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S e n a t o r  D i c k  E l i a s o n ,  C h a i r m a n  
C o m m i t t e e  on L a b o r  and C o m m e r c e  
P o u c h  V
J u n e a u ,  A l a s k a  99811

Re: H.R. 246

D e a r  S e n a t o r  Eliason:

T h i s  l e t t e r  is in r e s p o n s e  to a t e l e p h o n e  call I r e c e i v e d  
from one of y o u r  a i d e s  r e q u e s t i n g  that 1 s u b m i t  in w r i t i n g  
the c h a n g e s  I p r o p o s e d  to H.R. 246. I w o u l d  like to first 
r e s t a t e  that it is our p o s i t i o n  that d e r e g u l a t i n g  c o n s u m e r  
i n t e r e s t  r a t e s  will hurt low income and o t h e r  c o n s u m e r s  in 
A l a s k a ,  w i l l  be f o l l o w e d  by an i n c r e a s e  in c o n s u m e r  i n t e r e s t  
r ates, and wi l l  not i n c r e a s e  the a m o u n t  of c r e d i t  a v a i l a b l e  
to low income (or any other) c o n s u m e r s .

H o w e v e r ,  if the l e g i s l a t u r e  d e c i d e s  to p a s s  some form of 
i n t e r e s t  rate d e r e g u l a t i o n  bill, w e  feel it s h o u l d  c o n t a i n  
the f o l l o w i n g  p r o v i s i o n s  to p r o t e c t  c o n s u m e r s .  First, loans 
by l i c e n s e d  l e n d e r s  (AS 0 6 . 2 0 . 2 3 0 ( a ) )  s h o u l d  r e t a i n  an 
i n t e r e s t  c e i l i n g  of 3% p e r  m o n t h  for the f irst $ 8 5 0 . 0 0 ,  and 
2% p e r  m o n t h  for a m o u n t s  o v e r  $ 8 5 0 . 0 0  up to $ 1 0 , 0 0 0 . 0 0 .  
I n t e r e s t  r a t e s  for loan a m o u n t s  o v e r  $ 1 0 , 0 0 0 . 0 0  m a y  be as 
a g r e e d  by the p arties.

S e c o n d ,  c r e d i t  ca r d  (AS 4 5 . 1 0 . 1 2 0 ( c ) )  p r o v i d e r s  c o u l d  c h o o s e  
e i t h e r  a f i xed rate or v a r i a b l e  ra t e  c e i l i n g .  T h e  fixed rate 
w o u l d  be set by the s t a t u t e  ( p o s s i b l y  at o n e  or two p e r c e n t  
per a n n u m  h i g h e r  than the c u r r e n t  r a t e s ) . T h e  c r e d i t  p r o­
v i d e r  c o u l d  a l s o  impose e i t her: (a) a y e a r l y  fee for the 
card, not to e x c e e d  $ 1 5 . 0 0 ;  or (b) c h a r g e  i n t e r e s t  f r o m  the 
d a t e  of the t r a n s a c t i o n  to p a y o f f  in the f i rst m o n t h l y  
b i l l i n g  cycle, but not both (a) and (b).

T h e  v a r i a b l e  rate, s h o u l d  be set at 10 p e c e n t a g e  p o i n t s  a b o v e  
the 1.2th F e d e r a l  R e s e r v e  D i s t r i c t  cate c h a r g e d  to m e m b e r
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b anks, a d j u s t e d  s e m i a n n u a l l y .  T h e  c r e d i t  p r o v i d e r  u n d e r  this 
o p t i o n  c o u l d  not c h a r g e  (a) an a n n u a l  fee or s e r v i c e  charge;
(b) i n t e r e s t  c-n t r a n s a c t i o n s  w h e n  the b a l a n c e  is pa i d  in full 
in the f i r s t  b i l l i n g  cycle. U n d e r  e i t h e r  the fixed or 
v a r i a b l e  rate, the p r o v i d e r  s h o u l d  be p r o h i b i t e d  from 
c h a r g i n g  a t r a n s a c t i o n  fee (i.e. a c h a r g e  imposed e a c h  time 
the c a r d  is u s e d ) . A n y  ch a n g e  in the o p t i o n  c h o s e n  by the 
p r o v i d e r  w o u l d  have to be p r e c e e d e d  by a N o t i c e  to the card 
h o l d e r s  at least six m o n t h s  b e f o r e  the c h a n g e  t akes place.

T h i r d ,  o t h e r  loans u n d e r  $ 2 5 , 0 0 0 . 0 0  (AS 4 5 . 4 5 . 0 1 0 )  s h o u l d  be 
l i m i t e d  to a m a x i m u m  i n t e r e s t  rate of 7 p e r c e n t a g e  p o i n t s  
a b o v e  the 12th F e d e r a l  R e s e r v c e  D i s t r i c t  rate c h a r g e d  to 
m e m b e r  banks. F i nally, if int e r e s t  r a t e s  are d e r e g u l a t e d ,  
t h e r e  s h o u l d  be a s t a t u t o r y  p r e s u m p t i o n  that rates in e x c e s s  
o f  37.5% per a n n u m  are e x c e s s i v e .  T h i s  w o u l d  not be an 
a b s o l u t e  p r o h i b i t i o n  on interest r a t e s  h i g h e r  than 37.5%, but 
w o u ) d  put the b u r d e n  on the c r e d i t  p r o v i d e r  to p r o v e  that 
h i g h e r  r a t e s  are r e a s o n a b l e  in a n y  C o u r t  a c t i o n  i n v o l v i n g  the 
d e b t .

I w o u l d  like to thank you and the o t h e r  c o m m i t t e e  m e m b e r s  for 
the i n v i t a t i o n  to preser! the i n t e r e s t  of o u r  c l i e n t s  in this 
m a t t e r .

R e s p e c t f u l l y ,

A L A S K A  L E G A L  S E R V I C E R  C O R P O R A T I O N

S t a f f  A t t o r n e y

M E / 1  j 7.
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S e n a t o r  Di c k  Eli a s o n ,  C h a i r m a n  
L a b o r  and C o m m e r c e  C o m m i t t e e  
P o u c h  V
J u n e a u ,  A l a s k a  99811

Re: HB 246

D e a r  S e n a t o r  E l iason:

At  the M a r c h  3, 1984 h e a r i n g  in A n c h o r a g e ,  one of the 
c o m m i t t e e  m e m b e r s  r e q u e s t e d  that I u p d a t e  the i n f o r m a t i o n  
s u p p l i e d  by R o b e r t  H i c k e r s o n  in a p o s i t i o n  p a p e r  d a t e d  May 
25, 1983. T h e  m o s t  c u r r e n t  i n f o r m a t i o n  I have i n d i c a t e s  that 
t h ere h a v e  been no c h a n g e s  s i nce then.

If I can be of any f u r t h e r  a s s i s t a n c e  to the c o m m i t t e e ,  
p l e a s e  let me know.

R e s p e c t  f u 11y ,

A L A S K A  L E G A L  S E R V I C E S  C O R P O R A T I O N

M o n t e  E n g e l  
S t a f f  A t t o r n e y



M l l O f  R IR S K R  WOMAN'S POLITICRL CRUCUS
I  l U J I  V i  P.O. Box 1571 •  Anchorage, Alaska 99510 •  (907) 337-5109

S S t  —

To: Sena t o r  R i c h a r d  Eliason, Chair Senate L abor ar. d C o m m e r c e  C o mmittee 

From: Jean F. Craciun, C h a i r - E l e c t  The Alaska Women s Pol i t ic a l  C a u c u s j ^ _ _

RE: Senate Bill 485

TE S T I M O N Y  M a rc h  3, 1984

The A l a s k a  W o m e n ' s  Political Caucus a p p r ec i a t e s  the o p p o r t u n i t y  to testify before 

this c o mmittee. We w o u l d  like you to k n o w  that we op p o s e SB485 and HB246.

Whereas we can a p p r e c i a t e  the attempt being made p h il o s o p h i c a l l y ,  p r a c t i c a ll y  we 

believe it will n e g a t i v e l y  impact on women and low income people.

While there are m a n y  factors that must be c o n s i d e r e d  w h i l e  m a k i n g  needed a d j u s tmentj 

that reflect the m a r k e t  c o n d i t i o n s  w it h i n  Alaska. 1 wan t  to draw the c o m m i t t e e 's 

a t t e n ti o n  to the issue of " c o m p e t i t i o n . "  Not i n g  that poorer, and less well e d u c a t e d  

people in A l a s k a  are locked into'bo r r o w in g  ~ompetit ion-1 ree ne i g hborhoods. It: is a 

known fact that: 1) C o m p e t i t i o n  does not exist in low income markets. Retailers 

and o ther lenders do not compete ov e r  credit rates beca u se  f v e q u e n t’y there is only 

one lender. Banks and finance c o m p a n ie s  do not have b r a n ch e s  in poor neighborhoods. 

There are no d e p a r t m e n t  stores and rarely any used car lots. Groc e r y  stores and 

cl o t h i n g  stores exist: but rarely provide credit. G i v e n  the size and poverty I the 

population, the c o m m u n i t y  g e n e r a l l y  can support only one lurniiure store, II 

another opens up, b oth may go out o( busin e s s  beca u se  people do not have enough 

s p e nding m o n e y  to k e e p  both profitable. With o nly one furniture store, that store 

can c h a r g e  w h a t e v e r  it wants. 2) C o m p e t i t i o n  is also inadequate because buyers 

have insufficient i n f o rm a t i o n  as to rates and a v a i l a b i l it y .  From a c o n sumer p e r s­

pective, c o m p e t i t i o n  in the credit market is not like coinput ion in the supermarket. 

In both cases an in I a r m e d  c o n s u m e r  is the key to a c o m p e t i t i v e  market. But when 

pric i n g  goods, the cost to the c o n s u m e r  is usua l l y  c l e a r l y  m a r k e d  on the item and 

readily c o m p a r a b l e.  In bu y i n g credit, much more is at stake since c o nsumers con'd 

lose t.hair h omes and lile savings. Moreover, the transact ion is infinitely more 

complicated. This c o m p l e x i t y  in p a r ti c u l a r  b e fuddles I lie low income and u n s o p h i s t i­

cated borrower. And they will be Llie target of the u n s c r u p u l o u s  lenders.

Further, c r e d i t o r s  do not a t K o r t i s e  rates and m a n y  bu y e r s  lack I lie I iine or stamina 

to call several di f ferent lenders to obt a i n  rate informal ion, C o n s u m e rs  also have?

I also impress i o n s  about w h i c h  institutions will lend to them. Historically, many 

w o r k i n g  class people and m i n o r i t i e s  were den i e d  credit: by hanks and so st ill stay 

away from hanks. O t h e r s  do not realize that they are e l i g i b l e lor some credit union 

mem be r s h i p s .  Some p r o b a b l y  do not think they make eno u g h  to qualify for credit 

cards. Many are p r ob a b l y  unaware that savings and loans are now e x t e n di n g  c o n s u m e r  

credit. A su r v e y by they Federal Reserve Board in 1977, noted that only 307. ol 

potential b o r r o w er s  shopped around. Most choose lenders based on proximity and 

familiarity. F a m i l i a r i t y  is a very big factor here. So in a small c o m m u n i t y  in 

Alaska, w here there is a limited number of banks and a p a r t i c u l a r  credit card 

is being o f f e r e d  from a bank who is only taking a p p l i c a t i o n s  from; existing 

d e p o s i t o r s or the app l i c a n t  does not make eno u g h  m o n e y  to qual i f y  tor crediL I rum 

that card i s s u e r  C o m p e t i t i o n  is mean i n g l e s s .

"UUc ore the M a jo rity "



flUJPC ALASKA UUOMCN'S POLITICAL CAUCUS
P.O. Box 1571 •  flnchoroge, fllosho 99510 •  (907) 337-5109

3JSfc. . ...

The tes t i m o n y of Jean C r a ci u n  continued:

Where there is a lack of c om p e t i t i o n  such as the brief e x a m p l e s I have  m entioned, 

there needs to be suffi c i e n t s afeguards for w o m e n ( w h o  mak e  onl y  59c for e very 

d ollar that^man m a k e s ) a n d  o ther low income groups.

The Ala s k a  W o m e n ' s  Political Caucus affirms the nee d  to saf e g ua r d  the interest of 

those more v u l n e r a b l e  to u n sc r u p u l o u s lenders. C o n s e q u e n t l y ,  we oppose S B485 and 

11B246, for it w ill not satisfy this need. T hank you.

1 ,

"UUe ore the M a jo rity "



ALASKA PUBLIC INTEREST RESEARCH GROUP
Post Office Box 1093/Anchorage, Alaska 99510/(907) 278-3661

M a r c h  2, 1984

G o o d  m o r n i n g .  My  n a m e  is M a u r e e n  K e n n e d y ;  I ’m the D i r e c t o r  of the 
A l a s k a  P u b l i c  I n t e r e s t  R e s e a r c h  Gr o u p .  A k P I R G  c o n d u c t s  r e s e a r c h  
a n d  a d v o c a c y  on e c o n o m i c  and s o c i a l  i s s u e s  of i m p o r t a n c e  to o u r  
4 0 0  s t a t e w i d e  m e m b e r s .  I'd like to t h a n k  the m e m b e r s  o f  the c o m­
m i t t e e  f o r  h o l d i n g  this t e l e c o n f e r e n c e  on a w e e k e n d  so w o r k i n g  p e o p l e  
c o u l d  attend.

A k P I R G  is o p p o s e d  to H B  246 and S B  4 8 5  a n d  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  in ge n e r a l .  We u n d e r s t a n d  the c o m p l e x i t i e s  of the 
issue, b u t  a r g u e  that the b o t t o m  line is q u i t e  s i m ple: if r a t e s  are
d e r e g u l a t e d  o r  c e i l i n g s  lifted, r a t e s  w i l l  go up, c o n s u m e r s  w i l l  
s u f f e r  a n d  b a n k s  w i l l  n e e d l e s s l y  i n c r e a s e  pr o f i t s .

R a t e s  w i l l  go up. S t u d i e s  in s t a t e s  a r o u n d  t h e  c o u n t r y  th a t  h a v e  
d e r e g u l a t e d  o r  i n c r e a s e d  c e i l i n g s  i n d i c a t e  that r a t e s  i n c r e a s e  an 
a v e r a g e  3 - 4 %  ju s t  a f t e r  d e r e g u l a t i o n .  An A m e r i c a n  B a n k e r s  Assoc, 
s t u d y  p u b l i s h e d  e a r l y  in 1983 e x a m i n e d  i n s t a l l m e n t  c r e d i t  i n c r e a s e s  
in M o n t a n a ,  M i s s i s s i p p i ,  N e w  J e r s e y  and O h i o .  J u s t  a f t e r  d e r e g u­
lation, r a t e s  i n c r e a s e d  b e t w e e n  J% (Ohio) a n d  3 3 / 4 %  (New J e r s e y ) .
T h e  b a n k e r s  a r g u e  that r a t e s  l a t e r  c a m e  down so  it ' s  "not t h e  e n d  
of t h e  w o r l d  for c o n s u m e r s . "  But by la t e  1982, r a t e s  w e r e  still 
b e t w e e n  a £% a n d  2 3 / 4 %  a b o v e  their o r i g i n a l  levels. A s  y o u  r e­
me m b e r ,  the p r i m e  w e n t  from a h i g h  of  2 0 . 5 %  in 1981 to an a v e r a g e  
1 0 . 8 1 %  t h r o u g h o u t  1982, the term of the A B A  study.

O v e r a l l  i n t e r e s t  r a t e s  in N e w  J e r s e y  i n c r e a s e d  b e t w e e n  6 and 7% 
j u s t  a f t e r  c e i l i n g s  w e r e  l i f t e d  in 1 9 8 1 — they h a d n ' t  c o m e  do w n  by 
m i d - 1 9 8 3 .  In M a r y l a n d ,  interest, r a t e s  on c r e d i t  c a r d s  w e n t  up and 
s t a y e d  up 3 %  a f t e r  t h e  c e i l i n g  w a s  l i f t e d  in '82. In N e w  York, r a t e s  
o n  c r e d i t  c a r d s  i n c r e a s e d  n e a r l y  6%  s h o r t l y  a f t e r  d e r e g u l a t i o n .
R.ates on o t h e r  types of loans i n c r e a s e d  as m u c h  as 6 i/2%, A " p a c k  
m e n t a l i t y "  is at work, and e v e n  A l a s k a n  b a n k e r s  a g r e e  t h a t  i n c r e a s e d  
c e i l i n g s  will lead to n e a r - t e r m  i n c r e a s e s  on c r e d i t  c a r d s  f r o m  1 8 %  to 
21%.

C o n s  urn irs will s u f f e r . E x t r a p o l a t i n g  from c o n s e r v a t i v e  n a t i o n a l  
f i g u r e s’] A l a s k a n  c o n s u m e r s  wi l l  pay $ 6 . 4  m i l l i o n  m o r e  to l e n d e r s  
f o r  e a c h  1%  i n c r e a s e  in i n t e r e s t  r a t e s  on i n s t a l l m e n t  c r e d i t  alone. 
A s s u m i n g  r ates go up 3%, w e ' r e  t a l k i n g  a b o u t  a $ 1 9 . 2  m i l l i o n  t r a n s­
fer f r o m  A l a s k a n  b o r r o w e r s  to l e n d e r s — .ivist on i n s t a l l m e n t  c r e dit.



p a g e  two, A k P I R G  t e s t i m o n y  on H B  246 a n d  S B  4 8 5

C o n s u m e r s  w i l l  not gain g r e a t e r  a c c e s s  to c r e d i t  t h r o u g h  d e r e g u l a t i o n .  
T h e  N e w  Y o r k  S t a t e  B a n k i n g  Dept, s t u d y  f o u n d  that 9 3 %  of c o m m e r c i a l  
b a n k s  i n c r e a s e ^  r a t e s  s u b s t a n t i a l l y  a f t e r  d e r e g u l a t i o n  but d i d  not 
l o o s e n  new-borrciver s t a n d a r d s .  E i g h t y  t h r e e  p e r c e n t  did not i n c r e a s e  
a c c e s s  to t h e i r  O W N  c u s t o m e r s .  T h e  s t u d y  i n d i c a t e s  s i m i l a r  b e h a v i o r  
f o r  c r e d i t  u n i o n s ,  f i n a n c e  c o m p a n i e s ,  S & L s  a n d  ret a i l e r s .

B a n k s  w i l l  n e e d l e s s l y  i n c r e a s e  t h e i r  p r o f i t s . B u s i n e s s  W e e k  r e p o r t e d  
last A u g u s t  that b a n k i n g  n a t i o n w i d e  w a s  the 10 t h  b e s t  p r o f i t m a k i n g  
i n d u s t r y  in the c o u n t r y  w i t h  a 3 4 %  i n c r e a s e  in p r o f i t s  o v e r  1982.
In D e c e m b e r ,  t h e  m a g a z i n e  r e p o r t e d  a 1 5 . 2 %  i n c r e a s e  in e a r n i n g s  p e r  
s h a r e  for ban k s .  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  i n c r e a s e d  by $1 b i l l i o n  
b e t w e e n  M a r c h  of '82 a n d  M a r c h  of '83. C l o s e r  to home, A l a s k a  
B u s i n e s s  r e p o r t e d  that t h e  s i x  l a r g e s t  A l a s k a n  b a n k s  h a d  p r o f i t - t n -  
e a r n i n g s  r a t i o s  r a n g i n g  f r o m  4 . 7 3  to 12.00. A l l  the s t a t e’s b a n k s  
i n c r e a s e d  e a r n i n g s  t h r o u g h  1982; m a n y  p o s t e d  r e c o r d  earni n g s .  T o t a l  
a s s e t s  a n d  d e p o s i t s  i n c r e a s e d  m o r e  th a n  2 5 %  a c c o r d i n g  to the J u n e  
issue; S e c u r i t y  N a t i o n a l  d o u b l e d  its a s s e t s  w h i l e  its d e p o s i t s  i n­
c r e a s e d  by 137%. T h e  b a n k e r s  I've s p o k e n  w i t h  a g r e e  that re, j ?  _tory 
r e l i e f  is not n e c e s s a r y  n o w — they w a n t  to h e d g e  t h e i r  b e t s  a g a i n s t  
a r e p e t i t i o n  o f  1 9 8 0 ' s e c o n o m i c  c o n d i t i o n s .  C a r e f u l  a d j u s t m e n t s  
to i n t e r e s t  r a t e  la w s  A R E  a p p r o p r i a t e  w h c  . e c o n o m i c  c o n d i t i o n s  d e m a n d  
them. T h a t  is c l e a r l y  not the c a s e  now.

W e  u r g e  y o u  not to p a s s  e i t h e r  I1B 246 o r  S B  485 out of c o m mittee.
T h e  l e g i s l a t i o n  is not n e e d e d  now. T h e  l e g i s l a t u r e  s h o u l d  r e p r e s e n t  
the i n t e r e s t s  o f  A l a s k a n  citiz e n s ,  not t h o s e  o f  O u t s i d e  b a n k s - -  
w e ' v e  p a s s e d  th a t  p e r i o d  of o u r  s t a t e ' s  h i s t o r y .  T h a n k  you.
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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  d o e s  n o t  m a k e  a n y  b o r r o w e r  
b e t t e r  off. A s t a t e d  b e n e f i t  o f  the u s u r y  b i l l s  - i n c r e a s e d  
a v a i l a b i l i t y  of l o ans - has n o t  m a t e r i a l i z e d  in s t a t e s  that h a v e  
p r e c e d e d  A l a s k a  in l e g i s l a t i o n  of this sort. L a s t  y e a r  the b a n k s  
t e s t i f i e d  to  y o u  t h a t  d e r e g u l a t i o n  " w o n ' t  i n c r e a s e  rates, but w i l l  
a .’' ow a g r e a t e r  flow." T h e  f a c t  is th a t  l e n d e r s  do  not (and s h o u l d  
not) le n d  t o  h i g h  r i s k  b o r r o w e r s  w i t h  o r  w i t h o u t  d e r e g u l a t i o n .  In a 
N e w  Y o r k  s t u d y  ( D e c e m b e r  1982 L'.Y. B a n k i n g  Dept.) 93% of c o m m e r c i a l  
b a n k s  r a i s e d  i n t e r e s t  r a t e s  b u t  r e f u s e d  to r e d u c e  n e w - b o r r o w e r  q u a l i f i­
c a t i o n s ;  83% r e f u s e d  to o f f e r  b e t t e r  t e r m s  to  e x i s t i n g - b o r r o w e r s .
M o s t  s a v i n g s  b a n k s  h a d  not l i b e r a l i z e d  e i t h e r  m e a s u r e  of c r e d i t  
a v a i l a b i l i t y .  M o s t  of the f i n a n c e  c o m p a n i e s  h a d  n o t  c h a n g e d  t h e i r  
q u a l i f i c a t i o n s  t h o u g h  th e y  had r a i s e d  t h e i r  r a t e s  as far as t h e v  
l e g a l l y  c o u l d .  V i r t u a l l y  all o f  the r e t a i l e r s  in the s t udy had 
k e p t  c r e d i t  a v a i l a b i l i t y  u n c h a n g e d .  A  p r e p o n d e r a n c e  of the a u t o  
d e a l e r s  h a d  a l s o  r a i s e d  i n t e r e s t  r a t e s  s i n c e  d e r e g u l a t i o n ,  but n o t  
c h a n g e d  t h e i r  c r e d i t  q u a l i f i c a t i o n s .  F o r  the m o s t  p a r t  the h i g h e r  
i n t e r e s t  r a t e s  h a v e  b r o u g h t  a l m o s t  no  n e w  c r e d i t .  It w a s  s u g g e s t e d  
at t h e  h e a r i n g  l a s t  s p r i n g ,  h o w e v e r ,  t h a t  w e  c o u l d  go  a h e a d  
a n d  d e r e g u l a t e  i n t e r e s t  a n d  t h e n  h a v e  t h e  s t a t e  p i c k  up the i n e q u i t i e s  
by s u b s i d i z i n g  s p e c i a l  l o w - i n t e r e s t  loans. In m y  m i n d  that w o u l d  m e a n  
t h a t  t h e  s t a t e  is s u b s i d i z i n g  loar.s to s u b s i d i z e  the b a n k ' s  h i g h e r  
i n t e r e s t .

