  h a s  a p p l i e d  on b a l a n c e s  up to c e r t a i n  

a m o u n t s ,  such as the f i r s t  $500, w i t h  a l o w e r  r a t e  a p p l i c a b l e  to a m o u n t s  

o w e d  a b o v e  the t h r e s h o l d  level. A  few s t a t e s  m a i n t a i n e d  m a x i m u m s  as l o w  as 

1 p e r c e n t  per m o n t h ,  a n d  a f e w  set c e i l i n g s  as h i g h  as 1 - 3/ 4  p e r c e n t .

c'eanwhile, w i t h  the s u b s t a n t i a l  r i s e  in i n t e r e s t  r a t e s  f r o m  the 

m i d -  to l a t e - 1 9 7 0 s ,  the cos t  of c a r r y i n g  c r e d i t  c a r d  r e c e i v a b l e s  i n c r e a s e d  

c o n s i d e r a b l y .  G i v e n  the i n f l e x i b l e  s t a t u t o r y  c e i l i n g s  on c r e d i t  c a r d  

i n t e r e s t  r a t e s ,  the r i s e  in f i n a n c i n g  c o s t s  m e a n t  chat e a r n i n g s  f r o m  such 

l e n d i n g  d e t e r i o r a t e d .  Fo r  b a n k  i s s u e r s  of c r e d i t  c a r d s ,  tnis d e c l i n i n g  

p r o f i t a b i l i t y  is e v i d e n t  in f i g u r e s  f r o m  a n n u a l  F e d e r a l  R e s e r v e  S y s t e m  

s u r v e y s  on cost'} a s s o c i a t e d  w i t h  v a r i o u s  b a n k i n g  f u n c t i o n s ,  r e p o r t e d  in the 

F u n c t i o n a l  C'.-jt A n a l y s i s .̂ - T a b l e  6.1 r e p r o d u c e s  f r o m  thi s  r e p o r t  s e l e c t e d  

d a t a  o n  c r e d i t  c a r d  _osts for r e c e n t  y e a r s ,  w i t h  b a n k s  g r o u p e d  i nto t h r e e  

d e p o s i t - s i z e  c l a s s i f i c a t i o n s .  W h i l e  the a c t u a l  c o s t  of fu n d s  m a y  d i f f e r  

f r o m  o n e i n s t i t u t i o n  to a n o t h e r ,  it is c l e a r  chac on a v e r a g e  the c o s t  of 

f unds was  the m a j o r  f a c t o '  in the shift f r o m  p o s i t i v e  to n e g a t i v e  p r o f i t­

a b i l i t y  o n  b a n k  c r e d i t  c a r d  o p e r a t i o n s  b e t w e e n  1977 and 1 98 1 . -

T h e  s h r i n k i n g  p r o f i t a b i l i t y  of c r e d i t  c a r d s  in the late 1970s 

p r o v o k e d  a n u n b e r  of r e s p o n s e s  a m o n g  c r e d i t o r s  and s t a t e  l e g i s l a t u r e s .  W i t h  

r a t e  i n c r e a s e s  .ropedcd b y  s t a t e  law and m a n y  c a r d  u s e r s  e s c a p i n g  i n t e r e s t  

c h a r g  s b y  p a y i n g  m o n t h l y  b i l l s  in full, the i m p o s i t i o n  by c r e d i t o r s  of

1. F e d e r a l  R e s e r v e  B a n k  of B o s t o n,  F u n c t i o n a l  Cwist A n a l y s i s  ( F e d e r a l  R e s e r v e  

B a n k  of l o s t o n ,  a n n u a l  e d i ti o n s ) .

2. C o m p r e h e n s i v e  s t a t i s t i c s  for r e t a i l  f i r m s  o p e r a t i n g  t h e i r  o w n  c a r d  p l a n s  are 

no t  a v a i l a b l e  for a s i m i l a r  time p e r io d ,  but r e t a i l e r s  are s u b j e c t  to the s a m e  

g e n e r a l  m o n e y  and c a p i t a l  m a r k e t  f o r c e s  as o t h e r  s u p p l i e r s  of c o n s u m e r  C r e d i t .
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" m e m b e r s h i p "  fees u n r e l a t e d  to a c co u n t  a c t i v i t y  wa s  b e c o m i n g  i n c r e a s i n g l y  

c o m m o n  in 1979. It t hen spread r a p i d l y  in 1980 w h e n  federal c r e d i t  c o n t r o l s  

c r e a t e d  an a d d i t i o n a l  i n c e n t i v e  to r a i s e  the p ice of c o n s u m e r  c r e d i t . ^

Suc h u s e r  fees w e r e  illegal in c e r t a i n  s t a t e s ,  but in some c as e s  the l e g i s l a­

tures r e v i s e d  t h e i r  s t a t u t e s  to p e r m i t  t h es e  n o n - i n t e r e s t  a s s e s s m e n t s .  By

the late 1970s, l a w m a k e r s  h a d  also b e g u n  to r a i s e  or r e m o v e  the r e s t r i c t i v e

• • # 0  * 
i n t e r e s t  r a t e  c e i l i n g s  as w e l l . -  In some cases, s t at e  l e g i s l a t u r e s  w e r e

p r o d d e d  into a c t i o n  b y  the fact or l i k e l i h o o d  of b a n k s  m o v i n g  t h e i r  credit

c a r d  o p e r a t i n g  arms to o t h e r  s t a t e s  c o n s i d e r e d  to h a v e  a m or e  a c c o m m o d a t i n g

e n v i r o n m e n t  for such bus i n es s .

In all, b e t w e e n  the end of 1978 and the c l os e  of 1981, 32 states \

r e v i s e d  t h e ir  laws g o v e r n i n g  i n t erest r a t es  on r e v o l v i n g  cre d i t a cc ounts.

At the end of 1978, five states had c e i l i n g s  b e l o w  1-1/2 p e r c e n t  for the

e n t i r e  b a l a n c e  and 20 m o r e  states h a d  c e i l i n g s  b e l o w  1-1/2 percent a p p l i c a b l e

to a part of the b a l a n c e .  By tho end of 1981, just one s tate c o n s t r a i n e d

r a t e s  to b e l o w  1-1/2 p e r c e n t  on any  a m o u n t  owed, and o n l y  n ine states

m a i n t a i n e d  a limit b e l o w  that Level on some part of the balance.-^

n  For c e r t a i n  t y p e s  of credit, p a r t i c u l a r l y  " o p e n - e n d "  c r ed i t ,  c r e d i t o r s  were 

r e q u i r e d  u n d e r  the c o n t r o l s  p r o g r a m  to post a s p e c i a l  n o n - i n t e r e s t - b e a r i n g  

d e p o s i t  w i t h  the F e d e r a l  R e s e r v e  for any i n c r e a s e  in credit o u t s t a n d i n g  a bove 

a s p e c i f i e d  " b a s e "  amount.

2, O hi o ,  for e x a m p l e ,  ha s  r e v i s e d  its c o n s u m e r  le n d i n g  s t a t u t e s  t wice since 

1979. E f f e c t i v e  in M a r c h  of 1980, it b r o u g h t  a l l o w a b l e  i n te r e s t  rates on 

r e v o l v i n g  c re d i t  up to 1-1/2 p e r c e n t  per m o n t h  from a p r e v i o u s  g r a d u a t e d  

c e i l i n g  c a p p e d  at i oercent on b a l a n c e s  o v e r  $400. T h e n  in e a r l y  1982 it 

a u t h o r i z e d  c r e d i t o r s  .o ch a r g e w h a t e v e r  r ate w e r e  e s t a b l i s h e d  by c o n t r a c t  

w i t h  the b o r r o w e r ,  not to e x c e e d  25 p e r c e n t  per year. S e v e r a l  o t he r  states, 

i n c l u d i n g  N e w  J e r s e y  ana N e w  York, n o w  l i k e w i s e  limit fina n c e  c h a r g e s  to the 

rat e "set b y  c o n t r a c t . "  Was. 'np^nn and M i n n e s o t a ,  two st a t es  w h i c h  f o r m er l y  

c a p p e d  c r e d i t  c a r d  interest r a.es at 1 p e r c e n t  per mon t h ,  h a v e  r e v i s e d  their 

laws. In M i n n e s o t a ,  c u s t o m e r s  n o w  h a v e  the o p t i o n  of p a y i n g  a 1 percent 

m o n t h l y  f i n a n c e  c h a r g e  plus an a n nu a l  fee ( m a x i m u m  of $15), or a finance 

rat e of 1-1/2 p e r c e n t  pe' m o n t h  w i t h  no fee p e r m i t t e d .  In W a s h i n g t o n ,  the 

c e i l i n g  was r a i s e d  to ..-1/2 p e r c e n t  per m o n t h  in 1981, and W a s h i n g t o n  v ot e r s  

s u b s e q u e n t l y  r e j e c t e d  an i n i t i a t i v e  item that w o u l d  h a v e  r e s t o r e d  the 

p r e - 1 9 8 1  1 p e r c e n t  limit.

3. C h a r l e s  H. G u s h e e ,  e d ., Th e Cost o f  P e r s o n a l  B o r r o w i n g  in the U n i t e d  

S t a t e s  (Boston: F i n a n c i a l  P u b l i s h i n g  C o m p a n y ,  1979, 1982).
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TABLE 6.1

N E T  E A R N I N G S  O N  C R E D I T  C A R D  P L A N S  A T  C O M M E R C I A L  B AN K S  

EC.- ^ E L E C T E D  Y E A R S  BY D E P O S I T  S I Z E  C A T E G O R I E S

1 E a r n i n g s and C o s t s  as P e r c e n t  o f R e c e i v a b l e s

B a n k  C a t e g o r i e s  b v  D e p o s i t  S ize I 1977 1979 1980 1 1981

L e s s  than  $ 5 0  m i l l i o n

Ne t  e a r n i n g s  b e f o r e  c o s t  of m o n e y 4 . 6 3 3 .89 4 .7 0 4 . 9 6

r .st of m o n e y 4 . 9 7 5 .80 6.90 8 . 4 9

N e t  e a r n i n g s  a f t e r  c o s t  o f  m o n e y - . 3 3 - 1 . 9 1 - 2 . 2 0 - 3 . 5 3

$50 - S 2 0 0  m i l l i o n

Net e a r n i n g s  b e f o r e  cos t  of m o n e y 6. 4 0 6.4 2 6.85 7.98

Cost of m o n e y 4 . 7 7 6.1 0 7.12 9 . 0 5  *

Ne t  e t r n i n g s  a f t e r  c ost of m o n e y 1.62 - . 3 2 - 0 . 27 - 1 . 0 7

M o r e  than $ 2 0 0  m i l l i o n

Net e a r n i n g s  b e f o r e  cost of m o n e y 7 .95 8. 3 2 6.17 1 0.86

Cos t of m o n e y 4 . 6 3 6 .5 2 7.95 9 . 5 3

Net e a r n i n g s  a f t e r  c ost of m o n e y 3 . 3 2 1.80 - 1 . 7 8 1.33

Sour c e :  F e d e r a l  R e s e r v e  B a n k  of B o s to n ,  F u n c t i o n a l  C o s t  A n a l y s i s , 1978, 1980,

1981, 1982.

W h i l e  r a t e  c e i l i n g s  h a v e  b e e n  p e r h a p s  the p r i n c i p a l  b a r r i e r  to fully

r e c o v e r i n g  the cos t  of c r s d i t  d i r e c t l y  f r o m  c r e d i t  u s e r s ,  i o t h e r  f a c t o r s  suc h

as the c u s t o m a r y  i n t e r e s t”free " g r a c e  p e r i o d "  on a c c o u n t s  paid  in full m a y

a l s o  a f f e c t  a c r e d i t o r ' s  A b i l i t y  to c o v e r  co st s .  T h e  c o s t l i n e s s  of any g r a c e

1. I n  1968, G. L y n c h  found that p r i c e s  p a i d  on  s e l e c t e d  a p p l i a n c e s  in L i t t l e  

Rock, A r k a n s a s  ( w h e r e  f i n a n c e  r a t e s  w e r e  s u b j e c t  to a c o n s t i t u t i o n a l  c e i l i n g  

of 10 pe r c e n t )  w e r e  f r o m  3 to 7 p e r c e n t  h i g h e r  i.han p r i c e s  p a i d  in c i t i e s  

l o c a t e d  in less r e s t r i c t i v e  s t a t e s .  T h e  N a t i o n a l  C o m m i s s i o n  on C o n s u m e r  

F i n a n c e  c o n c l u d e d  that: " R e g a r d l e s s  of the c o s t s  o f  p r o v i d i n g  an y  f o r m  of

s a l e s  c r ed i t ,  a r e d u c t i o n  by l e g i s l a t i v e  fiat of the p e r m i t t e d  g r o s s  i n c o m e  

f r o m  f i na n c e  c h a r g e s  n e c e s s i t a t e s  a d j u s t m e n t s  in g o o d s  p r i c e s ,  fees, or 

a v a i l a b i l i t y .  If not, l o we r e d  p r o f i t s  w i l l  f orce some r e t a i l e r s — p r o b a b l y  

s m a l l  o n e s — out of b u s i n e s s .  W h i l e  c r e d i t  seller,' m a y  r e c o v e r  part of t h e i r 

lost income by r e d u c i n g  o t h e r  s e r v i c e s  or a d d i n g  fees for s e r v i c e s  p r e v i o u s l y  

f u r n i s h e d  w i t h o u t  c h a r g e ,  the m os t  l i k e l y  o f f s e t  is an i n c r e a s e  in c a s h  p r i c e s  

r e s u l t i n g  in a s u b s i d y  of c r e d i t  by c a s h  p u r c h a s e r s .  (See: G ene C. Lynch,

" C o n s u m e r  C r e d i t  at T e n  P e r  C e n t  Simp l e :  T h e  A r k a n s a s  C a s e , "  U n i v e r s i t y  o f

I l l i n o i s  L a w  R e v i e w  (1968), pp. 5 9 2 - 6 0 1 ,  a n d  N a t i o n a l  C o m m i s s i o n ,  C o n s u m e r  

C r e d i t  in the U n i t e d  S t a t e s ,  p. 107.)
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period, of course, w ou l d  v a r y  v i c h  the cost of funds i n vo l v e d  in f i n a n c i n g  

r e c e i v a b l e s .1

T h e  a s s e s sm e n t  o f  u s e r  fees and a m o d e r a t e  b o o s t i n g  o f  fina nc e  

rates s ince ar o u n d  1980 h a v e  b e e n  g r a d u a l l y  shift;,-.g m o r e  of the cost of 

c r e d it  c a r d  o p e r a t i o n s  o n t o  the users of cre d i t  cards. Some card issu e r s  

h ave als o  a c t e d  to c i r c u m s c r i b e  the g r a c e  p e r i o d  by c h a r g i n g  in t e r e s t  from 

the date of b i l l i n g  to the d a t e  of p a y m e n t  on a c c o u n t s  paid in full, o r.by 

c h a r g i n g  a m o n t h l y  " m a i n t e n a n c e  fee" on such a c c o u n t s .  These d e v e l o p m e n t s  

may be r e d u c i n g  the need to c o v e r  c r e d i t  c osts t h r o u g h  m e r c h an t  d i s c o u n t  fees- 

or t h r o u g h  h i g h e r  prices c h a r g e d  for g oods and s e r v i c e s .  The s u r v e y  of 

r e tailers s u m m a r i z e d  in C h a p t e r  4 s u g g e s t s  that m e r c h a n t  d i s c o u n t s  indeed may 

have been p ared down on a v e r a g e  in re c e n t  yea r s .  The average fee r e p o r t e d  

there of 3 percent ( u n w e i g h t e d  in any w a y  for size of firm) and the p r o p o r t i o n  

of r e s p o n d e n t s  p a y i n g  a 5 p e r c e n t  fee are both lower than c o r r e s p o n d i n g

1. At least one e conomist, h o w e v e r ,  has c o n c l u d e d  that "the impact of the 

s o - c a l le d  'free ride' is p r o b a b l y  s u b s t a n t i a l l y  less than often s u g g e s t e d . "  

F r o m  an e x a m i n a t i o n  of a c c o u n t  r e c o r d s  at a large retail chain in 1973, E. R. 

M c A l i s t e r  found that the 26 perce n t  of a c t i v e  a c c o u n t  holders w h o  paid no 

finance c h a r g e  d u r i n g  a 1 2 - m o n t h  p e r i o d  r e p r e s e n t e d  a m uch s m a l l e r  share

(4 percent) of total b a l a n c e s  o u t s t a n d i n g .  (Se e  E. Rav McAlis t e r ,  w ith 

E d w a r d  D e S p a i n,  An E m p i r i c a l  A n a l y s i s  of Retail R e v o l v i n g  Credit (West 

L a f a y et t e ,  Ind.; K r a n n e r t  G r a d u a t e  School of M a n a g e m e n t ,  Pu r d u e U n i v e r s i t y ,  

1975) , pp. 4 ' - 4 8 . )  But McAlister., in turn, m a y  h ave u n d e r s t a t e d  Lhe m a g n i t u d e  

ol the " free ri d e . "  For o n e  thing, the 49 p e r c e n t  w h o  paid a f i na n c e  ch a r g e 

" jome of the time" also o b t a i n e d  a " f r e e  r ide" on occ a s i on ,  p e r h a p s  f requently, 

out M c A l i s t e r  did not r e p o r t  in de t a i l  on e x p e r i e n c e  wit h  these c r e d i t  users. 

T h e  s i g n i f i c a n t  rise in the costs of f i n a n c i n g  r e c e i v a b l e s  since 1973 w o u l d  

also s erve to temper M c A l i s t e r ' s  d i s m i s s a l  of the g r a c e  period's i m p o r t a n c e  

in the o v e r a l l credit cost s t r u c t u r e .

2. A s t u dy  cC four states h a v i n g  w i d e l y  d i f f e r e n t  rate ceilings f o u n d  that 

the a v e r a g e  merchant d i s c o u n t  fee in a l o w - c e i l i n g  state ( Arkansas) wa s  c o n­

si d e r a b l y  h i g h e r  than in a h i g h - c e i l i n g  state ( I l l i no i s ) .  See R o b e r t  W. 

J o h n s o n ,  Reta i l er s :  CRC 1979 C r e d i t o r  -Survey (Wes L a f a y et t e ,  Tnd.:

K i a n n e r t  G r a d u a t e  School oii M a n a g e m e n t ,  P u r d u e  U n ' . e r s i t y ,  1980). For a 

s i m i l a r  f.nd i n g  c o m p a r i n g m e r c h a n t  d i s c o u n t s  in C a l i f o r n i a  and W a s h i n g t o n  

State, se e  G. G. G o r d o n  anu  o t h er s ,  T h e Impact of a C o n s u m e r  C r e d i t  Interest 

L i m i t a t i o n  L a w  (Seattle: U n i v e r s i t y  of W a s h i n g t o n ,  1970) , p"! 19.



m e a s u r e s  g e n e r a l l y  b e l i e v e d  Co p r e v a i l  a fe w y e a r s  ago.^- L e g a l  b a r r i e r s  in 

s e v e r a l  s t a t e s  s t i l l  limit r e c o u r s e  to some or all of the m e t h o d s  for c o v e r i n g  

c r e d i t  ca r d  c o s t s  d i s c u s s e d  here, but c e r t a i n l y  to a l e s s e r  e x te n t  t h a n  a fe w  

y e a r s  ago. C o n t i n u e d  state l e g i s l a t i v e  a c t i o n  on t h i s  f r o n t  c o u l d  in tim e  

r e l e g a t e  the a p p r o a c h  of the C a s h  D i s c o u n t  Act to a s e c o n d a r y  r o l e . ^

6.2. T w o - t i e r  P r i c i n g  S t r u c t u r e

If the c o s t s  of credit ar e  not f u l l y  m e t  b y  f i n a n c i n g  r e v e n u e s ,  t h e y  

c o u l d  t h e o r e t i c a l l y  be r e c o v e r e d  f r o m  u s e r s  of c r e d i t  by c h a r g i n g  t h e m  an 

a p p r o p r i a t e l y  h i g h e r  p rice than p a i d  b y  c a s h  b u y e r s .  T h a t  is, any p a r t i c u l a r  

ite m co u l d  c a r r y  two prices, a c a s h  p r i c e  and a h i g h e r  c r e d i t  p r i c e . 3 T h i s  

is the a p p r o a c h  e n c o u r a g e d  by the C a s h  D i s c o u n t  Act. As n o t e d  e a r l i e r ,  the 

Act a l s o  m a k e s  a f u r t h e r  d i s t i n c t i o n  b e t w e e n  d i s c o u n t s  for cas h and s u r c h a r g e s  

for cred i t .  A t w o - t i e r  price s t r u c t u r e  e s t a b l i s h e d  t h r o u g h  d i s c o u n t s  for 

c a s h  is f a v o r e d  b y  the Act; t w o - t i e r  p r i c i n g  a r r i v e d  at t h r o u g h  a s u r c h a r g e  

for c r e d i t  is e f f e c t i v e l y  barred.

T h e  d i s t i n c t i o n  b e t w e e n  s u r c h a r g e s  and d i s c o u n t s  h a s  little a p p a r e n t  

f o u n d a t i o n  in e c o n o m i c  theory. E c o n o m i c a l l y  s p e a k i n g ,  th* two are f u n c t i o n a l  

e q u i v a l e n t s ;  in a t w o - t i e r  s y s t e m  tied to the c o s t  of c r e d i t ,  there a r e  s i m p l y  

two s e p a r a t e  p r i c e s ,  w i t h  the d i f f e r e n c e  b e t w e e n  t h e m  r e p r e s e n t i n g  c r e d i t
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1. C o m p a r a b l e  s u r v e y  d a t a  are not a v a i l a b l e  for e a r l i e r  p e r i o d s ,  but p e r s o n n e l  

at a m a j o r  c a r d  i n t e r c h a n g e  s y s t e m  c o n f i r m  that m e r c h a n t  d i s c o u n t  fees h a v e  

g e n e r a l l y  d r o p p e d  in the past t h r e e  to five years.

2. T h e  e f f e c t i v e  r e m ov a l  of a r t i f i c a l  b a r r i e r s  to f i n a n c e  r a t e s  and o c h e r  

fees w o u l d  r e s u l t  in the d e t e r m i n a t i o n  of d i r e c t  c h a r g e s  to cre d i t  u s e r s  and 

f a c t o r i n g  fees to r e t a i l e r s  by m a r k e t  forces. T h e  " m e r c h a n t  d i s c o u n t "  w o u l d  

not n e c e s s a r i l y  be e l i m i n a t e d  e n t i r e l y ,  but w o u l d  be e s t a b l i s h e d  in a m o r e  

f u l l y  c o m p e t i t i v e  e n v i r o n m e n t .

3. In fact, s e v e r a l  p r i c e  tiers w o u l d  be a l l o w a b l e  u n d e r  the Act, a p p a r e n t l y  

as long as the c r e d i t  p r i c e — the " r e g u l a r "  p r i c e — o c c u p i e d  the h i g h e s t  tier. 

G i v e n  that the c o s t s  of checks for m a n y  r e t a i l e r s  are less than for c r e d i t  

c a r d s  and m o r e  t h a n  for cash, s o m e  m e r c h a n t s  m i g h t  w i s h  to adopt a t h r e e - t i e r  

p r i c i n g  s y s t e m .  Discoui:f^ for c a s h  c o u l d  a l s o  v a r y  b y  the size of the t r a n s­

ac t i o n  or by the type of m e r c h a n d i s e  p u r c h a s e d .  T h r e e - t i e r  and o t h e r  p o s s i b l e  

p r i c i n g  s t r u c t u r e s  a re  not d i s c u s s e d  in d e t a i l  in this repo r t .



c osts not offset by f i n a n c i n g  rev e n u e s .  W h e t h e r  that d i f f e r e n c e  is ca l l e d a 

" s u r c h a r g e "  in r e f e r e n c e  to the lower p r i c e  or a " d i s c o u n t "  in r e f e r e n c e  to 

the h i g h e r  p rice should n e t  m a t t e r .  N e v e r t h e l e s s ,  there .»ay e x i s t  some 

p r a c t i c a l  c o n s i d e r a t i o n s  that w a r r a n t  a legal d i s t i n c t i o n  b e t w e e n  s u r c h a r g e s  

and d i s c o u n t s .

F r o m  one v i e w p o i n t ,  it raighc a p p e a r  o b v i o u s  that s u r c h a r g e s  and 

d i s c o u n t s  w o u l d  result in d i f f e r e n t  p airs of prices. A f t er  all, if a n - i t e m  

r e g u l a r l y  sells for $20, a $1 d i s c o u n t  for cas h  e s t a b l i s h e s  a $2 0 / $  19 price 

s t r u c t u r e ,  w h i l e  a $1 s u r c h a r g e  for cr e di t  c r e a t e s  a $ 2 1 / $ 2 0  p r i c e  s tructure. 

The root p r o b l e m  with this v i e w  is the im p licit a s s u m p t i o n  of a fixed, iden­

tifiable,  " r e g u l a r  pr i c e "  fro m  w h i c h  all a d j u s t m e n t s  w o u l d  be m ade. In fact, 

‘of c ouree ,  p r i c e s  at the r e t a i l  level m a y  be a l t e r e d  r e p e a t e d l y .  M e r c h a n d i s e  

a l r e a d y  labe l e d with a s i n g l e  p rice of $20 (for e x a m p l e )  c ould be first 

r e p r i c e d  to $21, then o f f e r e d  on a d i s c o u n t - f o r - c a s h  b a s i s  at some later 

point. B a n n i n g  s u r c h a r g e s  w o u l d  not prev e n t  e s t a b l i s h m e n t  of a $ 2 1 / $ 2 0  

p rice s t r u c t u r e ,  at least in the long run. For s e a s o n a l  m e r c h a n d i s e ,  such as 

c l o t h i n g ,  tne n o t i o n  of an i d e n t i f i a b l e  r e g u l a r  p r i c e  is e ven m o r e  e l u s i v e —  

old s t o c k  is p e r i o d i c a l l y  r e m o v e d  and n e w  items are o f f e r e d  for sale w i t h  

f r e s h l y  t a g g e d  prices. For a n e w l y  s t o c k e d  i tem with  a price tag of, say,

$39 c r e d i t / $ 3 7  cash, no o r i g i n a l  o n e - t i e r  r e g u l a r  p r i c e  c ould be id e n t i f i e d.  

P e r h a p s  the item w o u l d  h a v e  b e e n  pri c ed  at $38 u n d e r  a s i n g l e - p r i c e  system; 

in fact, t h e r e  is no way to tell.

A n o t h e r  w a y  to v i e w  this issue is to ask w h y  a m e r c h a n t  c h a r g i n g  

all c u s t o m e r s  $20 for a c e r t a i n  item w o u l d  w i l l i n g l y  r e d u c e  the p r i c e  to $19 

for some s e g m e n t  of hxs c u s t o m e r s .  If he c o u l d  get $20, why w o u l d  he c h a r g e  

$19? O n e  p o s s i b i l i t y  is that, by t y i n g  the d i s c o u n t  to paym e n t  b y  cash, the 

m e r c h a n t  m i g h t  h o p e  to s t i m u l a t e  a s hift from c r e d i t  card use to c a s h  that
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w o u l d  r e d u c e  h i s  c r e d i t  c o s t s ,  t h e r e b y  " p a y i n g  for "  the s e l e c t i v e  p r i c e  

r e d u c t i o n .  T h e  s u c c e s s  of such a p o l i c y  w o u l d  r e q u i r e  tha t  the i n i t i a l  

p r o p o r t i o n  of s a l e s  on c r e d i t  c a r d s  be h i g h  and tha t  a s u b s t a n t i a l  s w i t c h  

f r o m  c r e d i t  to c a s h  o c c u r  in r e s p o n s e  to the o f f e r e d  d i s c o u n t  (or that the 

co s t  of p r o v i d i n g  c r e d i t  be v e r y  h i g h ) .

F o r  i n s t a n c e ,  if o n l y  20 p e r c e n t  of s a l e s  a r e  o n  c r e d i t  p r i o r  to 

the d i s c o u n t ,  t h e n  an y  m e r c h a n t  c h o o s i n g  to d i s c o u n t  f r o m  h i s  " o l d "  r e g u l a r  

p r i c e  w o u l d  be r e d u c i n g  the p r i c e  to the 80 p e r c e n t  of h i s  c l i e n t e l e  wh o  

a l r e a d y  use c a s h  (and p a y  h i s  r e g u l a r  pr i c e ) as w e l l  as to the m u c h  s m a l l e r

t a r g e t  g r o u p  of c r e d i t  u s e r s  wh o  c a n  be p e r s u a d e d  to s w i t c h  to c ash. If

e v e n  h a l f  jf t h o s e  w h o  n o r m a l l y  use c r e d i t  shift to c a s h  (10 p e r c e n t  of the 

to t a l  c l i e n t e l e  in this e x a m p l e ) ,  the c o s t  of c r e d i t  w o u l d  h a v e  to be 

8 t i m e s l a r g e r  tha n  a n y  d i s c o u n t  f r o m  the r e g u l a r  p r i c e  if net p r o f i t s  are 

to be u n d i s t u r b e d .  B a s e d  on the l i k e l y  r e l a t i o n s h i p  b e t w e e n  the c o s t s  of 

c a s h  a n d  the c o s t s  of c r e d i t  d i s c u s s e d  in e a r l i e r  s e c t i o n s ,  the m e r c h a n t  in 

th i s  s i t u a t i o n  a l m o s t  c e r t a i n l y  w o u l d  h a v e  to r a i s e  h i s  r e g u l a r  p r i c e  b e f o r e  

a p p l y i n g  a d i s c o u n t  in o r d e r  to a v o i d  a r e d u c t i o n  in p r o f i t s .  ̂

But the o f f e r  of a d i s c o u n t  m i g h t  i n c r e a s e  s a l e s ,  it c o u l d  a l s o  be

a r g u e d ,  w h i c h  c o u l d  p r o v i d e  an a d d i t i o n a l  o f f s e t  to c r e d i t  c o s t s .  T h i s

p o s s i b i l i t y  r e q u i r e s  c a r e f u l  a n a l y s i s ,  h o w e v e r .  T h e  w h o l e s a l e  c ost to the

r e t a i l e r  of a d d i t i o n a l  m e r c h a n d i s e  w o u l d  h a v e  to be c o v e r e d ,  as w e l l  as the

r e d u c e d  p r o f i t  m a r g i n s  on items that c o u l d  h a v e  b e e n  sold at the h i g h e r  price,

and an y o t h e r  i n c r e a s e  in s e l l i n g  c o s t s  a s s o c i a t e d  w i t h  h i g h e r  v o l u m e .  T h e s e

r e q u i r e m e n t s  s u g g e s t  the n e c e s s i t y  that the m e r c h a n t  fac e a h i g h l y  e l a s t i c

1. A m o r e  d e t a i l e d  e x a m p l e  of h o w  p r i c e s  in a t w o - t i e r  s y s t e m  m i g h t  c o m p a r e  

w i t h  the p r i c e  in a s i n g l e - p r i c a  s y s t e m  is p r e s e n t e d  in A p p e n d i x  C. T h e  

h y p o t h e t i c a l  e x a m p l e ,  for a g a s o l i n e  s e r v i c e  s t a t i o n  that s w i t c h e s  to a 

d i s c o u n t - f o r - c a s h  syst e m ,  u t i l i z e s  some s u r v e y  d a t a  on  c o n s u m e r  r e a c t i o n s  to 

g a s o l i n e  d i s c o u n t s  d i s c u s s e d  b e l o w  in C h a p t e r  6, s e c t i o n  3.

I
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d e m a n d  curve. F r o m  the point of v i e w  of a s i n g l e  m e r c h a n t  w h o  o f f e r s  a 

d i s c o u n t  (while m o s t  c o m p e t i t o r s  d o  not), the s ales i n c r e a s e  a r g u m e n t  seems 

to d e p e n d  on c o m p e t i t o r s  o b s e r v i n g  a loss of c u s t o m e r s  w i t h o u t  r e t a l i a t i n g  

t h r o u g h  t h e i r  o w n  p r i c i n g  s t r a t e g i e s .  If c o m p e n s a t i n g  a c t i o n s  of c o m p e t i t o r s  

are a s s u m e d ,  so that a sales i n c r e a s e  for a t y p i c a l  m e r c h a n t  w o u l d  h a v e  to 

r e p r e s e n t  " n e w "  b u s i n e s s  not a t t r a c t e d  f r o m  c o m p e t i t o r s — t h e n  the sales g a i n  

a r g u m e n t  r e q u i r e s  that i n d u s t r y - w i d e  d e m a n d  for the p r o d u c t  be h i g h l y  elastic; 

that is, that a r e d u c t i o n  in p r i c e  s t i m u l a t e s  e n o u g h  a d d i t i o n a l  s ales to 

i n c r e a s e  total r e v e n u e s  b y  m o r e  t han the cost of a d d i t i o n a l  m e r c h a n d i s e .  But 

if this d e m a n d  c o n f i g u r a t i o n  exists, it g e n e r a t e s  a m o t i v a t i o n — c o m p l e t e l y  

a part f r o m  the d i s c o u n t  i s s u e — to lower the p rice and r e a p  a d d i t i o n a l  sales.

It the n  b e c o m e s  n e c e s s a r y  to e x p l a i n  w h y  r e t a i l e r s  w o u l d  o p e r a t e  at an i n f e r i o r  

p r i c i n g  p o s i t i o n  p r i o r to the time that d i s c o u n t s  for cas h  b e c a m e  an option.

P e r h a p s  the m o s t  s t r a i g h t f o r w a r d  a r g u m e n t  for m a k i n g  a d i s t i n c t i o n  

b e t w e e n  a s u r c h a r g e  and a d i s c o u n t — an a rg u m e n t  that wa s  e m p l o y e d  in Se n a t e  

f l o o r  d i s c u s s i o n s — is that to a l l o w  b o t h  a p p r o a c h e s  to t w o - t i e r  p r i c i n g  

c o u l d  b r e e d  u n n e c e s s a r y  and d e t r i m e n t a l  c o n f u s i o n  a m o n g  c o n s u m e r s .  If only 

d i s c o u n t s  a r e  a l l o w e d  from the po s te d  price, p o t e n t i a l  p u r c h a s e r s  w o u l d  always 

k n o w  that t hey w o u l d  be c h a r g e d  no h i g h e r  than the p o s t e d  price; if s u r c h a r g e s  

are a l l o w e d  as w e l l ,  c u s t o m e r s  w o u l d  be less sure w h e t h e r  the po s t e d  p rice is 

the h i g h e r  c r e d i t  p r i c e  or the l ower c ash price. If a d v e r t i s i n g  or i n - st o r e  

d i s p l a y s  fail to m a k e  a s u r c h a r g e  p o l i c y  clear, c r e d i t  car d  c u s t o m e r s  m a y  be 

a t t r a c t e d  b y  a low a d v e r t i s e d  cas h  price and w i n d  up p a y i n g  ar. u n e x p e c t e d l y  

h i g h e r  c r e d i t  price.

T h e  f orce of the a b o v e  a r g u m e n t  d e p e n d s  in p art u p o n  the d e g r e e  of 

c o m p e t i t i v e n e s s  in the m a r k e t p l a c e ,  as n o te d  in C h a p t e r  5. In the long run, 

if r e t a i l i n g  is c o m p e t i t i v e ,  s t o r e s  that m i s l e a d  c u s t o m e r s  a b o u t  s u r c h a r g e
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p r a c t i c e s  s t a n d  to l ose c u s t o m e r s  to m o r e  f o r t h r i g h t  c o m p e t i t o r s .  C o n s u m e r s  

m i g h t  be c a u g h t  u n a w a r e  b y  a s u r c h a r g e  in some i n s t a n c e s ,  but w o u l d  be u n l i k e l y  

to be " s t u n g "  r e p e a t e d l y .  •• E x p e r i e n c e  w o u l d  lead c o n s u m e r s  to a v o i d  f u t u r e  

v i s i t s  to s t o r e s  w i t h  p o o r l y  p u b l i c i z e d  s u r c h a r g e  p o l i c i e s ,  to co m e  p r e p a r e d  

to p a y  c ash, or at l e a s t  to s h o p  w i t h  the k n o w l e d g e  that the c r e d i t  p r i c e  at 

c e r t a i n  s t o r e s  is h i g h e r  t ha n  the tagged p r i c e .  S i m i l a r l y ,  c o m p e t i t i o n  w o u l d  

tend to m i n i m i z e  the s i z e  of a n y  s u r c h a r g e ,  p r e s u m a b l y  to the a p p r o x i m a t e  

cos t  cf u n c o v e r e d  c r e d i t  costs.

6.3. B u y e r  and S e l l e r  A t t i t u d e s  to D i s c o u n t s

Th e  f irst s e c t i o n s  of this C h a p t e r  d i s c u s s e d  the p o s s i b l e  i m p l e­

m e n t a t i o n  of d i s c o u n t - f o r - c a s h  p l a n s  p r i m a r i l y  from, a t h e o r e t i c a l  s t a n d p o i n t .  

E a r l i e r  s e c t i o n s  a d d r e s s e d  the cos t  c o n d i t i o n s  and c a r d  use h a b i t s  that w o u l d  

a f f e c t  the f e a s i b i l i t y  of t w o - t i e r  p r i c i n g . But w h a t e v e r  the f e a s i b i l i t y ,  

the q u e s t i o n s  r e m a i n  w h e t h e r  r e t a i l e v s  o p e r a t i n g  in the m a r k e t p l a c e  w o u l d  

find t w o - t i e r  p r i c i n g  an a t t r a c t i v e  a l t e r n a t i v e ,  and to what e x t e n t  c o n s u m e r s  

w o u l d  r e s p o n d  to d i s c o u n t s  for cas h  b y  s w i t c h i n g  f r o m  c r e d i t  c a r d s  to cash.

R e c e n t  s u r v e y s  p r o v i d e  some i n d i c a t i o n  of c o n s u m e r  r e a c t i o n  to 

d i s c o u n t s  for c ash. T h e  F e d e r a l  R e s e r v e  ha s  s p o n s o r e d  two s ur v e y s ,  one c o n­

c e r n i n g  g a s o l i n e  p u r c h a s e s  a n d the o t h e r  d e a l i n g  w i t h  l i k e l y  r e s p o n s e s  to 

o f f e r s  of d i s c o u n t s  in v a r i o u s  h y p o t h e t i c a l  s i t u a t i o n s .  A p a i r  of i n d e p e n d e n t  

r e s e a r c h e r s  as a l s o  o b t a i n e d  c o n s u m e r  r e s p o n s e s  to h y p o t h e t i c a l  d i s c o u n t  

of f e r s ,  w h i c h  the y h a v e  i n t e g r a t e d  into a m a t h e m a t i c a l  m o d e l  for d e t e r m i n a t i o n  

of an o p t i m a l  size of d i s c o u n t .

S u r v e y  of g a s o l i n e  p u r c h a s e s . By e a r l y  1983, g a s o l i n e  p u r c h a s e

was the one a r e a  of r e t a i l i n g  in w h i c h  p r i c e  d i s c o u n t s  for c a s h  p a y m e n t  w e r e

1. S t o r e s  that do not d e p e n d  u p o n  r e p e a t  b u s i n e s s .  .">f c o u r s e ,  w o u l d  be b e t t e r  

p o s i t i o n e d  to m a i n t a i n  a p o l i c y  of h i g h  but p. • . c o m m u n i c a t e d  s u r c h a r g e s .
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off e r e d  to c o n s u m e r s  on a w i d e s p r e a d  basis. The major g a s o l i n e  r e f i n i n g  

and m a r k e t i n g  c o m p a n i e s ,  r a t h e r  t han local d ea lers, h a v e  b e e n  the p r i n c i p a l  

p r o p o n e n t s  of t w o - t i e r  p r i c i n g  for gas. F a c e d  from the m i d - 1 9 7 0 s  u ntil 

la t e l y  w i t h  s t e a d y  i n c r e a s e s  in the cost of funds n e c e s s a r y  to c a r r y  c o n s u m e r  

r e c e i v a b l e s ,  the g a s o l i n e  c o m p a n i e s  h a v e  so u g ht  v a r i o u s  m e a n s  to d i s s u a d e  

c u s t o m e r s  from u s i n g  c r e d i t  cards. Some c o m p a n i e s  had e x p e r i m e n t e d  wit h  

t w o - t i e r  p r i c i n g  in s e l e c t e d  l o c a l i t i e s  for several years, but it was not 

until the s u m m e r  of 1982 that d i s c o u n t s  for cash w e r e  m a d e  w i d e l y  available. 

To d o c u m e n t  c o n s u m e r  r e a c t i o n  to these d i s c o u n t s ,  a survey of h o u s e h o l d s  

a bout their g a s o l i n e  b u y i n g  b e h a v i o r  was c o n d u c t e d  for the Fede r a l  R e s e r v e  

by the S u r v e y  R e s e a r c h  C e n t e r  in J a n u a r y  1983.

In that surv e y,  52 p e r c e n t  of the almost 700 r e s p o n d e n t s  p o s s e s s e d  

e i t h e r  a b a n k  c r e d i t  card, a g a s o l i n e  c o m p a n y  cr e d i t  card, or a g e n er a l  

p u r p o s e  cr e d i t  c a r d  (or c o m b i n a t i o n  of such cards). Just over h a l f  of these 

c a r d h o l d e r s ,  h o w e v e r ,  r e p o r t e d  that they " n e v e r "  use d  cr e d i t  cards to buy 

g a soline. By c o n t r a s t ,  s l i g h t l y  mo r e  than 20 percent said they " a l w a y s "  

use d a c r e d i c  c a r d  to bu y  gas. The r e m a i n d e r  d e s i g n a t e d  a f r e q u e n c y  of 

cr e d i t  card p u r c h a s e  r a n g i n g  from o n e - f o u r t h  to t h r e e - f o u r t h s  of the time. 

R e s p o n d e n t s  w h o  h e l d  g a s o l i n e  c o m p a n y  c a r d s — about 30 p e r c en t  of the full 

s a m p l e — w e r e  a l s o  a s k e d  w h e t h e r  the y  used g a s o l i n e  cards on a w e e k l y ,  a 

m o n t h l y ,  or a l e ss e r  f r e q u e n c y .  N e a r l y  o n e - h a l f  of that s u b g r o u p  said they 

u s e d  g a s o l i n e  c a r d s  w e e k l y ,  a b o u t  10 p e r c e n t  said they did not use the c ards 

at all.

R e s p o n d e n t s  w h o  h e l d  a bank, gas o l i n e , or g e n e r a l p u r p o s e  cre d i t 

card we r e  q u e s t i o n e d  f u r t h e r  a bout their e x p e r i e n c e  w i t h  d i s c o u n t s  for cash. 

R e s u l t s  o f  some of these q u e s t i o n s  are p r e s e n t e d  in table 6.2. By J a n u a r y  

1983, 60 p e r c e n t  of these r e s p o n d e n t s ,  at least once in the past year, h ad
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b e e n  to a g a s o l i n e  s t a t i o n  that o f f e r e d  a d i s c o u n t  for cash. T h o s e  t h e r e b y  

e x p o s e d  to d i s c o u n t s  w e r e  a s k e d  h o w  t hey ha d  p a i d  for t h e i r  p u r c h a s e  - f gas 

on the m o s t  r e c e n t  o c c a s i o n  that a d i s c o u n t  h a d  b e e n  a v a i l a b l e .  A b o u t  t h r e e -  

q u a r t e r s  of t h o s e  a n s w e r i n g  the q u e s t i o n  h a d  p a i d  b y  cash. S i n c e  s o m e w h a t  

m o r e  t h a n  60 p e r c e n t  of c a r d  h o l d e r s  h a d  r e p o r t e d  g e n e r a l l y  u s i n g  c a s h , l  

it a p pe a r s  that the o f f e r  of a d i s c o u n t  for c ash g e n e r a t e d  a m o d e s t  i n c r e a s e  

in the p r o p o r t i o n  o f  c u s t o m e r s  p a y i n g  cash.

C e r t a i n  c h a r a c t e r i s t i c s  of those w h o  pay c a s h  and t h o s e  w h o  u s e  

c r e d i t  c a r d s  w h e n  o f f e r e d  d i s c o u n t s  ca n  be o b s e r v e d .  W h e n  r e s p o n d e n t s  are 

c l a s s i f i e d  e i t h e r  as f r e q u e n t  c r e d i t  c a r d  u s e r s  or as f r e q u e n t  c a s h  users, it 

c a n  be seen, as m i g h t  be e x p e c t e d ,  that v i r t u a l l y  all o f  t h o s e  w h o  p a i d  by 

c r e d i t  car d  whefn o f f e r e d  a d i s c o u n t  for c a s h  w e r e  c l a s s i f i e d  as f r e q u e n t  

u s e r s  of c r e d i t  ca r d s .  T a b l e  6.2 a l s o  s h o w s  that of 78 r e s p o n d e n t s  c l a s s i­

fied as f r e q u e n t  u s e r s  ’of c r e d i t  c a r d s , 2 59 p e r c e n t  had u s e d  th e i r  c r e d i t  

c a r d  to buy gas the last time that a d i s c o u n t  was o f f e r e d ,  a n d  41 p e r c e n t  

h a d  paid  w i t h  cash. R o u g h l y  s p e a k i n g ,  then, abort 40 p e r c e n t  of the target 

p o p u l a t i o n  s u r v e y e d  (th o s e  w h o  o f t e n  use c r e d i t  c a r d s )  u sed cas h w h e n  o f f e r e d

a d i s c o u n t.  So m e  of these, of cour s e , m i g h t  h a v e  use d  cash a n y w a y ,  r e d u c i n g

the n u m b e r  of c o n s u m e r s  that can be r e g a r d e d  as h a v i n g  a l t e r e d  t heir m e a n s  of

p a y m e n t  in r e s p o n s e  to the d i s c o u n t  for cash.

To f u r t h e r  i n v e s t i g a t e  r e s p o n s e s  to d i s c o u n t s ,  r e s p o n d e n t s  w h o  h a d  

p a i d  c a s h  on the m o s t  r e c e n t  o f f e r  of a d i s c o u n t  w e r e  a s k e d  h o w  the y  w o u l d

1. T h o s e  " g e n e r a l l y  u s i n g "  c a s h  i n c l u d e d  the a p p r o x i m a t e  one'*half of card  

h o l d e r s  that " n e v e r "  us e d  a c r e d i t  card to bu y  g a s o l i n e ,  and some o t h e r s —  

a b o u t  10 p e r c e n t  of the s a m p l e — w h o  s o m e t i m e s  use d  a c a r d  but m o r e  f r e q u e n t l y  

u s e d  cash.

2. E i g h t y - f i v e  r e s p o n d e n t s  w e r e  i d e n t i f i e d  as f r e q u e n t  c a r d  us e r s,  but 7 d i d  

not a n s w e r  the q u e s t i o n  a b o u t  t heir m o s t  r e c e n t  p u r c h a s e  w h e n  a d i s c o u n t  w a s  

a v a i l a b l e .
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U S E  O F  C R E D I T  C A RD S  O R  C A S H  IN P A Y M E N T  FO R  GAS 

A N D  E X P O S U R E  T O  D I S C O U N T  FOR CAS H

A l l  I U s e  Card^ i U s e  Cash*-

I________Card H o l d e r s _I F r e q u e n t l y  1 F r e q u e n t l y

____________________________________________ I N u m b e r  P e r c e n t  1 N u m b e r  P e r c e n t  I N u m b e r  P e r c e n t

1. Car d  h o l d i n g  r e s p o n d e n t s ^  354

a. N o t  o f f e r e d  d i s c o u n t ^  143

b. W e r e  o f f e r e d  discounts'^ 211

2. R e s p o n d e n t s  o f f e r e d  d i s c o u n t ^  199

a. P a i d  by c r e d i t  card^ 49

b. P a i d  by cash^ 150

3. R e s p o n d e n t s  p a y i n g  c a s h  w h e n  147

o f f e r e d  d i s c o u n t ^

a. W o u l d  hav e  u s e d  c a s h ^  124

b. W o u l d  h a v e  us e d  card^ 23

TABLE 6.2

1. Use a credit c ar d  for o n e - h a l f  or mo r e  of g a s o l i n e  p u r c ha s e s ,  or for o n e - f o u r t h  of

p u r c h a s e s  if g a s o l i n e  card u s a g e  is weekly.

2. Use a cre d i t  c ard for o n e - f o u r t h  or less of purchases,- and g a s o l i n e  card u s a g e  is

less than week l y.

3. H o l d e r s  of bank, g a s o l i n e  c o mp a n y ,  or g e n e r a l  purp o se  credit cards. T h o s e  w h o  hold 

o n l y  retail s t o r e  c r e d i t  c ards are exc l u d ed .

4. R e s p o n d e n t s  w e r e  a s k e d  if on a n y  o c c a s i o n  in the past yea r  they had b e e n  o f f e r e d  a 

d i s c o u n t  to pay cas h  for g a s o l i n e .  R e s p o n d e n t s  on line 2 are fewer than on line 

l.b. b e c a u s e  some r e s p o n d e n t s  did not p r o v i d e  answers for 2 . a. and 2.b.

5. T h o s e  e x p o s e d  to a d i s c o u n t  at least once in past year w e r e  asked h o w  they paid

for gas on the m o s t  re ce n t  o c c a s i o n  that they wer e  o f f e r e d  a d i s c o u n t .  Re s p o n d e n t s  

on line 3 are f ewer than on line 2.b. b e c au s e  some r e s p o n d e n t s  did not prov i d e  

a n s w e r s  for 3 . a. and 3.b.

6. R e s p o n d e n t s  w h o  paid ca s h  w h e n  o f f e r e d  a d i s c o u n t  w e r e  a sked h o w  they

w o u l d  h ave paid for the g a s o l i n e  p u r c h a s e  in the a b s e n ce  of a d i s c o u n t  offer.

R e s p o n s e s  fro m h o u s e h o l d  survey, 1983.

L a v e  paid for the gas in the a b s e n c e  of a d i scount. E i g h t y - f o u r  perc e n t said 

they w o u l d  h av e  pai d  cash anyway. T w e n t y - t h r e e  r e s p o n d e n t s  (16 p e r c en t )  said 

they w o u l d  h ave used a c r e d i t  card. L o o k i n g  o nly at the 32 frequent card 

u sers w h o  paid c a s h  w h e n  o f f e r e d  a d i s c o u n t ,  20 said they w o u l d  hav e  paid

100 129 100 220 100

40 44 34 94 43

60 85 66 126 57

100 _78 100 121 100

25 46 59 3 2

75 32 41 118 98

100 3 2 100 115 100

84 . 20 63 104 90

16 12 37 11 10



c a s h  in Che a b s e n c e  of a d i s c o u n t ,  and o n l y  12 s a i d  the y  w o u l d  h a v e  u s e d  a 

c r e d i t  card. T h u s ,  b a s e d  on r e s p o n s e s  to this h y p o t h e t i c a l  q u e s t i o n ,  the 

p r o p o r t i o n  of p e o p l e  w h o  w o u l d  a c t u a l l y  a l t e r  t h e i r  i n t e n d e d  m e a n s  o f  p a y m e n t  

w h e n  o f f e r e d  a d i s c o u n t  m a y  be c o n s i d e r a b l y  s m a l l e r  t h a n  the AO p e r c e n t  s u g­

g e s t e d  by o s i m p l e  b r e a k d o w n  of f r e q u e n t  c a r d  u s e r s  i nto c a t e g o r i e s  of 

c a s h  p a y m e n t  and c r e d i t  p a y m e n t .  O f  78 f r e q u e n t  c a r d  u s e r s  in the surv e y ,

32 u s e d  cash, but for o n l y  12 o f  t h e s e  d id  us e  of c a s h  a c t u a l l y  r e p r e s e n c  a 

c h a n g e  in h o w  they w o u l d  h a v e  p a i d  for the s p e c i f i c  p u r c h a s e  in q u e s t i o n .

Some of t hese r e s u l t s  ca n be u s e d  to c o n s t r u c t  a h y p o t h e t i c a l  

e x a m p l e  o f  'asoline p r i c i n g  b e f o r e  and a f t e r  a d o p t i o n  o f  a d i s c o u n t  for c a s h  

p r o g r a m .  The e x a m p l e  i l l u s t r a t e s  the a r g u m e n t  a d v a n c e d  e a r l i e r  that w h e n  a 

r e l a t i v e l y  large n u m b e r  of c o n s u m e r s  u s e  c a s h  i n i t i a l l y  a n d / o r  w h e n  a r e l a­

ti v e l y  small n u m b e r  s h i f t  f r o m  c a r d  to c a s h  w h e n  o f f e r e d  a d i s c o u n t ,  a s e l l e r  

m u s t  r a i s e  the " r e g u l a r "  price b e f o r e  a p p l y i n g  the d i s c o u n t  if a g i v e n  level 

of p r o f i t a b i l i t y  is to be m a i n t a i n e d .  T h e  d e t a i l s  o f  this e x a m p l e  are g i v e n  

in A p p e n d i x  C.

S u r v e y  of h y p o t h e t i c a l  r e a c t i o n s  to d i s c o u n t s. In a n o t h e r  m o n t h l y  

S R C  survey, in O c t o b e r  1982, c o n s u m e r  r e a c t i o n s  to d i s c o u n t s  for c a s h  on 

p u r c h a s e s  of f u r n i t u r e  a n d  a p p l i a n c e s  and c l o t h i n g  w e r e  p r o b e d  t h r o u g h  a 

s e r i e s  o f  q u e s t i o n s  a b o u t  c e r t a i n  h y p o t h e t i c a l  s i t u a t i o n s .  .Respondents 

i d e n t i f i e d  as p o s s e s s i n g  at l ea s t  o n e  t ype of c r e d i t  c a r d  a m o n g  bank, score, 

and " g e n e r a l  p u r p o s e "  c a r d s  w e r e  a s k e d  to w h a t  e x t e n t  t hey u s e d  a c r e d i t  

c a r d  to t r a n s a c t  p u r c h a s e s  in the d u r a b l e  g o o d s  and c l o t h i n g  c a t e g o r i e s .  

C h o i c e s  w e r e:  " n e v e r ,  o n e - f o u r t h  of the time, a b o u t  h a l f ,  t h r e e - f o u r t h s ,  or 

all o f  the ti m e . "  D o l l a r  a m o u n t s  of p u r c h a s e  w e r e  not  s p e c i f i e d ,  but it 

s e e m s  l i k e l y  that f u r n i t u r e  a n d  a p p l i a n c e  p u r c h a s e s  w o u l d  r e p r e s e n t  a f a i r l y  

l arge d o l l a r  a m o u n t ,  w h i l e  c l o t h i n g  w o u l d  c o v e r  a b r o a d e r  range.