H o w e v e r ,  t h e  b i g g e s t  i s s u e  I see in n o t  w h e t h e r  or not d e ­
r e g u l a t i o n  t a k e s  p l a c e ,  b u t  t h a t  s t r o n g  c o n s u m e r  s a f e g u a r d s  p r e c e d e  
a ny a t t e m p t  at d e r e g u l a t i o n .  G r e a t  c a r e  m u s t  be t a k e n  to a s s u r e  c o n­
su m e r  p r o t e c t i o n  w h e n  d e r e g u l a t i o n  is c o n t e m p l a t e d .  A l a s k a  d o e s  not 
h a v e  a s t a t e  T r u t h - I n - L e n d i n g  law n o r  h a s  a n y  e n f o r c e m e n t  a u t h o r i t y  
o v e r  b a n k s ,  for e x a m p l e ,  to p r o t e c t  c r e d i t o r s  w h o  are not d e p o s i t o r s .  
L o o p h o l e s  in t h e  N a t i o n a l  T I L A  ( T r u t h - I n - L e n d i n g  Act) a l l o w  m a n y  
l e n d e r s  to d i s g u i s e  t h e  true c o s t  of c o n s u m e r  c r e d i t  so that w h a t  
a p p e a r s  t o  b e  l o w - i n t e r e s t  c o s t s  is o f t e n  v e r y  e x p e n s i v e  c r e d i t  and 
c o m p a r i s o n  s h o p p i n g  is d i f f i c u l t .  A c a r  loan today, for exa m p l e ,  is 
l e g a l l y  u n l i k e  t h e  c a r  loans o f  3 o r  4 y e a r s  a g o  s i n c e  p r o v i s i o n s  
w h i c h  u s e d  t o  b e  i l l e g a l  ha v e  s i n c e  b e e n  p e r m i t t e d  aqain. F e d e r a l  and 
s t a t e  d i s c l o s u r e  laws h a v e  s i m p l y  f a i l e d  to k e e p  p a c e  in s h o w i n o  
m a n y  of t h e s e  d i f f e r e n c e s  to b o r r o w e r s .

P r o t e c t i o n  is v i t a l  a g a i n s t  e x c e s s i v e  fees and a g a i n s t  f e e s  
t h a t  d o  not a p p e a r  in the A n R (Annual P e r c e n t a g e  Rate) w h i c h  c o n s u m e r s  
u s e  to c o m p a r i s o n  shop. T h e s e  i n c l u d e  u n l i m i t e d  a n n u a l  fees, 
t r a n s a c t i o n  fees, and o t h e r  o n e - t i m e  c h a r g e s .  P r o t e c t i o n  is v i t a l  
a g a i n s t  a b u s i v e  c r e d i t o r  r e m e d i e s  on d e f a u l t .  S t u d i e s  have s h o w n  th a t  
the v a s t  m a j o r i t y  o f  d e f a u l t s  o c c u r  d u e  to e v e n t s  b e y o n d  the d e b t o r ' s  
c o n t r o l  d u e  to job loss, ill n e s s ,  a n d  m a r i t a l  t r o u b l e .  T h e  m a j o r i t y  
of d e f a u l t e r s  d e f a u l t  not b e c a u s e  t h e y  a r e  a b l e  to pay and c h o o s e  not 
to d o  so, b u t  b e c a u s e  they s i m p l y  d o  not h a v e  the m o n e y  .

T h e r e  a r e  s e v e r a l  p r o v i s i o n s  t h a t  s h o u l d  be p a r t  of an A l a s k a  
T I L A  b e f o r e  w e  e v e n  c o n s i d e r  d e r e g u l a t i o n :
1. P l a i n  E n g l i s h  R e q u i r e m e n t s  n e e d  to b e  a s s u r e d  so that c o n s u m e r s  

c a n  r e a d i l y  u n d e r s t a n d  the c o n t r a c t s  th a t  b i n d  them. T h e y  
s h o u l d  u n d e r s t a n d  c l e a r l y  t h a t  e a r l y  p a y m e n t  of the loan i n c u r r s  
a p e n a l i t y .  T h e y  ne e d  to k n o w  u p  f r o n t  w h a t  c r e d i t o r  r e m e d i e s  

m a y  b e  e x e r c i s e d  on d e f a u l t .



T o  e n a b l e  b u y e r s  to r e l y  oc t h e  APR, c r e d i t o r s  s h o u l d  be p r o h i b i t e d  
f r o m  a s s e s s i n g  any c h a r g e s  for t h e  u s e  of c r e d i t  th a t  d o  n o t  
a p p e a r  in the APR.

T h e  m e t h o d  u s e d  to c o m p u t e  t h e  o a l a n c e s  to w h i c h  t h e  A P R  is 
a p p l i e d  s h o u l d  be s t a n d a r d i z e d .

W i t h  v a r i a b l e  r a t e  loans, l e n d e r s  s h o u l d  b e  r e q u i r e d  to d i s c l o s e  
h o w  m u c h  the m o n t h l y  p a y m e n t  w i l l  i n c r e a s e  u n d e r  fixed h y p o t h­
et i c a l  c o n d i t i o n s  and all l e n d e r s  s h o u l d  u s e  the same h y p o t h -  
e t i c a l s .

C o n t r a c t u a l  l a n g u a g e  that w a i v e s  c o n s u m e r s '  r i g h t  to n o t i c e  o r  an  
o p p o r t u n i t y  to b e  h e a r d  b e f o r e  a j u d g m e n t  is e n t e r e d  a a a i n s t  
t h e m  on  d e f a u l t  sh o u l d  b e  p r o h i b i t e d .

L e n d e r s  s h o u l d  be f o r b i d d e n  t o  s e i z e  a b o r r o w e r ' s  w a g e s  w i t h o u t  
the b a s i c  d u e - p r o c e s s  of a  p r i o r  n o t i c e  a n d  a hearincj b e f o r e  
an i m p a r t i a l  d e c i s i o n m a k e r .

S e c u r i t y  i n t e r e s t s  in h o u s e h o l d  g o o d s  a l s o  s h o u l d  b e  p r o h i b i t e d ,  
s i n c e  i n t e r e s t s  in h o u s e h o l d  g o o d s  a r e  e s s e n t i a l l y  w o r t h l e s s  to 
the c r e d i t o r .  W h e n  h o u s e h o l d  g o o d s  a r e  a c t u a l l y  seized, 
c o n s u m e r s  l ives are t o t a l l y  d i s r u p t e d  for m i n i m a l  or no f i n a n c i a l  
b e n e f i t s  for the credi t o r .  H o u s e h o l d  g o o d s  m a y  h a v e  a h i g h  
p s y c h o l o g i c a l  o r  s e n t i m e n t a l  v a l u e  to c o n s u m e r s ,  and be c o s t l y  
t o  r e p l a c e ,  b u t  as us e d  g o o d s  t h e y  h a v e  v e r y  low r e s a l e  v a l u e  and 
d i s c h a r g e  little, if any, o f  the d e b t o r ' s  o b l i g a t i o n .

S o m e  c r e d i t o r s  t a k e  a b l a n k e t  s e c u r i t y  i n t e r e s t  in c a t e g o r i e s  of 
g o o d s  r a t h e r  th a n  s p e c i f i c  i t e m s  w h i c h  c a u s e s  c o n f u s i o n  or 
m i s u n d e r s t a n d i n g  a b out w h i c h  p o s s e s s i o n s  m a v  be seized for n o n­
pay m e n t .  If c r e d i t o r s  a r e  a l l o w e d  to c h a r g e  u n l i m i t e d  i n t e r e s t  
r ates, th e y  s h o u l d  at a m i n i m u m  be r e q u i r e d  to spell out 
p r e c i s e l y  w h i c h  c o n s u m e r  i t e m s  m a y  be lost if p a y m e n t s  c a n n o t  
b e  met.

9. C r e d i t  c o n t r a c t s  o f t e n  r e q u i r e  b o r r o w e r s  to o a y  the lender's
a t t o r n e y  fees if they d e f a u l t ,  r e g a r d l e s s  o f  w h e t h e r  the b o r r o w e r  
has a v a l i d  d e f e n s e  to n o n - p a y m e n t .  C o n s u m e r s  do  not b a r g a i n  
for t h e s e  fees and o ften a r e  u n a w a r e  of the l i a b i l i t i e s  t h e y  
w o u l d  a s s u m e .  B e f o r e  u s u r y  l i m i t s  a r e  e r a s e d ,  i n d i v i d u a l s  
w h o  c a n n o t  m e e t  pa y m e n t s  s h o u l d  be p r o t e c t e d  a q a i n s t  the 
a s s e s s m e n t  o f  a t t o r n e y s  f e e s  as well.

10. C o s i g n e r s  o f t e n  a r e  u n a w a r e  of  t h e  n a t u r e  a n d  e x t e n t  of t h e i r
l i a b i l i t y .  In o r d e r  to p r o t e c t  c o s i g n o r s ,  w h o  g e n e r a l l y  r e c e i v e  
l i t t l e  if a n y  b e n e f i t  for a s s u m i n g  s u b s t a n t i a l  l i a b i l i t i e s ,  
l e n d e r s  s h o u l d  be r e q u i r e d  to f u r n i s h  t h e m  w i t h  a s t a t e m e n t  
e x p l a i n i n g  t h e i r  p o t e n t i a l  l i a b i l i t i e s  b e f o r e  th e y  sign a 
c o n t r a c  t .

11. I n d i v i d u a l s  w h o  a r e  a s k e d  to g u a r a n t e e  d e b t s  a l r e a d y  in d e f a u l t
s h o u l d  be g i v e n  a three d a y  " c o o l i n g  of f "  p e r i o d  to m a k e  an
u n p r e s s u r e d  a n d  i n f o r m e d  c h o i c e  to a c c e p t  or r e j e c t  c o s i g n o r  
l i a b i l i t i e s .*

I u r g e  y o u  to set into p l a c e  t h e s e  i m p o r t a n t  c o n s u m e r  p r o t e c t i o n s  
b e f o r e  y o u  ..:ove to dt /egulate i n t e r e s t  rates.

2

F o r  a m o r e  in d e p t h  a n a l y s i s  of  T I L A  a d d i t i o n s  s e e  t h e  M.Y. C o n s u m e r s  
U n i o n  t e s t i m o n y  b e f o r e  t h e  C o m m i t t e e  on Bankj.nq, H o u s i n g  a n d  
U r b a n  A f f a i r s  of the U.S. S e n a t e .  12 A p r i l  1983.
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R o c k y  W e l l e r  
c / o  Sen. E l i a s o n  
P o u c h  V
June a u ,  AK 9 9 8 1 1  

D e a r  Rocky:

J u s t  to u p d a t e  y o u  on in t e r e s t  r a t e  a c t i v i t y — I'm m e e t i n g  w i t h  
J o s e p h s o n  a n d  R o d e y  next w e e k  t o  talk, a n d  P a u l a  at the Ber i n g  
S t r a i t s  F i s h e r m a n ' s  Assoc, at t h e  e n d  o f  this week.

E n c l o s e d  is a f a c t s h e e t  I put t o g e t h e r  today; w e ' l l  s t a r t  c i r­
c u l a t i n g  it. I h a v e  to m e e t  w i t h  s o m e  l a b o r  f o l k s  in the next 
few w e e k s  a n d  w i l l  m e n t i o n  it then. My S a c k e t t  c o n n e c t i o n  is 
no I b a c k  f r o m  C a l i f o r n i a  yet.

I got the b a c k u p  t e s t i m o n y  on t h e  national, d e r e g u l a t i o n  bill f r o m  
L i z  H i c k e r s o n , t h o u g h  I have to r e t u r n  it t h i s  week. T o  sa v e  us 
c o p y i n g  costs, is t h e-e any w a y  I can f o r m a l l y  a s k  you to i n c l u d e  
that s t u f f  in the file for the r e c o r d ?  O t h e r w i s e ,  I'll m a k e  
c o p i e s  s o m e t i m e  a n d  s e n d  it off to you. W h a t e v e r .

T h a n k s  for s t o p p i n  g by last w e e k  a n d  I'll let y o u  k n o w  what 
J o s e p h s o n  and Rod$?y h a v e  to say.

S i  i c e r e l y ,

M a u r e e n  K e n n e d y
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D e a r  Rocky:

Well, I've t a l k e d  w i t h  both J o s e p h s o n  and R o d e y  a n d  h a v e n ' t  
w o n  o v e r  any hearts.

J o s e p h s o n  c a m e  right up f r o n t  and s a i d  that the Ban k e r s '  Assoc, 
h a d  a s k e d  h i m  to intro, the l e g i s l a t i o n  and he felt that it 
w a s  an O K  i d e a  a n d  w a n t e d  to b r o a d e n  his c o n s t i t u e n c y ;  that 
he w a s n ' t  j u s t  a f l a m i n g  l i b e r a l .  We h a d  a s e r i o u s  c o n v e r s a­
tion d u r i n g  w h i c h  I gave h i m  o u r  d r a f t  f a c t s h e e t  and t a l k e d  
a b out c o n c l u s i o n s  of some o f  the t e s t i m o n y  h e a r d  in DC.
He h a d n ' t  s e e n  any of that s t u f f  (his r e p e r t o i r e  c o n s i s t e d  
of  ABA info.) a n d  I told h i m  I'd f o r w a r d  it to him. In g e n­
eral, he s a i d  h e ' d  be w i l l i n g  to r e c o n s i d e r  if t h e  facts w e r e  
c o n v i n c i n g  enough. We t a l k e d  a b o u t  m i n i m a l  r e g u l a t i o n  for 
loan c o m p a n i e s  and f u r n i t u r e  s t o r e  type p l a c e s  a n d  c r e d i t  
c a r d s — he s e e m e d  to t h ink t h a t  that type of r e g u l a t i o n  was 
p r o b a b l y  in order. lie s o u n d e d  li k e  he w a s  l o o k i n g  for a l i t t l e  
d i r e c t i o n  f r o m  E l i a s o n  and t h e  S e n a t e  A d v i s o r y  C o u n c i l — a p p a r­
e n t l y  he a s k e d  them for s o m e  info, on the e f f e c t s  of d e r e g u l a t i o n  
in A l a s k a  s p e c i f i c a l l y ,  and w a s n ' t  h a p p y  w i t h  t h e  "well, w e  d on't 
s e e  a n y t h i n g  w r o n g  w i t h  it w i t h  the l i m i t e d  info, w e  have" 
r e s p o n s e  that lie received.

R o d e y  al s o  t h i n k s  that you all h a v e  s o m e  c o n c r e t e  p l a n s  g o i n g  
a n d  is w a i t i n g  for the signal. O u r  c o n v e r s a t i o n  w a s  a Little 
less s e r i o u s  in the i n f o r m a t i o n  a r e a — he g a v e  m e  the line of 
i n c r e a s e d  r a t e s  e q u a l s  i n c r e a s e d  a c c e s s  to cred i t ,  I g a v e  h i m  
m y  r e s p o n s e  and we  di d n ' t  get too far. lie d i d n ' t  f o cus do w n
on the c o n c r e t e  facts and fig u r e s ,  lie a n d  I a l s o  d i s c u s s e d
r e g u l a t i n g  c e r t a i n  p o r t i o n s  of  t h e  i n d u s t r y  e g  f u r n i t u r e  s t o r e s  
a n d  cr e d i t  cards, and he s e e m e d  a m e n a b l e  to that, but w a n t e d  
to see w h a t  E l i a s o n  h a d  to say. J i m  K e l l e y  and I are s u p p o s e d
to sit do w n  and d i s c u s s  all th i s  w h e n  h e  c o m e s  to t o w n — is that
t he guy you s a i d  had the h a r d  c o r e  b a n k e r s '  a t t i t u d e ?  R o d e y  
d i d  say that the b a n k s  w e r e  o n l y  in t h i s  to m a k e  m o n e y  and 
w e r e  w i l l i n g  to s t r e t c h  t h e i r  e c o n o m i c  t h e o r y  to add an e x t r a  
h a l f  p o i n t  to t h e i r  margin. He  a l s o  s a i d  he d i d n ' t  t h i n k  t h e r e  
w a s  m u c h  c o m p e t i t i o n  in t h e  A l a s k a n  b a n k i n g  i n d u s t r y .  So m u c h  
for c o n s i s t e n c y .  I'll f o l l o w  up w i t h  s o m e  w r i t t e n  m a t e r i a l  
b a s e d  on logic and s e e  w h a t  hap p e n s .

o v e r
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Senate Labor 4 Commerce Committee 
Alaska State Legislature-Sentate 
Pouch V

AK 99811

Dear Ms. Weller,

This is to acknowledge your letter of July 20, 1983, asking for comment on 
"a bill which would eliminate Alaska's usury statutes". An answer to your 
policy questions can only be general because almost all of the impact depends 
on how usury is "eliminated". As we have discussed previously, restrictions 
on my office's federal funding require that your Committee's interest be 
expressed over the signature of an elected official. While we are permitted 
to respond to oral inquiries should time be short, we nevertheless must by law 
request a written inquiry or confirmation from an appropriate official. I am 
providing this initial response in expectation of a return request confirming 
one or more of the Senators who are interested.

As I am sure you are aware, the Alaska legislature has many options
concerning usury "deregulation". Most states have retained their criminal 
usury statutes, while liberalizing civil usury, since t) do otherwise gives 
true loan sharks the right to enforce extortionate contracts. Second, 
virtually no state has actually eliminated their usury statutes, but rather
have redefined the usury ceilings. Progressive states have only raised or
altered those ceilings, such as establishing a "floating" rate ceiling linked 
to a money market index. This is tl'e system in the Alaska Constitution. This 
approach deserves study, especially where many of your credit markets may lack 
meaningful competition. I gather, for example, that there is only one finance 
company licensed for consumer business in your entire state, and that many 
communities lack outlets for consumer lending.

This is not unlike the problem of market breakdown in inner-city Chicago, 
where used car rates have stabilized at about 50% per annum after the Illinois 
consumer usury ceilings were removed. Consumer specialist lawyers serving 
those borrowers report to us that the earlier problem of over-availability of 
credit (which lower-income borrowers could not repay) is a problem now, just 
as it was before the rate ceilings were increased; worse, it appears that some 
buyer-borrowers who could have managed payments under the eld rate ceilings
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are unable to repay at these extremely high rates, and so lose both their 
equity and their transportation. The Uniform Consumer Credit Code, a 
creditor-sponsored consumer credit statute, presumes extortionate credit (that 
is, loan-sharking) at rates cf 45% per annum and up!

because of situations like this, some states who fail to realize an 
indexed rate cwiling is enough have avoided foresaking their borrowers 
completely, by defining the rate ceiling on a contract-by-contract basis, 
through legislation which replaces a numerical ceiling with the "interest rate 
agreed" between the borrower and the creditor. Those states have accompanied 
such legislation by specific disclosure requirements and other protections in 
order to be sure that the consumer understands what rate is being imposed 
(there being no bargain or "agreement" in such contracts of adhesion). The 
three main requirements that appear in the New Jersey Small Loan Law, which 
was deregulated in this way, include a prohibition of non-actuarial rebates, 
the elimination of all prepayment penalties, and the application of the United 
States Rule on Partial Prepayments. In the New Jersey statute, no charges 
other than interest are permitted, and acvance interest may not be taken; in 
deregulated statutes, these requirements are crucial because the federal Truth 
in Lending disclosures do not always describe the actual loan cost patterns 
properly.

Still other legislation is required if variable-rate consumer credit is 
planned, though it is rarely necessary to change usury ceilings in order to 
permit those variable rate transactions created in a competetive market. 
Interest ceilings hinder the enforcement of unconscionable results where 
variable-rate consumer credit shifts lender management risks to borrowing 
families. A study done by the Maine Department of Banking pointed out that a 
innocent-seeming variable rate mortgage for $30,000.00, written in June 1978, 
started with a monthly payment of $246.81, which had become $419.33 by 
December of 1980, an increase of 70%! These kind of transactions are 
extremely dangerous to most borrowers, in part because they are hard to 
understand and ill disclosed, since the Truth in Lending : aw is su weak. 
Professional bankers might be expected to manage money and adjust their fixed 
rate portfolios to accomodate future interest rate possibilities, but there is 
no way that a small householder can make those adjustments like those which a 
variable rate note forces them to do.

I have enclosed a copy of the Table of Contents from my treatise on 
Consumer Usury and Credit Overcharges, which can be used as a kind of check­
list of legal distinctions and abuses in this area. There is no practical way 
I can offer particular recommendations without understanding (1) what the 
problem is specifically that the usury law changes are supposed to meet, and
(2) what lender categories are asking for changes. Of those groups whom you 
mentioned there has historically been no justification for high interest rates 
in insurance premium finance, few justifications for high retailer interest 
rates, and only slightly less reasons to grant special usury consideration 
either to banks or credit card companies. Recent studies by the Federal 
Reserve Board in their Functional Cost Analysis show that New England bank 
credit card operations already achieve an effective return of about 27% on



credit card balances, though the stated credit card interest rates in this 
region are about 18%. (The difference comes from substantial merchant 
discounts, interchange fees, and from the huge returns generated from annual 
membership ^ees.)

Finally, your Committee's expectations that consumer interest rates will 
rise markedly when your usury ceilings are loosened is essentially correct. 
What has, to my knowledge, only been studied in New York, is the failure of 
the usual justification for imposing such costs on your existing borrowers. 
Lenders had argued in New York, the first state to raise interest rate 
ceilings to 25%, that increased rates would generate more credit availability 
in return for the huge cost increases. That did not appear to happen 
according to a study performed by the Banking Department, and reported in 
December of 1982. Needless to say, the report understated - and even 
misstated - this problem, but by and large, credit granting criteria were not 
liberalized, nor were many new dollars lent to new borrowers though the 
interest rates went up approximately 6 percentage points. I believe your 
Committee needs to look very carefully at the different sized groups effected 
by rate increases: existing borrowers, who already have large balances 
outstanding, are going to pay the overwhelming majority of new financing costs 
when rates go up, and very little new borrower debt will be created by 
comparison. This means that lenders largely increase their returns on people 
already qualified under earlier, lower interest rates, and perhaps lend them a 
bit more in the process. The few states that have realized what this problem 
means have permitted rate increases for entirely new borrowing but not when 
refinancing old balances. ____

- , .*5; ‘ ---- ~ - - - - - -

The major effects of rate "deregulation" will be three: market confusion,

reduction in most local purchasing power, because of increased debt-service 
costs, and increased risk of default with higher rates and variable rate 
contracts. Unfortunately some states have ignored the problem and only served 
their lender constituents by legalizing loan-sharking.