R e s p o n d e n t s  w h o  said  that they u sed a c re d i t  card som e  or all of 

the time (all r e s p o n s e s  o t h e r  than " n e v e r " )  w e r e  then a s k ed  w h a t  they thought 

their card use w o u l d  be if a d i s c o u n t  o f  3 p e r c e n t  w e r e  o f f e r e d  for p a y i n g  

by cas h  or check. R e s p o n d e n t s  w h o  s t i l l  i n d i c a t e d  they w o u l d  use a cre di t  

c a r d  at least some o f  the time w e r e  the n  a s k e d  a b o u t  their r e a c t i o n  to a 

5 p e r c e n t  d i s c o u n t ;  this p r o c e d u r e  was r e p e a t e d  for d i s c o u n t s  o f  7 an d  9 p e r­

cent. T h e r e  are o b v i o u s  r e s e r v a t i o n s  that a t t a c h  to this line o f  q u e s t i on i n g .  

A s i d e  from p o s s i b l e  v a r i a n c e  b e t w e e n  h y p o t h e t i c a l  and a c t u a l  r e a c t i o n s  to a 

situa t i o n ,  the p r o g r e s s i v e  n a t u r e  of the q u e s t i o n s  r i s k e d  i n v i t i n g  a r e s p o n s e  

that c r e d i t  c a r d s w o u l d  not be used if d i s c o u n t s  w e r e  a v a i l a b l e .  N e v e r t h e­

less, it was b e l i e v e d  that r e s p o n s e s  to suc h  q u e s t i o n s  w o u l d  p r o v i de  a r o u g h  

a p p r o x i m a t i o n  of c o n s u m e r  s e n s i t i v i t y  to d i s c o u n t s  for cash.

R e s u l t s  for d u r a b l e  g o o d s  p u r c h a s e s  are s h o w n  in table 6.3. T he  

top p anel p r e s e n t s  r e s p o n s e ;  r e l a t i v e  to the n u m b e r  of card h o l d e r s  in the
I

s u r v e y — a r o u n d  t w o - t h i r d s  of the panel. A m o n g  c a r d - h o l d i n g  r e s p o n d e n t s ,

4 8  perc e n t  said they n e v e r  u s e d  cr e di t  c a r d s  to p u r c h a s e  f u r n i t u r e  or a p p l i­

ances; * 52 p e r c e n t  w o u l d  s o m e t i m e s  use a c r e d i t  card, i n c l u d i n g  12 percent 

w h o  sai d  t' j used c r e d i t  c a r d s  all of the time. If a d i s c o u n t  of 3 p e r ce n t  

w e r e  to be o f f e r e d,  the p r o p o r t i o n  of those w h o  w o u l d  s o m e t i m e s  use a c r e d i t  

c a r d  d r o p s  20 p e r c e n t a g e  p oi n t s  to 31 perc e n t  of the caro h ol d e r s .  As shown, 

ea c h  f u r t h e r i n c r e m e n t  in the h y p o t h e t i c a l  d i s c o u n t  d i v e r t s  a d d i t i o n a l  r e s p o n­

dents away from car d use, but the large s t  shift occ u r s  b e t w e e n  no d is c o u n t  

at all and the 3 p e r c e n t  level. At the h i g h e s t  level of d i s c o u n t  d i s c u s s e d ,

1. T h o s e  w h o  n e v e r  us e  c r e d i t  cards, of cour s e ,  m i g h t  use o t h e r  forms of 

credit to f i n a n c e  such  p u r c h a s e s ,  i n c l u d i n g  cash loans from banks, c r e d i t  

un i o n s  or o t h e r  i n s t i t u t i o n s .  T h e  p r o c e e d s  of such loans w o u l d  fina n c e  

a " c a s h "  t r a n s a c t i o n  at the r e t a i l  store.
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15 p e r c e n t  o f  the c a r d - h o l d i n g  r e s p o n d e n t s  w o u l d  us e a c a r d  at l east p a r t  

o f  the time, and 2 p e r c e n t  w o u l d  s t i l l  u s e  o n e all of the time.

Th e  b o t t o m  p a r t  o f  t a b l e  6 . 3  i n c o r p o r a t e s  r e s p o n d e n t s  w h o  do n o t  

h a v e  c r e d i t  c a r d s  i n t o  the a n a l y s i s .  W h e n  t h e y  are a d d e d  i nto the " n e v e r  

u s e  c a r d "  c o l u m n ,  a n  e s t i m a t e d  6 6  p e r c e n t  of all r e s p o n d e n t s  w o u l d  p u r c h a s e  

d u r a b l e s  w i t h o u t  u s i n g  c r e d i t  c a r d s ,  e v e n  w h e n  no d i s c o u n t  for c a s h  w e r e  

o f f e r e d . 1 At a 3 p e r c e n t  d i s c o u n t  for c a s h ,  8 0  p e r c e n t  w o u l d  e n t i r e l y  d i s­

p e n s e  w i t h  c r e d i t  c a r d s ,  and at the h i g h e s t  d i s c o u n t  c o n s i d e r e d — 9 p e r c e n t —  

9 0  p e r c e n t  w o u l d  n e v e r  us e  a c r e d i t  card.

R e s p o n d e n t s  i n d i c a t e d  a m o r e  f r e q u e n t  use of c r e d i t  c a r d s  for 

c l o t h i n g  than for d u r a b l e  g o o d s  p u r c h a s e s .  In the init i a l  "no d i s c o u n t "  

s i t u t a t i o n ,  30 p e r c e n t  sa i d  t h e y  w o u l d  n e v e r  use a card to b u y  c l o t h i n g .  At 

a 3 p e r c e n t  d i s c o u n t ,  5 3  p e r c e n t  w o u l d  n e v e r  use a card. At the h i g h e s t  

d i s c o u n t  c o n s i d e r e d ,  81 p e r c e n t  w o u l d  c e a s e  u s i n g  a c r e d i t  c a r d  e n t i r e l y .

The c o m p a r i s o n  b e t w e e n  d u r a b l e s  and c l o t h i n g  as to n o n - u s e  of c a r d s  is show: 

in t a b l e  6.4.

A l t h o u g h  a m e a s u r a b l e  s h i f t  f r o m  c r e d i t  to c a s h  a p p e a r s  likely, the 

s u r v e y  re s u l t s ,  e s p e c i a l l y  for d u r a b l e s ,  s u g g e s t  that a d i s c o u n t - f o r - c a s h  

p r o g r a m  m i g h t  be of l i m i t e d  c o s t  e f f e c t i v e n e s s .  It a p p e a r s  that the o f f e r  of 

a 3 p e r c e n t  d i s c o u n t  m a y  p e r s u a d e  20 p e r c e n t  of the c a r d - h o l d i n g  c u s t o m e r  

b a s e  to s w i t c h  f r o m  c r e d i t  to c a s h ,  t hus g e n e r a t i n g  s a v i n g s  on c r e d i t  co s t s .  

Bu t  f r o m  30 to 50 pe-' ent of the c u s t o m e r  b a s e  that w o u l d  p a y  c a s h  a n y w a y  

w o u l d  h a v e  to be g i v e n  the same d i s c o u n t  g i v e n  to the " s w i t c h e r s , "  s t r o n g l y  

s u g g e s t i n g  that the " c r e d i t  p r i c e "  in a n y  t w o - t i e r  s y s t e m  w o u l d  h a v e  to be 

a b o v e  the r e g u l a r  p r i c e  in a o n e - p r i c e  system.

1. T h i s  e s t i m a t e  is l i k e l y  b i a s e d  u p w a r d  to som e  e x t e n t  in that the g r o u p  

of r e s p o n d e n t s  that h a v e  no c r e d i t  c a r d s  m a y  i n c l u d e  some p e r s o n s  w h o  b u y  

f e w  or no c o n s u m e r  d u r a b l e  goods.
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TABLE 6.3

U S E  O F  C R E D I T  C A R D S  F OR  P U R C H A S E S  O F  F U R N I T U R E  A N D  A P P L I A N C E S  

A T  V A R I O U S  L E V E L S  O F  D I S C O U N T  FO R  C A S H

R e s p o n s e s  as P e r c e n t a g e  of N u m b e r of Card H o l d e r s

D i s c o u n t W o u l d Us e  Card P r o p o r t i o n  of Ti m e  W o u l d  U s e  Card
(Percent) N e v e r S o m e t i m e  I None 1/4 ■ 1 1/2 3/4 | All

0 48
r

52 | 48 22 12 6 12
3 69 31 1 69 16 8 2 5

5 75 25 | 75 12 7 2 4

7 82 18 | 82 9 5 2 3
9 85 15 I

1

85 9 3 1 2

R e s p o n s e s as P e r c e n t a g e  of All R e s p o n d e n t s

D i s c o u n t

(Percent)

W o u l d U s e  Card || P r o p o r t i o n  of T ime W o u l d  Use Card

N e v e r S o m e t i m e  I I None I 1/4 1 1/2 | 3/4 | All

0 66

II
34 | | 66 15 8 4 8

3 80 20 | | 80 10 6 1 3

5 84 16 | | 84 8 4 2 3

7 88 12 | | 88 6 3 1 2

9 90 10 11 

II

90 6 2 1 1

R e s p o n s e s  f rom h o u s e h o l d  survey, 1982.

T A B L E  6 . A

P R O P O R T I O N  O F  C R E D I T  C A R D  H O L D E R S  

T H A T  W O U L D  " N E V E R "  U S E  C ARD

D i s c o u n t  | T yp e  of P u r c h a s e

(p ercent) I D u r a b l e s  I C l o t h i n g

0 48 30

3 69 53

5 75 64

7 82 74

9 85 81

Responses from household survey, 19^2



I n d e p e n d e n t  s c u d v  o f  f ea s i b l e  d i s c o u n t s . In a 1982 j o u r n a l  a r t i c l e ,  

C. I n g e n e  and M. L e v y i  set out the c o n d i t i o n s  u n d e r  w h i c h  a d i s c o u n t  for 

c a s h  c a n  be a d v a n t a g e o u s  to r e t a i l e r s  and t h e i r  c u s t o m e r s ,  and u s e d  r e s u l t s  

f r o m  a c o n s u m e r  s u r v e y  on c r e d i t  b u y i n g  h a b i t s  a n d  a t t i t u d e s  t o w a r d  d i s c o u n t s  

to a s s e s s  the f e a s i b i l i t y  of d i s c o u n t  plans.

The a u t h o r s  b e g a n  by p r e s e n t i n g  an e q u a t i o n  for the " p r e s e n t  v a l u e "  

of  the s a l e s - o f  a r e t a i l  m e r c h a n t .  T h e  e q u a t i o n  i n c l u d e d  terras for the pr o­

po r t i o n s  of s ales on c a s h  and t h i r d - p a r t y  c r e d i t  ca r d s ,  r e s p e c t i v e l y ,  as w e l l  

as the p r o p o r t i o n  of the sales p r i c e r e t a i n e d  on c a s h  s a l e s  ( w h i c h  v a r i e s  

w i t h  the siz e  of an y  d i s c o u n t  for cash), an d  the p r o p o r t i o n  of the p r i c e  

r e t a i n e d  on c r e d i t  car d  s a l e s  ( w h i c h  d e p e n d s  u p o n  the f a c t o r i n g  fee p a i d  to 

the c a r d  i s s u e r  and u p o n  the n u m b e r  of d a y s  b e t w e e n  the sal e  an d  the c o l l e c­

tion of funds fro m  the c a r d  issuer). G i v e n  s o m e  cost of c r e d i t ,  the a u t h o r s  

o b s e r v e d  that the o p t i m a l  d i s c o u n t  for c a s h  d e p e n d s  u p o n  the p r o p o r t i o n  of

c r e d i t  c u s t o m e r s  that c a n  be c o n v e r t e d  f r o m  c r e d i t  to c a s h  at v a r i o u s  sized

*

d i s c o u n t s .‘ All c a l c u l a t i o n s  w ere b a s ed  on the a s s u m p t i o n  of an u n c h a n g e d  

r e g u l a r  p rice that b e c o m e s  the c r e d i t  p r i c e  w h e n  d i s c o u n t s  are i n t r o d u ce d .

To m a k e  an e m p i r i c a l  e s t i m a t e  of the e x t e n t  to w h i c h  d i s c o u n t s  for 

c a s h  m i g h t  induce c u s t o m e r s  to pay cash r a t h e r  tha n  use a c r e d i t  card, Ing en e  

an d  L e v y  c o n d u c t e d  a r a n d o m  t e l e p h o n e  s a m p l e  o f  2 4 8  r e s p o n d e n t s  in a m a j o r  

s o u t h w e s t e r n  m e t r o p o l i t a n  area. T he  q u e s t i o n s  p r e s e n t e d  h y p o t h e t i c a l

1. C h a r l e s  A. I n g e n e  and M i c h a e l  Levy, " C a s h  D i s c o u n t s  to R e t a i l  C u s t o m e r s :

An  A l t e r n a t i v e  to C r e d i t  C a r d  S a l e s, "  J o u r n a l  of M a r k e t i n g , v o l .  46 ( S p r i n g  

1982) , pp. 9 2 - 1 0 3 .

2. T h i s  f o r m u l a t i o n  i g n o r e s  the p o s s i b i l i t y  that a s t or e  o f f e r i n g  a c a s h  

d i s c o u n t  m i g h t  a t t r a c t  a d d i t i o n a l  c u s t o m e r s .  T h i s  o u t c o m e  is e x c l u d e d  on 

the g r o u n d s  that, in e q u i l i b r i u m ,  c o m p e t i t i v e  c o n d i t i o n s  w o u l d  r e s u l t  in 

o t h e r  r e t a i l e r s  o f f e r i n g  s i m i l a r  d i s c o u n t s ,  n e g a t i n g  the i n c e n t i v e  for p r o­

sp e c t i v e  c u s t o m e r s  to s w i t c h  s t o r e s  to o b t a i n  d i s c o u n t s .
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s i t u a t i o n s  in w h i c h  c o n s u m e r s  w ere asked to report t heir i n t e n d e d  p u r c h a s e  

b e h a v i o r .  As the a u t h o r s  d e s c r i b e d  the survey, " r e s p o n d e n t s  w e r e  asked, for 

e x a m p l e ,  if they w o u l d  use a credit card or cash (or check) for a typi c a l  

S1Q 0 p u rchase. If they i n d i c a t e d  they w o u l d  use a card, then the i n t e r v i e w e r  

a s k e d  if they w o u l d  p r e f e r  to use their c ar d  on a $100 i t e m  or p a y  $ 9 7  in 

ca s h  or check; that is, w o u l d  they accept a 3% d i s c o u n t .  If they c h o s e  to 

use their card, they w e r e  a sked if they w o u l d  still use their c a r d  in lieu of 

$96 in cash, a 4 %  d i s c o u n t . T h i s  ite r a ti v e  q u e s t i o n i n g  p r o c e d u r e  c o n t i n u e d  

u n t i l  the r e s p o n d e n t  i n d i c a t e d  a p r e f e r e n c e  for p a y i n g  cash, or until a 

7 perc e n t d i s c o u n t  level was reached. Par t  of the s a m p l e  was a s k e d  q u e s t i o n s  

r e g a r d i n g  a $ 100 p u rchase, and a n o t h e r  part was a sked a bout a h y p o t h e t i c a l  

$25 pur c h a se .  T h e s e  q u e s t io n s ,  w h i l e q u i te  s i m i l a r  to the F e d e r a l  Reserve 

q u e s t i o n s  d i s c u s s e d  e a r l i e r , d i f f e r  from t h e m  in some r e s p e c ts .  For instance, 

they c o n c e r n  p u r c h a s e s  of a s p e c i f i e d  d o l l a r  amount r at h e r  than of p a r t i c u l a r  

types of pr oducts.

F or the c ase of a $ 1 0 0  p u rchase, onl y 12 p e r ce n t  of the r e s p o n d e n t s  

i n d i c a t e d  that they w o u l d  t y p i c a l l y  not use a cr e d i t  card; a l m o s t  90 perc e n t  

w o u l d  use a card.^ in r e s p o n s e  to q u e s t i o n s  a bout d i s c o u n t s ,  o n l y  8 percent 

said they w o u l d  not sw i t c h  from credit to c a s h  for a 7 p er c e n t  d i s c o u n t .

T a k i n g  a c c o u n t  of those that w o u l d  hav e  u sed cash w i t h o u t  an y  d i s c o u n t  and 

those wh o  w ou l d  st i c k  w it h  credit c ards d e s p i t e  cash d i s c o u n t s ,  it a p p e a r e d  

that 8 0  perc e n t  w o u l d  s w i t c h  from credit to cash for a d i s c o u n t  of s o m e w h e r e  

b e t w e e n  2 -1/2 and 7 percent. At a d i s c o u n t  of 3 percent, 50 percent of the 

s a m p l e  thou g h t  that they w ou l d  use cas h  for a $100 p u r c h a s e — the 12 percent

1. I b i d . , p . 96.

2. T h i s  p r o p o r t i o n  of credit users is far h i g h e r  than i n d i c a t e d  in the 

F e d e r a l  Rese r ve  s u rveys, w h i c h  may  be p a r t l y  due to the s p e c i f i c a t i o n  of 

a d o l l a r  amount of p u r c h a s e  in the I n g e n e - L e v y  study,
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w h o  w o u l d  a l w a y s  use c a s h  a n d  38 p e r c e n t  w h o  w o u l d  s w i t c h  to c a s h  for a 

d i s c o u n t  of 3 p e rc e n t .

W h e n  a n o t h e r  set of r e s p o n d e n t s  wa s  a s k e d  a b o u t  a S25 p u r c h a s e ,

3 4  p e r c e n t  i n d i c a t e d  t hey n o r m a l l y  w o u l d  u s e  c a s h  (or c h e c k ) .  All b u t 4 p e r­

cen t  of the p a n e l  w o u l d  p a y  w i t h  c a s h  at s ome l evel o f  d i s c o u n t .  A s s u m i n g  

that the p r o p e n s i t i e s  u n c o v e r e d  in these s u r v e y s  t r u l y  r e f l e c t e d  c o n d i t i o n s  

f a c e d  b y  a t y p i c a l  r e t a i l e r ,  the a u t h o r s  c a l c u l a t e d  tha t  the o p t i m a l  d i s c o u n t  

for p u r c h a s e s  in the $1 0 0  r a n g e  w o u l d  be a b o u t  3 p e r c e n t ,  but that for $25 

p u r c h a s e s  o p t i m a l  r e s u l t s  w o u l d  b e  a c h i e v e d  w i t h  n o  d i s c o u n t  at all.

T h e  s t a t i s t i c a l  s u m m a r y  of the f i n d i n g s  for a $ 1 0 0  p u r c h a s e  is 

p r e s e n t e d  in t able 6.5, r e p r o d u c e d  f r o m  the I n g e n e  an d  L e v y  a r t i c l e .  In 

o r d e r  to c a l c u l a t e  the p r e s e n t  v a l u e  of sales, it w a s  n e c e s s a r y  to d e t e r m i n e  

o r  a s s u m e  the c o s t s  a s s o c i a t e d  w i t h  c a s h  and c r e d i t .  T h e  a u t h o r s  a s s u m e d  

that a r e t a i l e r  w o u l d  pa y  a f a c t o r i n g  fee o f  5 p e r c e n t  to the car d  p r o c e s s o r .  

T h e y  a l s o  a s s u m e d  a s i x - d a y  lag b e t w e e n  a c r e d i t  c a r d  sale and c o l l e c t i o n  

f r o m  the c a r d  p r o c e s s o r ,  and u s e d  an i n t e r e s t  r a t e  o f  .05 p e r c e n t  per da y  to 

f i g u r e  the p r e s e n t  v a l u e  of suc h  r e c e i p t s .  T h e  o n l y  e x p l i c i t  c o s t  of cash 

w a s  the h y p o t h e t i c a l  d i s c o u n t ,  w h i c h  v a r i e d  f r o m  z e r o  to 7 p e r ce n t .

As the d i s c o u n t  for c a s h  incre a s e d , the p r e s e n t  v a l u e  of c a s h  

s a l e s  w o u l d  be d i m i n i s h e d  b y  the r i s i n g  d i s c o u n t ,  o f f s e t  to v a r y i n g  d e g r e e s  

by the cos t s a v i n g  on f a c t o r i n g  fees no l o ng e r  r e q u i r e d  for s a l e s  d i v e r t e d  

f r o m  c r e d i t  car d s.  The t ab l e  shows, for p r o g r e s s i v e  le v e l s  o f  d i s c o u n t ,  the 

p r o p o r t i o n  o f  p e o p l e  that w o u l d  pa y cash, and the c a l c u l a t e d  p r e s e n t  v a l u e  

of sales. Fo r  the $ 1 0 0  case, p e a k  p r o f i t a b i l i t y  is r e a c h e d  at a 3 p e r c e n t  

d i s c o u n t .  T h e  v a l u e  of sales at a 4 p e r c e n t  d i s c o u n t  s till e x c e e d s  that at 

the n o - d i s c o u n t  level by a small m a r g i n .  A' h i g h e r  d i s c o u n t s ,  the i n c r e m e n t a l  

n u m b e r  of s w i t c h e r s  is r e l a t i v e l y  small, r e s u l t i n g  in li t t *e  a d d i t i o n a l
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r e d u c t i o n  in c r e d i t - r e l a t e d  costs, but a w i d e n i n g  d e c l i n e  in r e v e n u e s  b e c a u s e  

all c a s h  c u s t o m e r s  trust be g i v e n  the h i g h e r  d i s c o u n t .

T A B L E  6.5

D I S C O U N T E D  P R E S E N T  V A L U E S  FO R  D I S C O U N T S  T H A T  

C O N S U M E R S  R E Q U I R E  TO PA Y  C A S H  R A T H E R  T H A N  

U S E  C R E D I T  C ARDS O N  $10 0  P U R C H A S E S

D i s c o u n t

Cu m u l a t  ive 

P r o p o r t i o n  

P a y i n g  C a s h

D i s c o u n t e d  

P r e s e n t  

V a l u e  as a 

P e r c e n t  

of S a l e s *

0 .1176 9 5 . 3 4

2 -1/2 .2745 9 5 . 4 8

3 .5000 9 5 . 8 6

3 -1/2 .5784 9 5 . 7 5

4 .5980 9 5 . 4 5

4 - 1 / 2 .7157 9 5.27

5 .8235 9 4 . 9 5

5 - 1 / 2 .8627 9 4 . 5 3

6 .8824 9 4 . 1 3

6 - 1 / 2 .9020 9 3.62

*Assuraing a f a c t o r i n g  fee of 5%, a d a i l y  i n t e r e s t  rate 

of .05% and a s i x - d a y  lag b e t w e e n  sales and c o l l e c t i o n '  

f rom the factor.

Sour c e :  I n g e n e  and Levy, " Ca s h  D i s c o u n t s  to R e t a i l

C u s t o m e r s , "  table 1, p. 97.

A c r u c i a l  d e t e r m i n a n t  of t hese r e s u l t s  is the l i n k a g e  b e t w e e n  

the o p t i m a l  d i s c o u n t  and the size of the f a c t o r i n g  fee. The a u t h o r s ,  as 

n oted, a s s u m e d  a 5 p e r c e n t  f a c t o r i n g  fee in their c a l c u l a t i o n s ,  but a fee 

of a r o u n d  3 p e r c e n t  m a y  n o w  be mo r e  n e a r l y  typical, e v e n  for s m a l l e r  

r e t a i l e r s ,  a c c o r d i n g  to the Federal R e s e r v e ' s  r e t a i l e r  cost s u r v e y  d e s c r i b e d  

in C h a p t e r  4. W h e n  the I n g e n e - L e v y  e s t i m a t e s  of p r e s e n t  v a l u e  of s ales are 

r e c o m p u t e d  for a 3 p e r c e n t  f a c t o ri n g  fee, the b e n e f i t  to the r e t a i l e r  of a 

d i s c o u n t  for c a s h  (with u n c h a n g e d  r e g u l a r  price) d i s a p p e a r s  e n t i r e l y ,  n o t w i t h­

st a n d i n g  the h i g h  i n c i d e n c e  of credit card use in the n o - d i s c o u n t  s i t u a t i o n .



A t  a 3 p e r c e n t  d i s c o u n t  for cash, the c a l c u l a t e d  p r e s e n t  v a l u e  of s a l e s  is 

24 c e n t s  l ower per $ 1 0 0  o f  sales tha n w h e n  no d i s c o u n t  at all is given.

W i t h  a 4 p e r c e n t  f a c t o r i n g  fee, the 3 p e r c e n t  d i s c o u n t  for c a s h  is o p t i m a l  

b y  a s m a l l  m a r g i n — by 13 c e n t s  p e r  $ 1 0 0  o f  sa l e s,  c o m p a r e d  w i t h  the no d i s­

c o u n t  case. U n d e r  t h e se  c o n d i t i o n s ,  if the i n i t i a l  p r o p o r t i o n  of c r e d i t  c u s­

to m e r s  or the p r o p o r t i o n  o f  s w i t c h e r s  f r o m  c r e d i t  to c a s h  w e r e  e v e n  s l i g h t l y  

o v e r e s t i m a t e d  in the s u r v e y s ,  the s m a l l  r e m a i n i n g  a d v a n t a g e  to the r e t a i l e r  

f r o m  o f f e r i n g  d i s c o u n t s  c o u l d  e a s i l y  be e l i m i n a t e d . ^  W i t h  a p p a r e n t l y  so 

l i t t l e  to gain, then, it w o u l d  not be s u r p r i s i n g  to find r e t a i l e r s  h e s i t a n t  

to u n d e r t a k e  p r o g r a m s  to o f f e r  d i s c o u n t s  for cash. O r  that, if t h e y  do 

o f f e r  d i s c o u n t s ,  they a d j u s t  t h e i r  s t r u c t u r e  o f  p r i c e s  u p w a r d  c o m p a r e d  w i t h  

the s i n g l e - p r i c e  level.

R e s u l t s  o f  r e t a i l e r  poll on a t t i t u d e s  to t w o - t i e r  p r i c i n g . Th e  

F e d e r a l  R e s e r v e ' s  s u r v e y  of r e t a i l e r s  in A p r i l - M a y  1983 i n c l u d e d  a n u m b e r  of 

q u e s t i o n s  a b o u t  the e x t e n t  to w h i c h  r e t a i l e r s  ha d  a d o p t e d  d i s c o u n t - f o r - c a s h  

p r o g r a m s  and a b o u t  r e t a i l e r  a t t i t u d e s  t ow a r d  s u c h  p r o g r a m s .  As w i l l  be 

seen, d i s c o u n t s  for c a s h  w e r e  c o n s i d e r a b l y  m o r e  w i d e s p r e a d  a m o n g  g a s o l i n e  

r e t a i l e r s  tha n  a m o n g  o t h e r  r e t a i l e r s .  In b o t h  cases, h o w e v e r ,  the o f f e r i n g  

of  a d i s c o u n t  for c a s h  w a s  not a t y p i c a l  p r a c t i c e .

R e t a i l e r s  o f f e r i n g  a d i s c o u n t  for c a s h  w e r e  a s k e d  the s i z e  of the

d i s c o u n t ,  h o w  the s i z e  of the d i s c o u n t  was d e c i d e d  upon, w h e t h e r  the d i s c o u n t

w a s  s ' a i l a b l e  for c h e c k  p a y m e n t  as w e l l  as cash, w h a t  l i m i t a t i o n s  (if any)

a p p l i e d  to the d i s c o u n t ,  w h e t h e r  the p r o g r a m  wa s  p e r m a n e n t  or wa s  a t e m p o r a r y

p r o m o t i o n a l  m e a s u r e ,  an d  w h e t h e r  the d i s c o u n t  wa s  a u t o m a t i c a l l y  g i v e n  to c a s h

1, M o r e o v e r ,  in this r e l a t i v e l y  s i m p l e  m o d e l ,  the c o s t s  of c a s h  and c h e c k s  are 

t r e a t e d  as e q u i v a l e n t ,  and  p a y e r s  by c h e c k  a l s o  r e c e i v e  d i s c o u n t s .  In fact, 

c h e c k s  a p p a r e n t l y  are m o r e  c o s t l y  to h a n d l e  tha n  cash. If c u s t o m e r s  s w i t c h i n g  

f r o m  c r e d i t  c a r d s  f r e q u e n t l y  c h o o s e  to pa y b y  c h e c k ,  the g a i n s  to the r e t a i l e r  

w o u l d  be m i n i m i z e d  f u rther.
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c u s t o m e r s  or h a d  to be r e q u e s t e d .  D i s c o u n t - f o r - c a s h  r e t a i l e r s  w e r e  also 

a s k e d  what p r o p o r t i o n  of their c u s t o m e r s  r e c e i v e d  d i s c o u n t s  for cash.

R e t a i l e r s  not o f f e r i n g  d i s c o u n t s  for cash at the time of the su r ve y  

w e r e  a s k e d  c s e r i e s  of q u e s t i o n s  about w h e t h e r  they had e v e r  o f f e r e d  such a 

d i s c o u n t  and, if so, w h y  t hey h a d  d i s c o n t i n u e d  the p r a c t i c e ,  or w h e t h e r  they 

h a d  e v e r  c o n s i d e r e d  o f f e r i n g  such d i s c o u n t s  and, if so, w h y  they h a d  de c i d e d  

a g a i n s t  it. R e m a i n i n g  r e s p o n d e n t s  w e r e  als o  a sked w h y  t h e y  c h o s e  not to 

o f f e r  d i s c o u n t s  for cash, and all n o n - d i s c o u n t i n g  r e t a i l e r s  w e r e  a sked h o w  

large a d i s c o u n t  t h e y  t h o u g h t  they c ould o f f e r  ( a s s u m i n g  no ch a n g e  in r,,es) 

and s t i l l  m a i n t a i n  the s ame level of p r ofits.

F i n ally, all s u r v e y  r e s p o n d e n t s  w e r e  a s k e d  w h e t h e r  they thou g h t  it 

a g ood idea or a bad idea for a r e t a i l e r  to o f f e r  a d i s c o u n t  to c u s t o m e r s  who 

pay in c ash i n s t e a d  ol by cr ed i t  card, and r e s p o n d e n t s  w e r e  pr o b e d  for the 

r e a s o n s  b e h i n d  t heir a s s e s s m e n t .  T h e y  w e r e  als o  a s k e d  w h e t h e r  a s u r c h a r g e  

for c r e d i t  wa s  p r e f e r a b l e  to a d i s c o u n t  for cash, and why.

T a b l e  6.6 p r e s e n t s  a list i n g  of b u s i n e s s e s  o f f e r i n g  d i s c o u n t s  for 

c ash, and i n c l u d e s  i n f o r m a t i o n  on type of b u s i n e s s ,  s ales v o l u m e ,  p r o p o r t i o n  

erf sales on c r e d i t  card, size of m e r c h a n t  d i s c o u n t  paid, and the size and 

o t h e r  c h a r a c t e r i s t i c s  of the d i s c o u n t  for cash. S u m m a r y  s t a t i s t i c s  by size 

and type of b u s i n e s s  are p r o v i d e d in table 6.7.

A b o u t  o n e - f o u r t h  of the g a s o l i n e  s t a t i o n s  s u r v e y e d  said that they 

p r o v i d e d  d i s c o u n t s  for use of cash. O t h e r  p r o v i d e r s  of d i s c o u n t s  w e r e  w i d e l y  

s c a t t e r e d  by type of b u s i n e s s ,  r e p r e s e n t i n g  a bout 6 - 1 / 2  p e r c e n t  of all n o n­

g a s o l i n e  r e t a i l e r s  i n t er v i e w e d .

A s i d e  f r o m  g a s o l i n e  stations, lumber and b u i l d i n g  s up p l y  d e a l e r s  

w e r e  m o s t  f r e q u e n t l y  found to o f f er  d i s c o u n t s  for cash. Some d e a l e r s  h ave 

c u s t o m a r i l y  p r o v i d e d  b u i l d i n g  c o n t r a c t o r s  w i t h  d i s c o u n t s  for i m m e d i a t e  cash
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TABLE 6.6

S ELE C T E D  C H A RACTERISTICS OF BUSINESSES O F F E R I N G  DISCOUNTS FOR CASH

T y p e  of 

Bus iness

S a l e s 

V o l u m e  

($ t ho u . )

P r u p o r t  ion 

of 'lies on 

C r e ^ t  C a r d

M e r c h a n t  

Di scount 

Pai d

& l z e  of 

Disc*- unt 

for C a s h

D i s c o u n t  

A l s o  for 

C h e c k s

L i m i t a t  ion 

on | 

C a s h  Disc.

A u t o m a t  ic 

or

"A s k  for"

P r o p o r t  ion 

of C u s t o m e r  

Us ing

L u m b e r,  Bldg. S u p p l y 118, 0 0 0

S t o r e 3 r d - P a r t y  

20 3.0 n.a. no n.a. a u t o . n.a.

Lumber, Pidg. S u p p l y 1,000 — 5 1.9 2.0 yes — a u t o . 95

Lumber, Bldg. S u p p l y 3 , 0 0 0 — 1 3.0 6 . 0 yes min. a u t o . 10

Lumber, Bldg. S u p p l y 3 , 0 0 0 — 5 5.5 5.0 yes mdse. auto. 70

Lumber, Bldg. S u p p l y 2 , 0 0 0 — 79 3.5 5. 0 yes — a u t o . 21

Lumb e r ,  Bldg. S u p p l y 1,100 — 1 2.0 10.0 yes — ask for 50

Lumber, Bldg. S u p p l y 2 9 , 0 0 0 ---- 3 5.0 2.0 no -- a u t o . 100

Paint, w a l l p a p e r 1,060 -- 10 3.5 10.0 yes -- a u t o . 100

Gas S t a t i o n s 9 0 0 50 — 5.0 6 . 0 yes m d s e . a u t o . ' 50 '

Gas S t a t i o n s 1 ,100 60 10 5.0 3.0 no — a u t o . 25

Gas S t a t i o n s 5 , 9 9 0 — 5 3.5 n.a. yes n.a. a u t o . 55

Gas S t a t i o n s 1 7 , 0 0 0 — 20 3.0 5.0 yes — a u t o . 50

Gas S t a t i o n s 1 5 6 , 0 0 0 5 3 3.5 5.0 yes — a u t o . 95

Gas S t a t i o n s 1,500 20 10 5.0 3.0 no m d s e . auto. 50

Gas S t a t i o n s 3 , 0 0 0 — 10 3.5 5 .0 yes m d s e . auto. 90

Gas S t a t i o n s 1,500 — 20 3.0 3.0 yes mdse. a u t o . 95

Gas S t a t i o n s 1 ,000 — 30 3.0 n .a. yes n.a. a u t o . 65

Gas S t a t i o n s 9 , 0 0 0 — 30 3.5 5.0 yen m d s e . au t o 60

Gas S t a t i o n s 7 50 — 6 0 3.0 6 . 0 yes — aut o 50

Gas S t a t i o n s 6 , 0 0 0 20 3.0 6 . 0 yes auto. 80

I. I) i n e o n u t s  are limited to m i n i m u m  size p u r c h a s e d  ( m i n . ) ,  to m a x i m u m  size p u r c h a s e s  (max.), or c e r t a i n  t y p e s  of

m e r c h a n d i s e  (mdse.).

" n . a . "  m e n u s  a r e s p o n s e  wa s  not a v a i l a b l e .

m e a n s  tha t  no l i m i t a t i o n s  w e r e  i m p o s e d  o n  d i s c o u n t  a v a i l a b i l i t y .

R e s p o n s e s  fro m  s u r v e y  of r e t a i l e r s ,  1983.



T A B L E  6.6 ( c o n t i n u e d )

I
S E L E C T E D  C H A R A C T E R I S T I C S  OF B U S I N E S S E S  O F F E R I N G  D I S C O U N T S  FOR C A S H  

Sales P r o p o r t i o n  M e r c h a n t  S i z e  of D i s c o u n t L i m i t a t i o n  A u t o m a t i c  P r o p o r t i o n

T y p e  of 

Bus iness

V o l u m e  

(§ thou.)

of Sales on 

C r e d i t  C ard

D i s c o u n t

Paid

D i s c o u n t  

for C a s h

Als o for 

C h e c k s

on

Ca s h  Disc.

or

" A s k  for"

of Custoi 

U s i n g  Di

S tore 3 r d - P a r t y

Cas S t a t i o ns 820 10 — n.a. 6. 0 yes min. a u t o . 90

Gas S t a t i o n s 100 35 5 3.0 3.0 yes — a u t o . 90

Gas S t at i o n s 1,330 15 — 3.0 3.5 yes — a u t o . 30

Cas S t a t i o n s 12,100 — 25 6.0 6.0 yes m d s e . a u t o . 50

Gas S t at i o n s 325 — 20 3.0 6. 0 no m d s e . a u t o . 60

Gas S t a t i o n s 600 50 5 3.0 n.a. yes m d s e . a u t o . 60

Gas S t a t i o ns 850 30 30 n.a. 3.0 no — a u t o . 60

Gas S t a t i o n s 1,100 — 6 n.a. 3.5 no m d s e . a u t o . 93

Gas S t a t i o ns 1,360 — 10 3.0 3.0 yes — a u t o . 37

Gas S t a t i o n s 107,000 15 25 n.a. 3.5 no m d s e . a u t o . 70

Apparel 637 — 8 2.5 10.0 no max. a u t o . n.a.

Apparel 30 — 20 n.a. 2 5.0 no m d e s . a u t o . 65

A p p a r e 1 381 — 10 3.7 5.0 no — a u t o . 100

Apparel 60 — 3 5.0 5.0 no — as k  for 5

Apparel 10 — — 7 6.0 5.0 yes in i n . a u t o . 90

F u r n i t u r e 875 — 5 3.0 5.0 yes — ask for n.a.

Furni ture 2 , 5 1 0 — 5 3.0 3.0 yes — a u t o . 70

Furn iture 953 — 2 6.0 10.0 yes — a u t o . 100

F u r n i t u r e 1,750 — 1 2.0 2.0 no — a u t o . n.a.

F u r n i t u r e 350 — 10 2.0 2.0 yes m a x . a u t o . 5

Furni ture 1,500 — 15 1.5 5.0 yes m d s e . a u t o . 15

Furn iture 1,500 — 10 6.0 n.a. yes -- ask for n.a.

Floor C o v e r i n g 700 — 5 6.0 5.0 yes -- ask for 70

F loor C o v e r i n g 3 , 0 0 0 — 5 2.5 2.0 yes -- aulo. 100

F loor C o v e r i n g 600 — 5 2.7 6.5 no — A. ask for 5

D r a p e r y  & U p h o l s t e r y 300 — 10 2.5 5.0 yes -- ask for 50



TADLE 6.6 (continued)

SELECTED CHARACTE R I S T I C S  OF B U S INESSES O F F E R I N G  DISCOUNTS FOR CASH

T y p e  of 

Bus iness

S ales 

V o l u m e  

($ thou.)

P r o p o r t  ion 

of S a l e s  on 

C r e d i t  C a r d

M e r c h a n t

D i s c o u n t

Paid

S i z e  of 

D i s c o u n t  

for Casii

D i s c o u n t  

A l s o  for 

C h e c k s

L i m i t a t  ion 

on

C a s h  Disc.

A u t o m a t  ic 

or

" A s k  foe'’

A p p l i a n c e  & T V 700

S t o r e  3 r d - P a r t y  

15 2.5 2.0 yes m d s e . ai k  i

A p p l i a n c e  & TV 293 5 2.0 n.a. yes m d s e . a s k  fir

A p p l i a n c e  & TV 32 2 5.0 • 10.0 no — a s k  fcr

Mu s  ic 220 I 4.7 4 . 0 no m i n . auto.

M u 8 ic 47 4 4. 0 4 . 0 yes m d s e . a u t o .

M u s i c .85 I 3.0 5.0 yes — a u t o .

D r u g  S t o r e s 100 2 4 . 0 4 . 0 n o — as k  for

D r u g  S t o r e s 800 1 5.0 10.0 n o m d s e . auto.

S p o r t i n g  G o o d s 750 3 2.0 3. 0 n o — a u t o .

Stat ionery 791 1 4 . 0 10.0 yes min. a u t o

Stat ionery 8 , 5 0 0 5 4 . 0 3.5 yes m d e s . a u t o .

Je w e  Lers 359 45 3.0 10.0 no — a u t o .

J e w e l e r s 865 4 0 3.0 5. 0 n o — a s k  for

P r o p o r t  ion 

of C u s t o m e r  

U s i n g  Disc.

30

50

60

50

50

80

1

6

95

13

20

65

5



p a y m e n t  (or, c o m m o n l y ,  for p a y m e n t  w i t h i n  10 days), w h i c h  m a y  be r e f l e c t e d  

in the h i g h  i n c i d e n c e  o f  r e p o r t e d  d i s c o u n t s  in this group. A m o n g  o t h e r  types 

of r e t a i l e r s ,  d i s c o u n t s  o f  10 p e r c e n t  w ere fairly c o m m o n  and one r e t a i l e r  

r e p o r t e d  a 25 p e r c e n t  d i s c o u n t .  This latter r e s p o n d e n t  m a y  h ave b e e n  c i t i n g  

a b r o a d e r  d i s c o u n t  p r i c i n g  a p p r o a c h , !  in that a d i s c o u n t  o f  25 p e r c e n t  is 

l i k e l y  m u c h  larger t h a n  the cos t  s a v i n g  r e a l i z a b l e  f r o m  s h i f t i n g  some c u s t o­

me r s  to c a s h  f rom c r e d i t  cards. The d i s c o u n t s  of 10 p e r c e n t  als o  a p p e a r  

l a r g e r  than s u p p o r t a b l e  by  cost d i f f e r e n c e s  alone, and thus m a y  par tl y  

r e f l e c t  e x p e c t a t i o n s  o f  or a t t e m p t s  to g a i n  i n c r e a s e d  sales. N e v e r t h e l e s s ,  

i n s o f a r  as such d i s c o u n t s  are tied to use of c ash and not a v a i l a b l e  to 

c r e d i t  car d  users, th e y  are a p p r o p r i a t e l y  t r e a t e d as d i s c o u n t s  for cash.

S u m m a r y  s t a t i s t i c s  (t a b l e  6.7) s h o w  that the a v e r a g e  size of the 

d i s c o u n t s  for c ash w a s  j u s t  u n d e r  4 p e r c e n t  at g a s o l i n e  s t ac i o n s  and n e a r l y  

6 p e r c e n t  at o t n e r  t ypes of r e t a i l e r s  ( c o l u m n  6). At 62 p e r c e n t  of the 

g a s o l i n e  s t a t i o n s  and at 4 3  p e r c e n t  of o t h e r  retai l e r s ,  a s i z e - o f - p u r c h a s e  

or t y p e - o f - m e r c h a n d i s e  r e s t r i c t i o n  l i m i t e d  e l i g i b i l i t y  for the d i s c o u n t  

( c o l u m n  9). S e v e r a l  r e t a i l e r s — 27 p e r c e n t  of the gas s t a t i o n s  an d  38 p e r c e n t  

-of the o t h e r  r e t a i l e r s — e x c l u d e d  c h e c k  t r a n s a c t i o n s  from t heir d i s c o u n t  

o f f e r  ( c o l u m n  8). Th e  d i s c o u n t  was a u t o m a t i c a l l y  a v a i l a b l e  at all of the 

g a s o l i n e  s t a t i o n s , but h a d  to be r e q u e s t e d  at a third of the o t h e r  r e t a i l e r s  

( c o l u m n  7), i n d i c a t i n g  that the a v a i l a b i l i t y  of d i s c o u n t s  in s e v e r a l  c ases 

was n a r r o w e r  than c o n t e m p l a t e d  in the C a s h  D i s c o u n t  Act.

A m o n g  o t h e r  s t a t i s t i c s  of note, a v e r a g e  f a c t o r i n g  fees paid to 

c r e d i t  car d issu e r s  w e r e  s l i g h t l y  h i g h e r  at r e t a i l e r s  that o f f e r e d  d i s c o u n t s  

(3.4 p e r c e n t )  than ft c a r d - h o n o r i n g  r e t a i l e r s  g e n e r a l l y  (3.1 percent, from

1. S ome " d i s c o u n t  s t o r e s , "  for ins t a n ce ,  a d v e r t i s e  goods at p ri c e s  s u b s t a n t i a l l y  

lower than a s p e c i f i e d  list price or one d e s c r i b e d  as c o m m o n l y  avai l a b l e.
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TABLE 6.7

P R O P O R T I O N  O F  R E T A I L E R S  O F F E R I N G  D I S C O U N T S  FOR C A S H  A N D  

SELF.CTpD S T A T I S T I C S  BY T Y P E  A N D  S I Z E  O F  R E T A I L E R

1
| N u m b e r

C a t e g o r i e s  of 

R e t a i l e r s

I T o t a l  _______

|Number  o f  |of Re- | All

As P e r c e n t  of:

R e s p o n d e n t s  O f f e r i n g  D i s c o u n t s  for Cas h________________________________

Siz e  of |Size o f  | P r o p o r t i o n  o f  r e t a i l e r s  w i t h  d i s c o u n t

C a r d M e r c h a n t | D i s c o u n t |  G i v e n  O n l y  | Not G i v e n  | S u b j e c t  to

h ) (2 ) (3) (4) "  T 5 J .. (6) (7) (8) " (9)

A 1 1 R e t a i l e r s 712 61 8.6 10.7 3.4 5.1 21 34 49

Ga s  S t a t i o n s 92 22 2 3. 9 2 6 . 2 3.5 3.8 0 27 62

Al I O t h e r 620 39 6.3 8. 0 3.3 5.8 33 38 43

All o t h e r ,  by s ales •

L e s s  t h a n  $ 1 0 0  t h o u s a n d 79 5 6. 3 13.2 4. 5 9.8 40 60 60

$ 1 0 0 - 9 9 9  t h o u s a n d 270 18 6. 7 8 . 4 3*1 5.9 44 50 39

$1 - 9 . 9 9  m i l l i o n 169 13 7.7 9.1 3.1 4.6 23 8 38

$ 10 - 9 9 . 9  mi 1 1 ion 

$ 1 0 0  m i l l i o n  an d  o v e r

100 3 3.3 9.7 4 . 0 2.6 0 67 67

1. L i m i t s  m o s t  c o m m o n l y  m e n t i o n e d  i n c l u d e d  r e s t r i c t i o n s  on the type o f  >._rchnndise e l i g i b l e  for d i s c o u n t s  or on the 

m i n i m u m  s i z e  of p u r c h a s e  to w h i c h  a d i s c o u n t  w o u l d  be a p p lied.

R e s p o n s e s  from s u r v e y  of r e t a i l e r s ,  1983.



table 4.9). Th e  p r o p o r t i o n  of s a le s  o n  c r e d i t  c a r d s  at d i s c o u n t - o f f e r i n g  

r e t a i l e r s  wa s  s o m e w h a t  lower than a ve rage.

T a b l e  6.7 a l s o  i n d i c a t e s  that the size of the d i s c o u n t  for cash 

ten de d  to v a r y  w i t h  the size (sales v o l u m e )  of the r e t a i l e r ,  a l t h o u g h  the 

small n u m b e r  of o b s e r v a t i o n s  li m i t s  the c o n f i d e n c e  that ca n  be a c c o r d e d  the 

s i z e - g r o u p  b r e a k d o w n .  Still, d i f f e r e n c e s  in a v e r a g e  d i s c o u n t s  for c ash among 

r e t a i l e r s  of d i f f e r e n t  size w e r e  r a t h e r  s t riking. Th e  p a t t e r n  of d i f f e r e n c e  

is c o n s i s t e n t  w i t h  the f a c t o r i n g  fee s t r u c t u r e  for c r e d i t  c ards w h e r e b y  

s m a l l e r  m e r c h a n t s  pay lar g er  fees (and t h e r e f o r e  h a v e  a g r e a t e r  i n c e n t i v e  to 

o f f e r  la r g e r  d i s c o u n t s  for cash) .

T h e  p r o p e n s i t y  of s m a l l e r  m e r c h a n t s  to give larger d i s c o u n t s  i.s 

also c o n s i s t e n t  wi t h  the r e s p o n s e s  g i v e n  by  n o n - d i s c o u n t i n g  m e r c h a n t s  to the 

q u e s t i o n  of h o w  large a d i s c o u n t  they t h o u gh t  that they c o u l d  o f f e r  and still
i

m a i n t a i n  a g i v e n  level of profits. S h o w n  in t a b l e  6.8, this d i s t r i b u t i o n  

of e s t i m a t e d  " e q u a l - p r o f i t " » d i s c o u n t s  shows s m a l l e r  d i f f e r e n c e s  a mo n g  r e t a i l e r  

size g r o up s ,  but the i n v e r s e  a s s o c i a t i o n  of size of b u s i n e s s  w i t h  size of 

d i s c o u n t  h o l d s  a c r o s s  all c a t e g o r i e s  of r e t a i l e r .

T a b l e  6.9 p r o v i d e s  c e r t a i n  i n f o r m a t i o n  about the r e t a i l e r s  that 

r e p o r t e d  not o f f e r i n g  d i s c o u n t s  for cash. A  s m a l l n u m b e r  (about 4 percent 

of all r e s p o n d e n t s )  o n c e  o f f e r e d  d i s c o u n t s  for cash, but no longer do so. A 

larger g r o u p  (about 18 p e rc e n t )  said the y ha d  c o n s i d e r e d  o f f e r i n g  d i s c o u n t s  

i r e  cash, but h a d  d e c i d e d  a g a i n s t  such an action. Of chose r e t a i l e r s  that 

w e r e  not o f f e r i n g  d i s c o u n t s ,  t h e r e f o r e ,  the m a j o r i t y  h a d  not s e r i o u s l y  c o n­

si d e r e d  such an option. All r e t a i l e r s  in t hese c a t e g o r i e s  w e r e  a s k e d  w h y  

t hey w e r e  not o f f e r i n g  d i s c o u n t s  for cash. R e s p o n s e s  are s h o wn  in the table 

for g a s o l i n e  s t a t i o n s  and all o t h e r  r e t a i l e r s  s e p a r a t e l y .
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In g e n e r a l ,  t h e r e  w e r e  f e w  m a j o r  d i f f e r e n c e s  a m o n g  t h e  c a t e g o r i e s  

of r e t a i l e r s  in r e a s o n s  for not  o f f e r i n g  d i s c o u n t s  for cash. M a n y  r e a s o n s  

w e r e  m e n t i o n e d ,  w i t h  no si n g l e  r e a s o n  d o m i n a t i n g  t he  r e s p o n s e s .  M o s t  o f t e n  

m e n t i o n e d  w a s  the l a c k  of n e e d  for s uch a m e a s u r e ,  f r e q u e n t l y  b e c a u s e  little 

or no b u s i n e s s  w a s  t r a n s a c t e d  b y  c r e d i t  card. M e n t i o n e d  a l m o s t  as o f t e n  was 

the v i e w  that a d i s c o u n t  for c a s h  w o u l d  be " t o o  c o s t l y , "  w o u l d  "cu t p r o f i t s , "  

or m i g h t  " s t a r t  p r i c e  w a r s . "  S e v e r a l  d i f f e r e n t  r e a s o n s  w e r e  m e n t i o n e d  by 

about 7 to 10 p e r c e n t  of the r e s p o n d e n t s .  T h e s e  i n c l u d e d  the a s s e r t i o n s  

that d i s c o u n t s  w e r e  " t o o  c o n f u s i n g "  or that " c u s t o m e r s  d o n ' t  l i k e "  them, 

that d i s c o u n t s  are " u n f a i r "  or " d i s c r i m i n a t o r y "  to some c u s t o m e r s ,  and that 

the r e t a i l e r  m i g h t  " l o s e  s a l e s "  or "no t  g a i n  an y  s a l e s "  by o f f e r i n g  d i s c o u n t s .  

B o o k k e e p i n g  an d p a p e r w o r k  p r o b l e m s  w e r e  m e n t i o n e d  b y  s e v e r a l  gas s t a t i o n s  

but by o n l y  a fe w  r e t a i l e r s  in o t h e r  lines of b u s i n e s s .

T A B L E  6.8

- r, - - ^  —  - — JJ" =?3H

A C T U A L  A N D  P O S S I B L E D I S C O U N T S  FO R  C A S H  AT N O N - G A S O L I N E  R E T A I L E R S

A c t u a l  D i s c o u n t s P o s s i b l e  D i s c o u n t

for R e t a i l e r s W i t h  U n c h a n g e d

S a l e s  C a t e g o r i e s T h a t  O f f e r P r o f i t s  for

of R e t a i l e r s D i s c o u n t s N o n - d i s c o u n t e r s

Less than $ 1 0 0  t h o u s a n d 9. 8 5 .3

$ 1 0 0  - 999 t h o u s a n d 5.9 4. 5

$1 - 9 . 9 9  m i l l i o n A . 6 3.7

$1 0  - 9 9 . 9  m i l l i o n

2.6

2 .5

$ 1 0 0  m i l l i o n  and ove r o iAt •

Responses from survey of retailers, 1983.



TABLE 6.9

REASONS GIVEN BY RETAILERS NOT OFFERING DISCOUNTS FOR CASH

! I______________  P r o p o r t i o n  C i t i n g  as R e a s o n  for Not O f f e r i n g  D i s c o u n t ______________ ____________

I N u m b e r  | No Need; |Too Costly; |Might L o s e f  U n f a i r  to ( D i f f i c u l t | C o n f us  i o n ; | B o o U k e e p  i ng|

C a t e g o r i e a  of | of Re- | Not M a n y  |Cut P r o f  its;|Salea; No | C us t o m e r s ;  |For S a l e a | C u s t o m e r s  !Paper W o r k  |A1 I O t h e r

R e t a i l e r s ________________ jtailers |Card Salesl Pr i c e  W ars |Sales G a i n ( D i s c r i m i n a t e s |  Clerks |Don't Like j P r o b l e m s  I Reas o n s

Used to O f f e r  Discount,

Don't N o w 20 20 40 5 5 — 10 10 10

G a s  S t a t i o n s  

A1 1 O t h e r

4

16 25

(too few o b s e r v a ti o n s ,  

44 6

p r o p o r t i o n s  not m e a n i n g f u l )

6 13 6

H ave C o n s i d e r e d ,  Don't

O f f e r  D i s c o u n t 89 18 17 7 8 5 13 9 23

G a s  S t a t i o n s 15 13 20 - 7 - 13 33 13

All O t h e r 74 19 16 8 8 6 12 4 26

Oth er s  not O t t e r i n g  

D i s c o u n t 391 33

f

19 7 6 3 11 3 18

Ca s  St a t i o n s 45 24 29 9 7 _ 7 1 1 13

All O t h e r s 346 34 20 6 6 3 11 2 18

R e s p o n s e s  from survey of r et a i l e r s ,  1983.