Please send me the bill you think is most likely to be heard, and I will 
attempt to analyze it for you further.

cc: Will Obgurn
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Mr, D o n a l d  Magp.usson 
A l a s k a  R e t a i l  A s s o c i a t i o n  
174 S o u t h  f r a n k l i n  S t r e e t  
$205
J u n eau, A l a s k a  9 9 &01

Re: A l a s k a  H.B. 246

D e a r  Don;

E n c l o s e d ,  p u r s u a n t  to o u r  r e c e n t  d i s c u s s i o n s ,  is 
a p r o p o s e d  amendment- (with e x p l a n a t i o n )  m o d c l l o d  on  t h e  
S o u t h  C a r o l i n a  d e r e g u l a t i o n  law. T h e  a m e n d m e n t  w o u l d  
r e q u i r e  f i l i n g  o f  r e t a i l  r a t e s  in e x c e s s  o f  21% a n d  
p o s t i n g  of s u c h  r a t e s  by  t h o s o  w h o  a r e  not a l r e a d y  
r e q u i r e d  t o  d i s c l o s e  t h e m  in c h a r g e  a c c o u n t  a g r e e m e n t s  
o r  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 ,

P e r h a p B  this a p p r o a c h  w o u l d  a l l e v i a t e  some of 
S e n a t o r  E l i a s o n ' s  c o n c e r n s .

CordiaJ.ly y o u r  a,

J o h n  H. A n d  rev.1 
W e s t e r n  R e g i o n a l  C o u n s e l

JltA/mmj

cc; R o b e r t  L. G e l t a e r ,  Esq. (w/encl.) 
R u s s e l l  u. P e a r s o n  "
R o b e r t  J. D e v i n e  
D o u g l a s s  H o i k o n  "
J o s e p h  M. M o r a l e s ,  Esq. "
C h a r l e s  P. M c K o n n e y ,  Esq. "
L a r r y  S n i d e r  "

uo*) bHMkrtmwl J.C. Pert/iey Company, Inc., 333 South Hope SI.. Sull* 3720. Los Angr.lps. OA 80071, TPl: (213) ft20 1740



P R O P O S E D  A M E N D M E N T  T O  C S  F O R  A L A S K A  H O U S E  B I L L  NO. 246;

Sec. __. A S  4 5 . 1 0  is a m e n d e d  to a d d i n g  a  n e w  s e c t i o n  to read:

see. 4 5 . 1 0 . 1 2 5 .  F I L I N G  A N D  P O S T I N G  O F  S E R V I C E  C H A R G E S .

(a) E v e r y  s e l l e r  i n t e n d i n g  t o  i m p o s e ,  p u r s u a n t  to A S  4 5 , 1 0 . 1 2 0 ,  a n y  

s e r v i c e  c h a r g e  in e x c e s s  o f  21fc per y e a r  s h a l l  on o r  b e f o r e  t h e  

e f f e c t i v e  d a t e  o f  this s e c t i o n ,  and in t h e  c n e e  o f  a s e l l e r  n o t  

m a k i n g  c o n s u m e r  c r e d i t  s a l e s  in t h i s  s t a t e  on  t h a t  d a te, on o r  

b e f o r e  the d a t e  the c r e d i t o r  b e g i n s  to m a k e  s u c h  c r e d i t  s a l e s  in 

th i s  state, f i l e  w i t h  t h e  D e p a r t m e n t  of C o m m e r c e  & E c o n o m i c  

D e v e l o p m e n t  a n d , e x c e p t  as o t h e r w i s e  p r o v i d e d  in th i s  s e c t i o n ,  

p o s t  in o n e  c o n s p i c u o u s  p l a c e  in e a c h  of the s e l l e r ' s  p l a c e s  of 

b u s i n e s s  t h i s  s t a t e  a r a t e  s c h e d u l e  m e e t i n g  t h e  requirement.s 

set f o r t h  in s u b s e c t i o n s  ( b ) , (c) and (d) o f  t h i s  s ection.

(b) T h e  rate BCJicdulo required t o  b e  filed by 

subsection (a) o f  tills section shall contain a lint of t h e  

service c h a r g e s ,  stated as an a n n u a l  p e r c e n t a g e  rate, d o t e r m i n p a  

in a c c o r d a n c e  w i t h  the F e d e r a l  Truth-in-T,ending A c t  and Fede r a l  

R e s e r v e  B o a r d  R e g u l a t i o n  7. that t he s e l l e r  intends to i m p o s e  on 

e a c h  t y p e  of  c o n s u m e r  cr e d i t  tra nsaction in whic.i the ae.l ler 

intends to engage.

(c) T h e  p o s t e d  n o t i c e  r e q u i r e d  by s u b s o c t i o n  (a) o f  t h i s  

s e c t i o n  shall c o n s p i c u o u s l y  a n d  p l a i n l y  set f o r t h  the s a m e  

i n f o r m a t i o n  r e q u i r e d  b y  s u b s e c t i o n  (b) hereof.

(d) A s e l l e r  s h a l l  n o t  be r e q u i r e d  to po s t  t h e  n o t i c e  

r e q u i r e d  b y  this s e c t i o n  if the e e l l e r  h a s  c o m p l i e d ,  ua a p p r o p r i a t e ,  

w i t h  the p r o v i s i o n s  o f  AS 4 5 . 1 0 , 0 3 0 ,  4 5 . 1 0 . 0 4 0 ,  4 5 . 1 0 , 0 5 0 ,  or

4 5 . 1 0 . 1 1 0 .



E X P L A N A T I O N  Q P  P R O P O S E D  A M E N D M E N T  T O  C S  F O R  AI.ASRA H O U S E  B I L L  NO, 246

S u b s e c t i o n  (a) o f  p r o p o s e d  AS 4 5 . 1 0 . 1 2 5  w o u l d  a p p l y  t o  r e t a i l  

s e l l e r ' s  i m p o s i n g  s e r v i c e  c h a r g e s  of  21?. p e r  y e a r  o r  m o r e  in 

t h e  state. It w o u l d  r e q u i r e  the s e l l e r  to f i l e  a n o t i c e  of  such 

s e r v i c e  c h a r g e  w i t h  the D e p a r t m e n t  o f  C o m m e r c e  (c E c o n o m i c  

D e v e l o p m e n t  and t o  p o s t  a n o t i c e  o f  its s e r v i c e  c h a r g e  r a t e s  in 

e a c h  of i t s  p l a c e s  of b u s i n e s s .  T h e  p r o p o s e d  a m e n d m e n t  is a d a p t e d  

f r o m  the s o u t h  C a r o l i n a  r e t a i l  c r e d i t  r a t e  d e r e g u l a t i o n  l e g i s l a t i o n  

w h i c h  is n o w  in effect,

T h e  f i l i n g  of  rate s c h e d u l e s  w i t h  the Department, w o u l d  m a k e  

t h e m  aubject. to p u b l i c  s c r u t i n y  and in t h e  p r e p a r a t i o n  o f  the 

r e p o r t  to t h e  L e g i s l a t u r e  m a n d a t e d  by S e c t i o n  15 o f  t h e  C S  bill.

Th e  p o s t i n g  o f  r a t e B  w o u l d  a l l o w  c u s t o m e r s  to  m a k e  i n f o r m e d  

d e c i s i o n s  c o n c e r n i n a  the a s s u m p t i o n  o f  c r e d i t  b u r d e n s ,  b a s e d  o n  

a c c u r a t e  i n f o r m a t i o n  c o n c e r n i n g  t h e  co s t  o f  c r e d i t .

C r e d i t  g r a n t o r s  w h o  a l r e a d y  R u p p l y  r a t e  i n f o r m a t i o n  in 

r o t a i l  i n s t a l l m e n t  c o n t r a c t s ,  r e t a i l  c h a r g e  a g r e e m e n t s ,  r e v o l v i n g  

c h a r g e  a g r e e m e n t s ,  etc. w o u l d  b e  e x e m p t  f r o m  t h e  p o s t i n g  r e q u i r e m e n t  

s i n c e  t h e y  a r e  a l r e a d y  r e q u i r e d  by b o t h  s t a t e  and f e d e r a l  law to 

p r o v i d e  r a t e  i n f o r m a t i o n  to t h e i r  c r e d i t  c u s t o m e r s .



§ 46.10.140 'IbtAUK AN!> CoMMliKCB § 45.10.160

(1) the contract or Agreement must state the nature, p u rp le , and 
amount of the insurance, ft))d in connection with the Wile of a motor 
vohida, the contract- mum. ututo th a t the insurance covoruge o rtk ra l 
under the terms of thia contract does ordous not include ‘'bodily injury 
liability,"’‘public liability," »\lld "property damage liability" coverugO, 
as applicable;

(2) the contractor rtgrer.munlwujrf-state whether the insurance is to 
bo procured by the buyer dr the w lter,

(3) the amount included for the insurance may not- exceed the 
premiums chargeable in accordance with the nttc fixed for the 
insurance by the Insurer except whore the am ount is leas than $1; and 
if the insurance in cancelled or terminated for any reason, the refund 
for unearned insurance premiums received by the seller or his 
assignee, together with the unearned portion of Ibn service charge 
applicable to the insurance, ahull be credited to the final maturing 
installments of the retail installm ent contract or retail charge 
agreement, and the remaining balance of the unearned insurance 
premiums ahull he refunded to the buy or; however, no cash refund is 
required if the uittOUnt is less than $i;

(41 jfth e  insurance is to be procured by the seller or holder, ho shall, 
within 45 daya after delivery oftho guoda or furnishing of the services 
under thu CO))tract, deliver, inti), or cuUSC to bt) mailed to the buyer a t 
his addrBss as specified in .he contract n notice that- the insurance is 
procured, a copy of the policy or policies of insurance, or a certificate 
of the insurance do procured. (5 1,4 ch 141 SLA 1952)

Sec. 45.10.140. A greem ent n u t to a sse r t claim . A provision of a 
retail Installment contract, or retail charge agreement by which the 
buyer agrees not to rtflfiert u Claim or defense arising out of the sale 
Ugalnnt the seller or tm atwignec is invalid. (& 16 ch 141 SLA 19(52)

Sec, 45.10.160. N onw aiver of ch ap ter. No uct or agreement of the 
retail buyer before or nt the time of thu making oT a retail installment 
contract, retail change agreement, or punihages under the contract or 
agreement constitutes a valid waiver of any of the provisions of this 
Chapter or of any remedies granted to the buyer by law. (6 16 ol) 141 
SLA 1962)

Sac. 45.10.160. C on trac ts  and  agrep.mcnta executed before 
1966. This chapter docs nut invalidate or make unlawful u retail 
installment contract or retail charge agreement executed before 
January 1, 1963. (fc 22 ch 141 SLA )f>62)

Sec, 46.10.170. Action hy a tto rn ey  general. The attorney general 
may bring an action in the name of the slob; iigoinat a pereon to 
real ruin ond prevent a violation of this chapter. (£• 19 ch 141 SI*A 1962)

Sec. 45,10 160. A ssurance  o f d iscon tinuance, (a) In the 
enforcemunl of thia chapter, the attorney general may necept- an



5 45.10,190 AJLASKA STAW fte 5 45.10.220

assurance ordlBconlinuunce of an eel or practice considered in violation 
gf thig chapter from a peiijon engaging in or who has engaged in the 
act or practice. The eseurunee shall bo In writing and )x’. filed with and 
subject to the approval of the superior court of the district in which the 
alleged violator resides or has his principal place of business.

(b) Failure to perform the terms of the assurance is prim a facie proof 
of a violation of this chapter far the purpose a r securing Hn iryunctian 
as provided In AS 45.10.170. and for the purposes of AS 45.10.390. 
(I 20 ch 141 SLA 1982)

Sec. 45.10,190. B arring  recovery for Jioncom plinnoe, A seller 
who enters into a contractor agreement which doea not comply with 
the provisions of thia chapter or who violates a provision ortb is chapter 
eaeept as a result of an accident or bona fide error may not recover a 
service charge, official fee, or a delinquency or collodion charge under 
or in connection with the related retail installm ent contract or 
purchases under & retail charge agreement. The seller or holder may 
nevsrthelbsareoovar from the buyer an amount equal to the cash price 
of the goods or services and the end to the nailer or holder of insurance 
included in tho transaction. {§ 18 oh 141 SLA 1962)

Sec. 45.10.200. P enalty  fo r viulfttiun o f o rd e r  o r in junction . A 
person who violates an order or injunction issued under thia chapter ia 
punishable by a (ids or not more than ?1,000, or by imprisonment for 
not mare than Rix montha, or by both. {§ 21 ch 141 SLA 1982)

Sac. 45.10,210. P analty  fa r  violation o f ch ap te r. A poreon who 
wilfully and intentionally violates a  provision of Lhin chapter ia guilty 
of a misdemeanor and, upon conviction is punishable by a fine of not 
mare than $1,000, or by imprisonment for not more than six months, 
or by both. (6 17 ch 141 SLA 1982)

Sac, 45.lQ.2Ifi. Scope of ch ap ter. For the purposes ofthis chapter, 
fl retail installm ent contract- or retail charge agreement is entered into 
in this state, and is therefore subject to the provisions of thia chapter, 
if either tha Bailer offers or agrees to sell to ft resident Alaska buyer in 
Alaska or if a resident Aiaaks buyer accepts the offer to soil or makas 
the offer to bt,v in Alaska, regardless of any specification in the 
contract as to .is situs. <$ 2 ch 45 SLA 19781

Sec. 45.10.220, Definition*, In thia chapter, unless the context 
otherwise requires, ■

(1) "cash sale price" moans the price for which the seller would have 
Bold or furninhod to the buyer and the buyer would hftve bought or 
obtained from the sailor the goods Or services which »re the subject 
matter of a retail installment transaction i f  the sale had been a eale for 
cash. The cash eale price mBy include taxes and charges for 
transferring vehicle titles, delivery, installation, servicing, repair*, 
alterations, or improvomonte;



JCPenney
J a n u a r v  20, 1 9 8 4

S e n a t o r  R i c h a r d  I. E l i a s o n  

A l a s k a  S t a t e  L e g i s l a t u r e  

P o u c h  V ( M S  3 1 0 0 )

J u n e a u ,  A l a s k a  9 9 8 1 1

H o u s e  B i l l  N o .  2 4 6  

( D e r e g u l a t i o n  o f  I n t e r e s t  R a t e s )

D e a r  S e n a t o r  E l i a s o n :

W e  a r e  w r i t i n g  t o  e x p r e s s  o u r  c o n t i n u i n g  i n t e r e s t  i n

H . B .  2 4 6 ,  w h i c h  w a s  h e a r d  b u t  n o t  v o t e d  o n  i n  t h e  S e n a t e  

L a b o r  & C o m m e r c e  C o m m i t t e e  l a s t  s e s s i o n .

W e  h o p e  t h a t  y o u  w i l l  g i v e  e a r l y  a n d  f a v o r a b l e  

c o n s i d e r a t i o ’i t o  t h i s  i m p o r t a n t  p i e c e  o f  l e g i s l a t i o n .

P l e a s e  l e t  u s  k n o w  ( e i t h e r  d i r e c t l y  o r  t h r o u g h  

D o n  M a g n u s s o n  o f  t h e  A l a s k a  R e t a i l  A s s o c a t i o n )  i f  w e  

c a n  b e  o f  a s s i s t a n c e  i n  y o u r  c o n s i d e r a t i o n  o f  t h i s  

l e g i s l a t i o n  .

J o h n  H. 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

J H A / m m . i

c r : D o n a l d  R . M  a g n u s s o

D o u g l a s  H e i k e n  

L a r r y  S n i d e r

L ega ! D epartm ent
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I . I N T R O D U C T I O N

I n  N o v e m b e r  1 9 8 0 ,  t h e  N e w  Y o r k  S t a t e  L e g i s l a t u r e  p a s s e d ,  a n d  t h e  

G o v e r n o r  s i g n e d  i n t o  l a w ,  t h e  O m n i b u s  B a n k i n g  B i l l .  O n e  o f  i t s  k e y  

p r o v i s i o n s  w a s  t h e  e l i m i n a t i o n  o f  v i r t u a l l y  a l l  i n t e r e s t  r a t e  c e i l i n g s ,  

e x c e p t  c r i m i n a l  u s u r y ,  o n  c o n s u m e r  l o a n s  i n  N e w  Y o r k  S t a t e .  H o w e v e r ,  

t h i s  d e r e g u l a t i o n  o f  c o n s u m e r  c r e d i t  i n t e r e s t  r a t e s  e x p i r e s  J u n e  30, 

1 9 8 3  . U n l e s s  t h e  S t a t e  L e g i s l a t u r e  a c t s  b y  t h a t  d a t e ,  t h e  i n t e r e s t  

r a t e  c e i l i n g s  t h a t  h a d  e x i s t e d  p r i o r  t o  p a s s a g e  o f  t h i s  b i l l  w i l l  g o  

b a c k  i n t o  e f f e c t .

I n  o r d e r  t o  p r o v i d e  i n f o r m a t i o n  t o  t h e  L e g i s l a t u r e  o n  t h e  c u r r e n t  

a n d  p a s t  s t a t u s  o f  i n t e r e s t  r a t e s ,  c h a r g e s  a n d  f e e s  o n  c o n s u m e r  l o a n s  

a s  w e l l  a s  t h e  a v a i l a b i l i t y  o f  c o n s u m e r  c r e d i t ,  t h e  B a n k i n g  D e p a r t m e n t  

u n d e r t o o k  a s u r v e y  o f  f i n a n c i a l  i n s t i t u t i o n s  a n d  o t h e r s  w h o  e x t e n d  

c r e d i t  t o  c o n s u m e r s  i n  N e w  Y o r k  S t a t e .

T h i s  i s  t h e  s e c o n d  s u c h  s u r v e y  b y  t h e  B a n k i n g  D e p a r t m e n t .  T h e  

f i r s t  s u r v e y  w a s  c o n d u c t e d  i n  J a n u a r y - F e b r u a r y  1 9 8 1  t o  d e v e l o p  i n f o r m a ­

t i o n  o n  t h e  i n i t i a l  e x p e r i e n c e  w i t h  d e r e g u l a t i o n  u n d e r  t h e  j m n i b u s  

B a n k i n g  B i l l .  T h e  m a j o r  f i n d i n g s  o f  t h a t  f i r s t  s u r v e y  w e r e  t h a t  

i n t e r e s t  r a t e s  o n  c o n s u m e r  c r e d i t  h a d  r i s e n  a f t e r  p a s s a g e  o f  t h e  b i l l  

s i n c e  t h e  p r e v i o u s  r a t e  c e i l i n g s  h a d  b e e n  u n r e a l i s t i c a l l v  lo w ;  t h a t  

t h e r e  w a s  a n  i n c r e a s e  in t h e  a v a i l a b i l i t y  o f  c o n s u m e r  c r e d i t  f o r  

N e w  Y o r k e r s ;  a n d  t h a t  b a n k s  w e r e  o f f e r i n g  a w i d e  r a n g e  o f  r a t e s  a n d  

f e e s ,  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  c h o i c e s  w h i c h  t h e y  

c o u l d  t a k e  a d v a n t a g e  o f  b y  s h o p p i n g  f o r  c r e d i t .

T h e  s e c o n d  s u r v e y  w a s  c o n d u c t e d  in S e p t e m b e r  1 9 8 2  w h e n  q u e s t i o n -

r o \ h d e d  bi| \We-s C o y n e r



n a i r e s  w e r e  s e n t  t o  b o t h  S t a t e  a n d  f e d e r a l l y  c h a r t e r e d  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  Y o r k  S t a t e ,  i n c l u d i n g  c o m m e r c i a l  b a n k s ,  s a v i n g s  b a n k s ,  

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 ,  c r e d i t  u n i o n s  a n d  l i c e n s e d  l e n d e r s .  I n  

a d d i t i o n ,  q u e s t i o n n a i r e s  w e r e  s e n t  to  a s a m p l e  o f  r e t a i l  s t o r e s  a n d  

a u t o m o b i l e  d e a l e r s  t h r o u g h o u t  t h e  S t a t e .  R e s p o n s e s  w e r e  r e c e i v e d  f r o m

m o r e  t h a n  7 2 %  o f  t h e  f i n a n c i a l  i n s t i t u t i o n s  b u t  f r o m  a  m u c h  l o w e r
V

p r o p o r t i o n  o f  r e t a i l e r s  a n d  c a r  d e a l e r s  ( T a b l e  1). A m o n g  t h e  b a n k i n g  

• i n s t i t u t i o n s ,  a h i g h e r  r a t e  o f  r e s p o n s e  w a s  r e c e i v e d  f r o m  t h o s e  u n d e r  

S t a t e  c h a r t e r  t h a n  t h o s e  u n d e r  f e d e r a l  c h a r t e r .

T h e  q u e s t i o n n a i r e s  s o u g h t  i n f o r m a t i o n  o n  t h e  " m o s t  c o m m o n "  

i n t e r e s t  r a t e  o r  f i n a n c e  c h a r g e  to  b o r r o w e r s  f o r  v a r i o u s  t y p e s  o f  

c o n s u m e r  l o a n s .  T h e  " m o s t  c o m m o n "  r a t e  o r  c h a r g e  w a s  d e f i n e d  a s  t h a t  

c h a r g e d  o n  t h e  l a r g e s t  d o l l a r  v o l u m e  o f  n e w  l o a n s  m a d e  i n  t h a t  p a r t i c u ­

la r  c a t e g o r y  o n  t h e  d a t e s  i n d i c a t e d  c n  t h e  q u e s t i o n n a i r e  f o r m .  I n  t h e  

c a s e  o f  c r e d i t  c a r d s  a n d  o t h e r  t y p e s  o f  r e v o l v i n g  c r e d i t ,  d a t a  o n  

a n n u a l  f e e s  o r  o t h e r  c h a r g e s  w e r e  a l s o  r e q u e s t e d .  In a d d i t i o n ,  t h e  

i n s t i t u t i o n s  a n d  f i r m s  s u r v e y e d  w e r e  a s k e d  t o  i n d i c a t e  w h e t h e r  t h e  

r a t e s ,  c h a r g e s  a n d  f e e s  w e r e  t h e  s a m e  a t  a l l  t h e i r  o f f i c e s  o r  p l a c e s  o f  

b u s i n e s s  i n  N e w  Y o r k  S t a t e ;  w h e t h e r  t h e y  w e r e  t h e  s a m e  f o r  a l l  b o r r o w e r  

r e g a r d l e s s  o f  w h e t h e r  t h e  a p p l i c a n t  h a d  a n  e s t a b l i s h e d  r e l a t i o n s h i p  

w i t h  t h e  i n s t i t u t i o n  o r  f i rm; a n d  w h e t h e r ,  s i n c e  F e b r u a r y  1 9 8 1 ,  t h e r e  

h a d  b e e n  a n y  f u r t h e r  l i b e r a l i z a t i o n  o f  c r e d i t  s t a n d a r d s ,  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  o r  l a r g e r  c r e d i t  l i n e s  m a d e  a v a i l a b l e  

on c o n s u m e r  l o a n s .