A l l  s u r v e y  r e s p o n d e n t s  w e r e  a s k e d  w h e t h e r  the y  t h o u g h t  it a g o o d  

i d e a  or a b a d  ide a  for a r e t a i l e r  to o f f e r  d i s c o u n t s  for cash. T h e s e  

r e s p o n s e s ,  w i t h  the r e a s o n s  given, are s h o w n  in t a b l e  6.10. W h i l e  q u e s t i o n s  

o f  this t h e o r e t i c a l  o p e n - e n d e d  n a t u r e  w a r r a n t  c o n s e r v a t i v e  i n t e r p r e t a t i o n ,  

the p r o p o r t i o n  l a b e l i n g  d i s c o u n t s  a " g o o d  i d e a "  is n e v e r t h e l e s s  i m p r e s s i v e l y  

h i g h  at 41 p e r c e n t  o f  the panel. T h e  f i g u r e  is s o m e w h a t  s u r p r i s i n g  in v i e w  

of the far s m a l l e r  n u m b e r  o f  r e t a i l e r s  that a c t u a l l y  o f f e r  d i s c o u n t s  for 

c ash. It m a y  be that some r e s p o n d e n t s  b e l i e v e  d i s c o u n t s  are a goo d  idea for 

r e t a i l e r s  g e n e r a l l y  but, for s ome r e a s o n ,  not in t he i r  own s i t u a t i o n .  M o r e  

likely, the a s s e s s m e n t s  m a i n l y  r e f l e c t  s p o n t a n e o u s  r e a c t i o n s  to an issue 

b y  r e s p o n d e n t s  w h o  h a d  g i v e n  it l i t t l e  s e r i o u s  t h o u g h t  b e f o r e , !  a s i t u a t i o n  

that m i g h t  tend to y i e l d  a r e l a t i v e l y  e v e n  d i v i s i o n  b e t w e e n  " g o o d "  and " b a d "  

a s s e s s m e n t s .

In v i e w  of  the h i g h e r  p r o p o r t i o n  of gas s t a t i o n s  o f f e r i n g  d i s c o u n t s  

than of o t h e r  types o f  r e t a i l e r s ,  it is a n o m a l o u s  that a s m a l l e r  p r o p o r t i o n  

of gas s t a t i o n s  v i e w e d  d i s c o u n t s  f a v o r a b l y  (34 p e r c e n t )  t h a n  w a s  the cas e  

a m o n g  o t h e r  r e t a i l e r s  (42 p e r c e n t ) .  C u r i o u s l y ,  a m o n g  the 21 gas s t a t i o n s  

a c t u a l l y  o f f e r i n g  d i s c o u n t s ,  9 d e s c r i b e d  that p o l i c y  as a "bad ide a. "  R e a­

sons for r e g a r d i n g  d i s c o u n t s  as a " g o o d  i d e a "  w e r e  r a t h e r  e v e n l y  d i v i d e d  

a m o n g  such b e n e f i t s  as i m p r o v e d  c a s h  flow, g e n e r a t i o n  of i n c r e m e n t a l  sales 

or p r o f i t s ,  a s ense of f a i r n e s s  to c a s h - u s i n g  c u s t o m e r s ,  an d  b e t t e r  c o v e r a g e  

of c r e d i t  c a r d  costs.

H o w  n o n - g a s o l i n e  r e t a i l e r s  of d i f f e r e n t  s i z e  r e g a r d e d  the p r a c t i c e

of g i v i n g  d i s c o u n t s  for c a s h  is s h o w n  in T a b l e  6.11. C l e ar l y ,  s m a l l e r

r e t a i l e r s  w e r e  m o r e  l i k e l y  to v i e w  d i s c o u n t s  f av o r a b l y ;  t h o s e  in the lowest

1. As table 6.9 s h o w s ,  o n l y  a b o u t  22 p e r c e n t  o f  r e t a i l e r s  not o f f e r i n g  d i s­

c o u n t s  for cas h  h a d  e v e r  c o n s i d e r e d  d o i n g  so (or h a d  a c t u a l l y  d o n e  so).
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s a l e s  c a t e g o r y  w e r e  t w i c e  as l i k e l y  to t e r m  d i s c o u n t s  a g oo d  idea as w e r e  

r e t a i l e r s  in the h i g h e s t  sales c a t e g o r y .  T h i s  r e s u l t  is, of course, c o n­

sis t e n t  w i t h  f i n d i n g s  a l r e a d y  p r e s e n t e d  that h i g h e r  p r o p o r t i o n s  of s m a l l e r  

r e t a i l e r s  p r o v i d e  d i s c o u n t s  for cash, that the y pay h i g h e r  f a c t o r i n g  fees 

to c a r d  i s s uers, and o f f e r  la r g e r d i s c o u n t s  for cash.
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TABL E 6.10

A S S E S S M E N T  OF D I S C O U N T  FOR C ASH  AS G O O D  OR BAD IDEA, WITH REAS ON S CIT ED

1 Rea son s for R e g a r d i n g  as Go od Idea

1 (pe rcent of "good" responses)

Pr opo rti on^ 1 Bette r Cash Att ra ct 1 Fair 1 Cov er Cost
C at eg ori es Re sp ond ing iFlov; Proiapter C u s t o m e r s ; Inc rea se 1 to 1 of C a r d s ;

of Ret ai le rs "Good Idea" 1 Receipt Sales Highe r Pr of it s 1 Cus to me r 1 Reduce Fees

All Ret ai le rs 41 15 14 11 13 8

Gas Stations 34 16 19 29 10
All Ot he r s 42 15 13 12 10 8

1 Re as on s for R eg ar din g as Bad Idea

1

Proport ion!

(percent of "bad" res p o n s e s )

1 To o  Costly; 1 Un f a i r  to 1 Con fus ion ; 1 No Need; 1 Might Lose
Ca te go r i e s  1 Re spo nd in g Cut Profits; 1 C u s t o m e r ; 1 Cus to me rs 1 Nor Man y | Sales; Nj

of Re ta i l e r s  1 "Bad Idea" Price Wars 1 Di sc rim i n a t e s 1 Don 't Likel Card Sales 1 Sales Cai n

All Ret ai le rs 57 23 20 15 11 8

Cas Station s 66 17 25
i

13 3 . 12

All Oth er 56

-in*— ii

24

_ T  IIL _ T ~ - I f - r -

19 15 13 7

T. P r o p or tio ns of ''good Idea" and ''bad idea" resp onses  do not add Co 100 percent w i t h i n  pnr- 

tic ular categ or ies  bec aus e of "don't know" responses.

Re sp o n s e s  from aur”?;.' of retailers, 1983.

F i n a ll y ,  r e s p o n d e n t s  w e r e  a s k e d  w h e t h e r ,  i n s t e a d  of a d i s c o u n t  for 

cash, a d d i n g  an e x t r a  fee w h e n  c u s t o m e r s  use c r e d i t  c a r d s  wa s  a g ood idea 

or a bad idea. ( R e s u l t s  are s h o w n in table 6 . 1 2 . )  T w e n t y - n i n e  p e r c e n t  of 

<jt£.l r e s p o n d r n t a  who a n s w e r e d  the q u e s t i o n  t h o u g h t  that s u r c h a r g e s  for cre d it



TA B L E  6.11

A S S E SSMENT OF DISCOUNT FOR CASH AS GOOD O R  BAD IDEA BY SIZE OF RETA I L E R4
. . ... . .  7

C a t e g o r y  of R e t a i l e r  1 

By S a l e s  V o l u m e

T o t a l  

N o n - G a s o l i n e  

R e s p o n d e n t  s

I N u m b e r  

D i s c o u n t s

C i t  iug 

for C a s h  As:

! P r o p o r t i o n  

j D i s c o u n t s  for

Cit ing 

C a s h  As:

i G o o d  Idea I Bad I dea l G o o d  I dea I Bad I dea

All R e s p o n d e n t s 613 257 361 6 1 . 9 55.6

L e s s  t ha n  $ 1 0 0  L h o u a n d 80 6 0 38 5 0 . 0 6 7 . 5

$ 1 0 0  - 9°9 t h o u s a n d 266 113 166 6 2 . 5 56.1

$1 - 9 . 9 9  m i l l  ion 168 73 96 6 3 . 5 5 6 . 0

$ 10 - 9 9 . 9  m i l  lion 56 20 35 35.7 62.5

$ 1 0 0  m i l l i o n  & o v e r 61 10 29 2 6 . 6 70.7

R e s p o n s e s  f r o m  s u r v e y  of r e t a i l e r s ,  1983.



r e p r e s e n t e d  a b e t t e r  a p p r o a c h  to tw o - t i e r  p r i c i n g  than did d i s c o u n t s  for 

cash.^- A m o n g  n o n - g a s o l i n e  r e t a i l e r s ,  s m a l l e r  b u s i n e s s e s  w e r e  m o r e  likely 

than large b u s i n e s s e s  to r e g a r d  s u r c h a r g e s  as a b e t t e r  idea than d iscounts.

On the who l e ,  it did  not ap pe a r  that a u t h o r i z a t i o n  of s u r c h a r g e s  w o u l d  h ave 

a m a j o r  impact on the f r e q u e n c y  of t w o - t i e r  pricing. As i n d i c a t e d  in previous 

tables, 4 2  p e r c e n t  of n o n - g a s o l i n e  r e t a i l e r s  d e s c r i b e d  d i s c o u n t s  for cash as 

a g o o d  idea, b u t  o n l y  6 - 1 / 4  p e r c en t  a c t u a l l y  w e r e  o f f e r i n g  d i s c o u n t s  in the 

s p r i n g  of 1983. J u d g i n g  from these results, if a b o u t  6 p e r c e n t  of those wh o  

thou g h t  s u r c h a r g e s  to be the b e t t e r  a p p r o a c h  w o u l d  a dopt t w o - t i e r  pricing, 

an a d d i t i o n a l  2 p e r c e n t  of all n o n - g a s o l i n e  r e t a i l e r s  w o u l d  e m p l o y  a two-tier 

system.
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T A B L E  6 . 1 2

R E T A I L E R  C O M P A R I S O N  O F  C R E D I T  CA R D  S U R C H A R G E  TO CAS H D I S C O U N T

T y p e  of R e t a i l e r  and 

V o l u m e  o f  S a l e s  C a t e g o r i e s

1 1 

1 1 
N u m b e r  

1 of 

1 R e s p o n d e n t s  1

P e r c e n t a g e  of Ret ai l e r s  

T h a t  Sai d  S u r c h a r g e  G o o d  

or Bad I dea C o m p a r e d  to 

D i s c o u n t  for Cash 

G oo d  Idea I Bad Idea

All R e t a i l e r s 700 29 71

G a s o l i n e  S t a t i o n s 89 33 67

A l 1 O t h e r 611 28 72

L ess tha n  $ 1 0 0  t h o u s a n d 78 41 59

$100 - 9 9 9  t h o u s a n d 267 31 69

$ 1 - 9 . 9 9  m i l  lion 167 21 79

$10 - 9 . 9 9  m i l l i o n 55 20 80
$ 1 0 0  m i l l i o n  and ove r 42 26 74

R e s p o n s e s  f rom s u r v e y  of r e t a i l e r s ,  1983.

1. It m a d e  li t tl e  d i f f e r e n c e  w h e t h e r  the r e s p o n d e n t  hai p r e v i o u s l y  d e s c r i b e d  

d i s c o u n t s  as a g o o d  idea or a bad idea.
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T E X T  OF CAS H  D I S C O U N T  A C T  O F  1981

PUBLIC LAV/ 97-25—JULY 27. 1981 

Public Law 97-25 
97th Congress 

An Act
To amend the Truth in Lending Act to encourage cash discounts, and for otherpurposes.
Be it enacted by the Senate and House o f  Representatives o f  the 

United States o f America in Congress assembled, That this Act may be 
cited as the “Cash Discount Act’

TITLE I—CASH DISCOUNTS
S e c . 101. Section 167(b) of the Truth in Lending Act (15 U.S.C. 

1666fTb)) is amended to read as follows:
“(b) With respect to any sales transaction, any discount from the 

regular price offered by the seller for the purpose of inducing 
payment by cash, checks, or other means not involving the use of an 
open-end credit plan or a credit card shall not constitute a finance 
charge as determined under section 106 if such discount is offered to 
all prospective buyers and its availability is disclosed clearly and 
conspicuously.".
* S e c . 102. (a) Section 103 of the Truth in Lending Act (15 U.S.C. 1602) 
is amended by adding a t the end thereof the following:

"(z) As used in this section and section 167, the term ‘regular price’ 
means the tag or postec price charged for the property or service if a 
single price is tagged or posted, o rthe  price charged for the property 
or service when payment is made by use of an open-end credit plan or 
a credit card if either (1) no price is tagged or posted, or (2) two prices 
are tagged or posted, one of which is charged when payment is made 
by use of an open-end credit plan or a credit card and the other when 
payment is made by use of cash, check, or similar means. For 
purposes of this definition, payment by check, draft, or other negoti­
able instrument which may result in the debiting of an open-end credit 
plan or a credit cardholder ’s open-end account snail not be considered 
payment made by use of the plan or the account.’’.

(b) Effective April 10,1982—
(1) subsections (x) and (y) of section 103 of the Truth in Lending 

Act (as redesignated by section 603(b) of Public Law 9G-221) are 
redesignated as subsections (y) and (z), respectively: and

(2) subsection (z) of such section (as adaed by subsection (a)) is 
redesignated as subsection (x) and is inserted after subsection (w).

Sec. 103. Any rule or regulation of (be Board of Governors of the 
Federal Reserve System pursuant to section 167(b) of the Truth in 
Lending Act. as such section was in effect on the day before the date 
of enactment of this Act, is null and void.

TITLE H -BA N  ON CREDIT CARD SURCHARGES
S e c . 201. Section 3(cX2) of Public Law 94-222 (15 U.S.C. 1666f note) 

is amended to read as follows:
“(2) The amendments made by paragraph (1) shall cease to be 

effective on February 27,1984.’’.
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S e c . 202. Not later than two years.after the date of enactment of 
this Act, the Board of Governors of the Federal Reserve System shall 
prepare a study, on the basis of a review and analysis of such data and 
studies as it finds appropriate, and shall submit its findings to the 
Committee .on Banking, Housing, and Urban Affairs of the Senate 
and the Committee on Banking, Finance and Urban Affairs of the 
House of Representatives on the effect of charge card transactions 
upon card issuers, merchants, and consumers, including to the extent 
possible—

(1) the effects of charge card transactions on retail sales;
(2) the effect of charge card usage on consumers and on 

merchants, including the effects on merchant cost; and
(3) the effect of charge card usage on the pricing of goods and 

services, with a comparison of the costs resulting from payment 
by (A) currency and coin, (B) by personal check or similar 
instrument, (C) by in-house credit plans, and (D) by charge card.

TITLE m —MISCELLANEOUS
Sec. 301. Section 625(c) of Public Law 96-221 is amended by adding 

at the end thereof the following: "Any creditor who elects to comply 
with such amendments and any assignee of such a creditor shall be 
subject to the provisions of sections 130 and 131 of the Truth in 
Lending Act, as amended by sections 615 and 616, respectively, of this 
title.”.

S e c . 302. Section 5137 of the Revised Statutes (12 U.S.C. 29) is 
amended by adding at the end thereof the following new paragraph:

“Notwithstanding any other provision of this section, any national 
banking association which, on the date of enactment of this para­
graph, held title to and possession of real estate which was carried on 
the association's books at a nominal value on December 31,1979, may 
continue to hold such real estate until December 31, 1982, if the 
earnings from such real estate are separately disclosed in the finan­
cial statements of the association.".

S e c . 303. (a) Section 204 of the Public Health Service Act is 
amended by inserting after the first sentence the following new 
sentence: "The President may appoint to the office of Surgeon 
General an individual who is sixty-four years of age or older.”.

(b) Section 211(aXl) of such Act is amended by adding a t the end 
thereof the following new sentence: “This paragraph does not apply 
to the Surgeon General of the United States.”.

Approved July 27, 19S1.

LEGISLATIVE HISTORY-H .R . 31 (H.R. 3132) (S. 414):
HOUSE REPORT No. 97-1.VI (Comm, of Conference).
SENATE REPORT No. 97-23 Accompunying S. 414 (Comm, on Bunking, Housing, and 

Urban Affuirs)
CONGRESSIONAL RECORD. Vol. 127 (1981):

Feb. 24, considered and nussed House.
Mur. 5, S. 414 considered in Scnote.
Mur. 12. considered and passed Senate, amended, in lieu of S. 414.
May 4. H.R. 3132 considered and passed House.
May 20, Ju ne  24, House considered and agreed to conference report.
July 14, Senate ngreed to conference report.
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A P P E N D I X  B

T h e  F e d e r a l  R e s e r v e  B o a r d  h a s  s p o n s o r e d  a n u m b e r  o f  c o n s u m e r  and 

r e t a i l e r  s u r v e y s ,  m e n t i o n e d  in the text o f  this r e p o r t ,  t h a t  f o c us  on c r e d i t  

c a r d s  to s ome e x t e n t .  T h r e e  s u r v e y s — two o f  c o n s u m e r s  in 1982 an d  1983, 

a n d  one of r e t a i l e r s  in 1 98 3 — w e r e  d e s i g n e d  s p e c i f i c a l l y  to a d d r e s s  is s u e s  

d i s c u s s e d  in the r e p o r t .  A l l  of the c o n s u m e r  an d r e t a i l e r  s u r v e y s  s u m m a r i z e d  

b e l o w  w e r e  c o n d u c t e d  on b e h a l f  of the F e d e r a l  R e s e r v e  B o a r d  by the S u r v e y  

R e s e a r c h  C e n t e r  (SRC), I n s t i t u t e  for S o c i a l  R e s e a r c h ,  U n i v e r s i t y  of M i c h i g a n . - 

In a d d i t i o n ,  the F e d e r a l  R e s e r v e  B o a r d  i n i t i a t e d ,  and s e r v e d  as a j o i n t  

s p o n s o r  of, a b e n c h m a r k  S u r v e y  of C o n s u m e r  F i n a n c e s  in 1983. I n f o r m a t i o n  

f r o m  o v e r  4 , 0 0 0  h o u s e h o l d s  was c o l l e c t e d  by S R C  m a i n l y  in the s p r i n g  an d 

s u m m e r  of 1983. R e s u l t s  are not ye t a v a i l a b l e .

1977 C o n s u m e r  C r e d i t  S u r v e y. A  s u r v e y  o f  2 , 5 6 3  h o u s e h o l d s ,  c o n­

d u c t e d  in A u g u s t  and S e p t e m b e r  o f  1977, e x p l o r e d  c o n s u m e r  us e  of d i f f e r e n t  

types of credit, and m e a s u r e d  c o n s u m e r  a w a r e n e s s ,  u n d e r s t a n d i n g ,  a t t i t u d e s ,  

and b e h a v i o r  r e g a r d i n g  c r e d i t  and its r e g u l a t i o n .  F i e l d  w o r k  w a s  j o i n t l y  

s p o n s o r e d  by the F e d e r a l  R e s e r v e  Board, the O f f i c e  of the C o m p t r o l l e r  o f  the 

C u r r e n c y ,  and the F e d e r a l  D e p o s i t  I n s u r a n c e  C o r p o r a t i o n .  A n  a n a l y s i s  of  the 

i n f o r m a t i o n  o b t a i n e d  in the s u r v e y  wa s  p u b l i s h e d  in T h o m a s  A. D u r k i n  a n d  

G r e g o r y  E. E l l i e h a u s e n ,  1977 C o n s u m e r  C r e d i t  S u r v e y  ( W a s h i n g t o n :  B o a r d  of 

G o v e r n o r s  of the F e d e r a l  R e s e r v e  S y s t e m ,  D e c e m b e r  1978),

1978 F o l l o w - u p  S u r v e y  o f  C o n s u m e r s . In A u g u s t  a n d  N o v e m b e r  of 

1978, S R C  c o n d u c t e d  reir.terviews w i t h  m a n y  o f  the sam e  h o u s e h o l d s  q u e s t i o n e d  

in tha 1977 C o n s u m e r  C r e d i t  Surv e y .  An a n a l y s i s  o f  som e  o f  the r e i n t e r v i e w  

f i n d i n g s  a p p e a r e d  in C h a r l e s  A. L u c k e t t ,  " H o u s e h o l d  F i n a n c i a l  B e h a v i o r :

FEDERAL RESERVE SURVEYS ON CREDIT CARDS AND RELATED MATE R I A L S



I m p l i c a t i o n s  for C o n s u m e r  S p e n d i n g , "  W e s t  L a f a y e t t e,  Ind.: K r a n n e r t  G r a d u a t e

School, C r e d i t  R e s e a r c h  C e n t e r  W o r k i n g  P a p e r  No. 37 (1980).

C o n s u m e r  h o l d i n g  and use of cre d it  c a r d s . On s e v e r a l  o c c a s i o n s  in 

1981, 1982, and 1983, SRC i n c l u d e d  a set o f  B o a r d - s p o n s o r e d  q u e s t i o n s  on 

cr e d i t  card h o l d i n g s  and use in its r e g u l a r  m o n t h l y  S u r v e y  of C o n s u m e r  

A t t i t u d e s  that c o v e r s  a b o u t  700 h o u s e h o l d s .  R e s u l t s  a p p e a r  at v a r i o u s  places 

in this report.

C o n s u m e r  r e a c t i o n s  to d i s c o u n t s  for c a s h . In O c t o b e r  1982 SRC 

i n c luded a set of B o a r d - s p o n s o r e d  q u e s t i o n s  about cash d i s c , u n t s  in its 

r e g u l a r  m o n t h l y  S u r v e y  of C o n s u m e r  A t t i t u d e s .  A p p r o x i m a t e l y  700 h o u s e h o l d s  

wer e q u e r i e d  a bout their r e a c t i o n s  to d i s c o u n t s  for cash on p u r c h a s e s  of 

f u r n i t u r e  and a p p l i a n c e s  and c l o t h i n g  through a series of q u e s t i o n s  about 

c e r t a in  h y p o t h e t i c a l  s i t u a t i o n s .  Results are d i s c u s s e d  in C h a p t e r  6 of this 

r e p o r t .

M e a n s  o f  p a y m e n t  for g a s o l i n e  p u r c h a s e s . In its J a n u a r y  1983 Su r v e y  

of C o n s u m e r  A t t i t u d e s ,  SR C a sked a p p r o x i m a t e l y  700 h o u s e h o l d s  a set of Board- 

s p o n s o r e d  q u e s t i o n s  about c o n s u m e r  use of credit c ards to p u r c h a s e  gasoline, 

and about c o n s u m e r  e x p e r i e n c e  w i t h  d i s c o u n t s  for cash in b u y i n g  gasoline. 

R e s u l t s  are d i s c u s s e d  in C h a p t e r  6 of this report.

R e t a i l e r  c r e d i t  p o l i c y . SRC c o n d u c t e d  a B o a r d - s p o n  .ored su r v e y  in 

A p r i l - M a y  1983 of a sa m p l e  of ret a i l  o r g a n i z a t i o n s ,  p r i m a ri l  to d e v e l o p  

in f o r m a t i o n  a bout r e l a t i v e  costs to m e r c h a n t s  of cash, check, and credit 

card t r a n s a c t i o n s ,  m e r c h a n t  p r e f e r e n c e s  r e g a r d i n g  these m o d e s  c* cansac- 

tions, m e r c h a n t  e x p e r i e n c e  w i t h  cash disco u n t s ,  and m e r c h a n t  a t t i t u d e s  toward 

d i s c o u n t s  for cas h  and s u r c h a r g e s  for credit.

The s u r v e y  was b a se d  on te le p h o n e  i n te r v i e w s  w i t h  713 retail 

e s t a b l i s h m e n t s  s e l e c t e d  as a s t r a t i f i e d  r a n d o m  sample a m o n g  types of firms
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l i k e l v  to a c c e p t  s e v e r a l  m e a n s  o f  payment, i n c l u d i n g  c r e d i t  cards. The s t u d y  

p o p u l a t i o n  e n c o m p a s s e d  all r e t a i l  establishraer.ts in the c o t e r m i n o u s  U n i t e d  

St a t e s  w i t h  a p r i m a r y  S t a n d a r d  I n d u s t r i a l  C l a s s i f i c a t i o n  c ode f r o m  one of 

the f o l l o w i n g  c a t e g o r i e s :  52 ( b u i l d i n g  m a t e r i a l s  and g a r d e n  s u p p l i e s ) ,

e x c e p t  527 ( m o b i l e  h o m e  d e a l e r s ) ;  53 ( g e n e r a l  m e r c h a n d i s e  s to res); 553 (auto 

a n d  h o m e  s u p p l y  stores''; 554 ( g a s o l i n e  s e r v i c e  s t a t i o n s ) ;  56 ( a p p a r e l  and 

a c c e s s o r y  s t o res); 57 ( f u r n i t u r e  and home  furnishin;. s to res); 591 ( d r ug  

s t o r e s  and p r o p r i e t a r y  s t o r e s) ;  594 ( m i s c e l l a n e o u s  s h o p p i n g  g ood stores);

5 96 1  (mail o r d e r  h o u s e s ) ;  598 3  (fuel oil d e a l e r s ) ;  598 4  ( l i q u e f i e d  p e t r o l e u m  

gas d e a l e r s ) ;  and 59 9 2  ( f l o r i s t s ) .  R e s u l t s  of the s u r v e y  are d i s c u s s e d  in 

v a r i o u s  p l a c e s  in this repo rt ,  e s p e c i a l l y  C h a p t e r s  4 a n d  6.

O t h e r  F e d e r a l  R e s e r v e  m a t e r i a l s  on c r e d i t  c a r d s . In 1968, a F e d e r a l  

R e s e r v e  S y s t e m  R e p o r t  w a s  p u b l i s h e d  on B a n k  C r e d i t - C a r d  and C h e c k - C r e d i t  P lans 

( J u l y  1968). At the en d  o f  1972, the B an k  Rep o r t  of C o n d i t i o n  c o n t a i n e d  a 

s p e c i a l  s t a t i s t i c a l  s u p p l e m e n t  on credit cards, a n a l y z e d  by D a v i d  F. Seid er s  

in " C r e d i t - C a r d  and C h e c k - C r e d i t  P l a n s  at C o m m e r c i a l  B a n k s , "  F e d e r a l  R e s e r v e  

S u l l e t i n  ( S e p t e m b e r  1973), pp. 6 4 6 - 5 3 .  In a d d i t i o n ,  in its m o n t h l y  s t a t i s t i c a l  

r e l e a s e  e n t i t l e d  " C o n s u m e r  I n s t a l l m e n t  C r e d i t "  (G.19), the F e d e r a l  R e s e r v e  

B oard r e g u l a r l y  p u b l i s h e s  e s t i m a t e s  of the am o u n t  of r e v o l v i n g  c r e d i t  at 

c o m m e r c i a l  banks, g a s o l i n e  c o m p a n i e s ,  and r e t a i l e r s .
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APPENDIX C

T h i s  A p p e n d i x  p r e s e n t s  a h y p o t h e t i c a l  e x a m p l e  of g a s o l i n e  p r i c i n g  

b e f o r e  and a f t e r  a d o p t i o n  of a d i s c o u n t - f o r - c a s h  pr o gram. Th e  e x a m p l e  assu m e s 

that there are no s h i f t s  in u n d e r l y i n g  w h o l e s a l e  g a s o l i n e  pric e s ,  that sales 

v o l u m e  r e m a i n s  c o n s t a n t ,  and that the g a s o l i n e  r e t a i l e r  has  an o b j e c t i v e  of 

m a i n t a i n i n g  a c o n s t a n t  level of p r o f i t s . 1 Th e  p u r p o s e of the e x a m p l e  is to 

i n d i c a t e  the r e l a t i o n s h i p  that co u l d  be e x p e c t e d  b e t w e e n  a former si n g le  

p r i c e  for g a s o l i n e  and a n e w  tw o - t i e r  set of prices, u s i n g  e s t i m a t e s  about 

c e r t a i n  a s p ec t s  of b u y e r  b e h a v i o r  that w e r e  d i s c u s s e d  in C h a p t e r  6, s e c t i o n  2.

T h e  e x a m p le ,  s h o w n  in table C.l, is c o n s t r u c t e d  w i t h  100 c u s t o m e r s  

e a c h  b u y i n g  one g a l l o n  of g a s o l i n e .  D r a w i n g  on the h o u s e h o l d  s u r v e y  results, 

the a s s u m p t i o n  is m ade chat about 40 c u s t o m e r s  w o u l d  use cr e d i t c ards and 

60 w o u l d  pay in c a s h  in the a b s e n c e  of a d i s c o u n t  offer. For sake of i llus­

tration, ic is a s s u m e d  that g r o s s  r e c e i p t s  of $120 w o u l d  c o v e r  all costs, 

i n c l u d i n g  cr e d i t  car d  costs, and y i e l d  the g a s o l i n e  s e l l e r  some d e s i r e d  

level of  profits. O b v i o u s l y ,  u n d e r  a s i n g l e - p r i c e  system, the ret a i l  price 

of a ga l l o n  of gas w o u l d  be $ 1. 2 0  to each customer.

I n t r o d u c t i o n  of a d i s c o u n t - f o r - c a s h  p o l i c y  c o m p l i c a t e s  the price

s t r u c tu r e .  In Line w i t h  the d i s c u s s i o n  in C h a p t e r  6 and s t a t i s t i  - in

table 6.2, w h e n  a d i s c o u n t  is offered, the p r o p o r t i o n s  of c ash and credit

b u y e r s  are a s s u m e d  to s h if t  fro m .60 and .40, r e s p e c t i v e l y ,  to .75 and .25.

1. It is r e c o g n i z e d  that the i n t r o d u c t i o n  of a d i s c o u n t - f o r - c a s h  p r o g r a m  may 

aff ec t  a s t a t i o n ' s  v o l u m e  of sales, at least at first. The s t a t i o n  ma y  hop e 

to increase sales by a t t r a c t i n g  cas h  u sers a way from c o m p e t i t o r s .  B u t — to 

r epeat a p oint m a d e  e l s e w h e r e  in this r e p o r t — c o m p e t i t i v e  r e s p o n s e  by other 

s t a t i o n s  is likely to m i n i m i z e  any sales a d v a n t a g e  i n i t i a l l y  a c c r u i n g  to a 

d e a l e r  that sets up a t w o - t i e r  system. U n l e s s  t w o -tier p r i c i n g  w e r e  to 

s t i m u l a t e  total i n d u s t r y - w i d e  g a s o l i n e  sales, it w o u l d  be i n a p p r o p r i a t e  to 

a s s u m e  some p e r m a n e n t  s ales g a i n  for any p a r t i c u l a r  r e t ailer.
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In the p r e s e n t  e x a m p l e ,  then, 75 p e r s o n s  w o u l d  b u y  for c a s h  a n d  25 w o u l d  u s e  

a c r e d i t  c a r d  u n d e r  t w o - t i e r  p r i c i n g ,  for a net s h i f t  o f  15 c u s t o m e r s  f r o m  

c r e d i t  to cash. S i n c e  this s h i f t  w o u l d  r e d u c e  the s e l l e r ' s  cost of c a r r y i n g  

r e c e i v a b l e s ,  the g r o s s  r e v e n u e  n e e d e d  to m a i n t a i n  level p r o f i t s  w o u l d  d r o p  by 

15 times the p e r  g a l l o n  c o s t  s a v in g .  In the e x a m p l e ,  a c r e d i t - h a n d l i n g  co s t  

o f  3 c e n t s  per g a l l o n  o f  gas s o l d  on c r e d i t  is used, w h i c h  a p p r o x i m a t e s  the 

cost e s t i m a t e d  by s e v e r a l  m a j o r  g a s o l i n e  c o m p a n i e s .  By i n f l u e n c i n g  15 c u s­

to m e r s  to s w i t c h  f r o m  c r e d i t  c a r d  to cash, the gas s t a t i o n  in the e x a m p l e  

c o u l d  s a v e  45 c e n t s in i r e d i t  s e r v i c i n g  cost s ,  thus r e d u c i n g  the l evel of 

g r o s s  r e v e n u e s  n e e d e d  to m a i n t a i n  c o n s t a n t  p r o f i t s  to $ 1 1 9 . 5 5  f r o m  $120.

A s s u m i n g  that the c ash p r i c e  an d  c r e d i t  p r i c e  w o u l d  be set to d i f f e r  

b y  the a m o u n t  of c r e d i t - r e l a t e d  c o s t s  pe r  g a l l o n ,  it c a n  be c a l c u l a t e d  (as 

s h o w n  in t able C.l) that the g a s o l i n e  s e l l e r  w o u l d  need to pi Ice gas at 

$ 1 , 1 8 8  for c a s h  s ales and $ 1 , 2 1 8  for c r e d i t  s a l e s . 1 B e c a u s e  the l ower p r i c e  

for cash mus t  be o f f e r e d  to t hose w h o  w o u l d  pa y  c a s h  a n y w a y ,  the c a s h  p r i c e  

c a n n o t  be r e d u c e d  fro m  the old $ 1 . 7 0  p r i c e  by the full a m o u n t  of the per 

g a l l o n  cos t  of c r e d it .  I ns t e a d ,  the t w o - t i e r  p r i c e  w o u l d  p o i n t s  b r a c k e t  the 

o l d  s i n g l e  p rice point.

R e t a i l  g a s o l i n e  p r i c e s  in the r e a l  w o r l d  o f t e n  f l u c t u a t e  a few

c e n t s  f r o m  w e e k  to w e e k .  Thus it is d i f f i c u l t  to j u d g e  h o w  c l o s e l y  a n

a c t u a l  s t a t i o n ' s  t w o - t i e r  p r i c e  s t r u c t u r e  v i s - a - v i s  an a l t e r n a t i v e  s i n g l e

p r i c e  p o l i c y  m i g h t  c o m p a r e  w i t h  the e x a m p l e  s k e t c h e d  h ere. H o w e v e r ,  as noted,

1. A l t e r n a t i v e l y ,  r a t h e r  than a s s u m i n g  a p r i c e  d i f f e r e n t i a l  e q u a l  to the 

d i f f e r e n c e  in cost b e t w e e n  c r e d i t  car d  and c a s h  t r a n s a c t i o n s ,  t he n  s o l v i n g  

for the two p r i c e s ,  one c o u l d  a s s u m e  the c r e d i t  p r i c e  to be set e q u a l  

to the p r i c e  that w o u l d  be c h a r g e d  in a o n e - t i e r  s y s t e m  ( $ 1 . 2 0  in this 

e x a m p l e ) ,  then s o l v e  the e q u a t i o n s  for the c a s h  price. U n d e r  this a p p r o a c h ,  

it ca n  be c a l c u l a t e d  that, g i v e n  the c r e d i t  p r i c e  o f  $ 1 . 2 0  in the t w o - t i e r  

syst e m ,  the c ash p i i c e  w o u l d  h a v e  to be at l east $ 1 , 1 9 4  to m a i n t a i n  the 

ta r ge t  level of p r of i t s .

- 0 2 -
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v a lu e s  o f th e  key v a r ia b le s  in  the example were chosen— based on su rvey

r e s u l t s — to  r e a l i s t i c a l l y  r e f l e c t  c o n d it io n s  faced  by ty p ic a l  g a s o lin e

r e t a i l e r s .  M oreover, as f u r th e r  c a lc u la t io n s  under a l t e r n a t i v e  assum ptions

would show, th e - im p l ic a t io n s  o f the  example do not depend narrow ly  on th e

s p e c i f ic  v a lu e s  o f  th e  v a r ia b le s  u sed . That i s ,  under w id ely  d i f f e r e n t

custom er p u rch as in g  h a b i t s ,  the  new tw o - t ie r  p r ic e  sch ed u le  would s t i l l

b ra c k e t the o ld  o .- .e - tie r  p r i c e .  For in s ta n c e ,  i f  i t  were assumed th a t

as many as 60 p e rc e n t ( in s te a d  o f  AO p e rc e n t)  o f the custom ers would use

c r e d i t  ca rd s  in  a s in g le - p r i c e  system , and th a t  o n ly  20 p e rc e n t would use

c r e d i t  ca rd s  in  a tw o - t i e r  s y s te m ,1 the " e q u a l - p r o f i t "  p r ic e s  would be $1,182

fo r  cash  and $1,212 fo r  c r e d i t ,  compared w ith  the o n e - t i e r  p r ic e  o f  $ 1 .2 0 .

1. In o th e r  w ords, 40 p e rc e n t o f the t o t a l  custom er base would sw itch  from 
c r e d i t  card  to  cash in  t h i s  a l t e r n a t i v e ,  compared w ith  15 p e rc e n t who sw itched  
in  th e  o r ig in a l  exam ple.
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H Y P O T H E T I C A L  G A S O L I N E  P R I C I N G  W I T H  C O N S T A N T  P R O F I T S  

U N D E R  O N E - T I E R  A N D  T W O - T I E R  P R I C I N G  S C H E M E S

TABLE C.l

S i n g l e - p r i c e  case

aX + bY » R 

X  - Y  = 0

r e v e n u e  f u n c t i o n  

p r i c e  s t r u c t u r e

T w o - t i e r  ■pricing: •

(a-'-s) X  + (b-s) Y  c R - cs 

X  = Y  - c

c a l c u l a t i o n s :

60  X + 4 0 Y  ■ $120

_________ X - Y ■ 0 ____

100 X = $120

X  = $ 1.20 

Y « $ 1.20

( 6 0 + s ) X  + ( 4 0 - s ) Y  13 $ 1 2 0  - $ . 0 3 s  

X - Y « - c

75 X + 25 Y =  $ 1 1 9 . 5 5  

X - Y » - $ .03

100 X  ■ SI 18.80 

X  = $ 1.188 

Y - $ 1 . 2 1 8

where: X = c a s h  p r i ce

Y = c r e d i t  p r i c e

a a  n u m b e r  of c u s t o m e r s  pe r  100 that t y p i c a l l y  p ays cas h

b * n u m b e r  of c u s t o m e r s  p e r  100 that t y p i c a l l y  u s e s  c r e d i t  c a r d

R = d e s i r e d  g r o s s  r e v e n u e  for i n i t i a l  c a s h / c r e d i t  s a l e s  m i x  

s = n u m b e r  of c u s t o m e r s  that s h i f t s  to c a s h  f r o m  c r e d i t  

c = c o s t  of f i n a n c i n g  r e c e i v a b l e s  per g a l l o n  of gas s o l d  o n  c r e d i t

a s s u m p t i o n s :

a B 60, b = 40 

R - $120

s ■ 15

c - .03

e a c h  c u s t o m e r  b u y s  one g a l l o n  o f  gas

o
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IT E m  l u i i o g i u ™

LEGISLATIVE AFFAIRS AGENCY

M E M O R A N D U M

POUCH Y STATE CAPlTO l 

JUNEAU, ALASKA 9 7 0 11

907 465 3800

SUB J E C T : D e r e g u l a t i o n  of  i n t e r e s t  r a t e s  
(SCS CSIIB 246 (L&C) )

TO:

FROM:

S e n a t o r  R i c h a r d  I. E l i a s o n  
C h a i r m a n ,  S e n a t e  L a b o r  a n d  
C o m m e r c e  C o m m i t t e e

T h o m a s  A. S o f o // 
L e g i s l a t i v e  C o u n s e l

Y o u  h a v e  r e q u e s t e d  t h i s  o f f i c e  to p r e p a r e  a s e c t i o n a l  a n a l y s i s  
o f  SCS C S H B  246 ( L & C ) .

S e c t ion 1 o f  t h e  b i l l  r e m o v e s  t h e  f i x e d  n u m e r i c a l  i n t e r e s t  
r a t e  c e i l i n g  on s m a l l  loans. It a l l o w s  A l a s k a  s m a l l  l o ans 
l e n d e r s  a r a t e  as h i g h  as c a n  be  m u t u a l l y  a g r e e d  o n  by c o n­
tract.

S e c t i o n  2 d o e s  t h e  same t h i n g  for p r e m i u m  f i n a n c i n g  a g r e e­
m e n t s  b y  r e m o v i n g  the n u m e r i c a l  p e r c e n t a g e  i n t e r e s t  c e i l i n g  
a n d  r e p l a c i n g  it w i t h  a rate a g r e e d  o n  b y  c o n t r a c t .

S e c t i o n  3 i n c r e a s e s  the i n t e r e s t  p a i d  o n  e m i n e n t  d o m a i n  
j u d g m e n t s  f r o m  six p e r c e n t  a y e a r  to fi v e  p e r c e n t  a b o v e  the 
l a w f u l  ra t e  o f  i n t e r e s t .  T h e  l a w f u l  r a t e  of i n t e r e s t  
r e f e r r e d  to is the r a t e  set in A S  4 5 . 4 5 . 0 1 0 ( a )  w h i c h  
p r e s e n t l y  is 10.5 p e r c e n t  a year.

S e c t i o n  4 r e m o v e s  the i n t e r e s t  c e i l i n g  f r o m  r e t a i l  i n s t a l l­
m e n t  c o n t r a c t s  a n d  r e p l a c e s  it w i t h  a r a t e  a g r e e d  o n  b y  c o n­
tract. An e x a m p l e  of  r e t a i l  i n s t a l l m e n t  c o n t r a c t s  are the 
t y p e s  of a g r e e m e n t s  t v p i  j^lly u s e d  by f u r n i t u r e  stores.

S e c t i o n  5 r e m o v e s  the c e i l i n g  formerly c o n t a i n e d  in s u b­
se c t i o n  fb) to A S  4 5 . 4 5 . 0 1 0 .  T h a t  c e i l i n g  w a s  a l i m i t  on 
i n t e r e s t  c h a r g e d  by  the e x p r e s s  a g r e e m e n t  o f  the p a r t i e s  to 
fi v e  p e r c e n t a g e  p o i n t s  a b o v e  the T w e l f t h  F e d e r a l  R e s e r v e  
d i s t r i c t  rate. T h e  b i l l  d o e s  n o t  c h a n g e  the r a t e  of 
i n t e r e s t  in s t a t e  in t h e  a b s e n c e  of  an a g r e e m e n t ,  w h i c h
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r e m a i n s  at 10.5 p e r c e n t  a year, b u t  r e m o v e s  t h e  f l o a t i n g  
c e i l i n g  ra t e  f o r m e r l y  c o n t a i n e d  in s u b s e c t i o n  (b) w h i c h  w a s  
the u p p e r  l i m i t  for the l e g a l  r a t e  o f  i n t e r e s t  to b e  c h a r g e d  
w h e n  t h e r e  is an e x p r e s s  a g r e e m e n t  b y  the p a r t i e s .

S e c t i o n  6 m e r e l y  r e e n a c t s  t h e  c h a n g e s  d e l e t e d  in sec. 1 of 
t h e  bill.

S e c t i o n  7 u n d o e s  the a m e n d m e n t s  m a d e  in sec. 2 of  t h i s  bill.

S e c t i o n  8 u n d o e s  t h e  a m e n d m e n t s  m a d e  in sec. 3 of  t h i s  bill.

S e c t ion 9 is the f i r s t  h a l f  of t h e  a m e n d m e n t  w h i c h  r e t u r n s  
to the o r i g i n a l  t h e  l e g a l  r a t e  of  i n t e r e s t  l a n g u a g e  w h i c h  
w a s  c h a n g e d  in sec. 5 o f  the bill.

S e c t i o n  10 r e e n a c t s  the o p e n - e n d  l o a n s  s t a t u t e  w h i c h  is
r e p e a l e d  in sec. 14 of the bill.

S e c t i o n  11 r e e n a c t s  AS  0 6 . 4 5 . 0 6 0 ( 5 )  (A) (vi) w h i c h  is the
s e c t i o n  d e a l i r c  w i t h  i n t e r e s t  r a t e s  for c r e d i t  u n i ons.

S e c t i o n  1 2 . T h e  a d d i t i o n  o f  s u b s e c t i o n  (i) to A S  4 5 . 4 5 . 0 1 0  
is m e r e l y  a r e i n s e r t i o n  of the l a n g u a g e  w h i c h  w a s  f o r m e r l y  
c o n t a i n e d  in AS 4 5 . 4 5 . 0 1 0 ( b ) .

S e c t i o n  13 r e q u i r e s  the d i v i s i o n  o f  b a n k i n g  to m a k e  a r e p o r t  
to t h e  l e g i s l a t u r e  on or  b e f o r e  M a r c h  15, 1985, c o n c e r n i n g  
t he e f f e c t s  of t h i s  l e g i s l a t i o n .

S e c 'ion 1 4 . T h i s  s e c t i o n  r e p e a l s  the i n t e r e s t  r a t e  c e i l i n g s  
o n  o p e n - e n d  l o a n s  (AS 06.20), c r e d i t  u n i o n s  (AS 06.45), a n d  
g e n e r a l  i n t e r e s t  c e i l i n g  for p r i v a t e  a g r e e m e n t s  c o n t a i n e d  in 
A S  4 5 . 4 5 . 0 1 0 < b ) .

S e c t i o n  1 5 . T h i s  s e c t i o n  m a k e s  t h e  f irst five s e c t i o n s  of 
t he A c t  as w e l l  as secs. 13 - 15 e f f e c t i v e  o n  J u l y  1, 1983.

S e c t i o n  1 6 . T h i s  s e c t i o n  m a k e s  secs. 6 - 12 o f  the b i l l  
e f f e c t i v e  on  J u l y  1, 1985. T h e  i n t e n d e d  e f f e c t  of th i s  
s e c t i o n  is to r e t u r n  the l a n g u a g e  to the o r i g i n a l  b y  u n d o i n g  
the a m e n d m e n t s  t h a t  w e i e  m a d e  in the o t h e r  p o r t i o n s  of the 
b i l l  (with the e x c e p t i o n  o f  the a m e n d m e n t  m a d e  to t h e  i n t e r e s t  
r a t e  on e m i n e n t  d o m a i n  j u d g m e n t *' The s t a t u t e s  w o u l d  r e t u r n
to t h e i r  p r e s e n t  w o r d i n g  on Ju! y 1, 1985 in the a b s e n c e  of 
f u r t h e r  a c t i o n  b y  the l e g i s l a t u r e .
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Mr. Chairman and M e m b e r s  of the Committee:

A s  the prime sponsor of Senate Bill 276 to deregulate b a n k  interest 

rates, I urge the Committee to report favorably House Bill 246.

For the past fifteen years, I have been a public advocate of b a n k  inter­

est rate deregulation. As a state senator in 1969 and 1970, I wrote the law 

which changed Alaska's usury statute for some categories of loans; the n e w  

law provided for a more flexible interest rate ceiling that could reflect, on a 

quarterly basis, the availability of funds to b a n k  lenders as measured b y  the 

federal reserve discount rate. As a whole, and with subsequent changes by  

succeeding legislatures, that approach has served Alaska relatively well.

But now, Mr. Chairman, the time has come for the next step. Across 

the country, at the federal and state levels, there is a m o v e m e n t  towards 

deregulation. T h e  O m n i b u s  Banking Bill granted additional consumer lending 

powers to savings b a n k s  and savings and loan associations. As  a result, 

there is a greater degree of competition in consumer lending and a wider 

range of choice for consumers a m o n g  different types of banking institutions.

In addition to the greater competitiveness a m o n g  lenders wrought b y  the 

e x p a n d e d  powers of thrift institutions, and credit unions, w e  have seen an 

expansion in the n u m b e r  of state-chartered banks as well.

So the time has come for the next step because the banking landscape



h a s  c h a n g e d , an d  th e  A laska  le n d in g  in d u s t r y  h a s  becom e in c re a s in g ly  com­

p e t i t iv e .
i

T h e time h a s  come fo r  th e  n e x t  s te p  b e c a u s e  th e  rem oval o f s ta tu to r y  

u s u r y  c e ilin g s  will n o t w ork  h a rd s h ip  u p o n  c o n su m e rs . I h a v e  a lre a d y  n o ted  

th e  co m p etitiv e  n a tu r e  o f th e  len d in g  in d u s t r y  to d a y . In  a d d itio n , th e r e  is  

e v id e n c e  th a t  th e  e x is te n c e  o f th e  u s u r y  law , c o n tr a r y  to  w h a t w as once 

co n v e n tio n a l w isdom , o p e ra te s  a g a in s t  th e  " l it t le  g u y " .

F o r ex am p le , one  s tu d y  fo r  th e  F e d e ra l R e s e rv e  B ank  o f C h icag o , s u r -
t

v e y in g  u s u r y  lim its in  b a n k s  in  th e  S e v e n th  F e d e ra l  R e se rv e  D is t r ic t ,  fo u n d : 

"Econom ic R e s e a rc h  c le a r ly  s u p p o r ts  th e  c u r r e n t  le g is la tiv e  m oves to w ard  

d e re g u la tio n  o f u s u ry  c e ilin g s . T h e  e v id e n c e  on th e  im p act of u s u ry  

c e ilin g s  show s th a t  th e y  h a v e  n o t a c h ie v e d  th e i r  o b je c tiv e s . A cco rd ing  

to  th e  em pirica l s tu d ie s  s u r v e y e d ,  u s u r y  c e ilin g s  h a v e  s ig n if ic a n tly  

r e d u c e d  th e  a v a ila b ility  of c re d i t  h a rd s h ip  fo r  th o se  w ho w ere  su p p o se d  

to  b e  p r o te c te d .  C eilings h av e  e n c o u ra g e d  le n d e rs  to  u se  such  c re d i t  

r a t io n in g  d e v ic e s  a s  h ig h e r  down p a y m e n ts , s h o r te r  m a tu r it ie s  an d  

h ig h e r  fe e s ,  fo r  re la te d  n o n -c re d i t  s e r v ic e s ,  w hich  in c re a s e  th e  e ffe c tiv e  

in t e r e s t  r a t e .  T h e  h av e  c u r ta i le d  th e  am ount o f  c re d it  av a ilab le  to  low er 

incom e an d  h ig h e r  r is k  b o r ro w e rs , h a rm in g  p rim a rily  th o se  in d iv id u a ls  

whom th e  c e ilin g s  a re  in te n d e d  to  b e n e f i t .  F in a lly , th e  lack  of un ifo rm i­

ty  o f u s u ry  law s a c ro s s  s ta te s  h ad  d is to r te d  c r e d i t  flows and  econom ic 

a c t iv i ty ,  fa v o r in g  th o se  s ta te s  an d  re g io n s  w h ich  a re  le s s  r e g u la te d ."

Mr. C h a irm a n , le t me a n tic ip a te  two o b je c tio n s .

I t  will b e  s a id  th a t  m any b o r ro w e rs  a r  = too u n s o p h is t ic a te d  to  do 

"co m pariso n  sh o p p in g "  among th e  te rm s o ffe re d  o r  av a ilab le  from  p o te n tia l  

le a d e r s .  I b e liev e  u sc h  c o n c e rn s  a re  e x a g g e ra te d ;  h o w e v e r, to  th e  e x te n t  

th a t  th e y  a re  ju s t i f ie d ,  th e  way to a d d re s s  th a t  a s p e c t  of th e  is s u e  is



X

t h r o u g h  c o n su m er e d u c a tio n  r a t h e r  th a n  in d u s t r y  re g u la t io n .

In  New Y o rk , w h e re  a f t e r  th e  re la x a tio n  o f u s u r y  s ta t e s ,  th e  New Y ork  

B a n k in g  D e p a rtm e n t fo u n d  a w ide ‘••ange o f  r a te s  an d  fe e s , w ith  n u m ero u s  

ch o ices  fo r  c o n su m e rs , th e  D e p a rtm e n t em b a rk ed  on a b ro a d  cam paign  to  

e d u c a te  th e  p u b lic  a n d  u rg e  th a t  co n su m ers  sh o p  fo r  c r e d i t .  T h e  D e p a rtm en t 

d is t r ib u te d  alm ost 5 million co p ies  of a b ro c h u re  e n ti tle d  !lS h o p p in g  fo r  C re d it  

-  A C o n su m er G uide fo r  C re d it  in  New Y ork  S ta te " .  On a m uch sm alle r 

s c a le , of c o u rs e ,  th e  S ta te  o f A laska  co u ld  h e lp  co n su m ers  to  d ev e lop  a 

g ro w in g  a w a re n e s s  o f th e  ch o ices  av a ilab le  to  b o r ro w e rs .

I t  will a lso  b e  s a id ,  M r. C h a irm a n , th a t  th e  p u b lic  po licy  o f A lask a  

s h o u ld  b e  to  d is c o u ra g e  h ig h  in te r e s t  r a t e s .  I a g r e e .  A n d , as  1 h av e  

a lre a d y  n o te d , we b e liev e  th a t  com petition  will i ts e lf  d isc o u ra g e  h ig h  in te r e s t  

c h a ig e s  to  c o n su m e rs . B u t in a d d it io n , A laska as  a s ta te  po licy  in te rv e n e s  

d ir e c t ly  in  th e  m a rk e tp la c e , w h e re  p u b lic  po licy  c o n s id e ra tio n s  s u g g e s t  we 

sh o u ld  do s o , to  s u b s id iz e  in t e r e s t  r a t e s .  In  o th e r  w o rd s , A la sk a 's  

g o v e rn m e n t h a s  n u m e ro u s  loan  p ro g ra m s  d e s ig n e d  to  make m oney av a ila b le  to  

b o r ro w e rs ,  fo r  sp e c if ic  p u r p o s e s ,  a t r e la t iv e ly  low r a te s  o f in t e r e s t .  1 

s u p p o r t  th o se  p i 'o g ra m s . I b e lie v e  th a t  th e  way to ach iev e  low in te r e s t  loan 

r a t e s  in sp e c if ic  c a se s  fou nd  b y  th e  le g is la tu re  to b e  ju s t if ie d  >s th ro u g h  loan 

g u a ra n te e s  an d  s ta te - s u p p o r te d  o r  s ta te - s u b s id iz e d  lo a n s , an d  n o t th ro u g h  

a rc h a ic  u s u r y  lim its th a t  can d r iv e  b u s in e s s  aw ay from  A laska  and  o p e ra te  to 

p r e v e n t  lo an s  from  b e in g  av a ila b le  to th o s e  who n eed  them .

F in a lly , M r. C h a irm a n , I n o te  th a t  w h at is  ca lled  fo r in th e  b ill b e fo re  

you is  a b ill of lim ited  life — a f o u r - y e a r  t e s t  w ith  a s u n s e t  p ro v is io n . I 

b e lie v e  th a t  th e  te s t  is  w o rth w h ile , a n d  will p ro v e  to  be to th e  b e n e f it  o f  all 

A la sk a n s .



M E M O R A N D U M J u l y  27, 1983

S U B J E C T :

TO:

FROM:

I n t e r e s t  r a t e s  
(SB 316)

S e n a t o r  R i c h a r d  I. E l i a s o n  
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Y o u  h a v e  r e q u e s t e d  t h i s  o f f i c e  to  p r e p a r e  a c o m p a r a t i v e  s e c t i o n a l  
a n a l y s i s  o f  S C S  CSIIB 246 (L&C) a n d  SB 316.

$

SCS C S H B  246 (L&C)

S e c t i o n  1 of t h e  b i l l  r e m o v e s  t h e  f i x e d  n u m e r i c a l  i n t e r e s t  
r a t e  c e i l i n g  o n  s m a l l  loans. It a l l o w s  A l a s k a  s m a l l  l o a n s  
l e n d e r s  a r a t e  as h i g h  a s  c a n  be  m u t u a l l y  a g r e e d  on  b y  c o n t r a c t .