I n f o r m a t i o n  o n  r a t e s ,  c h a r g e s  a n d  f e e s  w a s  s o u g h t  f o r  t h r e e  d a t e s  

J a n u a r y  2, 1 9 8 1 ,  w h i c h  w a s  t h e  f i n a l  d a t e  u t i l i z e d  i n  t h e  D e p a r t m e n t ' s



f i r s t  q u e s t i o n n a i r e  s u r v e y ,  J a n u a r y  2, 1 9 8 2  a n d  S e p t e m b e r  15, 1 9 8 2  

T h e  r e s p o n d e n t s  w e r e  a l s o  a s k e d  t o  l i s t  t h e  e f f e c t i v e  d a t e s  o f  a.nv 

c h a n g e s  i n  t h e s e  r a t e s ,  c h a r g e s  o r  f e e s  s i n c e  J a n u a r y  2, 1 9 8 1 .

I n  o r d e r  t o  u p d a t e  t h e  f i n d i n g s ,  a t e l e p h o n e  s u r v e y  w a s  m a d e  

d u r i n g  N o v e m b e r  1 9 8 2  o f  a s a m p l e  o f  f i n a n c i a l  i n s t i t u t i o n s ,  r e t a i l  

s t o r e s  a n d  c a r  d e a l e r s .



C o m m e r c i a l  B a n k s

S a v i n g s  3 a n k s

S a v i n g s  & L o a n  

A s s o c i a t i o n s

C r e d i t  U n i o n s

L i c e n s e d  L e n d e r s

R e t a i l  S t o r e s

A u t o m o b i l e  D e a l e r s

T A B L E  1

N U M B E R  O F  Q U E S T I O N N A I R E S  S E N T  O U T  
A N D  R E S P O N S E S  R E C E I V E D

 ____________ N u m b e r  o f

Q u e s t i o n n a i r e s  R e s p o n s e s  
S e n t  O u t  R e c e i v e d

2 2 2  1 6 0

98 92

95 65

1 0 5  54

38 3 1

80 15

2 6 0  58

T o t a l  8 9 8  475



II. S U M M A R Y  O F  M A J O R  F I N D I N G S  

T h e  m a j o r  f i n d i n g s  o f  t h e  B a n k i n g  D e p a r t m e n t ' s  s u r v e y  a r e  t h e

f o l l o w i n c :

F i r s t ,  b e c a u s e  t h e  O m n i b u s  B a n k i n g  B i l l  g r a n t e d  a d d i t i o n a l
1,7

c o n s u m e r  l e n d i n g  p o w e r s  t o  s a v i n g s  b a n k s  a n d  s a v i n g s  a n d  l o a n
/Vi, t-x -

a s s o c i a t i o n s ,  t h e  n u m b e r  o f  b a n k i n g  i n s t i t u t i o n s  o f f e r i n g  c o n s u m e r  

l o a n s  h a s  i n c r e a s e d  s u b s t a n t i a l l y  ( C h a r t  1 ) .  M a n y  t h r i f t  i n s t i t u t i o n s  

a r e  n o w  o f f e r i n g  a u t o m o b i l e  l o a n s  o n  b o t h  n e w  a n d  u s e d  c a r s ,  s e c o n d  

m o r t g a g e  l o a n s  a n d  u n s e c u r e d  p e r s o n a l  i n s t a l m e n t  l o a n s .  A s  a r e s u l t ,  

t h e r e  i s  a g r e a t e r  d e g r e e  o f  c o m p e t i t i o n  i n  c o n s u m e r  l e n d i n g  a n d  a 

w i d e r  r a n g e  o f  c h o i c e  f o r  c o n s u m e r s  a m o n g  d i f f e r e n t  t y p e s  o f  b a n k i n g  

i n s t i t u t i o n s .

W h i l e  t h e  a g g r e g a t e  d o l l a r  a m o u n t  o f  c o n s u m e r  l o a n s  m a d e  b y  

t h r i f t  i n s t i t u t i o n s  is s t i l l  s m a l l  r e l a t i v e  to t h e  c o n s u m e r  l e n d i n g  

a c t i v i t y  o f  c o m m e r c i a l  b a n k s ,  t h e y  a r e  m a k i n g  i n r o a d s  i n t o  t h i s  t y p e  

o f  l e n d i n g  a n d  c a n  b e  e x p e c t e d  t o  i n c r e a s e  t h e i r  m a r k e t  s h a r e  i n  t h e  

f u t u r e .  C o m p e t i t i o n  a n d  c o n s u m e r  c h o i c e  c a n  t h e r e f o r e  b e  e x p e c t e d  

to b e  f u r t h e r  e n h a n c e d  a s  t i m e  g o e s  o n .

S e c o n d ,  t h e  s u r v e y  r e v e a l e d  t h a t  t h e r e  a r e  w i d e  v a r i a t i o n s  i n  

r a t e s  c h a r g e d  b v  d i f f e r e n t  i n s t i t u t i o n s  i n  t h e  s a m e  m a r k e t  a r e a  f o r  

t h e  s a m e  t y p e  o f  l o a n ,  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  

c h o i c e s  w h i c h  t h e y  c a n  t a k e  a d v a n t a g e  o f  b y  s h o p p i n g  f o r  c r e d i t .  T h i s  

is b e s t  i l l u s t r a t e d  b y  t h e  r e s u l t s  o f  t h e  t e l e p h o n e  s u r v e y  m a d e  in  

e a r l y  N o v e m b e r  1 9 3 2  o f  a s a m p l e  o f  l a r g e  c o m m e r c i a l  b a n k s  i n  N e w  Y o r k  

C i t y  a n d  u p s t a t e  ( C h a r t  2).

In N e w  Y o r k  C i t y ,  f o r  e x a m p l e ,  t h e  c u r r e n t  r a t e  s t r u c t u r e  o n  

c o n s u m e r  l o a n s  i n d i c a t e s  t h a t :



- O n  c o n v e n t i o n a l  h o m e  i m p r o v e m e n t  l o a n s ,  d i f f e r e n t  b a n k s  a r e  

c h a r g i n g  r a t e s  r a n g i n g  f r o m  1 6 . 5 %  t o  1 9 %  f o r  d e p o s i t o r s ,  a n d  
1 5 %  t o  2 1 %  f o r  o t h e r s .

- O n  n e w  c a r  l e a n s ,  t h e  a v a i l a b l e  r a t e s  r a n g e  f r o m  1 4 . 5 %  t o  1 8 %  

f o r  d e p o s i t o r s ,  a n d  f r o m  1 4 . 5 %  t o  2 0 %  f o r  n o n - d e p o s i t o r s ;  o n  
u s e d  c a r  l o a n s ,  f r o m  1 6 . 5 %  to 1 9 %  f o r  d e p o s i t o r s ,  a n d  1 7 . 2 5 %  
to 2 1 %  f o r  n o n - d e p o s i t o r s .

- O n  s e c o n d  m o r t g a g e  l o a n s ,  t h e  r a t e s  r a n g e  f r o m  1 4 . 5 %  t o  1 7 . 7 %  
f o r  d e p o s i t o r s ,  a n d  1 4 . 5 %  t o  l y %  f o r  n o n - d e p o s i t o r s .

- O n  o v e r d r a f t  c h e c k i n g  l o a n s ,  t h e  r a t e s  r a n g e  f r o m  1 8 %  t o  1 9 . 8 % ;  
o n  o t h e r  u n s e c u r e d  p e r s o n a l  l o a n s ,  f r o m  1 7 . 5 %  t o  1 9 %  f o r  d e p o s i  
t o r s ,  a n d  1 9 %  t o  21% f o r  n o n - d e p o s i t o r s .

- O n  c r e d i t  c a r d s ,  r a t e s  r a n g e  f r o m  1 8 %  t o  1 9 . 8 % ,  w i t h  a n n u a l  
f e e s  r a n g i n g  f r o m  z e r o  t o  $ 2 0  f o r  d e p o s i t o r s ,  a n d  $ 1 2  t o  $ 2 0  
f o r  n o n - d e p o s i t o r s .

S u b s t a n t i a l  v a r i a t i o n  i n  r a t e s  is a l s o  e v i d e n t  i n  e a c h  o f  t h e  

m a j o r  u p s t a t e  m e t r o p o l i t a n  a r e a s .  S i n c e  a n u m b e r  o f  N e w  Y o r k  C i t y  

b a n k s  a s  w e l l  a s  s o m e  o f  t h e  l a r g e  u p s t a t e  b a n k s  h a v e  b r a n c h e s  i n  

v a r i o u s  u p s t a t e  c o m m u n i t i e s ,  t h e i r  r a t e s  a n d  c h a r g e s  a r e  a v a i l a b l e  i n  

m a n y  d i f f e r e n t  p a r t s  o f  t h e  S t a t e .  A s  a r e s u l t ,  t h e r e  i s  a b r o a d

r a n g e o f  c h o i c e s  a v a i l a b l e t o  t h e  p u b l i c  a m o n g  b a n k s  i n  e v e r y  m a j o r  

m e t r o p o l i tan, a r e a  i n  u p s t a t e  N e w  Y o r k .  F o r  e x a m p l e ,  i n  t n e  A l b a n y  

a r e a ,  t h e  f o l l o w i n g  r a n g e  o f  r a t e s  is a v a i l a b l e  f r o m  b a n k s  w i t h  o f f i c e s  

t h e r e :

- O n  h o m e  i m p r o v e m e n t  l o a n s ,  r a t e s  r a n g e  f r o m  1 5 %  t o  1 9 %  f o r  
d e p o s i t o r s ,  a n d  f r o m  15% t o  1 9 . 7 5 %  f o r  n o n - d e p o s i t o r s .

- O n  n e w  c a r  l o a n s ,  r a t e s  r a n g e  f r o m  1 4 . 5 %  t o  1 8 %  f o r  d e p o s i t o r s  
a n d  n o n - d e p o s i t o i s ; o n  u s e d  c a r  l o a n s ,  f r o m  1 5 %  t o  1 9 %  f o r  
d e p o s i t o i s ,  anc f r o m  1 5 %  t o  2 0 . 5 %  f o r  n o n - d e p o s i t o r s .

- O n  s e c o n d  m o r t g a g e  l o a n s ,  t h e  r a t e s  r a n g e  f r o m  1 5 . 5 %  t o  1 7 %  
f o r  d e p o s i t o r s ,  a n d  f r o m  16% to 1 7 . 5 %  f o r  n o n - d e p o s i t o r s .

- O n  o v e r d r a f t  c h e c k i n g  l o a n s ,  t h e  r a t e s  r a n g e  f r o m  1 8 %  t o  2 0 % ;  
o n  e t h e r  u n s e c u r e d  p e r s o n a l  l o a n s ,  f r o m  16% t o  1 9 %  f o r  d e p o s i ­
t o r s ,  a n d  f r o m  16% to 2 0 . 5 %  f o r  n o n - d e p o s i t o r s .



- O n  c r e d i t  c a r d s ,  r a t e s  r a n g e  f r o m  1 8 %  t o  1 9 . 8 %  w i t h  a n n u a l  
f e e s  r a n g i n g  f r o m  $ 1 2  to  $ 2 0 .

S i m i l a r  p a t t e r n s  o f  v a r i a t i o n '  i n  r a t e s  a r e  e v i d e n t  a m o n g  b a n k s

i n  t h e  U t i c a ,  S y r a c u s e ,  R o c h e s t e r  a n d  B u f f a l o  m e t r o p o l i t a n  a r e a s .

T h e  f i g u r e s  c i t e d  a c t u a l l y  u n d e r s t a t e  t h e  d e g r e e  o f  v a r i a t i o n

i n  r a t e s  a v a i l a b l e  t o  t h e  p u b l i c  s i n c e  t h e v  d o  n o t  i n c l u d e  a l l  o f .

t h e  b a n k s  w i t h  o f f i c e s  i n  t h e s g — a r e a s . M o r e o v e r ,  s i n c e  c o m m e r c i a l

b a n k s  m a k e  t h e  b u l k  o f  t h e  c o n s u m e r  l o a n s ,  t h e  t e l e p h o n e  s u r v e y  w a s  

l i m i t e d  t o  t h o s e  b a n k s  a n d  t h e r e f o r e  d o e s  n o t  i n c l u d e  t h e  r a t e s  

a v a i l a b l e  a t  t h r i f t  i n s t i t u t i o n s  a s  w e l l  as  a t  o t h e r  l e n d e r s  l o c a t e d  

in  t h e s e  a r e a s .

V a r i a t i o n  in  r a t e s  is a l s o  e v i d e n t  a m o n g  o t h e r  t y p e s  o f  l e n d e r s  

i n  t h e  c o n s u m e r  c r e d i t  f i e l d ,  i n c l u d i n g  t h r i f t  i n s t i t u t i o n s ,  l i c e n s e d  

l e n d e r s ,  a u t o m o b i l e  d e a l e r s  a n d  r e t a i l  s t o r e s .

T h i r d ,  a s  m a r k e t  i n t e r e s t  r a t e s  h a v e  f l u c t u a t e d  t h e r e  h a v e  b e e n  

c h a n g e s  i n  r a t e s  c h a r g e d  o n  c o n s u m e r  l o a n s . R a t e s  g e n e r a l l y  i n c r e a s e d  

f o r  m o s t  t y p e s  o f  c o n s u m e r  l o a n s  d u r i n g  1 9 8 1  r e f l e c t i n g  t h e  h i g h  l e v e l  

o f  m a r k e t  i n t e r e s t  r a t e s  t h r o u g h o u t  m o s t  o f  t h e  y e a r .  H o w e v e r ,  a s  

m a r k e t  r a t e s  e a s e d  o f f  a n d  t h e n  f e l l  s h a r p l y  d u r i n g  t h e  s e c o n d  h a l f  o f

1 9 8 2 ,  m a n y  c o m m e r c i a l  b a n k s ,  i n c l u d i n g  m o s t  o f  t h e  l a r g e  b a n k s  i n  

N e w  Y o r k  C i t y  a n d  u p s t a t e ,  c u t  t h e i r  c o n s u m e r  l o a n  r a t e s  d u r i n g  1 9 8 2  

b y  a n  a v e r a g e  o f  u p  t o  a b o u t  1 - 1 / 2 %  ( C h a r t s  3, 4 a n d  5). T h i s  w a s  

p a r t i c u l a r l y  e v i d e n t  f o r  a u t o m o b i l e  l o a n s  o n  b o t h  n e w  a n d  u s e d  c a r s ,  

h o m e  i m p r o v e m e n t  l o a n s ,  s e c o n d  m o r t g a g e  l o a n s  a n d  u n s e c u r e d  p e r s o n a l  

l o a n s ,  a l t h o u g h  a b o u t  a d o z e n  b a n k s  i n c r e a s e d  t h e i r  r a t e s  u r  f e e s  o n  

c r e d i t  c a r d s  d u r i n g  1 9 8 2 .  In a d d i t i o n ,  m a n y  t h r i f t  i n s t i t u t i o n s  

l o w e r e d  t h e i r  r a t e s  d u r i n g  1 9 8 2  o n  a u t o m o b i l e  l o a n s ,  h o m e  i m p r o v e m e n t



l o a n s ,  s e c o n d  m o r t g a g e  l o a n s  a n d  u n s e c u r e d  p e r s o n a l  l o a n s .  S o m e  c a r  

d e a l e r s  a l s o  c u t  t h e i r  r a t e s  o n  n e w  a n d  u s e d  c a r  l o a n s  d u r i n g  1 9 3 2 .

^ ^ F o u r t h ^ c h e  m o r e  l i b e r a l  c r e d i t  s t a n d a r d s  f o r  c o n s i  d e r  l e n d i n g ,  

t h e  l a r g e r  c r e d i t  l i n e s a n d  t h e  g- e a t e r  p a r t i c i p a t i o n  i n  c o n s u m e r  

l o a n  a c t i v i t y  b y  b a n k s  w h i c h  o c c u r r e d  i n  e a r l y  1 9 8 1 ,  s h o r t l y  a f t e r  

p a s s a g e  o f  t h e  O m n i b u s  3ankin.g B i l l ,  h a s  c o n t i n u e d  s i n c e  t h e n  a n d  

f u r t h e r  l i b e r a l i z a t i o n  o f ,  a n 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  

l a t e r  i n  1 9 8 1  a n d  i n  1 9 8 2  w a s  r e p o r t e d  b y  a s i g n i f i c a n t  n u m b e r  o f  

b a n k s  ( C h a r t s  6 a n d  7) .

T h e  d e t a i l e d  f i n d i n g s  o f  t h e  s u r v e y  a r e  s e t  f o r t h  i n  S e c t i o n
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D o n  M a g n u s s o n ,  E x e c u t i v e  D i r e c t o r

R E T A I L  R E V O L V I N G  C R E D I T  R A T E S  

D E R E G U L A T E D  S T A T E S

S t a t e s  w h i c h  p r i o r  to  1 9 8 0  d i d  n o t  i m p o s e  r a t e  c e i l i n g s :

1. K e n t u c k y

2. N e w  H a m p s h i r e

3. O r e g o n

S t a t e s  w h i c h  r e m o v e d  r a t e  c e i l i n g s  in 1 9 80:

4. A r i z o n a

5. N e w  Y o r k  (25% c r i m i n a l  u s u r y  c e i l i n g )

States, w h i c h  r e m o v e d  r a t e  c e i l i n g s  in 1981:

6. D e l a w a r e

7. I l l i n o i s

8. M o n t a n a

9. N e v a d a

10. N e w  J e r s e y

11. N e w  M e x i c o

12. O h i o  (25%)

13. U t a h

14. W i s c o n s i n  ( e f f e c t i v e  1984)

S t a t e s  w h i c h  r e m o v e d  r a t e  c e i l i n g s  in 1982:

15. S o u t h  C a r o l i n a

16. S o u t h  D a k o t a

17. V i r g i n i a  ( e f f e c t i v e  A p r i l  1, 1983)

S t a t e s  w h i c h  h a v e  r e m o v e d  r a t e  c e i l i n g s  in 1983:

18. I d a h o



M a y  25, 1983

ANALYSIS  OF HB 246 
R ELA TIN G  TO THE DEREGULATION-OF INTEREST RATES

The  te x t  of CSHB 246 (L&C) Is part icu la r ly  confusing because 
of the "negative sunset" arrangem ent. The f irs t  six sections of this  
bill e ffec t ive ly  repeal all s ta tu tory  limitations on in terest and service  
charge rates for a whole range of defined loans in Alaska. By the
terms o f  Section 17 of the bill these ser+ions go into effect on July
1, 1983.

Sections 7 through 14, tho ug h , go into e ffect on July 1 , 1987. 
These sections re-impose all of the s ta tu tory  rats limitations repealed  
by the f i r s t  six sections. This arrangem ent is instituted  in o rder to 
"experim ent" with this deregulation.

Section 15 requires Legislative A ud it to report on "the effects  
of the amendments made in secs. 1 -  6 . . . on the people of the state  
and in p a rt ic u la r  those persons seeking or receiving c re d it ."  Th is  
information will g ive  the legislature the opp ortun ity  to repeal 
Sections 7-14 and leave the Jeregulation in place.

S E C T IO N A L  A N ALYSIS  OF SEC TIO N S 1 THROUGH 6 AND 16

Sec. 1 Deregulates the in terest rate charged by a licensed lending
ins titu tion . [Beneficial Finance is the only such business
now operating in the s ta te . ]  In teres t rates now allowed
are  up to 35%/year.

Sec. 2 Deregulates interest rates charged by licensed premium
finance companies. This type of service is used by b us i­
nesses and this  section has litt le  e ffect on consumers.

Sec. 3 Removes 6%/year in terest rate on money deposited with a
court in satisfaction of a judgement a f te r  the state o r  a 
local government has condemned p ro p erty  and replaces  
w ith  "lawful" in terest of 10.5%. Does not a ffect consumers.

Sec. 4 Deregulates the in terest rate on retail installment
contracts . These are those special cases where the seller  
is also the lender. Examples include fu rn itu re  stores and  
car dealers. In teres t limit is now 18.5%. The iden tity  
between the "lender" and the "seller" means that this  is an 
area where cred it  is not likely  to d ry  u p , as the lender  
needs to continue to provide c red it  to continue to sell.



seller a n d  the buyer, and the dependence of the buyer on the 
goods supplied (e.g., a bu s h  grocery store) creates a situation 
which is ripe for abuse. If, in fact, the current laws create 
an interest limit which is below the costs of these services to 
the seller, then let them be adjusted u p w a r d s  by e n o u g h  per­
centage points to cover the difference, but there is no need to 
take these ceilings off completely.

3) If an "experiment" in deregulating interest rates is required, 
apply it only to businesses which can, through equal bargaining 
power, protect their interests. Do not pass sections 1, 4 and 5 
without having a far better understanding of what effects these 
sections might have on A h s k a  consumers.



T h e  lender here also has a special security interest in the 
item sold which allow instant repossession if a p a y ment is 
missed. This justified by the higher risks involved in 
these sales. Prices are frequently higher in these stores to 
reflect the "costs" of providing this kind of credit.

Sec- 5 Deregulates the interest rate on retail charge agreements, 
revolving charge agreements or other retail charge agree­
ments. This applies to ail charge cards a n d  also to charge 
accounts at stores. This provision will have a special 
impact on credit customers at b u s h  general stores, cannery 
stores, fishing gear stores, fuel suppliers, etc. T h e  
present allowed interest rate is 18%. This is another 
situation w here selling on credit is an essential part of the 
business, and credit is not likely to "dry up." Here, a n d  
in the section 4 situation, the consumer has almost no 
bargaining power and is dependent on doing business with 
these institutions if they need the goods provided. This 
imbalance in bargaining power was a prime reason for this 
credit being regulated in the first place, and nothing has 
hap p e n e d  to relieve the need for co n s u m e r  protection in 
these situations.

Sec 6. If interest rates a. e to exceed 10.5%<year it must be by 
express agreement of the parties in a contract or loan 
commitment. This section m a y  have an effect on medical 
bills, interest on other unpaid bills, etc. If the original 
contract nr agreement of saie contains an interest rate 
provision this could impose extremely high interest rates.

Sec 16. Aside for adjusting the general usury rate, this section
deletes the upper limit for credit union loans. This should 
not have m u c h  effect on consumers as pressure from 
customer/members should keep these rates reasonable.

A R G U M E N T S

1) T h e  Alaska banking community has not demonstrated the 
need for this legislation. T h e  prime a r g u m e n t  in favor of this 
bill is that it would increase the availability of credit b y  allow­
ing m o n e y  to be attracted to the best return. In fact there is 
no evidence that there has ever been a c o nsumer credit 
availability problem in Alaska, even w h e n  interest rates were 
far higher.

2) In certain areas the disproportionate p ower between the
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S U B J E C T :

TO:

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  
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

FROM: 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 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  of  SCS C S H B  246 (L&C) a n d  SB 316.

SCS C S H B  246 (L&C) SB 316

S e c t i o n  1 of the 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 ans 
l e n d e r s  a l a t e  as h i g h  as c a n  b e  m u t u a l l y  a g r e e d  o n  by c o n t r a c t .

S e c t i o n  2 of the b i l l  d o e s  t h e  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  b y  r e m o v i n g  t h e  numeri' 1 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  agre o n  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  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 five p e r c e n t  a b o v e  the 
l a w f u l  r a 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 AS  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.

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 ction.

S e c t i o n  1 o f  the b i l l  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 r a t e  of t w o  p e r c e n t  a 
m o n t h  o n  the f i r s t  $ 1 0 , 0 0 0  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  of $10,000.