S e c t i o n  2 of  t h e  b i l l  d o e s  the s a m e  t h i n g  for p r e m i u m  f i n a n c i n g  
a g r e e m e n t s  b y  r e m o v i n g  t h e  n u m e r i c a l  p e r c e n t a g e  i n t e r e s t  c e i l i n g  
a n d  r e p l a c i n g  it w i t h  a r a t e  a g r e e d  on  by  c o n t r a c t .

S e c t i o n  3 of t h e  b i l l  i n c r e a s e s  t h e  i n t e r e s t  p a i d  on e m i n e n t  d o m a i n  
j u d g m e n t s  f r o m  six p e r c e n t  a y e a r  to fi v e  p e r c e n t  a b o v e  t h e  
l a w f u l  r a t e  of i n t e r e s t .  T h e  l a w f u l  ate o f  i n t e r e s t  
r e f e r r e d  to  is the r a t e  set in A S  45.. .010(a) w h i c h  
p r e s e n t l y  is 10.5 p e r c e n t  a y e ar.

S e c t i o n  4 of  t h e  b i l l  r e m o v e s  t h e  i n t e r e s t  c e i l i n g  f r o m  r e t a i l  
I n s t a l l m e n t  c o n t r a c t s  a n d  r e p l a c e s  it w i t h  a r a t e  a g r e e d  on  by 
c o n t r a c t .  A n  e x a m p l e  of r e t a i l  i n s t a l l m e n t  c o n t r a c t s  a r e  the

SB  316

T h e  b i l l  c o n t a i n s  no c o m p a r a b l e  se c t i o n .

S e c t i o n  1 of the b i l l  i n c r e a s e s  the p r e s e n t  r a t e  
of 15 p e r c e n t  a y e a r  to a r a t e  of  t w o  p e r c e n t  a 
m o n t h  on the f i r s t  $ 10,000 a n d  d e r e g u l a t e s  i n t e r e s t  
o n l y  for t h a t  p a r t  of  the l o a n  in e x c e s s  o f  $ 10,000,

of the b i l l  r e p l a c e s  t h e  six p e r c e n t  a 
w i t h  a f l o a t i n g  r a t e  s e t  at  fi v e  p e r c e n t -

S e c t i o n  2
y e a r  ra t e  _____
a g e  p o i n t s  a b o v e  the f e d e r a l  r e s e r v e  rate.

S e c t i o n  3 of t h e  b i l l  i n c r e a s e s  the e f f e c t i v e  
i n t e r e s t  c h a r g e a b l e  on  r e t a i l  i n s t a l l m e n t  c o n t r a c t s  
b y  i n c r e a s i n g  the p e r c e n t a g e s  f r o m  f i v e - s i x t h s  to
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t y p e s  o f  a g r e e m e n t s  t y p i c a l l y  u s e d  b y  f u r n i t u r e  s t o res.

N o  c o m p a r a b l e  p r o v i s i o n  in the b i l l  for r e t a i l  c h a r g e  a g r e e m e n t s .

S e c t i o n  5 o f  t h e  b i l l  r e m o v e s  t h e  c e i l i n g  f o r m e r l y  c o n t a i n e d  in 
s u b s e c t i o n  (b) to A S  4 5 . 4 5 . 0 1 0 .  T h a t  c e i l i n g  w a s  a l i m i t  o n  
i n t e r e s t  c h a r g e d  b y  the e x p r e s s  a g r e e m e n t  o f  the p a r t i e s  to 
fi v e  p e r c e n t a g e  p o i n t s  a b o v e  t h e  T w e l f t h  F e d e r a l  R e s e r v e  
d i s t r i c t  rate. T h e  b i l l  d o e s  n o t  c h a n g e  t h e  r a t e  of 
i n t e r e s t  in s t a t e  in the a b s e n c e  o f  an a g r e e m e n t ,  w h i c h  
r e m a i n s  a t  10.5 p e r c e n t  a year, b u t  r e m o v e s  t h e  f l o a t i n g  
c e i l i n g  r a t e  f o r m e r l y  c o n t a i n e d  in s u b s e c t i o n  (b) w h i c h  w a s  
t h e  u p p e r  l i m i t  for t h e  l e g a l  r a t e  of  i n t e r e s t  to b e  c h a r g e d  
w h e n  t h e r e  is an e x p r e s s  a g r e e m e n t  b y  the p a r t i e s .

S e c t i o n  6 m e r e l y  r e e n a c t s  the c h a n g e s  d e l e t e d  in sec. 1 of 
the b ill.

S e c t i o n  7 u n d o e s  the a m e n d m e n t s  m a d e  in sec. 2 of t h i s  bill.

S e c t i o n  8 u n d o e s  the a m e n d m e n t s  m a d e  in sec. 3 of t h i s  bill.

S e c t i o n  9 is t h e  f i r s t  h a l f  of the a m e n d m e n t  w h i c h  r e t u r n s  
to the o r i g i n a l  the l e g a l  r a t e  of  i n t e r e s t  l a n g u a g e  w h i c h  
w a s  c h a n g e d  in sec. 5 of t h e  bill.

S e c t i o n  10 r e e n a c t s  the o p e n - e n d  l o a n s  s t a t u t e  w h i c h  is 
r e p e a l e d  in sec. 14 of  the bill.

S e n a t o r  R i c h a r d  I. E l i a s o n  J u l y  27, 1983

o n e  a n d  t h r e e - f o u r t h s  a n d  r e m o v i n g  che t w o  t i e r e d  
i n t e r e s t  c e i l i n g  b v  r a i s i n g  t h e  $ 1,000 c e i l i n g  to 
$ 10,000 a n d  d e r e g u l a t i n g  i n t e r e s t  o n  t h a t  p a r t  of 
t h e  b a l a n c e  w h i c h  e x c e e d s  $ 10,000.

S e c t i o n  4 o f  t h e  b i l l  i n c r e a s e s  t h e  e f f e c t i v e  
i n t e r e s t  r a t e  i n t e r e s t  for r e t a i l  c h a r g e  a g r e e m e n t s  
f r o m  o n e  a n d  o n e - h a l f  to o n e  a n d  t h r e e - f o u r t h s  
p e r c e n t  p e r  m o n t h  a n d  d e r e g u l a t e s  i n t e r e s t  on  
b a l a n c e s  o v e r  $ 10,000.

S e c t i o n  5 o f  the b i l l  c h a n g e s  i n t e r e s t  c e i l i n g  for 
a g r e e m e n t s  b e t w e e n  p a r t i e s  g e n e r a l l y  to t w o  p e r c e n t  
a m o n t h  a n d  d e r e g u l a t e s  l o a n s  in w h i c h  t h e  p r i n c i p a  
a m o u n t  is g r e a t e r  t h a n  $ 10,000.

T h e  b i l l  c o n t a i n s  n o  c o m p a r a b l e  s e c t i o n .

T h e  b i l l  c o n t a i n s  no c o m p a r a b l e  s e c t i o n .

T h e  b i l l  c o n t a i n s  no c o m p a r a b l e  s e c t i o n .

T h e  b i l l  c o n t a i n s  n o  c o m p a r a b 2 a  s e c t i o n .

T h e  b i l l  c o n t a i n s  n o  c o m p a r a b l e  s e c t i o n .

P a g e  2
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S e c t i o n  13. r e e n a c t s  A S  06. 4 5 . 0 6 0 ( 5 )  (A) (vi) w h i c h  is the 
s e c t i o n  d e a l i n g  w i t h  i n t e r e s t  r a t e s  for c r e d i t  u n i o n s .

S e c t i o n  1 2 . T h e  a d d i t i o n  of  s u b s e c t i o n  (i) to AS 4 5 . 4 5 . 0 1 0  
is m e r e l y  a r e i n s e r t i o n  o f  t h e  l a n g u a g e  w h i c h  w a s  f o r m e r l y  
c o n t a i n e d  in A S  4 5 . 4 5 . 0 1 0 ( b ) .

S e c t i o n  13 r e q u i r e s  t h e  d i v i s i o n  o f  b a n k i n g  to m a k e  a r e p o r t  
t o  t h e  l e g i s l a t u r e  o n  o r  b e f o r e  M a r c h  15, 1985, c o n c e r n i n g  
t h e  e f f e c t s  o f  th i s  l e g i s l a t i o n .

S e c t i o n  1 4 . T h i s  s e c t i o n  r e p e a l s  the i n t e r e s t  r a t e  c e i l i n g s  
o n  o p e n - e n d  l o a n s  (AS 0 6 . 2 0 ) ,  c r e d i t  u n i o n s  (AS 06.4 5 ) ,  a n d  
g e n e r a l  i n t e r e s t  c e i l i n g  for p r i v a t e  a g r e e m e n t s  c o n t a i n e d  in 
A S  4 5 . 4 5 . 0 1 0 ( b ) .

S e c t i o r  1 5. T h i s  s e c t i o n  m a k e s  t h e  f i r s t  fiv 'i s e c t i o n s  o f  
t h e  A c t  as w e l l  as secs. 13 - 15 e f f e c t i v e  on J u l y  1, 1983.

S e c t x u n  1 6 . T h i s  s e c t i o n  m a k e s  secs. 6 - 12 o f  the b i l l  
e f f e c t i v e  on J u l y  1, 1985. T h e  i n t e n d e d  e f f e c t  o f  t h i s  
s e c t i o n  is to r e t u r n  the l a n g u a g e  to the o r i g i n a l  b y  u n d o i n g  
t h e  a m e n d m e n t s  t h a t  w e r e  m a d e  in t h e  o t h e r  p o r t i o n s  of the 
b i l l  (with t h e  e x c e p t i o n  of t h e  a m e n d m e n t  m a d e  to the i n t e r e s t  
r a t e  o n  e m i n e n t  d o m a i n  j u d g m e n t s ) . T h e  s t a t u t e s  w o u l d  r e t u r n  
to t h e i r  p r e s e n t  w o r d i n g  on  J u l y  1, 1985 in the a b s e n c e  of 
f u r t h e r  a c t i o n  by  t h e  l e g i s l a t u r e .

T A S : l j b  
2 6 / 0 1 8

T h e  b i l l  c o n t a i n s  n o  c o m p a r a b l e  s e ction.

Th e  b i l l  c o n t a i n s  no c o m p a r a b l e  se c t i o n .

T h e  b i l l  c o n t a i n s  no c o m p a r a b l e  s e c t i o n .

S e c t i o n  6 of  the b i l l  r e p e a l s  i n t e r e s t  r a t e  
c e i l i n g  for c r e d i t  u n i o n s .

S e c t i o n  7 o f  the b i l l  g i v e s  an i m m e d i a t e  
e f f e c t i v e  d a t e  to  t h e  e n t i r e  bill.

S e n a t o r  R i c h a r d  I. E i i a s o n J u l y  27, 1983 P a g e  3
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SU B J E C T : I n t e r e s t  r a t e s
(Work O r d e r  No. 13-1465)

TO:

FROM:

S e n a t o r  R i c h a r d  I. E l i a s o n  
C h a i r m a n ,  S e n a t e  L a b o r  a n d  
C o m m e r c e  Committee

T h o m a s  A. Sofo 
L e g i s l a t i v e  Co'unsel

Y o u  h a v e  r e q u e s t e d  t h i s  o f f i c e  to p r e p a r e  a c o m p a r a t i v e  s e c t i o n a l  
a n a l y s i s  o f  SCS C S H B  246 ( L & C ) , h e r e i n a f t e r  "the b i l l "  a n d  the 
a t t a c h e d  b i l l  d r a f t ,  W o r k  O r d e r  No. 13-1465, h e r e i n a f t e r  "the d r a ft".

S C S  C S H B  246 (L&C)

S e c t i o n  1 of the b i l l  remo.^-s t h e  f i x e d  n u m e r i c a l  i n t e r e s t  
r a t e  c e i l i n g  on s m a l l  loans. It a l l o w s  A l a s k a  s m a l l  loans 
l e n d e r s  a r a t e  as h i g h  as can be  m u t u a l l y  a g r e e d  o n  b y  c o n t r a c t .

S e c t i o n  2 of <_he b i l l  d o e s  the sa m e  t h i n g  for p r e m i u m  f i n a n c i n g  
a g r e e m e n t s  by  r e m o v i r "  the n u m e r i c a l  p e r c e n t a g e  i n t e r e s t  c e i l i n g  
a n d  x'eplacing it w i t h  a r a t e  a g r e e d  on b y  c o n t r a c t .

Sectioi: 3 of  the b i l l  i n c r e a s e s  the i n t e r e s t  p a i d  on e m i n e n t  d o m a i n  
j u d g m e n t s  f r o m  six p e r c e n t  a y e a r  to fi v e  p e r c e n t  a b o v e  the 
l a w f u l  r a t e  nf  i n c e r e s t .  T h e  l a w f u l  r a t e  of i n t e r e s t  
r e f e r r e d  to is the ra t e  set in A S  4 5 . 4 5 . 0 1 0 ( a )  w h i c h  
p r e s e n t l y  is 10.5 p e r c e n t  a year.

W o r k  O r d e r  No. 1 3 - 1 4 6 5

T h e  d r a f t  c o n t a i n s  n o  c o m p a r a b l e  s e ction.

S e c t i o n  1 of the d r a f t  i n c r e a s e s  the p r e s e n t  rate* 
of 15 p e r c e n t  a y e a r  to a ra t e  of t w o  p e r c e n t  a 
m o n t h  on the f i r s t  $ 10,000 and d e r e g u l a t e s  i n t e r e s t  
o n l y  for that p a r t  of the loan in e x c e s s  of $ 10,000

S e c t i o n  2 of the d r a f t  r e p l a c e s  the six p e r c e n t  a 
y e a r  ra t e  w i t h  a f l o a t i n g  rate set at fi v e  p e r c e n t­
age  p o i n t s  a b o v e  the f e d e r a l  r e s e r v e  rate.

S e c t i o n  4 of the b i l l  r e m o v e s  the i n t e r e s t  c e i l i n g  f r o m  r e t a i l  
i n s t a l l m e n t  c o n t r a c t s  a n d  r e p l a c e s  it w i t h  a r a t e  a g r e e d  o n  by 
c o n t r a c t .  An  e x a m p l e  of r e t a i l  i n s t a l l m e n t  c o n t r a c t s  are the

S e c t i o n  3 of the d r a f t  i n c r e a s e s  the e f f e c t i v e  
i n t e r e s t  c h a r g e a b l e  o n  r e t a i l  i n s t a l l m e n t  c o n t r a c t s  
b y  i n c r e a s i n g  the p e r c e n t a g e s  f r o m  f i v e - s i x t h s  to
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t y p e s  o f  a g r e e m e n t s  t y p i c a l l y  u s e d  b y  f u r n i t u r e  stores.

N o  c o m p a r a b l e  p r o v i s i o n  in the b i l l  for r e t a i l  c h a r g e  a g r e e m e n t s .

S e c t i o n  5 o f  the b i l l  r e m o v e s  the c e i l i n g  f o r m e r l y  c o n t a i n e d  in 
s u b s e c t i o n  (b) to AS 4 5 . 4 5 . 0 1 0 .  T h a t  c e i l i n g  w a s  a l i m i t  on 
i n t e r e s t  c h a r g e d  b y  the e x p r e s s  a g r e e m e n t  o f  the p a r t i e s  to 
fi v e  p e r c e n t a g e  p o i n t s  a b o v e  the T w e l f t h  F e d e r a l  R e s e r v e  
d i s t r i c t  rate. T h e  b i l l  d o e s  not c h a n g e  the ra t e  of 
i n t e r e s t  in s t a t e  in the a b s e n c e  o f  an a g r e e m e n t ,  w h i c h  
r e m a i n s  at 10.5 p e r c e n t  a year, b u t  r e m o v e s  the f l o a t i n g  
c e i l i n g  r a t e  f o r m e r l y  c o n t a i n e d  in s u b s e c t i o n  (b) w h i c h  w a s  
the u p p e r  l i m i t  for the l e g a l  r a t e  of  i n t e r e s t  to be c h a r g e d  
w h e n  t h e r e  is an e x p r e s s  a g r e e m e n t  by the p a r t i e s .

S e c t i o n  6 m e r e l y  r e e n a c t s  the c h a n g e s  d e l e t e d  in sec. 1 of 
the bill.

S e c t i o n  7 u n d o e s  the a m e n d m e n t s  m a d e  in sec. 2 of this bill.

S e c t i o n  8 u n d o e s  the a m e n d m e n t s  m a d e  in sec. 3 of this bill.

S e c t i o n  9 is the f i r s t  h a l f  o f  vhe a m e n d m e n t  w h i c h  r e t u r n s  
to t h e  o r i g i n a l  the l e gal r a t e  of i n t e r e s t  l a n g u a g e  w h i c h  
w a s  c h a n g e d  in sec. 5 of  the bill.

S e c t i o n  10 r e e n a c t s  the o p e n - e n d  l o ans s t a t u t e  w h i c h  is 
r e p e a l e d  in sec. 14 o f  the bill.

o n e  a n d  thr.ia-fourths a n d  r e m o v i n g  the t w o  t i e r e d  
i n t e r e s t  c e i l i n g  b y  r a i s i n g  the $ 1,000 c e i l i n g  to 
$ 10,000 a n d  d e r e g u l a t i n g  i n t e r e s t  on t h a t  p a r t  of 
the b a l a n c e  w h i c h  e x c e e d s  $ 10,000.

S e c t i o n  4 o f  the d r a f t  i n c r e a s e s  t h e  e l e c t i v e  
i n t e r e s t  rate i n t e r e s t  for r e t a i l  c h a r g  a g r e e m e n t s  
f r o m  o n e  a n d  o n e - h a l f  to o n e  a n d  t'nrec.-iourths 
p e r c e n t  p e r  m o n t h  a n d  d e r e g u l a t e s  i n t e r e s t  on 
bai m c e s  o v e r  $ 10,000.

S e c t i o n  5 of the d r a f t  c h a n g e s  i n t e r e s t  c e i l i n g  for 
a g r e e m e n t s  b e t w e e n  p a r t i e s  g e n e r a l l y  to two p e r c e n t  
a m o n t h  a n d  d e r e g u l a t e s  l o a n s  in w h i c h  the p r i n c i p a l  
a m o u n t  is g r e a t e r  t h a n  $ 10,000.

Th e  d r a f t  c o n t a i n s  no  c o m p a r a b l e  section,

The d r a f t  c o n t a i n s  no c o m p a r a b l e  section,

T h e  d r a f t  c o n t a i n s  no c o m p a r a b l e  section,

Th e  d r a f t  c o n t a i n s  no  c o m p a r a b l e  section,

Th e  d r a f t  c o n t a i n s  no c o m p a r a b l e  section,

S e n a t o r  R i c h a r d  I. E l i a s o n J u n e  16, 1903 Pac-' 2
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S e c t i o n  11 r e e n a c t s  AS 0 6 . 4 5 . 0 6 0  (5) (A) (vi) w h i c h  is the 
s e c t i o n  d e a l i n g  w i t h  i n t e r e s t  r a t e s  for c r e d i t  u n i o n s .

S e c t i o n  1 2 . The a d d i t i o n  o f  s u b s e c t i o n  (i) to AS 4 5 . 4 5 . 0 1 0  
is m e r e l y  a r e i n s e r t i o n  of the l a n g u a g e  w h i c h  w a s  f o r m e r l y  
c o n t a i n e d  in A S  4 5 . 4 5 . 0 1 0 ( b ) .

S e c t i o n  13 r e q u i r e s  the d i v i s i o n  of  b a r k i n g  to m a k e  a r e p o r t  
to the l e g i s l a t u r e  on o r  b e f o r e  M a r c h  15, 1985, c o n c e r n i n g  
t he e f f e c t s  of th i s  leg i s l a t i o n .

S e c t i o n  1 4 . T h i s  s e c t i o n  r e p e a l s  the i n t e r e s t  r a t e  c e i l i n g s  
o n  o p e n - e n d  l oans (AS 06.20), c r e d i t  u n i o n s  (AS 06.4 5 ) ,  and 
g e n e r a l  i n t e r e s t  c e i l i n g  for p r i v a t e  a g r e e m e n t s  c o n t a i n e d  in 
AS 4 5 . 4 5 . 0 1 0 ( b ) .

S e c t i o n  1 5 . T h i s  s e c t i o n  m a k e s  the f i r s t  five s e c t i o n s  of 
the A c t  as w e l l  as secs. 13 - 15 e f f e c t i v e  on J u l y  1, 1983.

S e c t i o n  1 6 . T h i s  s e c t i o n  m a k e s  secs. 6 - 12 o f  the b i l l  
e f f e c t i v e  on J u l y  1, 1985. The i n t e n d e d  e f f e c t  of this 
s e c t i o n  is to r e t u r n  the l a n g u a g e  to the o r i g i n a l  by u n d o i n g  
the a m e n d m e n t s  t h a t  w e r e  m a d e  in the o t h e r  p o r t i o n s  of the 
b i l l  (with the e x c e p t i o n  of the a m e n d m e n t  m a d e  to the i n t e r e s t  
r a t e  on e m i n e n t  d o m a i n  j u d g m e n t s ) . T h e  s t a t u t e s  w o u l d  r e t u r n  
to t h e i r  p r e s e n t  w o r d i n g  on J u l y  1, 1985 in the a b s e n c e  of 
f u r t h e r  a c t i o n  by the l e g i s l a t u r e .

T A S : l j b  
2 4 / 0 2 2

T h e  d r a f t  c o n t a i n s  no  c o m p a r a b l e  s ection.

The d r a f t  c o n t a i n s  no c o m p a r a b l e  s ection.

T h e  d r a f t  c o n t a i n s  no c o m p a r a b l e  s ection.

S e c t i o n  6 of the d r a f t  r e p e a l s  i n t e r e s t  ra t e
c e i l i n g  for c r e d i v  unions.

S e c t i o n  7 of the d r a f t  g i v e s  an i m m e d i a t e  
e f f e c t i v e  d a t e  to the e n t i r e  d r a f t  bill.

S e n a t o r  R i c h a r d  I. E l i a s o n J u n e  16, 1983 P a g e  3
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Pouch V  
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Phone: (907)465-3114

TO:

FROM:

DATE:

RE:

S e n a t o r  V i c  F i s c h e r

M a y  2, 1983 

A n a l y s i s  of S B276

z"' S B 27 6 d e r e g u l a t e s  i n t e r e s t  r ates on v a r i o u s  t y p e s  o f  c o n s u m e r  loans

tha t are n o w  r e g u l a t e d  by sta tutes.

Sect. 1. D e r e g u l a t e s  the i n t e r e s t  rate c h a r g e d  by a l i c e n s e d  " L e n d e r  

of m o n ey "  f o r  an y s um  of mone> iot e x c e e d i n g  $ 25 , 00 0 .  Any  

p e r s on  e n g a g e d  in the b u s i n e s s  of m a k i n g  loans of m o n e y ,  

c re d i t , e tc.,  m u s t  be l i c e n s e d  u n d e r  the A l a s ka  Small Lo ans  

Act. T he  i n t e r e s t  rate mus t be a g r e e d  on by c o n t r ac t.

Sect. 2. D e r e g u l a t e s  the i n t e r e s t  rate c h a r g e d  by a l i c e n s e d  p r e m i u m  

f i n a n ce  co mpa ny.  A n y  p e rs on  e n g a g e d  in this b u s i n e s s  m u s t  

be l i c e n s e d  u n d e r  the P r e m i u m  F i n a n c i n g  Act. T he  i n t e r e s t  

rate m u s t  be a g r ee d  on by cont rac t.

Sect. 3. D e r e g u l a t e s  the i nt e r e s t  rate c h a r g e d  on f u n ds  e x c e e d i n g

t h o se  d e p o s i t e d  w i t h  the c ou r t  in a civil p r o c e d u r e s  at the 

time of the ju dg m e n t.  T he j u d g m e n t  shall i n c l u d e  lawful 

in te re s t ?

Sect. 4. D e r e g u l a t e s  the i n t e r e s t  rate c h a r g e d  on retail i n s t a l l m e n t  

c o n t r a c t s  to a rate a g r ee d  on by con tr ac t .

Sect. 5. D e r e g u l a t e s  the interest rate c h a r g e d  on a retail c h ar ge

a g r e e m e n t ,  r e v o l v i n g  c h a r g e  agreement, or  o t h e r  retail c h a r g e  

a g r e e m e n t  to a rate a g r e e d  on by co nt ra ct .

Sect. 6. For i nt e re s t  rates in th e s t a t e  to e x c e e d  10.5 p e r c e n t  a

y e a r  it m u s t  be by e x p r e s s  a g r e e m e n t  of the p a r t i e s  in a 

c o n t r a c t  or loan c o m mi tm e n t .

Sect. 7. R e pe a l s  s p e c i f i c  i n t e r es t rates an o p e n - e n d  loans and  rates 

c h a rg e d  by c r e d i t  unions.



#

As y o u  can tell by the a t t a c h e d  i n fo r m a t i o n ,  m a n y  s t a t e s  ar e l oo k i n g 

at the u s u r y  q u e st io n .  In i960, as th° p r i m e  rate  m o v e d  past n  p e rc e n t ,

42 s tat es  l i f t e d  or e l i m i n a t e d  t h e i r  jre ce i l i n gs . O t h e r  s^.’tes took 

a c t i o n  in 1981 f o r  the f i r s t  time. T e n  s t at es  n ow  p e r m i t  b a nk s that issue 

c r e d i t  car ds to c h a r g e  a ny  i n t e r e s t  rate. T h i r t e e n  st at es ,  f o r  all intent , 

no l o n g e r  l i m i t  the i n t e r e s t  rates the b a n k s  c h a r g e  on c o n s u m e r  loans. 

S ever al s t a t es  i n c l u d i n g  D e l a w a r e ,  N e v a d a  and N ew  M e x i c o  h a v e  c o m p l e t e l y  

w i p e d  out  all i n t e r e s t - r a t e  r e s t r i c t i o n s  f o r  all c l a s s e s  of lenders. 

A c c o r d i n g  to the D i v i s i o n  of B a n k i n g  a n d  S e c u r i t i e s ,  no n e  of th e states 

th a t  h av e e l i m i n a t e d  u s u r y  s t a t u t e s  hav e r e e n a c t e d  them.

If y ou  w o u l d  like c op ie s  of a n y  a r t i c l e s  l i s t e d  in the a t t a c h e d  

a b s t r a c t ,  p l e a s e  c i r c l e  and return.

I hop e t his i n f o r m a t i o n  will be helpful .



#

A l a s k a  L a v  c u r r e n t l y  s p e c i f i e s  i n t e r e st  rat e  c e i l i n g s  f o r  the 

following:

1) B a n k  loans not e x c e e d i n g  $25,000. - AS 4 5 . 4 5 . 0 1 0 ( b)

This is a f l o a t i n g  rate, f i v e  p e r c e n t a g e  points a b o v e  the 

ann ua l  d i s c o u n t  rate c h a r g e d  by the 12th F e d e r a l  R e s erve.

2) Cr e d i t  U n i o n s  - AS 0 6 . 4 5 . 0 6 0 ( 5 ) ( A ) ( v i ) . T h i s  is 15% a y e a r  

or the rat e  s p e c i f i e d  in AS 4 5 . 4 5 . 0 1 0( b ) .

3) C o n s u m e r  F i n a n c e  C o mp a n i e s ,  such as H o u s e h o l d  F i n a n c e  -

AS 0 6 . 2 0 . 2 3 0 ( a ) .  T h i s  is fo r  loans not e x c e e d i n g  $10,000.

Th e  i n t e r e s t  r a t e  is 3% a month, or 36% a y e a r  for a m o u n t s  

not e x c e e d i n g  $850., and 2% a mon t h ,  or 24% a y e a r  fo r  a m o u n t s  

not e x c e e d i n g  $10,000. T h e  l a w a l s o  al l o ws  fo r  loans n o t  to 

exceed $25,000., but s u c h  loans are not regul at e d .