S e c t i o n  2 of  the b i l l  r e p l a c e s  the six p e r c e n t  a 
y e a r  r a t e  w i t h  a f l o a t i n g  r a t e  set a t  f i 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  fr 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  and 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 .  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

S e c t i o n  3 of the 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  
by 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



SCS C S H B  246 (L&C) 

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  by  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  agreements,

S e c t i o n  5 of the 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 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  by  t h e  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  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. The 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  
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  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  
th 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 pa 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 
t h e  bill.

of

S e c t i o n  7 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. 2 o f  th 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 o f  th i s  bill.

S e c t i o n  9 is the f i r s t  h a l f  o f  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 egal r a t e  o f  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  t h e  o p e n - e n d  l o ans s t a t u t e  v, uich is 
r e p e a l e d  in sec. 14 of t h e  bill.

on e  and t h r e e - f o u r t h s  a n d  r e m o v i n g  t h e  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 , 0 0 0  c e i l i n g  to 
$ 1 0 , 0 0 0  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 
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 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  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  t o  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 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.

S B 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  s e ction.

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.

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  section.

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  section.

The b i l l  c o n t a i n s  no  c o m p a r a b l e  s ection.

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 P a g e  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  unions.

S e c t i o n  1 2 . The 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  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 the 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  
the 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 t i o n  1 4 . Th 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  ra t e  c e i l i n g s  
on open--end l o ans (AS 06. 20), c r e d i t  u n i o n s  (AS 06. 45), 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 Ju 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 of the bi 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 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  that 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 H . o n  by the l e g i s l a t u r e .

T A S : I j b  
2 6 / 0 1 8

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

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  section.

SB  316

The 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 ction.

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  section.

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 ons.

S e c t i o n  7 of 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 the e n t i r e  bill.
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T h e  u s u r y  b i l l  b e f o r e  y o u  H B  2 4 6 / S B  276 m a y  h a v e  s o m e  s e r i o u s  
i m p l i c a t i o n s  t o  c o n s u m e r s  of this st a t e ,  a n d  I w o u l d  r e s p e c t i v e l y  
r e q u e s t  t h a t  t h e  b i l l  b e  h e l d  o v e r  u n t i l  the n e x t  s e s s i o n  so t h a t  
a d i a l o g  b e t w e e n  l e g i s l a t o r s  a n d  t h e  p u b l i c  n a y  h a v e  a c h a n c e  
to t a k e  place. I f e e l  t h a t  o n l y  o n e  s i d e  o f  t h e  i s s u e  has b e e n ' - 
p r e s e n t e d  as t h e  b i l l  has g o n e  t h r o u g h  t h e  p r o c e s s ,  a n d  b e f o r e  J
the p r o c e s s  is c o m p l e t e d  m u c h  m o r e  i n f o r m a t i o n ,  d i s c u s s i o n  and 
i n v o l v e m e n t  of  c o n s u m e r s  m u s t  be c o n s i d e r e d .  - -r • r '

P o s s i b l e  b e n e f i t s  o f  this b i l l  - i n c r e a s e d  a v a i l a b i l i t y  of 
loans - h a v e  n o t  s e e m e d -to m a t e r i a l i z e  in state--th a t  h a v e  p r e c e d e d  
A l a s k a  in l e g i s l a t i o n  of this sort. T h e  f a c t  is t h a t  l e n d e r s  d o  n o t  
lend to h i g h  r i s k  b o r r o w e r s  w i t h  o r  w i t h o u t  d e r e g u l a t i o n .  In a 
N e w  Y o r k  s t u d y  93% of c o m m e r c i a l  b a n k s  r a i s e d  i n t e r e s t  r a t e s  b u t  
r e f u s e d  to r e d u c e  n e w - b o r r o w e r  q u a l i f i c a t i o n s ;  83% r e f u s e d  to 
o f f e r  b e t t e r  t e r m s  to  e x i s t i n g - b o r r o w e r s . M o s t  s a v i n g s  b a n k s  had 
n o t  l i b e r a l i z e d  e i t h e r  m e a s u r e  of c r e d i t  a v a i l a b i l i t y .  M o s t  of 
th---' f i n a n c e  c o m p a n i e s  h a d n o t  c h a n g e d  t h e i r  q u a l i f i c a t i o n s  t h o u g h  
t h e y  h a d  r a i s e d  t h e i r  r a t e s  as far as t h e y  l e g a l l y  could. V i r t u a l l y  
all of the r e t a i l e r s  in the N e w  Y o r k  s t u d y  h a d  k e p t  c r e d i t  a v a i l a b i l i t y  
un c h a n g e d .  A  p r e p o n d e r a n c e  o f  the a u t o  d e a l e r s  h a d  a l s o  r a i s e d  
i n t e r e s t  r a t e s  s i n c e  d e r e g u l a t i o n ,  b u t  n o t  c h a n g e d  t h e i r  c r e d i t  
q u a l i f i c a t i o n s .  F o r  the m o s t  p a r t  t h e  h i g h e r  i n t e r e s t  r a t e s  h a v e  
b r o u g h t  a l m o s t  n o  n e w  credit.

T h e  n o t i o n  of i n c r e a s e d  c r e d i t  a v a i l a b i l i t y  a f t e r  d e r e g u l a t i o n  
m a y  be c o n t r a r y  to a b o r r o w e r ' s  r e a l i t y .  H i g h e r  " p r i c e s "  m a y  a c t u a l l y  
d e t e r  b o r r o w e r s  w h o  h a v e  the o p t i o n  to w a i t .  S i n c e  the h i g h e r  d e b t -  
s e r v i c e  c o s t  p u t s  a g r e a t e r  s t r a i n  on  d i s p o s a b l e  b o r r o w e r  income, 
\interest r a t e s  s h o u l d  d e t e r  b o r r o w e r s .  I n c r e a s e d  r a t e s  a r e  like 
i n c r e a s e d  re n t s ;  b o r r o w e r s  h a v e  to p a y  i n c r e a s e s  ju s t  to k e e p  w h a t  
they a l r e a d y  have, a n d  like r e n t  i n r e a s e s ,  m o s t  i n t e r e s t  r a t e  
i n c r e a s e s  a r e  a w i n d f a l l  for l e n d e r s  a n d  d o  n o t  r e p r e s e n t  new 
a v a i l a b i l i t y  for b o r r o w e r s .

J

- r

D e r e g u l a t i o n  p r o m i s e s  c o m p e t i t i o n ,  b u t  t h a t  has not be e n  
b o r n  o u t  d e s p i t e  the a n n o u n c e d  theory. C o m p e t i t i o n  o v e r  i n t e r e s t  
r a tes d o e s  not e x i s t  in m a n y  c o n s u m e r  c r e d i t  m a r k e t s .  In a p l a c e  
like A l a s k a  - e s p e c i a l l y  in t h e  b u s h  a r e a  - t h e r e  is no p o s s i b i l i t y  
of real c o m p e t i t i o n  s i n c e  o n l y  a l i m i t e d  c h o i c e  o f  l e n d e r s  exists. 
F u r t h e r m o r e  if t h e r ^ w e r e  s u f f i c i e n t  i n t e r e s t - r a t e  c o m p e t i t i o n ,  c o n s u m e r

 drrrtreTesif rates''! w o u l d  h a v e  dropped- s h a r p l y  from t h e i r  1982 levels,
s i n c e  the c o s t  o f  b o r r o w e d  funds has d r o p p e d  s h a r p l y ;  h o w e v e r  
c o n s u m e r  i n t e r e s t  r ates h a v e  not. R a t e s  s h o u l d ,  b u t  h a v e  not 
f o l l o w e d  the m o n e y  m a r k e t .  C o m p e t i t i o n  h a s  a l s o  n o t  w o r k e d  in the 
e x a m p l e  of the C h i c a g o  u s e d  cdir m a r k e t  as thefe a r e  n o w  r e p o r t s  
of i n t e r e s t  r a t e d  in e x c e l s  q̂̂ f 5jQ% A ? R  (annual p e r c e n t a g e  rate) .

(
In add i t iorf^lehcl ers 1 couXci 'charcJfePunlimited a n n u a l  fees, t r a n s a c t i o n  
fees, o r  o t h e r  o n e - t i m e  c h a r g e s  that a r e  n e v e r  f a c t o r e d  in t o  t h e  A P R  
w h i c h  c o n s u m e r s  use to c o m p a r i s o n  shop. L e n d e r s  in s e a r c h  of h i g h e r  
p r o f i t s  usi-ng l o a n s h a r k i n g  t e c h n i q u e s  to p r e y  u p o n  u n s o p h i s t i c a t e d  
b o r r o w e r s Av\

G r e a t  c a r e  m u s t  b e  t a k e n  to a s s u r e  c o n s u m e r  p r o t e c t i o n s  w h e n  

d e r e g u l a t i o n  c o m e s  i n t o  e f f ect. P r o t e c t i o n  a g a i n s t  e x c e s s i v e  fees,



fees t h a t  d o  n o t  a p p e a r  in t h e  APR, a n d  a g a i n s t  a b u s i v e  c r e d i t o r  tJ '  
r e m e d i e s  o n  d e f a u l t  a r e  vi t a l .  P l a i n  E n g l i s h  R e q u i r e m e n t s  ar$- n e e d e d  
so t h a t  c o n s u m e r s  c a n  r e a d i l y  u n d e r s t a n d  t h e  c o n t r a c t s  th a t  b i n d  
then. T h e y  s h o u l d  be c l e a r l y  i n f o r m e d  of t h e  loss of  h o m e  if, 
d u e  to v a r i a b l e  o r  s t e e p  i n t e r e s t  r a t e s ,  t h e y  c a n n o t  m e e t  p a y m e n t s .
T h e y  s h o u l d  u n d e r s t a n d  c l e a r l y  th a t  e a r l y  p a y m e n t  o f  the loan i n c u r r s  
a p e n a l i t y .  T h e y  n e e d  t o  k n o w  up f r o n t  w h a t  c r e d i t o r  r e m e d i e s  m a y  
be e x e r c i s e d  o n  d e f a u l t .  I w o u l d  a s k  y o u  to  r e a d  t h e  N.Y. C o n s u m e r s  
U n i o n  t e s t i m o n y  b e f o r e  the U.S S e n a t e  C o m m i t t e e  o n  B a n k i n g ,  H o u s i n g  a n d  
U r b a n  A f f a i r s ,  f o r  the a u h o r  g o e s  i n t o  g r e a t  d e t a i l  c o n c e r n i n g  t h e  
c o n s u m e r  d a n g e r s  a n d  p r o t e c t i o n s  n e e d e d  to a c c o m p a n y  o p e n  l e g i s l a t i o n  
of the s o r t  b e f o r e y o u .  h! djX { L.:

C r e d i t  m a r k e t s  a r e  n o t  the s a m e  "as b u y e r  a n d  s e l l e r  b a r g a i n s  for 
the s a l e  o f  go o d s .  U n l i k e  b u y i n g  soap, c r e d i t " s e l l e r s "  w i t h  c a s h  
a v a i l a b l e  w i l l  n o t  loan to e v e r y  b o r r o w e r  w h o  is w i l l i n g  t o  " p a y  the 
price". T h e r e  a r e  a l w a y s  t h o s e  w h o  a r e  e c o n o m i c a l l y  o b j e c t i v e l y  
u n q u a l i f i e d  to b o r r o w  m o r e  t h a n  t h e y  a r e  c u r r e n t l y  c a r r v i n g .  I n c r e a s i n g  
i n t e r e s t  c h a r g e d / d i r e c t l y  d e c r e a s es b o r r o w e r  q u a l i f i c a t i o n ,  for the"" 
h i g h e r  t h e  r i s k  p r e m i u m ,  the b e t t e r  q u a l i f i e d  t h e  b o r r o w e r  m u s t  
be to a f f o r d  it. T h e  p o s s i b l e  o u t c o m e  of  this l e g i s l a t i o n  is th a t  
f e w e r  p e o p l e  w i l l  q u a l i f y  for loans, t h e  l o a n s  w i l l  b e  i n c r e a s i n g l y  
e x p e n s i v e  to get, l o a n s h a r k i n g  t a c t i c s  for r e p a y m e n t  m a y  ensue, a n d  
c o m p e t i t i o n  m a y  m o r e  r e a s o n a b l y  r e s u l t  in p r i c e  f i x i n g  t h a n  in 
l o w e r i n g  r i s k s  a n d  r a t e s  to the c o n s u m e r .  T h o s  h u r t  m o s t  m a y  be 
the m i d d l e  a n d  l o w e r  i n c o m e  p e r s o n .  8 0 Ci of  t h e  p o o r  a r e  wom e n .

j  I. v p 7

T h i s  c o u n t r y  b a n s  t h a l i d o m i d e  a n d  l u e t r i l e  p r e c i s e l y  b e c a u s e  
p e o p l e  a r e  d e s p a r a t e  a n d  u n d e r  su c h  c i r c u m s t a n c e s  w i l l  t a k e  h i g h  
risks. It is a l s o  a p p r o p r i a t e  to p r e v e n t  t h e  h i g h  r i s k  c o n s u m e r  w h o  
is d e s p e r a t e  to p a y  o f f  o t h e r  d e b t s  o r  to b u y  g o o d s  from g e t t i n g  
f u r t h e r  o v e r  h e r  o r  his head. N u m e r o u s  s t u d i e s  s h o w  that the 
v a s t  m a j o r i t y  o f  d e f a u l t s  o c c u r  d u e  to e v e n t s  b e y o n d  the d e b t o r ' s  
c o n t r o l  - job loss, i l lness, a n d  m a r i t a l  t r o u b l e .  T h e  m a j o r i t y  of 
d e f a u l t e r s  d e f a u l t  n o t  b e c a u s e  t h e y  a r e  a b l e  to p a y  a n d  c h o o s e  not
to

A

d o  so, b u t  b e c a u s e  they s i m p l y  d o  n o t
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AkPIRG Legislative Alert
The State Senate is considering several bill, dealing with interest rates.
House Bill 246, sponsored by Rep. Bob Bettisworth, passed in the House last 
session and is now before the Senate. The bill deregulates interest rates on 
consumer loans under $25,000 in that it allows the rate to be set by contract.
(The rates are now 3% a month for loans under $850 and 2% a month between $850 
and $10,000.) Service charges, rates on retail installment contracts and charge 
agreements are similarly deregulated.

Senate Bill 485, intraduced this week by Senator Joe Josephson, increases allow­
able interest rates on credit cards and revolving credit plans from 18 percent 
to 24 percent per year, and deregulates service charges and other fees.

The Senate Labor and Com Tierce Cormiittee will be in Anchorage to hold a tele­
conference hearing on interest rate issues on Saturday, March 3rd. The hearing 
will start at 10 AM, and Anchorage residents will testify until 11 AM. After 
that time, residents in other parts of the state can testify. See the list 
on the other side of the page for the teleconference center nearest you.

If you cannot make the hearing, write the members of the Senate Labor and Com­
merce Committee: Richard Eliason, Chair; Bob Mulcahy, Vice Chair; Don Bennett;
at Rodey; John Sackett; and Fritz Pettyjohn.

Tne hearing was scheduled on a weekend to encourage consumer participation—
PLEASE ATTEND AND TESTIFY! Call or write us for more detailed information on 
the issue. Copies of bills are available from the Legislative Information Offices.

INTEltKST RATE DEREGULATION PACTSIIEEr

!. Would deregulation of .iiteratt rates increase competition among lenders 
and thereby keep rates reasonable?

— No. Competition in any market requires that consumers shop for the good 
or service ;ind compare prices. A 1977 study by the Federal Reserve Board 
reveals that only 30% of potential borrowers shop for loans. This figure 
would be much lower for low-income borrawers— those who have the most to 
lose' under deregulation.

— The New York State Banking Dept, found little increase in competition there 
after rates were deregulated in 1980. Ninety-three percent of New York 
banks surveyed increased l.hoi.r rates after deregulation.

2. Would deregulation allow lenders to give more ; •ople access to credit?

— Again, the New York State Banking Dept, study did not find this to be the 
case. A veiy small minority of all lauding institutions changed their 
lending qualifications after deregulation. Consumer Federation of America 
Lestimony beli re the Senate Banking CotuniI.Lee explained that "consumers 
who are eligible for credit at 25% are the same consumers who were eligible 
for credit at 18%."

— A 1981 Purdue University study found that Arkansas residents (where the 
interest rate ceiling is constitutionally set at 10%) held as much con­
sumer debt as residents of neighboring Louisiana (with a 31% APR ceiling). 
Lower-income Arkansas residents actually held more debt than similar 
customers in Louisiana.

3. What other adverse effects would usuiy deregulation cause?

— The inevitable artificial increase in rates would be inflationary.

— The state economy would also suffer as consumers put off major purchases 
in the face of high interest rates. This impact would be especially 
noticeable in Alaska, a state of consumers rather than producers.

— A Consumer Federation of America study found thal states with high interest 
rate levels had a higher rate of bankruptcy—  19% higher— than states 
with rates below the average.



February 16, 1984

Dear AkPIRG member or friend:

The efforts of consumers across the country to delay imposition of telephone 
access charges paid off— in a way—  last month. Under heavy political pres­
sure from the US Senate, the Federal Communications Commission agreed to delay 
the access charges on residential consumers until sometime in 1985 (conven­
iently after the elections). The Senate then voted to table the Telephone 
Rate Relief Bill by a close margin.

Consumer groups were urging Senators to take up S. 1660 because it contained 
other provisions advantageous to consumers. Both Sens. Stevens and Murkowski 
voted against tabling.

MORE GENERAL INFORMATION

State legislators are strongly influenced by letters and Public Opinion Mes­
sages (POMs) from their constituents. As few as four or five letters can 
persuade a legislator to change his or ner mind on an issue. Most people 
don't bother to write, however.

Write your legislator at State Capitol, Pouch V, Juneau, AK 99811 or send a 
free POM (50 words or less) by calling or stopping by your closest Legisla­
tive Information Office:

Anchorage: 1024 W. 6th Ave. 
278-3668

Ketchikan: 111 Stedman St. #100 
225-9675

Barrow: Christian Education Bldg. 
852-7111

Kodiak: Borough Building 
486-4S81

Bethel: Kuskokwim Inn Annex 
543-3541

Kotzebue: Eskimo Building 
333 Front St.

Delta Jet: Aure’.ian Building 442-3880
895-4236 Mat-Su: Wasilla Village Ctr.

Dillingham: Kangiiqutaq Office 376-3704
842-5319 Nome: State Bldg., 2nd Floor

Fairbanks: 315 Barnette S t . , #101 443-5555
452-4448 Petersburg: 309 Main St.

Juneau: Rm. 30, State Capitol 772-3741
165-4648 Sitka: 210 Lake St.

Kenai: Cordova Bldg, Spur Ilwy. 747-6276
262-9364 Valdez: State Court and Office 

Building, #59 
835-2111

If a teleconference hearing is scheduled for a bill, you c;ui testify "over 
the wire" at your nearest teleconference center. 'Ilie hearings are quite in­
formal; legislators want to hear what the average Alaskan thinks about an issue. 
CaL.1 or write your local Legislative Information Office to get on the mailing 
list for the weekly schedule of hearings. The Legislatui’e requires only five 
days' notice for scheduling hearings, so they often come up unexpectedly.

Ambler: City Hall Kaktovik: Conmun.ity Building
445-2151 Noorvi k : Council Chamber

Anatuvuk Pass: Mayor's Office 636-2213

661-3011 Pt. Hope: Comnunity Building

Cordova: Library, City Hall 368-2770

424-5151 St. Paul: Council Chambers

Fort Yukon: City Conference Room 546-2351

662-2613 Sand Point: City Council Chambers

Galena: Louden Village Council 385-4877

656-1367 Savoonga: City Hall

Cambell: Comnunity Center 984-6434
985-5433 Selawik: IRA Council

Haines: Council Chambers, Muni. Bldg. 484-2126
766-2885 Seward: City Council Chambers

Homer: Hi lias Building 224-3713
235-7878 Shishmaref: City Office Buildinf

Iloonah: City Hall Chambers 649-3041
945-3332 Unalakleet: Learning Center

Hooper Bay: Library 624-3054
758-4329 Unalaska: Council Chambers

Wrangell : City Council Chanters, 874-3013 581-1779
Yakutat: City Ilall Conference Rm, , Wainwright: Telecommunications ctr

784-3236 763-2543



A L A S K A N  I N T E R E S T  RATE D E R E G U L A T I O N  F A C T S H E E T

1. W o u l d  d e r e g u l a t i o n  of i n t e r e s t  r a tes i n c r e a s e  c o m p e t i t i o n  
a m o n g  l e n d e r s  a n d  t h e r e b y  k e e p  r a t e s  r e a s o n a b l e ?

—  No. C o m p e t i t i o n  in any m a r k e t  r e q u i r e s  that c o n s u m e r s  shop 
f o r  the g o o d  o r  s e r v i c e  and c o m p a r e  prices. A 1977 s t u d y  by 
the F e d e r a l  R e s e r v e  B o a r d  r e v e a l s  that, o n l y  3 0 %  of p o t e n t i a l  
b o r r o w e r s  s h o p  for loans. T h i s  f i g u r e  w o u l d  be m u c h  lower for 
l o w - i n c o m e  b o r r o w e r s - - t h o s e  w h o  h a v e  the m o s t  to lose u n d e r  
d e r e g u l a t i o n .

—  T h e  N 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  found l i t t l e  i n c r e a s e  
in c o m p e t i t i o n  t h e r e  a f t e r  r a t e s  w e r e  d e r e g u l a t e d  in 1980. 
N i n e t y - t h r e e  p e r c e n t  of N e w  Y o r k  b a n k s  s u r v e y e d  i n c r e a s e d  t h e i r  
i n t e r e s t  r a t e s  a f t e r  d e r e g u l a t i o n .

2. W o u l d  d e r e g u l a t i o n  a l l o w  l e n d e r s  to g i v e  m o r e  p e o p l e  a c c e s s  
to c r e d i t ?

Aga i n ,  the N e w  Y o r k  B a n k i n g  D e p a r t m e n t  s t u d y  d i d  not find this 
to be the case. A ve r y  small m i n o r i t y  of all l e n d i n g  i n sti­
tu t i o n s  c h a n g e d  their l e n d i n g  q u a l i f i c a t i o n s  a f t e r  d e r e g u l a­
tion. C o n s u m e r  F e d e r a t i o n  o f  A m e r i c a  t e s t i m o n y  b e f o r e  the 
S e n a t e  B a n k i n g  C o m m i t t e e  e x p l a i n e d  that " c o n s u m e r s  w h o  are 
e l i g i b l e  lot c r e d i t  at 2 5 %  are the s a m e  c o n s u m e r s  w h o  w o r e  
e l i g i b l e  f o r  c r e d i t  at 18%."

A 1981 P u r d u e  U n i v e r s i t y  s t u d y  found that A r k a n s a s  resid e n t s
( w h e r e  the i n t e r e s t  rate c e i l i n g  w a s  10%) h e l d  as m u c h  c o n s u m e r
d e b t  as r e s i d e n t s  of n e i g h b o r i n g  L o u i s i a n a  ( with a 3.1% APR 
c e i l i n g ) .  Lower-inc.ome A r k a n s a s  r e s i d e n t s  a c t u a l l y  held m o r e  
d e b t  than s i m i l a r  c o n s u m e r s  in L o u i s i a n a .

3. W h a t  a d v e r s e  e f f e c t s  w o u l d  u s u r y  d e r e g u l a t i o n  c a u s e ?

—  T h e  i n e v i t a b l e  increase1 it r a t e s  w o u l d  be i n f 1 at i ona r y .

—  T h e  s t a t e  e c o n o m y  w o u l d  also s u f f e r  as c o n s u m e r s  put. off m a j o r  
p u r c h a s e s  in the face of high interest rales. T h i s  impact 
w o u l d  bo e s p e c i a l l y  n o t i c e a b l e  in Alaska, a s t a t e  of c o n s u m e r s  
r a t h e r  than p r o d u c e r s .

—  A C o n s u m e r  F e d e r a t i o n  of A m e r i c a  s t u d y  found that, s t a t e s  w i t h  
h i g h  i n t e r e s t  r a t e  levels h a d  a h i g h o r  b a n k r u p l  ey ra t e — 19% 
h i g h e r — than s t a t e s  w i t h  rates b e l o w  the' av e r a g e .

4. W h a t  w o u l d  the impact be on l o w - i n c o m e  b o r r o w e r s ?

A s  o u t l i n e d  above, low-income' c o n s u m e r s  w o u l d  experience' 
h i g h e r  r a t e s  of i n t e r e s t  w i t h  no c o r r e s p o n d i n g  i n crease1 in 
a v a i l a b l e  credit.

—  B e c a u s e  a c c e s s  to l e n d i n g  i n s t i t u t i o n s  is o f t e n  Limited in 
p o o r e r  n e i g h b o r h o o d s  a n d  in rural areas, r e s i d e n t s  w o u l d  not 

c o m p a r i s o n  s h o p  for credit.

U n s c r u p u l o u s  l e n d e r s  c h a r g i n g  u n c o n s c i o n a b l e  r a t e s  of i n t e r e s t  
w o u l d  o p e r a t e  l e g a l l y — as Long as the b o r r o w e r  c o u l d  be p e r­
s u a d e d  to si g n  a contract.

F i n a n c e  c o m p a n i e s ,  w h i c h  c o n s t i t u t e  the p r i m a r y  s o u r c e  of 
c r e d i t  for l o w - i n c o m e  b o r r o w e r s  and w h i c h  a l r e a d y  o p e r a t e  at 
the legal i n t e r e s t  rate limit w o u l d  rachet t h eir rates u p­
ward, f u r t h e r  c o n s t r i c t i n g  c r e d i t  a v a i l a b i l i t y  a n d  b u y i n g  p o w e r  
f o r  l o w e r - i n c o m e  bor r o w e r s .

F o r  m o r e  i n f o r m a t i o n ,  call or w r i t e  A k P I R G ,  P O  B o x  1093, A n c h o r a g e ,  
AIC 99510, 2 7 8 - 3 6 6 1 .



Deai' AkPIRG member or friend:

The efforts of consumers across the country to delay inposition of telephone 
access charges paid off— in a way—  last month. Under heavy political pres­
sure from the US Senate, the Federal Conmmications Conmission agreed to delay 
the access charges on residential consumers until sometime in 1985 (conven­
iently after the elections). The Senate then voted to table the Telephone 
Rate Relief Dill by a close margin.

Consumer groups were urging Senators to take up S. 1660 because it contained 
other provisions advantageous to consumers. Both Sens. Stevens and Murkowski 
voted against tabling.

MORE GENERAL INFORMATION

State legislators are strongly influenced by letters and Public Opinion Mes­
sages (POMs) from their constituents. As few as four or five letters can 
persuade a legislator to change his or her mind on an issue. Most people 
don't bother to write, however.

Write your legislator at State Capitol, Pouch V, Juneau, AK 99811 or send a 
free POM (50 words or less) by calling or stopping by your closest Legisla­
tive Information Office:

Anchorage: 1024 W. 6th Ave. Ketchikan: 111 Stedman St. #100
278-3G6S 225-9675

Barrow: Christian Education Bldg. Kodiak: Borough Building
852-7111 486-4S81

Bethel: Kuskokwim Inn Annex Kotzebue: Eskimo Building
543-3541 333 Front St.

Delta Jet: Aurelian Building 442-3880
895-4236 Mat-Su: Wasilla Village Ctr.

Dillingham: Kangiiqutaq Office 376-3704
842-5319 Nome: State Bldg., 2nd Floor

Fairbanks: 315 Barnette St., #101 443-5555
452-4448 'Petersburg: 309 Main St.

Juneau: Rm. 30, State Capitol 772-3741
165-4648 Sitka: 210 Lake St.

Kenai: Cordova Bldg, Spur Ihvy. 747-6276
262-9364 Valdez: State Court and Office

Building, #59
835-2111

If a teleconference hearing is scheduled for a bill, you can testify "over
the wire" at your nearest teleconference center. The hearings are quite in-
formal; legislators want to hear what the average Alaskani thinks about an issue.
Call or write your local. Legislative Information Office to get on the mailing
list for the weekly schedule of hearings. The Legislature requires only five
days' notice for scheduling hearings, so they often come up unexpectedly.

Ambler: City Hall Kaktovik: Comnunity Building
445-2151 Noorvik: Council Chamber

Anatuvuk Pass: Mayor's Office 636-2213
661-30.1.1 Pt. Hope: Comnunity Building

Cordova: Library, City Hall 368-2770
424-5151 St. Paul: Council Chambers

Fort Yukon : City Conference Room 546-2351
662-2613 Sand Point: City Council Chambers

Galena: Louden Village Council 383-4877
656-1367 Savoonga: City Hall

Gambell: Comnunity Center 984-6434
985-5433 Selawik: IRA Council

Haines: Council Chambers, Muni. Bldg. 484-2126
766-2885 Seward: City Council Chambers

Homer: Hillas Biiilding 224-3713
235-7878 Shishmaref: City Office Building

Hoonah: City Hall Chambers 649-3041
945-3332 Unalakleet: Learning Center

Hooper Bay : Library 624-3054
758-4329 Unalaska: Council Chambers

Wrangell: City Council Chambers, 87*1-3013 581-1779
Yakutat: City Hall Confei’ence Rm., Wninwright: Telecommunications ctr.

784-3236 763-2543



m e  ouace oeuaie is consiuering several on.b dealing wiui interest rates.
House Bill 246, sponsored by Rep. Bob Bettisworth, passed in the House last 
session and is now before the Senate. The bill deregulates interest rates on 
consumer loans under $25,000 in that it allows the rate to be set by contract.
(The rates are now 3% a month for loans under $850 and 2% a month between $850 
and $10,000.) Service charges, rates on retail installment contracts and charge 
agreements are similarly deregulated.

Senate Bill 485, introduced this week by Senator Joe Josephson, increases allow­
able interest rates on credit cards and revolving credit plans from 18 percent 
to 24 percent per year, and deregulates service charges and other fees.

The Senate Labor and Commerce Corrmittee will be in Anchorage to hold a tele- 
confei’ence hearing on interest rate issues on Saturday, March 3rd. The hearing 
will start at 10 AM, and Anchorage residents will testify until 11 AM. After 
that time, residents in other parts of the state can testify. See the list 
on the other side of the page for the teleconference center nearest you.

If you cannot make the hearing, write the members of the Senate Labor and Com­
merce Committee: Richard Eliason, Chair; Bob Mulcahy, Vice Chair; Don Bennett;
at Rodey; John Sackett; and Fritz Pettyjohn.

Tne hearing was scheduled on a weekend to encourage consumer participation—
PLEASE ATTEND AND TESTIFY! Call or write us for more detailed information on 
the issue. Copies of bills are available from the Legislative Information Offices.

INTEREST RATE DEREGULATION FACTSHEET

.1 Would deregulat ion of .ntereit rates increase competition among lenders 
and thereby keep rates reasonable?

— No. Competition in any market requires that consumers shop for the good 
or soi’vice and compare prices. A 1977 study by the Federal. Reseive Board 
reveals that only 30% of potential borrowers shop for loans. This figure 
would be much lower for low-income borrowers— those who have the most to 
lose under deregulation.

— The New York State Banking Dept, found little increase in competition there 
after rates were deregulated in 1980. . Ninet.y-Jjiree percent of New York 
banks surveyed increased their rates after deregulation.

2. Would deregulation allow lender’s to give more people access to credit?

— Again, lire New York State B:mking Dept, study did not find this to be the 
case. A very small minority of all Igiuling institutions changed their 
lending qualifications after deregulation. Consumer Federation of America 
testimony before the Senate Banking Committee explained that "consumers 
who are eligible.' for credit at 25% are the same consumers who were eligible 
for credit at 18%."

— A 1981 Purdue University study found that, Arkansas residents (where the 
interest rate celling is constitutionally set at 10%) held as much con­
sumer dob I. as residents of neighboring Louisiana (with a 31% APR ceiling). 
Lower-income Arkansas residents actually held more debt than similar 
customers in Louisiana.

3. What other adverse effects would usury deregulation cause?

— The inevitable artificial increase in rates would be inflationary.

— The state economy would also suffer as consumers put off major purchases 
ia the face of high interest rates. This impact would he especially 
noticeable in Alaska, a state of consumers rather than producers.

— A Consumer Federation of America study found that states with high interest 
rate levels had a higher rate of bankruptcy— 19% higher— than states 
with rates below the average.



National Federation 
of Independent Business
l l v  Guudian < >f small H u m i i i v

February 13, 198/*

The Honorable Richard I. Eliason 
Alaska State Senate 
Pouch V
Juneau, AK 99811 

Dear Senator Eliason:

Small business continues to be the largest generator of new jobs in the 
United States, however, the number of jobs which are created often are 
significantly effected by state legislative actions. To ensure that 
legislators have the benefit of knowing how existing law and proposed 
legislation affects small business, the National Federation of 
Independent Business has been working with, not only the Alaska 
Legislature, but state legislatures nationwide for several years.

In Alaska, NFIB currently has a membership in excess of 3,600 which means 
that we usually represent a significant majority of the retail and 
service businesses in each city in Alaska. Each year we send a ballot to 
all of our members requesting their input on issues of current interest 
in Alaska. This ballot permits each member to express their feelings on 
these issues and gives me direction regarding which issues should be 
pursued legislatively. I do not take a position on an issue for NFIB 
unless the members have voted on it and a majority favor the position 
being taken.

Enclosed for your information is a copy of our 1983 State Ballot showing 
the vote of the membership on the various issues. The issues which 
received strong support are ones which I will be discussing with 
legislators during this and subsequent legislative sessions.

If I can provide you any additional information on NFIB or if you would 
like to know our position on a particular issue, feel free to contact me.

NHM/A1ASKA 
Legislative Office 
P.O. Hox 19-1 
Alike Hay. AK 99H21 
907/SH6-J100

Very truly yours,



Ml7!® 1984 Alaska
National Federation C ' B W f l 1! ?  / f i l l  i W l P
of Independent Business l l^  M

( opyniilu 1983 ly\ N.Utonol Frdcr.il mn ol Independent Hiistnrv* Research and Kdmaium Foundation

Dear NFIB M ember
Tnis Ba llo t is solicited by NFIB Research and Education Foundation  to gather in fo rm ation  perta in ing to sm a ll 
business issues in your state.
Your answers are valuab le and will enhance the survey.
Please retu rn the entire Ba llo t. Thank you.

Very tru ly  yours.
John  E. S loan . Jr.. President
NFIB Research and Education Foundation

GENERAL BUSINESS
Interest Rules
1. Should interest rale ceilings be 

repealed on: (vote on each)
a. Bank loans o f  $25,000 or less 

32” Favor 60/jO|>|iom- _8A ln<lm tU 'd
1 2  I II

b. Savings and  loan association 
loans o f  $25,000 or less

34/.. Favor 58% 0 p,„m . 8%ti,„kU(ini
I 2 j i;

c. Retail installment contracts
3 6 / .  Favor 5 4 A )|ip o sr  lQAjm ln'itU 'd

1 2  < 1 1

d. Retail open -ended  charge 
accounts

^ A j 'a v o r  ^ A AOp|i«.s<'
I 2 1 14

e. Credit card revolving accounts 
3 3 /-  Favor ^ ^ O p p o s i . ndividid

1 2  y n

f. State chartered credit unions
3 5 /  F avo r 5 5 1 0 / l  iidi'i'idvd

1 2  < u

g. Sn.all loan finance company 
loans o f  $10,000 or less

3 3 /.. Favor 5 8 , , oppose 'I ’odvildnl
1 2  I II

B A C K G R O U N D : 1 IB 246, presently in 
the Senate L abor and Com m erce C o m ­
mittee p ro po .es  to remove all limita­
tions on all types o f  credit in Alaska. 
The m easure  would permit each f inan­
cial institution and all businesses 
extending credit to charge whatever in­
terest rate they wish, subject only to 
com petition o f  the marketplace and 
negotiation with each individual
customer.

C urrent law limits banks and  savings 
and  loan associations to a m axim um  
interest rate o f  5°/n over the federal dis­
count rate in effect at the time o f  the 
loan on any loan o f  $25,000 or less. 
There  are no interest rate limitations 
on  loans in excess o f  $25,000. During 
the past few m onths,  the federal dis­
count rate has been 8 .5 % , thereby  set­
ting the m axim um  allowable interest 
ra te  at 13.5%.

A retail business selling m erchandise 
on  a retail installment contract  is pres­
ently limited to a m axim um  interest 
ra te  o f  10% per year on the first $ i ,00 0  
o f  credit extended, and  8 %  on  credit in 
excess o f  $1,000. However, lor retail 
businesses as well as credit card  c o m p a ­
nies extending open-ended  revolving 
charge accounts, the m axim um  interest 
rate is 18% per year on the first $1,000 
o f  credit extended and  the federal dis­
count rale plus 5%  on credit in excess 
o f  $1,000. A s tate  ch a tte red  credit 
un ion is presently limited to 15% or 
5%  over the federal discount rate, 
whichever is higher on loans o f  any 
am o u n t .  Small loan f inance com panies  
can now levy a m axim um  interest rate 
o f  36%  per year on the first $850 of 
credit extended a n d  2-1% on ere .lit up 
to $10,000.

P roponen ts  o f  the removal o f  all in ter­
est rate limitations argue that many 
financial institutions and  businesses 
lost money on their credit transactions 
during  the period o f  very high interest 
rates and , further, the limits a te  no 
longer necessary. If the limitations 
were removed, the m arketphw  . i.e., 
com petition for m e  financing, >v..uld 
set the rates at reasonable levels in line 
with the risks inherent in the particu lar  
credit transaction.

O pponen ts  argue  that Alaska does not 
have a well developed m arketp lace  and 
there are  m any  com m unities  where no 
com petition exists cilhe. for banking  
or retail credit. T he  ret. oval o f  all 
limits would permit the charging o f  u n ­
reasonably  high rates, Further, it has 
also been pointed out that in the case 
o f  consum er loans and small business 
loans under  $25,000, the marketplace 
seems to react very slowly when intc* - 
est rates are falling in general. For 
exam ple during  the first few m on ths  in 
1083 in Califo rn ia , where there are  no 
interest rate limitations, interest rates 
being charged on  small loans by banks 
were running  at 20%  to 25% , while 
titles in Alaska were abou t 14%.

Interest Rates
2. Should  interest rates on balances 

o f  $1,000 or less that are  limited 
to a m axim um , such as the  18% 
for business credit or credit card 
com panies , be modi l ied ..o the 
m axim um  rate  could be increased 
with the federal d iseorm  rate, 
once the federal disc uni rale 
read ied  a pre set level’’

3 9  ■ liivor Oppose “ I ; oiled (ltd
I I  2 IN

B A C K G R O U N D : P roponen ts  4  this 
concept feel that businesses exten ling 
financing and  credit should n -  >e so 
limited in the rates they charge that 
they lose m oney; therefore, the limita­
tions should  he allowed to rise when in­
terest rates are generally high. It has 
been proposed  that the m axim um  rate 
on accounts  with balances o f  $1,000 or 
less be set at 18%, or 6%  over Lie 
federal discount rate, whichever is 
higher.

Research & Education Foundation



O pponen ts  a rgue  that the federal dis­
count rate does not necessarily indicate 
the cost o f  funds to financial institu­
tions or businesses. A variety o f  o ther  
factors affect the cost o f  funds to a 
par t icu lar  en t i ty . They argue, there­
fore, that it is m ore  app rop r ia te  to  re­
move all l imitations and  let market 
conditions establish the rates.

Bad Check Penalties
3. Do you favor o r  oppose increased 

civil a n d / o r  criminal penalties as 
an effective deterrent to the w ri t­
ing o f  bad checks?

q cp / n o /  10/
' aF :i'iir 1 '° Undecided
1 2 3 |t

B A C K G R O U N D : It is well established 
that bad checks are a problem that 
every business must deal witn to some 
degree. However, the question has 
been raised whether the laws ol A laska 
arc  presently adequa te  to deal with the 
problem . It lias been suggested that 
either o r  bo th  the civil or criminal pen­
alties should  be m ade stronger to 
attem pt to reduce the impact o f  this 
problem .

Bad Check Civil Penalties
4. S hou ld  legislation be adop ted  to 

require 'h a t  bad-check writers re­
pay not only the face value o f  the 
check a n d  any court costs incur­
red by the receivn but ai->o civil 
dam ages o f  $100 (m inim um ) or 
triple the am oun t o f  the check?

86" l av.,1 10/j OpixiM' 07 I'r.tliiiiUil
i ; '

B A C K G R O U N D : Law enforcement 
officials frequently do  not pursue those 
wli write bad  checks lot small 
am ount* . Huts, the only deterrent to 
writing a trail check is the receiver’s 
(m erchant) collection efforts. Cheeks 
written for small am ounts ,  which to 
gether may teprescni a deep cut in a 
business’s profit, frequently cost more 
to collect than  they are worth.

If  the merchant was allowed to collect 
from  the bad-check wiiter a m inim um  
o f  $100 or triple the am ount o f  the 
check as dam ages, in addition  to the 
base value o f  the check and any court 
costs incurred, there would he a real in 
ecnlive for the merchant to collect and 
a  deterrent to bad-check writing.

Check In form at ion
5. Should financial institutions be 

required to n u m b er  checks on 
new accounts  beginning at //10I 
and display on the face o f  the 
check the m on th  and  year the ac­
count was opened?

^\A _Favt>r ^ / ‘Oppose 1 0 ..1 iiuleciik'd
1 2  1 21

5A. Should  banks  be allowed to 
disclose to m erchants the bank 
account in fo rm ation  o f  those 
who i-sue checks which are re­
tu rned because o f  insufficient 
funds? Such info rm ation  might 
inciude accoun t s tatus, current 
address, p h o ne  num ber, and  his­
tory o f  re tu rned  checks.

6 6 %  '  3 3 1 ,  1 1 ,  , . .  , r a t  nr Oppose 1 mieciuou
I f \ 22

B A C K G R O U N D : In the United
States, approxim ately  400,000 w o rth ­
less checks are written every day. 
Eighty percent o f  those checking ac­
counts  are  six m onths  old o r  less. 
Numerical listing and  da te  o f  account 
open ing  would  alert m erchants  to new 
accounts an d  to  take care in deciding 
whether to accept those checks. A dd i­
tionally, several states have given 
financial institutions permission to dis 
close account inform ation  to either law 
enforcem ent officials o r  m erchants 
who receive a worthless cheek.

O pponen ts  o f  the num bering  system 
believe :t would create problem s for in­
dividuals and  businesses who for con ti­
nuity purposes want to continue to 
num ber checks from  where the  old a c ­
count left off.

LABOR
M andatory  Overtime Wages
6. Should  existing law he repealed 

which requires a business with 
four or m ore  employees to pay 
overtime to an em ployee who 
works more than  K hou is  in one 
day. but does not work over 40 
hours per week?

i  3/,. v .n m  2 4 7  3 (ndci'idt'd
I 2 ’ 2)

B A C K G R O U N D : Most small busi­
nesses require  that a particu lar  job be 
accom plished within a certain period, 
This may require an employee to work 
m ote  than S nours on a particular  day . 
However, the employee is given time 
o f f  cm other days o f  the week so as not 
to work m ore  than  40 hours  that p a r ­
ticular week. P roponen ts  o f  a ch a t ty

say that law is particularly unfair  to 
sm aller  businesses whose workload  is 
heavy a t  certain times and  slack on 
o ther  days o f  the week. This flexibility 
o f  w orker  time should  not impose an 
additiona l financial burden  on smaller 
businesses.

O pponen ts  to  changing the law argue 
that employees working m ore  than  8 
hours in any one day  should be given 
extra  com pensa t ion  in the form  o f  
overtime pay, whether they worked 
voluntarily o r  were required to do  so 
by their employer. They feel daily over­
time pay should  be independent o f  the 
requirem ent to pay overtime te  an  e m ­
ployee who works m ore than  40 hours 
a  w eek .

GOVERNMENT
P erm anent F und  Income

7. Should  the unused portion  o f  the 
income from the P erm anent
Fund not allocated to the Divi­
dend P ro g ra m  be authorized  for 
the following?

a. T he  Longevity Bonus P rogram  
for the elderly 

4 1 "  l :m ir  ■) 1 "O iiiinu , 871  tult'iidi'il
1 2  I n

Municipal Assistance P rogram  
2 4 7  lator 66/<)|i|)(>sc 102.1 miicitifii

i i  i if

B A C K G R O U N D : During the 1983 
I egislaiivc Session bills were in tro  
cluced which would require that pari o f  
the income o f  the Perm anent Fund he 
held to finance the Longevity Bonus 
p rogram  and 'or finance the municipal 
revenue sharing p tog ram . In the past, 
funding tot such program s has been 
from the state'* General Fund,

P roponen ts  ol using the income from 
the Perm anent Fund to provide unit 's  
lot these program s con tend  that this 
would not violate the intent o f  the P e r ­
m anent Fund financing activities to 
benefit the m axim um  nuinhci ol resi­
dents o f  the state. I'hey argue that p r o ­
grams like I he municipal assistance 
p rogram  arc helping all com m unities 
o f  the state directly and thus benefit 
the tesiilcius o f  the various c o m m u n i­
ties indirectly by reducing local taxa­
tion and  prov iding needed services.

O pponen ts  argue that the Legislature is 
merely looking for new >ourccs to fund 
the expensive p rogram s hey have crea ­
ted the past few yeu.s which they do
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not w ant reduced in levels o f  funding, 
now that General F un d  revenues are 
declining. Obviously, the most enticing 
source for funds is the P erm anent 
Fund. They strongly argue tha t  the  in­
come o f  the Perm anen t  Fund should  be 
kept for the original purposes es tab­
lished when the p rogram  was created 
and not used to fund o ther  program s 
o f  ' e Legislature. They state that the 
Legislature should he required to fund 
all p rogram s o f  the state from  General 
Fund  revenues o r  f rom  revenues o ther 
than  the  Perm anent Fund.

G overnm ent Com petit ion
F. Does the State  o f  A laska 

main ta in  opera tions  which are in 
direct com peti t ion  with your 
business?

2 9 7 v i-:s  5 6 7 \ o  1 5  W  T  KNOW 
1 1 1  20

B A C K G R O U N D : Past A laska State 
Ballots have asked whether the state 
should desist from  activities which 
directly com pete  with private en ter­
prise. T he  m em bership  has always 
strongly supported  this concept. H o w ­
ever, the question has been raised 
about how m uch com petition there ac ­
tually is. This  question is in tended to 
determ ine the present level o f  com peti­
tion by state  agencies.

A nsw er “ Yes”  only if  you  are  specific­
ally aware  o f  significant areas o f  state 
com peti tion  in your type o f  business. 
Answer “ N o "  if you are  reasonably  
certain that the  s tale  does not com pete  
with your  business. I f  you “ d o n ’t 
k n o w ” , please so indicate. If  you are 
aw are  o f  specific areas  o f  com peti t ion , 
please list them in the ./mments sec­
tion of" this Ballot.