4) C a r  d e a l e r s  and f u r n i t u r e  sto r e s  m a y  e n t e r  into i n s t a l l m e n t  

c o n t r a c t s  u n d e r  AS 4 5 . 1 0 .1 2 0 ( b ) .  T h e  i n t erest r a t e  is f iv e -  

sixths of one p e r c e n t  a mo n t h ,  or 10% a ye a r  ( 5 / C  X  12) for 

a m o u n t s  not e x c e e d i n g  $1000. F o r  a m o u n t s  e x c e e d i n g  $1000., 

the intere s t  rate in t w o - t h i r d s  of one p e r c e n t  a mo nt h ,  or 

8% a y e a r  P LUS 10% for the am o u n t  u n d e r  $1000. T h e r e f o r e ,  

car d e a l e r s  and f u r n i t u r e  sto r es  can l e g a l ly  c h a r g e  18% a 

year, or 1.5% a month.

5) C re d i t  c a r d s  and c o n s u m e r  c h a r g e  a c c o u n t s  - A S  4 5 . 1 0 . 1 20 ( c )

If the b a l a nc e  d o e s  not ex c ee d  $1000., the interest rat e  is 

1.5% a m o n t h  or 18% a year. Fo r  a b a l a n c e  ove r  $1000., the 

interest r ate is o n e - t w e l f t h  of the a n n u a l  rate a l l o w e d  in 

AS 4 5 . 4 5 . 0 1 0 ( b ) ,  sec 1) above.

6) P r e m i u m  f i n a n c i n g  - AS 0 6 . 4 0 . 12 0 ( c ) .  T h i s  Is for large 

b u s i ne s s e s .  T h e  i nt e r e s t  rate is 15% a year.

7) E m i n e nt  d o m a i n  - AS 0 9 . 5 5 . 4 4 0 ( a ) .  T h i s  is w h e n  the. g o v e r n m e n t  

cond e m s  s o m e o n e ' s  p r o p e r t y  to w i d e n  a road, for e x ample. Th e  

i n t e r e s t  rate p a i d  the for c ed  s e l l e r  is 6%. a year.

8) E v e r y t h i n g  e l s e  - AS 4 5 . 4 5 . 0 1 0 ( a ) .  T h i s  general, n o n - s p e c i f i c  

i n t e re s t  rate is 10,.5% a year.



§ 45 . 10.120 A l a s k a  St a t u t e s § 45 10.130

Sec. 45.10.120. Extent of service charge, (a) The service charge 
shall include all charges inc.dent to investig: »;ng and making the 
retail installment contract or charge agreemen' and for the privilege 
of making the installment payments under the * mtract or agreement. 
No other fee, expense, or charge may be taken, received, reserved, or 
contracted for investigating and making the contract or agreement, oi 
for the privilege of making the payments.

(b) A seller or holder of a retai]_insta]]ment_contn^ charge, 
receive and collect a service charge which shall not exceed the 
following rates multiplied by the number of months, including a 
fraction of a month in excess of 15 days as one month, elapsing between 
the date of the contract and the due date of the last installment,

(1) on so much of the unpaid balance as does not exceed $1,000, 
five-sixths of one pe>‘ cent;

(2) if the unpaid bidance exceeds $1,000, on so much of tin unpaid 
balance as exceeds $1,000, twmthjirdsjinm^

(3) if the total service charge so computed is less than $12, but if the 
due date of the last installment of the contract is eight months or less 
after its effective date, $10.

(c) A seller or holder of a retaii ch.a mo aereement. rcvolvim: charge 
agreement or other retaii charge agreement may charge, receive and 
collect a service charge not to exceed the following rates computed on 
the outstanding balances from month to month,

(1) on so much of the outstanding balance as does not exceed $1,000, 
one and one-half per cent per month;

(2) if the outstanding balance is more than $1,000, one-twelflh of the 
annual rate permitted under AS 45.45.010(b) per month on the excess 
over $1,000 of the outstanding balance;

(3 if the service charge so computed is less than $1 for any month, 
$1;

,e service charge may be computed on a schedule of fixed 
umou ,ts if as so computed it is applied to all amounts of outstanding 
balances equal to the fixed amount minus a differential of not more 
than $5 provided that it is also applied to all amounts of outstanding 
balances equal to the fixed amount plus at least the same differential. 
(S 13 ch 111 SLA 11)62; am § 1 ch 154 SLA 1966; am 8 2 eh 79 SLA 
1980)

Cross reference. — As to revolving the  annual ra te  perm itted  under AS 
credit plans, see AS . 6.05,208, •J5.45.Ull)ibi" for "one per cent" following

Effect of iimenr.iient. -- The 1!)S0 "more than  St,000" in paragraph  i2) of 
am endm ent .substi o !.d  "one-twelfth of subsection (cl.

Sec. 45.10,'130. Insurance. If the cost of insurance is included in 
the retail installment contract or retail charge agreement and a 
separate charge is mude to the buyer for the insurance,

210



§ 45.10.220 T r a d e  a n d  C o m m e r c e § 45.10.220

(2) "goods’’ meat s personal chattels purchased primarily for 
personal, family, ol household use and not for commercial or business 
use, but does not include money or. except as provided in the next 
phrase, chose in action; "goods" includes but is not limited to 
merchandise certificates or coupons issued by a retail seller to be used 
in their face amount instead of cash in exchange for goods or services 
sold by the seller and goods which, at th*5 time of sale or subsequently, 
are to be so affixed to real property as to become a part of it, whether 
or not severable from it;

(3) "official fees” means the amount of the fees set by law for filing, 
recording, or otherwise perfecting and releasing or satisfying a 
retained title, lien, or other security interest created by a retuil 
installment transaction;

(4) "person” means an individual, partnership, joint venture, 
corporation, association, or any other group, however organized;

(5) "principal balance” means the cash sale price of the goods or 
services which are the subject matter of a retail installment contract 
less the amount of the buyer’s down payment in money or goods or both, 
plus the amounts for insurance and officiul fees included in the contract 
if a separate identified charge is made and stated in the contract for 
insurance and official fees;

(6) "ratv" means the percentage which, when multiplied times the 
outstanding balance for each month or other installment period, yields 
the amount of the service charge for the month or period;

(7) "retail buyer” or "buyer" means a person who buys or agrees to 
buy goods or obtain services or agrees to have services rendered or 
furnished from a retail seller;

(8) "retail charge agreement.,” "revolving charge agreement," or 
"charge agreement" means an instrument (A) entered into or 
performed in the state which sets out the terms of retail installment 
transactions which may be made under the agreement from time to 
time, and (11) under the terms of which a service charge is to be 
computed from time to time in relation to the buyer’s unpaid balance;

(9) "retail installment, contract" or "contract" means a contract, 
other than a retail cliarge agreement or an instrument reflecting a sale 
price made under a retail charge agreement, entered into or performed 
in the state for a retail installm nt transaction; "retail installment 
contract” includes (A) a chattel mortgage, (11) a conditional sale 
contract, and (C) a contract in the form of a bailment or a lease if the
bailee or lessee contracts to pay a sum substantially equivalent to or 
in excess of the value of the goods sold as compensation for their use 
and if it is agreed that the bailee or lessee is bound to become, or for 
no other or a merely nominal consideration, has the option of becoming 
the owner of the goods upon full compliance with the provisions of the 
bailment or lease;
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§ 45.10.230 A l a s k a  S t a t u t e s § 45.20.010

(10) "retail installment transaction’’ means a transaction in which 
a retail buyer purchases goods or services from a retail seller under a 
retail installment contract or a retail charge agreement which provides 
for a service charge under which the buyer agrees to pay the unpaid 
balance in one or more installments;

(11) "retail seller” or "seller" means a person engaged in the 
business of selling goods or services to retail buyers;

(12) "service charge," however denominated or expressed, means the 
amount which is paid or payable for the privilege of purchasing goods 
or services to be paid for by the buyer in installments over a period of 
time; "service charge” does not include the amount charged for 
insurance premiums, delinquency charges, attorney fees, court costs, or 
official fees;

(13) "services" means work, labor, or services of any kind purchased 
primarily for personal, family, or household use and not for commercial 
or business use. whether or not furnished in connection with the 
delivery, installation, servicing, repair, or improvement of goods; 
"services" includes repairs, alterations, or improvements upon nr in 
connection with real property, hut does not include the services of a 
professional person licensed by the state, or services for which the price 
charged is required by law to lie determined or approved by or to he 
filed, subject to approval or disapproval, witli ihe United States or a 
state or a department, division, agency, officer, or official of either as 
in the case of transportation services;

(14) "time balance" means the principal balance plus the service 
charge, (jj 1 ch 111 SLA 1952)

Sec. 45.10.230. Short title. This chapter may be cited as the Alaska 
Retail Installment. Sales Act. (S 23 ch 141 SLA 19(12)

Chapter 20. Purchase o f Ore.
Section
10, C laim ant in possession considered 

owner of ores 
20 When purchaser considered owner of 

ore; nonliability  to person 
Hubseipienlly adjudged owner 

SO. Notice purchaser by c laim ant or 
owner out of possession

Sect ion
•10. Failure to bring action 
SO, (.lability  o f pm  Conner to person 

adjudged owner or entitled  to
possession

See. 45.20.010. C laim ant in possession considered ow ner of 
ores. A person in the actual and peaceable possession of a mining 
claim, under claim or color of title, and engaged in the mining, 
shipment and treatment, or sab* Tore from it, shall, as to all persons 
purchasing the ore in good I'niln ..ml without notice as provided in this 
chapter of the title or claim of title, or ownership of another person to 
it, he considered to he the lawful owner of the ore. 29-4-1 ACLA 
1949)
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M E M O R A N D U M

TO: Se n at e  L a b o r  & C o m m e r c e  C o m m i t t e e  M e m b e r s

FROM: S e n a t o r  D i c k  E.liason, C h a i r

D ATE: F e b r u a r y  14, 1984

RE: D e r e g u l a t i o n  of I n t e r e s t  Rates

1 h a v e  s c h e d u l e d  a pu bl i c  h e a r i n g  and t e l e c o n f e r e n c e  to ga t h e r  public 

input on 1111 246, "An Act r e l a t i n g  to d e r e g u l a t i o n  of i nt erest rate s , "  in 

A n c h o r a g e ,  M a r c h 3, 1984, 10:00 a.m. at the A n c h o r a g e  L e g i s l a t i v e  

I n f o r m a t i o n  Office. We w i l l  be tak i n g  A n c h o r a g e  t e s t i m o n y  from

*10:00-11:00 and s t a t e w i d e  t e s t i m o n y  via the t e l e c o n f e r e n c e  n e t w o r k  from 

11:00 o n .

H o p e f u l l y  you w i l l  be abl e  to plan y our h e c t i c  s c h e d u l e  around this 

hearing.

, b e o  \ I o  a  I

M c . f i ' i b c - v ' s

a I m I h



A L A S K A  S T A T E  LEGISLATURE - SENATE
COMMITTEE ON LABOR AND COMMERCE

S E N A T O R  R I C H A R D  I. ELIA S O N  
C H A IR M A N

O F F I C I A L  B U I I N K I *

PO U C H  V " J U N E A U .  ALA SK A  996 1 1  
< 9 0 7 )  4 6 5 - 3 8 4 4

P RESS R E L E A S E

S e n a t o r  E l i a s o n,  C h a i r  of the S e n a t e  L a b o r  and C o m m e r c e  C o m m i t t e e ,  

has s c h e d u l e d  a pu b l i c  h e a r i n g  on M a r c h  3, 1984, 10:00 a.m. at the 

A n c h o r a g e  L e g i s l a t i v e  I n f o r m a t i o n  O f f i c e  to tak e pu b l i c  t e s t i m o n y  on HB 

246, "An A ct  r e l a t i n g  to d e r e g u l a t i o n  of i n t e r e s t  r a t e s ' . If passed 

this b i l l  w o u l d  rem o v e  the c u r r e n t  i n t er e s t  rate c e i l i n g  p l a c e d  on 

s m a l l ban k loans, r e t a i l  s t o r e ' s  r e v o l v i n g  ch a r g e  accounts, and 

in d i v i d u a l  cr ed i t  card compa n i e s .

In c o n j u n c t i o n  w i t h  this p u b l i c  h e a r i n g  a s t a t e w i d e  t e l e c o n f e r e n c e  is 

s c h e d u l e d  s i m u l t a n e o u s l y .  C o m m i t t e e  m e m b e r s  w i l l  h e a r  t e s t i m o n y  from 

those i n d i v i d u a l s  p r e s e n t  in A n c h o r a g e  from 1 0 : 0 0 -1 1 : 0 0  and s t a t e w i d e  

p a r t i c i p a n t s  v i a  the t e l e c o n f e r e n c e  n e t w o r k  a f t e r  11:00 a.m.

A l l  p e r s o n s  d e s i r i n g  to p a r t i c i p a t e  are e n c o u r a g e d  to a t t e n d  the 

h e a r i n g  in A n c h o r a g e  or to cont a c t their local t e l e c o n f e r e n c e  office.



PUBLIC SERVICE ANNOUNCEMENT FOR STATEWIDE TELECONFERENCE

T h e  S e n a t e  L a b o r  and C o m m e r c e  C o m m i t t e e  w i l l  h o l d  a s t a t e w i d e  

t e l e c o n f e r e n c e  on HB 246, "An Act  r e l a t i n g  to the d e r e g u l a t i o n  of 

i n t e r e s t  r a t e s , " on Sat u r d a y ,  M a r c h  3, 1984, at 10:00 a.m. If passed 

t is b i l l  w o u l d  re m ov e  the c u r r e n t  i n t e r e s t r a t e  c e i l i n g  placed on small 

h a n k  loans, re t a i l  s t o r e ' s  r e v o l v i n g  ch a r g e a c counts, and i n d i v id u a l  

c r e d it  card c o m p a n i es .  T h e  exact r ate of i n t e r e s t  that could be c h a rg e d  

w o u l d  d e p e n d  on eac h  i n d i v i d u a l  bank, re t a i l  store, or c r e d i t  card 

c o m p a n i e s .

In c o n j u n c t i o n  w i t h  this t e l e c o n f e r e n c e  a pu b l i c  h e a r i n g  to d i s c u s s  HB 

246 is s c h e d u l e  s i m u l t a n e o u s l y  in A n c h o r a g e  at the L e g i s l a t i v e  

I n f o r m a t i o n  Office. C o m m i t t e e  m e m b e r s  w i l l  h e a r  t e s t i m on y  f rom those 

i n d i v i d u a l s  p r e s e n t  in A n c h o r a g e  f rom 10:00-1 •DO and s t a t e w i d e  

t e s t i m o n y  via the t e l e c o n f e r e n c e  n e t w o r k  a f t e r  :00 a.m. However, 

p a r t i c i p a n t s  v i a  the t e l e c o n f e r e n c e  n e t w o r k  wil be able to listen to 

a l l  of the A n c h o r a g e  testimony.

A l l  p e r s o n s  d e s i r i n g  to p a r t i c i p a t e  are e n c o u r a g e d  to cont a c t  their 

local t e l e c o n f e r e n c e  office.



S E N A T O R  R I C H A R D  I. ELIASON

A L A S K A  S T A T E  LEGISLATURE - SENATE
COMMITTEE ON LABOR AND COMMERCE

PO U C H  V • J U N E A U ,  ALASKA 9 00 1  1 
( 9 0 7 )  4 6 5 * 3 8 4 4C H A IR M A N

O F F I C I A L  ■UIINEII

F e b r u a r y  17, 1984

Mr. M o n t e  Enr.el 

A l a s k a  Legal Service 

615 H St r e et

A n c h o r a g e ,  A l a s k a  99501 

D e a r  Mr. Engel,

T he S e n a t e  L a b o r  and C o m m e r c e  C o m m i t t e e  has s c h e d u l e d  a pu b l i c  h e a r i n g  on 

M a r c h  3, 1984, 10:00 a.m. at the A n c h o r a g e  L e g i s l a t i v e  I n f o r m a t i o n  O f f i c e

to tak' pu b l i c  t e s t i m o n y  on HB 246, "An Act r e l a t i n g  to d e r e g u l a t i o n  of

i n t e r e s t  rates". If p a s s e d  this b i l l  w o u l d  remove the current interest 

rate c e i l i n g  pl a c ed  on s m a l l b a n k  loans, re t a i l s t o r e ' s r e v o l v i n g  charge 

a c c o u nt s ,  and i n d iv i d u a l  c r e d i t  card companies.

Th i s  c o m m i t t e e  w o u l d  like to invite y o u  or y o u r  r e p r e s e n t a t i v e  to test i f y  

at this hearing. Y o u r  i ns i g h t s  on h o w  d e r e g u l a t i o n  of interest rates ma y  

af f ec t  y o u r  c l ie n t s  w o u l d  be v e r y  u s e f u l  to the committee.

Hop e to you see Saturday, M a r c h  3rd.

Since r e l y ,

Senator Dick Eliason



S E N A T O R  R I C H A R D  I. E L I A SO N
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M E M O R A N D U M

TO: N o r m a n  G o r s u c h  I

A t t o r n e y  G e n e r a l  / A  1 / A  /

FROM: S e n a t o r  D i c k  E l i a s o n ,  C h a i r | 1/

S e n a t e  L a b o r  and C o m m e r c e L y v

DATE: M a y  25, 1983

RE: S e n a t e  L a b o r  and C o m m e r c e  h e a r i n g  o n  HB 246

T h e  S e n a t e  L a b o r  a n d  C o m m e r c e  C o m m i t t e e  w i l l  be c o n d u c t i n g  a h e a r i n g  on 

HB  246, r e l a t i n g  to the d e r e g u l a t i o n  of i n t e r e s t  rates, t o m o r r o w  at 1:30 

p.m. ( P S T ) .

T h e  s u b j e c t s  of credit, c o n s u m e r  credit, and i n t e r e s t  rat e  r e g u l a t i o n  

are c o m p l i c a t e d ,  an d  in o r d e r  for the c o m m i t t e e  to r e c e i v e  a b a l a n c e d  

p r e s e n t a t i o n  of the is s u e s  it w o u l d  be d e s i r a b l e  if s o m e o n e  w o r k i n g  in 

the a rea of c o n s u m e r  c r e d i t  c o u l d  testify.

C o n n i e  Sipe, C h i e f  of y o u r  C o n s u m e r  P r o t e c t i o n  S e ction, h a s  b e e n  

e x t r e m e l y  h e l p f u l  in r e s p o n d i n g  to s t a f f  i n q u i r i e s  a bout h o w  this b i l l  

w o u l d  w ork, and it s ee m s  to me that h e r  e x p l a n a t i o n s  of h o w  this bill 

m a y  a f f e c t  A l a s k a  c o n s u m e r s  w o u l d  be v e r y  u s e f u l  to the c ommittee.

I'd t h e r e f o r e  like to r e q u e s t  that she be a v a i l a b l e  to t e s t i f y  b e f o r e  

the c o m m i t t e e  tom o r r o w .  W e  h a v e  a r r a n g e d  a t e l e c o n f e r e n c e  h o o k u p  w h i c h  

w i l l  a l l o w  h e r  to s p e a k  to the c o m m i t t e e  f r o m  h e r  office.

T h a n k  y o u  for y o u r  c o n s i d e r a t i o n  of this r e q u e s t .  I h o p e  you h a v e  not 

b e e n  i n c o n v e n i e n c e d  b y  its l a teness.



A L A S K A  S T A T E  LE GISLATU RE - SENATE
COMMITTEE ON LABOR AND COMMERCE

S E N A T O R  R I C H A R D  I. ELIASON 
C H A IR M A N

PO U C H  V • J U N E A U .  A LA S K A  9 9 B M  
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M a y  20, 1983

R a l p h  K n o o h u i z e n ,  E x e c u t i v e  D i r e c t o r  

A l a s k a  L e g a l  S e r v i c e s  

615 H  S t r e e t

A n c h o r a g e ,  A . a s k a  99501 

D e a r  Mr. K n o o h u i z e n :

Th e  S e n a t e  L a b o r  and C o m m e r c e  C o m m i t t e e  p r e s e n t l y  ha s  in c o m m i t t e e  CS 

for H o u s e  Bil l  246(L & C) , "An Ac t r e l a t i n g  to the d e r e g u l a t i o n  of 

i n t e r e s t  r a t e s . "

As thi s  p r o p o s e d  l e g i s l a t i o n  m a y h a v e  an impact on p eo p l e  r e p r e s e n t  

and s e r v e ,  the S e n a t e  L a b o r  and C o m m e r c e  C o m m i t t e e  r e q u e s  ^ that A l a s k a  

L e g a l S e r v i c e s  s t u d y  C S H B  246 and p r e s e n t  w r i t t e n  f i n d i n g s  to the 

c o m m i t t e e .

T h a n k  you  for y o u r  a s s i s t a n c e  in this m a t t e r .

S i n c e r e l y ,

S h e i l a  P e t e r s o n ,  S e n a t e  A i d e  

S e n a t e  L a b o r  and C o m m e r c e  C o m m i t t e e

enc.



S E N A T O R  R I C H A R D  I. E L I A S O N  
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O F r i C I A L  B U S IN E S S

M E M O R A N D U M

TO: B i l l y  B e r r i e r

D i v i s i o n  of L e g a l

FROM: Sen. D i c k  E l i a s o n

DATE: J u n e  14, 1983

RE: W o r k  o r d e r  and r e q u e s t  for c o m p a r a t i v e  b i l l  a n a l y s i s

A t t a c h e d  p l e a s e  find c o p i e s  of C S H B  246(l.6C), a s e c t i o n - b y - s e c t i o n  

a n a l y s i s  of that bill, and a c o p y  of l e g i s l a t i o n  i n t r o d u c e d  in the 

S e n a t e  in 1982.

I w o u l d  lik e to h a v e  a b i l l  d r a f t e d  w h i c h  is m o d e l e d  on the old p r o p o s e d  

l e g i s l a t i o n  (CSSB 7 5 0 [ L & C ] / 1 9 8 2 ) . In a d d i t i o n ,  I w o u l d  l i k e  a 

s e c t i o n - b y - s e c t i o n  a n a l y s i s  of the w o r k  draft. F i n a l l y ,  I w o u l d  lik e  a 

c o m p a r a t i v e  a n a l y s i s  of C S H B  246(L& C )  and the w o r k  d r a f t  m o d e l e d  on SB

T o m  S o f o  h a s  b e e n  d o i n g  the w o r k  on H B  246, and p r o v i d e d  the a t t a c h e d  

a n a l y s i s  of that l e g i s l a t i o n . —

750.

T h a n k  y o u  for y o u r  a s s i s t a n c e .

0
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A L A S K A  STATE LEGISLATURE - SENATE 
C O M M ITTEE ON LABO R AND C O M M ER C E

S E N A T O R  R I C H A R D  I. E L I A S O N  PO U C H  V  • J U N E A U .  A LA SK A  99811
C H A IR M A N  ( 9 0 7 )

orr ic iA L  u u s i k c s s

O c t o b e r  6, 1983

W i l l i s  K i r k p a t r i c k ,  D i r e c t o r  
D i v i s i o n  o f  B a n k i n g ,  S e c u r i t i e s  

a n d  C o r p o r a t i o n s  
P o u c h  D
J u n e a u ,  A l a s k a  9 9 8 1 1  

D e a r  Mr. K i r k p a t r i c k :

T h i s  l e t t e r  is a foiTnal r e q u e s t  for c o p i e s  o f  y o u r  d i v i s i o n ' s  
C o m p a r a t i v e  R e p o r t  o f  S m a l l  L o a n s  a n d  C o r p o r a t i o n s .  I h a v e  
the 1 9 8 0  r e p o r t ,  a n d  w o u l d  l i k e  c o p i e s  f r o m  1981 to the p r e s e n t .  
A c o p y  o f  t h e  1980 r e p o r t  is e n c l o s e d  so y o u  k n o w  e x a c t l y  w h a t  
I a m  r e f e r r i n g  to.

T h a n k  y o u  no much.

S i n c e r e l y ,

R o c k y  iNrotnick W e l l e r ,  R e r e a r c h e r  
S e n a t e  L a b o r  and C o m m e r c e
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DC Pi' FITMENT OP COMMERCE AND ECONOMIC DEVELOPMENT 
DIVISION OF BANKINO, SECUniTIES, SMALL LOANS AND CORPORATIONS 

Chorlas R. Wobbor, Commissioner 
W:Ills F. Kirkpatrick, Director

COMPARATIVE REPORT OF SMALL LOAN LICENSEES 
For Porlod Ended Docombor 31,1980

ASSETS LIABILITIES RESERVES CAPITAL ACCOUNTS

City & Name of Llcensoa 

ANCHORAGE 

Beneficial Flnonco Co. 

Bentflcia Flnonco Co. 

Houioi'oL Flnonco Co. 

Houichold Flnor.;" Co. 

Household Finance Co. 

Housohold Flnonco Co.

FAIRBANKS 

Household Flnonco Co.

Boncficiol Flnonco Co. 

KENAI

Bo 'ollelol Flnonco Co.

t o t a l :

Addrou

215 E. 4th Avonuo

4101 Mt. Vlow Drlvo

300 36th Avonuo

600 E. Northorn Lights

4009 Mt. Vlow Dr.

636 E. 16th Stroot 
Gambol Building

636 4th Avcnuo 
Parish Building

330 Bornotto Stroot

Profosslonol Building

Number

1,307

656

672

681

1,086

- 0-

886

G02

437

6,107

Loans
Amount

Othor
Loans

1,108,407 244,460

450,942 196,323

778,270 264,274

920,371 319,667

1,439,774 302,493

— 0—  -0-

1,424,643 22G.001

746,201 155,307

X

604,030 20.352

7.4G0.634 1,736,035.

Cash fit Duo Furnituro Othor
From Banks & Fixtures Assots

OCTaemn t «b

024 

635 

1,509 

1,540 

1,077

-0-

411

45

449

6,470

2,425

0,977

- 0-

0,703

443

- 0-

1,670

2,206

2,958

27,370

1,691

12,627

2,361

Total
Assets

Accounts & Othor Total
Notos Payable Liabilities Resorvos

Branch Ofllce Capital
Capital Stock Surplus

1,655,104

916,466

530,150 2,760 6,770 33,107 495,451 -0 -  * -0-

49,004 9,200,321 2,709,003

Total Capital 
Liabilities 
Accounts

28,059 1,464,263 2,766,976 38,666 123,990 (1,093,610) 5,000 423,242 1,464,263

26 ' 6C3.002 6,723 37,9'»6 50,070 560,258 - 0 - - 0 - 663,002

1,372 1,045,b13 - 0 - - 0 - - 0 - 1,045,513 - 0 - - 0 - 1,046,613

604 1,250,063 - 0 -  * - 0 -
«

- 0 - 1,250,063 - 0 - - 0 - 1,250,063

003 1.744.G90 - 0 - ' . - 0 - - 0 - 1.744,590 - 0 - - 0 - 1.744,590

1,562 1,662 - 0 - —0— - 0 - 1,662 - 0 - - 0 - 1,662

- 0 -  - 0 -  - 0 -  1.G55.104 -0-- -O- 1,655.104

12,655 27,022 47,000 029,001 - 0 -  - 0 -  916,466

63B.150

110,303 255,141 5.G97.G32 5,000 423,242 0,200,321

•Bonoflciol Flnonco Co., Eoglo Rlvor Rood, Alosko ofilco closed 5/1/00. Accounts transforrod to Bonollclol 215 Eost 4th Avonuo In Anchorogo.
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