Interest P a y m e n t  On O verdue Bills
9. Do you favor or oppose

legislation to require local gov­
ernm ents  to pay interest on  their 
unpaid  bills a fter  30 days?

or 5 "  Oppose 3 7  Undecided
f 2 ) 27

B A C K G R O U N D : During 1983, legis­
lation was nearly enacted which would 
m an d a te  state agencies ;o pay interest 
on  bills not paid within 30 days o f  
receipt o f  invoice. It iias been sug­
gested that the r : G .  legislation should 
have been applicable to local govern­
ments as well as state agencies. The 
problem  o f  local governm ents  not pay ­
ing bills on lime should be addressed in 
fu ture  legislation.

O pponen ts  o f  p rom pt pay say that 
local governm ents  frequently need to 
have extended periods to  pay their bills 
an d  should not be penalized with inter­
est that am oun ts  to taxpayer dollars.

Equal Access to Justice
10. Should  the  state enact legislation 

au thoriz ing  courts  to require 
state  agencies to  reimburse rea­
sonable  a tto rney  fees and  court 
costs to small businesses w ho pre­
vail over an agency in civil ac­
tions relating to alleged violations 
o f  governm ental regulations?

9 6 7 j. , ,vnr ^ k  Opposo i . 7  Undecided
1 2  3 21

B A C K G R O U N D : Aggressive agency 
regulatory  enforcem ent frequently re­
sult in w hat is considered unw arran ted  
fines and  c itations. T he  intent o f  the 
proposed  act is to rem edy the im bal­
ance o f  pow er and  legal tesources be­
tween governm ent and  small businesses 
by giving small business the m eans to 
challenge if their  position is justified.

P ro p o n en ts  o f  this legislation believe 
that m aking  agencies responsible for 
a tto rney  fees a n d  court  costs will dis­
courage unnecessary actions against 
small businesses and  reduce b u re a u ­
cratic interference with busines*. Costs 
and  fees would be reim bursed from the 
agency’s opera ting  nudgct if  the courts  
finds an agency acted unreasonably  in 
pressing a claim o r  punitive action 
against a small business.

O pponen ts  say such legislation will u n ­
duly tie the hands  o f  regulators. 
(Please use the  C om m ent section to  cite 
instances where you paid a fine in 
o rder  to avoid  the cost o f  litigation.)

C O M M E N T 'S :
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P O S I T I O N  P A P E R : H o u s e  3 1 1 1  No. 246 - "An A c 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  rates; a n a  p r o v i d i n g  
f o r  an e f f e c t i v e  d a t e . "

A T  T H E  R E Q U E S T  O F ; S e n a t o r  R i c h a r d  E l i a s o n ,  C h a i r m a n  o f  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

F O R  M O R E  I N F O RM A T I O N  C O N T A C T : R o b e r t  H i c k e r s o n

DATE; M a y  25, 1983

H B  246 p r o p o s e s  to d e r e g u l a t e  all i n t e r e s t  r a t e s  a n d  f i n a n c i a l  
c h a r g e s  in the S t a t e  o f  A l a s k a  f r o m  J u l y  1983 u n t i l  J u l y  1987. 
A f t e r  this f i v e  y e a r  p e r i o d ,  t h i s  b i l l  p u r p o r t s  to r e i n s t a t e  
the c u r r e n t  e x i s t i n g  r e g u l a t i o n s .

' ‘--ST A N A L Y S I S ;

I. a p p e a r s  f r o m  t e s t i m o n y  s u b m i t t e d  to U.S. S.B. 730 w h i c h  
p r o p o s e d  p r e e m p t i o n  o f  s t a t e  a u t h o r i t y  o v e r  c o n s u m e r  c r e d i t  
t r a n s a c t i o n s  t h a t  the p r o p o s e d  A l a s k a  HB 246, w h i c h  w o u l d  
e l i m i n a t e  s t a t e  i n t e r e s t  r e g u l a t i o n s  w o u l d  a d v e r s e l y  a f f e c t  
the a b i l i t y  of  A l a s k a n s  to o b t a i n  c r e d i t ,  as w e l l  as b u r d e n i n g  
f u t u r e  A l a s k a n  d e b t o r s  w i t h  i n c r e a s e d  i n t e r e s t  r a t e s  . i1 
r e p a y m e n t  plans. M o r e o v e r ,  t h e r e  has b e e n  no a p p a r e r . al
d a t a  o r  a l t e r n a t i v e  p r e m i s e s  i n t r o d u c e d  w h i c h  w o u l d  ji. ■>
d e r e g u l a t i o n  o f  i n t e r e s t  rates. R a t h e r  this b i l l  s e e m s  
at i n c r e a s i n g  the s h o r t  t e r m  p r o f i t a b i l i t y  of m o n e y  lende-is 
at the e x p e n s e  of the c o n s u m e r s .

1) T h e  p r e m i s e  t h a t  A l a s k a  is n o t  c o m p e t i t i v e  w i t h  o t h e r  s t a t e s  
f o r  a s c e r t a i n m e n t  o f  c r e d i t  is m i s l e a d i n g .

a) O n l y  3ix s t a t e s  (Wow York, N e w  J e r s e y ,  M o n t a n a ,
S o u t h  Dakota, D e l a w a r e  a n d  A r i z o n a )  h a v e  a d o p t e d  
deregu.latory b i l l s  s i m i l a r  to the p r o p o s e d  H B  24 6. 
A d d i t i o n a l l y ,  b o t h  N e w  Y o r k  a n d  N e w  J e r s e y  h a v e  
b u f f e r e d  the c o n s u m e r  i m p a c t  o f  d e r e g u l a t i o n  by 
a d o p t i n g  c r i m i n a l  u s u r y  c e i l i n g - s t a t u t e s  of  25% 
and 30% r e s p e c t i v e l y .

b) E l e v e n  s t a t e s  (Alabama, I l l i n o i s ,  M i c h i g a n ,  M i s s o u r i ,  
N e w  H a m p s h i r e ,  N o r t h  D a k ota, P e n n s y l v a n i a ,  T e n n e s s e e ,  
and W i s c o n s i n )  h a v e  f l o a t i n g  i n t e r e s t  c e i l i n g s  w h i c h  
are t i e d  to the F e d e r a l  R e s e r v e  D i s c o u n t  Rates.

c) T h e  U C C C  S t a t e s  of  Idaho, I ndiana, Towa, Kansas, Maine, 
O k l a h o m a ,  S o u t h  C a r o l i n a ,  U t a h  and W y o m i n g  ha v e  
i n f l a t i o n a r y  p r o v i s i o n s  w r i t t e n  i to t h e i r  r e g u l a t i o n



a) The r e m a i n d e r  o f  the t w e n t y - t w o  s t a t e s  i n c l u d i n g  
A l a s k a  h a v e  s t a t u t o r i a l l y  i n c r e a s e d  the m a x i m u m  
i n t e r e s t  r a t e s  a l l o w a b l e .

It appears? t h a t  the a v a i l a b i l i t y  of  c r e d i t  in A l a s k a  is no less 
c o m p e t i t i v e  t h a n  the m a j o r i t y  of t h e  states. If s t u d i e s  show 
that A l a s k a  is u n c o m p e t i t i v e ,  a l t e r n a t i v e  s t a t u t o r y  p r o v i s i o n s  
i ould be s u b s t i t u t e d  r a t h e r  t h a n  a d o p t i n g  t h e  r a d i c a l  a p p r o a c h  
o f  c o m p l e t e  d e r e g u l a t i o n .

2) The p r e m i s e  t h a t  HB 246 w i l l  e x p a n d  c r e d i t  to A l a s k a n  c o n s u m e r s
is m i s l e a d i n g  b e c a u s e  it a p p e a r s  that the c r e d i t  m a r k e t  p l a c e  is
n o t  a c o m p e t i t i v e  market.

a) T h e  p r o p o r t e d  p r e m i s e  th a t  h i g h  risk d e b t o r s  w i l l  be 
•*< ab l e  to o b t a i n  c r e d i t  has b e e n  p r o v e n  f a l l a c i o u s  in 

N e w  York. Tn N e w  Y o r k  (a d e r e g u l a t e d  state) such 
d e b t o r s  w e r e  s t i l l  t u r n e d  d o w n  3 to 1 d e s p i t e  i n c r e a s e d  
i n t e r e s t  rates.

'*

b,) T h e r e  1* ->o e v i d e n c e  that . r ^ tg s for l o wer
risk d e b t o r s  w o n  Id d e c r e a s e  . A p p a r e n t l y  in N o w  Y o r k  
d e b t o r s  e l i g i b l e  for 18% f i n a n c i n g  are s t ill r e q u i r e d
to p a y  the u p p e r  c e i l i n g  at 25% rates.

3) A d d i t i o n a l l y ,  the e f f e c t s  of the d e r e g u l a t i o n  of interest, r a t e s  
w o u l d  be u n d u l y  b u r d e n s o m e  to the c o n s u m e r  b e c a u s e  of the fol l o w i n g :

a) F i n a n c i a l  c h a r g e s  and i n t e r e s t  r a t e s  w o u l d  i n c r e a s e .

b) A d d i t i o n a l  " h i d d e n "  fees w o u l d  be a d d e d  to the f i n a n c i n g  
c o n t r a c t  w h i c h  w o u l d  m a k e  c o m p a r i s o n  s h o p p i n g  v e r y  
d i f f i c u l t .

4) The e f f e c t s  o f  d e r e g u l a t i o n  o f  interest, r a t e s  w o u l d  be b u r d e n "  
s o m e  to c r e d i t o r s  b e c a u s e  of the f o l l o w i n g :

a) It w o u l d  d e c r e a s e  the c o n s u m e r  c o n s u m p t i o n  of g o o d s
b o c a u s e  an i n d i v i d u a l  c o u l d  on l y  a b s o r b  a c e r t a i n  a m o u n t  
of c r e d i t  and i n t e r e s t  rates; i n c r e a s e d  I n t e r e s t  
r a t e s  w o u l d  p r o p o r t i o n a t e l y  r e d u c e  the a m o u n t  of  g o o d s  

t p u r c h a s e d .

fc) I n c i d e n t s  o f  b a n k r u p t c y  a r e  l i k e l y  to i n c r e a s e  as a
r e s u l t  of  I n c r e a s e d  i n t e r e s t  rates. S t a t i s t i c s  h a v e  
s h o w n  that the. ra t e  of b a n k r u p t c y  i n c r e a s e s  p r o p o r t i o n a t e l y  
to the r a t o  of  i n t e r e s t  rates.

5) L a s t l y ,  it is s u g g e s t e d  t h a t  if a d e r e g u l a t i o n  b i l l  w a s  to be 
p a s sed, a d d i t i o n a l  m e a s u r e s  s h o u l d  be t a k e n  s i m u l t a n e o u s l y  w h i c h  
w o u l d  p r o v i d e  t h e  c o n s u m e r  w i t h  full d i s c l o s u r e  p r o t e c t i o n s  of a 
f i n a n c i n g  c o n t r a c t .  T h e s e  include:

a) A  P l a i n  E n g l i s h  S t atute;
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b) E x p a n s i o n  o f  the t r u t h  i n  L e n d i n g  and F a i r  D e b t  
C o l l e c t i o n  S t a t u t e s ;

c) P r o h i b i t i o n  o f  W a g e  A s s i g n m e n t s ;

d) P r o h i b i t i o n  o f  n o n  p u r c h a s e  m o n e y  s e c u r i t y  i n t e r e s t s  
in h o u s e h o l d  goods;

e) P r o h i b i t i o n  of b l a n k e t  s e c u r i t y  i n t e r e s t s ,  a n d  
i n c r e a s i n g  the s p e c i f i c i t y  o f  g o o d s  i n c l u d e d  u n d e r  
a s e c u r i t y  a g r e e m e n t ;  a n d

f) E x p a n s i o n  of l ” v s  p r o t e c t i n g  c o - s i g n e r s  w h i c h  w o u l d  
i n c l u d e  m o r e  i o r m a t i o n  and a c o o l i n g  o f f  period.

C O N C L U S I ON:

i t ‘'appears fr o m  the a v a i l a b l e  m a t e r i a l  t h a t  HB 246 w o u l d  n o t  
a c h i e v e  t h e  p u r p o r t e d  p u r p o s e s  a n d  s e r i o u s l y  h i n d e r  c o n s u m e r  
f i n a n c i n g .  Lt. is s u g g e s t e d  t h a t  t h i s  Bi l l  be r e e x a m i n e d  a nd 

lern a t i v e  o p t i o n s ^ b e  p r e s e n t e d  w h i c h  w o u J d  e i t h e r  p r o v i d e  
frlal riebU.rs w i t h  a d d i t i o n a l  d.i 3 c l o 3 u r s  p r o t e c t i o n s  or 

"Hernati.ve p r o v i d e  .less d r a  a VfimedlAft r a e i - s i » ^  
rt»rtrrTcci Alas k a n  C r e d i t  Froft LemT
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R i c h a r d  E l i a s o n ,  C h a i r
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
P o u c h  V
S t a t e  C a p i t o l
J u n e a u ,  A K  9 9 8 1 1

D e a r  Sen. E l i a s o n :

T h e  A l a s k a  P u b l i c  I n t e r e s t  R e s e a r c h  G r o u p  is s t r o n g l y  o p p o s e d  
to H B  246, w h i c h  w o u l d  d e r e g u l a t e  i n t e r e s t  r a t e s  in the State. 
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  w i l l  n o t  i n c r e a s e  c o m p e t i t i o n  
in l ending, w i l l  n o t  i n c r e a s e  a c c e s s  t o  c r e d i t ,  or r e v i v e  
t he S t a t e ' s  e c o n o m y ,  a n d  it  w i l l  m o s t  c e r t a i n l y  h a r m  c o n s u m e r s  
s e e k i n g  c r e d i t .

1. I n t e r e s t  c e i l i n g s  w e r e  e s t a b l i s h e d  to p r o t e c t  c o n s u m e r s  f r o m  
u n s c r u p u l o u s  l e n d e r s  c h a r g i n g " u r c o n s c i o n a b l e  r a t e s  o f  i n t e r e s t . 
T h e  p r e s e n t  l a w  d o e s  j u s t  that. T h e  c e i l i n g s  are a b o v e  t h e  
p r e s e n t  m a r k e t  rate, so f a i r  and h o n e s t  l e n d e r s  a r e  n o t  
a d v e r s e l y  a f f e c t e d  by t h e  law. In d e r e g u l a t i n g  i n t e r e s t  rates, 
this L e g i s l a t u r e  w o u l d  b e  a i d i n g  t h o s e  l e n d e r s  w h o  g o u g e  c o n­
sumer s  s e e k i n g  credit. C a v e a t  e m p t o r  c a n n o t  a p p l y  in an 
i n d u s t r y  w e l l - k n o w n  for m i s l e a d i n g  s t a t e m e n t s ,  fine p r i n t  and 
w a i v e r - o f - d e f e n s e  c l a u s e s .

2. L i f t i n g  i n t e r e s t  r a t e  c e i l i n g s  w i l l  a r t i f i c i a l l y  i n c r e a s e  
i n t e r e s t  r a t e s . U s u r y  c e i l i n g s  in N e w  J e r s e y  w e r e  l i f t e d  
f r o m  21% to 30% in 1980. T h e  a v e r a g e  i n t e r e s t  r a t e  i n c r e a s e d  
f r o m  6 t o  7% ju s t  a f t e r  the n e w  c e i l i n g  w e n t  i n t o  e f f e c t  a n d  
has not c o m e  down. T h e s e  l e n d e r s  w e r e  n o t  r e f l e c t i n g  t h e  m a r­
k e t  w h e n  t h e y  i n c r e a s e d  rates, t h e y  w e r e  e x e r c i s i n g  o l i g o p o l i c  
c o n t r o l  o f  i n t e r e s t  rates. If i n t e r e s t  r a t e s  w e r e  t o  i n c r e a s e  
a r t i f i c i a l l y ,  b o t h  c o n s u m e r s '  d i s p o s a b l e  i n c o m e  a n d  c o n s u m e r  
d e m a n d  w o u l d  c o n s t r i c t ,  r e s t r a i n i n g  g r o w t h  in the A l a s k a n  
e c o n o m y .

3. W e  c a n ' t  r e l y  on  t h e  m a r k e t p l a c e  f o r c e s  to set i n t e r e s t  
r a t e s  b e c a u s e  t h e  l e n d i n g  i n d u s t r y  is n o t  c o m p e t i t i v e ^ M a n y  
c o n s u m e r s ,  e s p e c i a l l y  l o w e r - i n c o m e  a n d  l e s s - e d u c a t e d  c o n s u m e r s ,  
d o n ' t  s h o p  f o r  c r e d i t .  E v e r  w i t h  t h e  y a r d s t i c k s  m a d e  p o s­
sib l e  by the T r u t h  in  L e n d i n g  Act, c o n s u m e r s  r e l y  o n  family,



m e r c h a n t s  a n d  t h e  l e n d e r s  t h e m s e l v e s  f o r  i n f o r m a t i o n  w h e n  
m a k i n g  c r e d i t  d e c i s i o n s .  C r e d i t  a n d  i n t e r e s t  r a t e s  a r e  p e r­
c e i v e d  as a " t a k e  it o r  l e a v e  it" p r o p o s i t i o n ,  w i t h  t h e  l e n d e r  
in c o n t r o l .

4. T h e  l e n d i n g  i n d u s t r y  d o e s n ' t  n e e d  i n c r e a s e d  rates, and  
w h e n  i t does, t h e  L e g i s l a t u r e  c a n  s i m p l y  i n c r e a s e  t h e  c e i l i n g  
a p p r o p r i a t e l y . T h e  i n f l a t i o n  r a t e  h a s  d e c r e a s e d  by  t w o  t h i r d s  
o v e r  t h e  l a s t  t w o  ye a rs , t h e  p r i m e  r a t e  ha s  d e c r e a s e d  by  n e a r l y  
o n e  half, a n d  t h e  r a t e  a t  w h i c h  b a n k s  p a y  for t h e i r  m o n e y —  
t h e  m o n e y  m a r k e t  r a t e — h a s  d e c l i n e d  s u b s t a n t i a l l y  to  a r o u n d  9%. 
T h e s e  p r e s s u r e s  h a v e  n o t  b r o u g h t  a b o u t  a c o r r e s p o n d i n g  d e­
c r e a s e  in  t h e  c o n s u m e r  l o a n  rat es , t h e  banks' p r o f i t  m a r g i n s  
(at l e a s t  o n  t h e i r  l o a n  p o r t f o l i o s )  h a v e  j u s t  i n c r e a s e d .  T h e  
f i n a n c i a l  p r e s s u r e s  t o  i n c r e a s e  r a t e s  w h i c h  w e  e x p e r i e n c e d  
s e v e r a l  y e a r s  a g o  n o  l o n g e r  exi st .

5. L i f t i n g  t h e  c e i l i n g s  w i l l  n o t  o p e n  c r e d i t  up to b o r r o w e r s  
p r e v i o u s l y  u n a b l e  t o o b t a i n  c r e d i t . A  r e c e n t  N e w  Y o r k  B a n k i n g  
D e p a r t m e n t  s t u d y  b e a r s  t h i s  out, a c c o r d i n g  to t e s t i m o n y  p r e­
se n t e d  by t h e  C o n s u m e r  F e d e r a t i o n  o f A m e r i c a  b e f o r e  t h e S e n a t e  
B a n k i n g  C o m m i t t e e  e a r l i e r  t h i s  year,. In 1980, N e w  Y o r k  
r a i s e d  i t s  i n t e r e s t  c e i l i n g  s u b s t a n t i a l l y  a n d  o p e n e d  l e n d i n g
up  to n e w  c l a s s e s  of  i n s t i t u t i o n s .  W h i l e  t h e r e  is a t h e o r e t i c a l  
a r g u m e n t  t h a t  l e n d e r s  t h e n  c o u l d  c h a r g e  n e w  h i g h  r i s k  b o r­
ro w e r s  a c o m m e n s u r a t e l y  h i g h e r  r a t e  o f  i n t e r e s t ,  t h i s  d i d  
n o t  h a p p e n .  F e w  l e n d i n g  i n s t i t u t i o n s  r a i s e d  t h e i r  c r e d i t  
l i m x t s  a n d  e v e n  f e w e r  o p e n e d  up t h e i r  l o a n  s t a n d a r d s .  As  th e 
C . F . A .  t e s t i m o n y  c o n c l u d e s ,  " . . .  c o n s u m e r s  w h o  a r e  e l i g i b l e
for c r e d i t  a t  25% a r e  t h e  sa me  c o n s u m e r s  w h o  w e r e  e l i g i b l e  
fo r c r e d i t  a t  18%." T h e  p r i m a r y  c h a n g e  ha s  b e e n  a n  i n c r e a s e d  
c o s t  o f c r e d i t  to t h e  b o r r o w e r  a n d  i n c r e a s e d  e a r n i n g s  to  the  
lender.

W e  u r g e  y o u  t o  r e c o g n i z e  t h e  f a u l t s  i n  H B  246, a n d  n o t  p a s s  
t h e b i l l  o u t  of  C o m m i t t e e .

M o r e o v e r ,  HB 246 s h o u l d  be  of g r e a t  i m p o r t a n c e  to  A l a s k a ' s  
c o n s u m e r s ,  y e t  i t  h a s r e c e i v e d  l x t t l e  p u b l i c i t y  o r  a t t e n t i o n  
o u t s i d e  t h e  l e n d i n g  i n d u s t r y .  W e  u r g e  t h e  C o m m i t t e e  t o  h o l d  
a t e l e c o n f e r e n c e  in t h e  e v e n i n g  v/ith p l e n t y  of  n o t i c e  on th is  
issue.

S i n c e r e l y ,

]

D i r e c t o r



• V / . 4 -J

' A

B® National Federation 
of Independent Business
Tlx- Giuudian of Small Business

F E i

February 13, 1984

The Honorable Rick Uehling 
Alaska House of Representatives 
Pouch V
Juneau, AK 99811

Dear Representative Uehling:

Small business continues to be the largest generator of new jobs in the 
United States, however, the number of jnbs which are created often are 
significantly effected by state legislative actions. To ensure that 
legislators have the benefit of knowing how existing law and proposed 
legislation affects small business, the National Federation of 
Independent Business has been working with, not only the Alaska 
Legislature, but state legislatures nationwide for several years.

In Alaska, NFIB currently has a membership in excess of 3,600 which means 
that we usually represent a significant majority of the retail and 
service businesses in each city in Alaska. Each year we send a ballot to 
all of our members requesting their input on issues of current interest 
in Alaska. This ballot permits each member to express their feelings on 
these issues and gives me direction regarding which issues should be 
pursued legislatively. I do not take a position on an issue for NFIB 
unless the members have voted on it and a majority favor the position 
being taken.

Enclosed for your information is a copy of our 1983 State Ballot showing 
the vote of the membership on the various issues. The issues wnich 
received strong support are ones which I will be discussing with 
legislators during this and subsequent legislative sessions.

If I can provide you any additional information on NFIB or if you would 
like to know our position on a particular issue, feel free to contact me.

Legislative Office 
P.O. Box 194 
Auke Bav, AK 99821 
907/586-4100
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Dear NFIB M ember
This B a llo t is so lic ited by NFIB Research and Education Foundation  to gather in fo rm ation  perta in ing to sm all 
business issues in you r state.
Your answers are va luab le and w ill enhance the survey.
Please re tu rn  the entire Ba llo t. Thank you.

Very tru ly  vours.
J o h n  E. S l o a n .  J r . .  P r e s i d e n t
NFIB Research and Education Foundation

GENERAL BUSINESS
Interest Rates
1. Should  interest ra te  ceilings be 

repealed on: (vote on each)
a. Bank loans o f  S25.000 or less

32% F avor 6 0 %oPposc ._8%Un(lixi<l.'il

b.

34%_
i

e.

3 6 % .
i

d. 

34 % _

i

33%_ 
■

Savings and  loan association 
loans o f  525,000 o r  less

53%,.Favor __()ppo'.c
i

8 %VniUvidi'd
ii

Retail installment contracts  
Favor 54%Op|ioM- 10%I

Retail op en -e nd ed  
accounts

mli-v'idi'il 
11

charge

huviir
5 6 % ,Oppose 10%_ l  odifidid

I 14

Credit card  revolving accounts
Favor 5 8 % ,Oppose 9 % v ndeeided

f. S tate  ib a r te re d  credit unions 
3 5 /j Kamr 5 5 %Oppose l_0_/'ll|idetided

I I  5 16

g. Small loan finance com pany  
leans  o f  $10,000 o r  less

33% F’uvnr 58%{)ppose 9 %l)ndeeided
i i i 11

B A C K G R O U N D : HB 246. presently in 
the Senate L a b o r  and  C om m erce  C o m ­
mittee proposes to  remove all limita­
tions on  all types o f  credit in Alaska. 
The measure would permit each f inan­
cial institution and  all businesses 
extending credit to charge whatever in­
terest rate they wish, subject only to 
com petition o f  the m arketp lace  and 
negotiation with each individual 
customer.

C urren t law limits banks a n d  savings 
and  loan associations to a  m axim um  
interest rate o f  5%  over the federal dis­
count rate in effect at the t im e o f  the 
loan on any loan o f  $25,000 or less. 
T here  are no interest rate limitations 
on loans in excess ot $25,000. During 
the past few m onths, the federal d is­
coun t rate has been 8 .5 % . thereby set­
ting the m axim um  allowable interest 
rate at 13.5%.

A retail business selling merchandise 
on a retail installment contract  is pres­
ently limited to a m axim um  interest 
rate o f  10% per year on the lirsi $1,000 
o f  credit extended, and  »S°o on  credit in 
excess o f  S I ,000. However, for retail 
businesses as well as credit card  c o m p a ­
nies extending open-ended revolving 
charge accounts, the m axim um  interest 
rate is 18% per year 01. the first $1,000 
o f  credit extended and  the federal dis­
count rate plus 5%  on credit in excess 
o f  $1,000. A state char te red  credit 
un ion  is presently limited to 1:5% or 
5%  over the federal discount rate, 
whichever is higher on loans o f  any 
a m o u n t .  Small loan finance com panies  
can now levy a m axim um  interest rate 
o f  36%  per year on the first $850 o f  
credit extended and  24%  on  credit up  
to $10,000.

P roponen ts  o f  the removal o f  all in ter­
est rate limitations argue that m any 
financial institutions and businesses 
lost money on  their credit t ransactions 
during  the period o f  very high interest 
rates and . further, the limits are  iio 
longer necessary. If the limitations 
were removed, the m arketp lace, i.e., 
com petition for the financing, would 
set the  rates at reasonable levels in line 
with the risks inherent in the particular  
credit transaction.

O pponen ts  argue that A laska  does not 
have a well developed m arke tp lace  and  
there are  m any ••ommunities where no 
com petition  exists either for banking  
o r  retail credit. T he  removal o f  all 
limits would permit the charg ing  o f  u n ­
reasonably high rates. Further,  it has 
also been pointed out that in the case 
o f  consum er loans and  small business 
loans under $25,000, the m arketp lace  
seems to react very slowly when in te r­
est rate- are falling in general. For  
exam ple  during the lirst few m on ths  in 
I981 in California , where there a re  no 
interest rate limitations, interest rates 
being charged on  small loans by banks 
were running  at 20% to  2 5 % , while 
i.iies in Alaska were about 14%.

Interest Rates
2. Should interest rates on  balances 

o f  $1,000 or less that are  limited 
to  a m axim um , such as the  18% 
for business credit or credit card 
com panies , be m odified so the 
m axim um  rate could be increased 
with the federal d iscount rate, 
once the federal d iscount rate 
reached a pre-set level?

3 9 %̂LFavor 5 2 %  Qpp ing 9 %  r in de t iilc l

B A C K G R O U N D : P roponen ts  o f  this 
concept feel that businesses extending 
financing a n d  credit should not be so 
limited in the rates they charge  that 
they lose money; therefore, the lim ita­
tions should be allowed to rise when in­
terest rates are generally high. It has 
been proposed  that the m ax im um  rate 
on  accounts  with balances o f  $1,000 o r  
less be set at 18%, or 6 %  over  the 
federal discount rate, whichever is 
higher.

Research & Education Foundation



O pponen ts  argue tha t the federal dis­
count ra te  does not necessarily indicate 
the cost o f  funds to  financial institu­
tions o r  businesses. A variety o f  o ther 
factors affect the cost o f  funds to a 
particu lar  entity. They argue, there­
fore, tha t  it is m ore  ap p rop r ia te  to  re­
move all limitation:: and  let market 
conditions establish the rates.

Bad Check  Penalties
3. D o you favor o r  o p p o .e  increased 

civil a n d /o r  criminal penalties as 
an  effective deterrent to the writ­
ing o f  bad checks?

qce/ /ic/ ic'J J lJ Fimir Oppnsr 1 ”  tndccidiil
I I * 1 9

B A C K G R O U N D : It is well established 
that bad  checks are  a problem  that 
every business m ust deal with to some 
degree. However, the question has 
been raised whether the laws o f  Alaska 
are presently adeq u a te  to deal with the 
problem . It has been suggested that 
either or both  the civil o r  criminal pen ­
alties should be m ade  stronger to 
a ttem pt to reduce the impact o f  this 
problem .

Bad Check Civil Penalties
4. Should legislation be ad o p ted  to 

require that bad-check writers re­
pay not only the  face value ol" the 
check and  any  court costs incur­
red by the receiver bu t also civil 
dam ages  o f  S I00 (m inim um ) or 
triple the am oun t o f  the check?

3 6 "  Kuvor 10% €)|»P 0\4* 4%lli>dicidcil
I I  I 10

B A C K G R O U N D : Law enforcem ent 
officials frequently d o  not pursue those 
w ho write bad checks for small 
am oun ts .  Thus, the only de terren t to 
writing a bad check is the receiver’s 
(m erchant)  collection efforts. Checks 
written for small am oun ts ,  which to ­
gether may represent a deep cut in a 
business’s profit , frequently cost more 
to collect than they are worth.

If  the merchant was allowed to collect 
from the bad-check writer a m inim um  
o f  $100 o r  triple the  am o u n t  o f  the 
check as damages, in addition  to the 
base value o f  the check a n d  any court 
costs incurred, there would be a real in­
centive for the m erchant to collect and  
a  de terren t to bad-check writing.

Check In form ation
5. Should financial institutions be 

required to n u m b er  checks on 
new accounts beginning at #101 
and  display on  the face o f  the 
check the m on th  and  year the ac­
count was opened?

^ ^ Dppnse 10 .J Undecided
1 2  J II

5A. Should  banks be allowed to 
disclose to m erchants  the bank 
account in fo rm ation  o f  those 
w ho issue checks which are  re­
turned because o f  insufficient 
funds? Such in fo rm ation  might 
include account s ta tus , current 
address, phone  num ber,  a n d  his­
tory o f  returned checks.

^ ^ _Favo r ^ O p p o se  ndeeided
1 2  J 12

B A C K G R O U N D : In the United
States, approx im ate ly  400,000 w o r th ­
less checks are written every da; 
Eighty percent o f  those checking ac­
counts  are six m on ths  old o r  less. 
Numerical listing a n d  date  o f  account 
opening  would alert m erchan ts  to new 
accounts  and  to take care in deciding 
whether to accept those checks. A d d i­
tionally, several s tates have given 
financial institutions permission to dis­
close account in fo rm ation  to either law 
enforcem ent officials o r  m erchants  
w ho  receive a worthless check.

O p p o n en ts  o f  the num bering  system 
believe it would create problem s for in­
dividuals and  businesses w ho  for con ti­
nuity purposes  want to con tinue  to 
num ber  checks from  where the  old ac ­
count left off.

LABOR
M and a to ry  Overtim e Wages 
ft. Should  existing law he repealed 

which requires a  business with 
four or m ore  employees to pay 
overtime to an  em ployee who 
works m ore  than  8 hours  in one- 
day, but does not work over 40 
hours  per week?

7 3 /. |.'nvor 2 4 /.Oppose 3% Undiiidi'd
1 2  >: M

B A C K G R O U N D : Most small busi­
nesses require  that a par ticu lar  jo b  be 
accom plished within a certain  period. 
This may require an em ployee to work 
m ore  than  8 hours on a par ticu lar  day. 
However, the em ployee is given time 
o f f  on o ther  days o f  the week so as not 
to work m ore  than  40 hours  that p a r­
ticular week. P roponen ts  o f  a c h a rg e

say tha t  law is particularly unfair to 
smaller businesses whose workload is 
heavy at certain times and  slack on 
o ther  days o f  the week. This flexibility 
o f  w orker  time should  not impose an 
additiona l financial burden  on  smaller 
businesses.

O pponen ts  to changing the law argue 
that employees working more than 8 
hours in any one day  should be given 
extra  com pensat ion  in the form of 
overtim e pay, whether they worked 
voluntarily o r  were required to do so 
by their employer. They  feel daily over­
time pay should  be independent o f  the 
requirem ent to pay overtime to an  em ­
ployee w ho works m ore than  40 hours 
a week,

GOVERNMENT
Permanent Fund Income

7. Should  the unused portion  ol the 
income from the Perm anent 
Fund not allocated to  the Divi­
dend Program  be au thorized  for 
the following?

a. T h e  Longevity Bonus P rogram  
for the elderly

/ II ‘V c u /  no/
‘ Favor ^A^Onimse _9-6?l’ndtiidttli i » j«

Muuicimil Assistance P rogram
24% Fuvnr 66#0|>|msc lO.jTmfts'idrd

1 2  I 21

B A C K G R O U N D : During the I983 
Legislative Session bills were in tro­
duced which would require  that part ol 
the income o f  the P erm anent Fund  be 
held to finance the Longevity Bonus 
p rogram  a n d /o r  finance the municipal 
revenue sharing program . In the past, 
funding for such program s has been 
from  the stale 's  General Fund.

P roponen ts  o f  using the incom e from 
the P erm anent Fund to p rovide funds 
for these p rogram s con tend  that this 
would not violate the intent o f  the  Per­
m anent Fund  financing activities to 
benefit the m axim um  num ber o f  resi­
dents  o f  the state. They  argue that pro ­
gram s like the municipal assistance 
program  tire helping all communities 
o f  the slate directly and  thus benefit 
the residents o f  the various co m m u n i­
ties indirectly by reducing local taxa­
tion and  providing needed services.

Opponent: s argue that the Legislature is 
merely looking for new sources to  lund 
the expensive program s they have crea­
ted the past few years which they do

1984 Alaska



not u a n t  reduced in levels o f  funding, 
now that Ger.eral Fund  revenues are  
declining. Obviously, the most enticing 
-.ource for funds is the P erm anent 
Fund. They strongly argue that the in­
come o f  the Perm anent Fund  should  be 
kept for the original purposes  e s tab ­
lished when the program  was created 
and not used to fund o th er  program s 
ol the Legislature. They state that the 
Legislature should  be required to  fund 
all program s o f  the state from  General 
Fund revenues o r  from  revenues o ther  
than the Perm anent Fund.

Governm ent Com petit ion
8. Does the State o f  A laska 

m ainta in  opera t ions  which are  in 
direct com peti tion  with your  
business?

29J v f s  562*0 155Si>o.vt k n o w
I 2 J lt>

B A C K G R O U N D : Past A laska  State 
Ballots have asked whether the state 
'h o u ld  desist from  activities which 
directly com pete  with private en te r­
prise. T he  m em bership  has always 
strongly sup p o r ted  this concept. H o w ­
ever, the question has been raised 
about how much com peti t ion  there a c ­
tually is. This  question is in tended to 
determine the present level o f  com peti­
tion by state agencies.

A n s w e r 14 Yes”  only if  you are  specific­
ally aw are  o f  significant areas  o f  state 
com peti tion  in your type o f  business. 
Answer 44N o ”  if you are reasonably 
certain tha t  the state does not com pete 
with your  business. If  you ‘‘d o n ’t 
k n o w ” , please so indicate. If  you  are 
aw are  o f  specific areas o f  com petition, 
please list them  in the C om m ents  sec­
tion o f  this Ballot.

Interest P aym ent On Overdue Bills
9. D o  you favor o r  oppose 

legislation to require  local gov-
- e rn m e n ts  to  pay interest on  their 

unpaid  bills after  JO days?
?2*Favor îLA'rukvick-il

I 2 # J 27

B A C K G R O U N D : During 1983, legis­
lation was nearly enacted which would 
m andate  state agencies to pay interest 
on bills not paid within 30 days o f  
receipt o f  invoice. It has been sug­
gested that the prior legislation should 
have been applicable to local govern­
ments as well as state  agencies. The 
problem  o f  local governm ents not pay ­
ing bills on  lime should be addressed in 
fu tu re  legislation.

O pponen ts  o f  p rom pt pay say that 
local governm ents  frequently need to 
have extended periods to p iv their bills 
and  should not be penalized with in ter­
est that am ounts  to taxpayer dollars.

Equal Access to Justice
10. Should  the state enact legislation 

au thoriz ing  courts to  require * 
state agencies to reimburse rea­
sonable  a ttorney  fees and  court 
costs to small businesses who pre­
vail over an agency in civil ac­
tions relating to alleged violations 
o f  governm ental regulations?

^ " l a v i i r  ? 2 L l’nclfcidcd
i i  s it

B A C K G R O U N D : Aggressive agency 
regulatory  enforcement frequently re­
sult in what is considered unw arran ted  
fines and  citations. T he  intent o f  the 
p roposed  act is to remedy the imbal­
ance o f  power and  legal resources b e ­
tween governm ent and  small businesses 
by giving small business the means to 
challenge if their position is justified.

P ro p o n en ts  o f  this legislation believe 
that m aking  agencies responsible for 
a t to rney  fees and  court costs will dis­
courage unnecessary actions against 
small businesses and  reduce b u reau ­
cratic interference with F iess. Costs  
and  Ices would be rcimh..r>cd from the 
agency’s opera tine  budget it the court-, 
finds an agency acted unreasonably in 
pressing a claim or p u m tu e  action 
against a small business.

O pponen ts  say such legislation will u n ­
duly tie the hands o f  regulators. 
(Please use the Com m ent section to  cite 
instances where urn  paid a fine in 
o rder  to avoid the cost ol litigation.)

C O M M E N T S :



S e n a t o r  R i c h a r d  E l i a s o n  
C h a i r m a n i  L & C  C o m m i t t e e  
S t a t e  C a p i t o l  
P o u c h  V
J u n e a u ,  A K  99811

D e a r  S e n a t o r  Eli a s o n  :

HB 2 4 6 ( L & C )  w h i c h  y o u  will h e a r i n g  t h i s  d a t e ,  has b e e n  b r o u g h t  to 
my a t t e n t i o n .  I f i n d  t h a t  S e c t i o n s  4 & 5 o f  this bill has p o t e n t i a l  

to d i r e c t l y  a f f e c t  f i s h e r m e n  a n d  I am c o n c e r n e d .

C r e d i t  is a f u n n y  s i t u a t i o n .  E v e n  w h e n  y o u  h a v e  ca s h  a v a i l a b l e ,  y o u  
are f o r c e d  to buy on t i m e  o r  c h a r g e  an a c c o u n t  at a b u s i n e s s  in o r d e r  
to e s t a b l i s h  c r e d i t  j u s t  to get a t e l e p h o n e  i n s t a l l e d  in y o u r  home.
In o t h e r  w o r d s ,  y o u  are f o r c e d  to use the s y s t e m .  U n f o r t u n a t e l y ,  in 
t h e s e  t r y i n g  t i m e s  m o s t  f i s h e r m e n  do n o t  ha v e  a p o c k e t f u l  of cash.

We f i n d  o u r s e l v e s  l i v i n g  f r o m  " h a n d - t o - m o u t h " .

Th i s  bill is e x p e r i m e n t i n g  w i t h  w h a t  is g o i n g  to h a p p e n  to i n t e r e s t
r a t e s  if d e r e g u l a t e d  for f o u r  y e a r s .  We, the c o n s u m e r ,  will be the

o n e s  p a y i n g  the c o s t s .  F i s h e r m e n  can l i t t l e  a f f o r d  the e x t r a  s t r a i n .  
M a j o r  p u r c h a s e s  s u c h  as a d i e s e l  e n g i n e  o r  a u x i l i a r y  will fall u n d e r  
th° c a t a g o r y  o f  S e c t i o n  4, a n d  e v e r y t h i n g  e l s e  f r o m  geai , g r o c e r i e s ,  
ice a n d  b a i t  will fall u n d e r  S e c t i o n  5 of this bill. All too o f t e n  
f i s h e r m e n  a r e  t r a p p e d  by the " c o m p a n y  s t o r e "  s i t u a t i o n .  Th i s  is 
e s p e c i a l l y  t r u e  o f  a r e a s  f o u n d  a l o n g  the c o a s t  o f  A l a s k a ,  s u c h  as 
P e l i c a n ,  E l f i n  C o v e ,  C r a i g .  We are c u r r e n t l y  s t r u g g l i n g  w i t h  i n f l a t e d  
p r i c e s  (a n d  o f t e n  i n f e r i o r  p r o d u c t s )  w h i c h  the s e l l o r  j u s t i f i e s  b e ­
c a u s e  of " f r e i g h t "  c h a r g e s .  I w o u l d  h a t e  to see us s a d d l e d  w i t h  
i n f l a t e d  i n t e r e s t  r a t e s  on t h e s e  a c c o u n t s  a l s o ,  j u s t  b e c a u s e  w e  are 

f o r c e d  to do b u s i n e s s  a n d  h a v e  no o t h e r  c h o i c e .

Un l e s s  you can see a r e a l  need f o r  t h i s  l e g i s l a t i o n  t h a t  i s  h idden 
f r om me, I urge you t o  qjlh£ls.£ i_ t . I t hank you f o r  y o u r  t ime t o  r ead
t h i s  and c o n s i d e r  i t  w i t h  o t h e r  t e s t im o n y .

S i n c e r e l y ,

Jeri M u s e t h

E l f i n  C o v e ,  A K  9 9 3 2 5

cc: L a b o r  a n a  C o m m e r c e  C o m m i t t e e  m e m b e r s
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H o n o r a b l e  D i c k  E l i a s o n 

C h a i r m a n

Se n a t e  L a b o r  and C o m m e r c e  

P o u c h  V

Juneau, A l a s k a  99811 

D ear S e n a t o r  Eliason:

Th e  Se n at e  L a b o r  and C o m m e r c e  C o m m i t t e e  is s c h e d u l e d  to hear 

Ho u s e  Bil l  246 today. T h e r e  a r e  a c o u p l e  of c o n c e r n s  I w o u l d  

l ike to b r i n g  to y o u r  attention.

S e c t i o n s  of H ouse Bill 246 d e r e g u l a t e  i n t e r e s t  r a t es  retail 

e s t a b l i s h m e n t s  are a l l o w e d  to c h a r g e  custo m e r s . T h e s e  s e ct i o n s  

c o u l d  have a v e r y  n e g a t i v e  impact on the fi s h i n g  c o m m u n i t i e s  

in Alaska. A s  y o u  know, f i s h e r m e n  t h r o u g h o u t the S t a te  buy 

s u p p l i e s  p r e - s e a s o n  on credit. T h e  p r o c e s s o r s  In turn, open 

c h a r g e  a c c o u n t s  at lum b e r  c o m p a n i e s ,  g r o c e r i e s  a n d  h a r d w a r e  

shops for their f i s h e r m e n  and their own n e c e s s i t i e s .  T h i s  way 

of d o i n g  b u s i n e s s  h a s  bee n  g o i n g  on for d e c a d e s  in Alaska. If 

the limit is taken off the i n te r e s t  r a t e s  these e s t a b l i s h m e n t s  

can charge, the e n t i r e  i n d us t r y  w o u l d  suffer. F i s h e r m e n  and 

p r o c e s s o r s  a l i k e  r e q u i r e  these p r e - s e a s o n  p u r c h a s e s ,  and in 

m o s t  c o m m u n i t i e s  there are no o t h e r  s t o r e s  to compe t e .  Most 

c o a s t a l  c o m m u n i t i e s  s u p p o r t  one g r o c e r y  and one h a r d w a r e  s tore 

on l y .

T h a n k  y o u  for y o u r  a t t e n t i o n .  I u r g e  y o u  and the m e m b e r s  of you r  

c o m m i t t e e  to c o n s i d e r  ve r y  c a r e f u l l y  the e f f e c t  this l e g i s l a t i o n  

will h a v e  on rural and c o a s t a l  c o m m u n i t i e s  a n d  the A l a s k a n  co nsumer.

C a s s  M. P a r s o n s

U F A  Ex e c u t i v e  D i r e c t o r

C M P / j b

cc: All m e mb e r s ,  Senate L a b o r  and C o m m e r c e  C o m m i t t e e
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WE U RG E YO U  T O  HO LD  CSHB  2 4 6  IN C O M M I T T E E  AND  TA K E HO A C T I O N

T H I S  L E G I S L A T I V E  S E S S I O N  T O  I N S U R E  A M P L E  P U B L I C  R E V I E W  AND 

C O M M E N T  ON T H I S  BILL.

G O R D O N  A SMITH, P R E S I D E N T
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TO: S E N A T O R S  E L I A S O N , MIJLCAHY, P E T T Y J O H N ,  S A C K E T T ,  A N D  R O D E Y

FROM: PC H L I B B E Y ,  SR A  BOX 4011, A N C H O R A G E  9 9 5 0 7
H 3 4 5 - 3 0 8 3  W 27 8- 95 51
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I-IB246 RE: 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

DO N O T  P A S S  L E G I S L A T I O N  D E R E G U L A T I N G  I N T E R E S T  R A T E S  ON C O N S U M E R  LO AN S.  
R E S E A R C H  C L E A R L Y  S H O W S  IT W I L L  NO T L E ‘0 TO I N C R E A S E D  C O M P E T I T I O N  A M O N G  
L E N D E R S .  D E R E G U L A T I O N  W I L L  L E A D  TO H I G H E R  I N T E R E S T  C H A R G E S  TO LO W IN CO ME  
F A M I L I E S ,  T H U S  I N F L I C T I N G  U N N E C E S S A R Y  H A R D S H I P  U P O N  THEM.
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FROM: S H I R L E E  A N C  L I O  TO: R O M S / J U N E A U  I N F O
TARGET: LJHK  SUBJ: P .O . M .

O U T *  0 0 5 5

TO:

F R O M

¥

AL L  M E M B E R S  
A L A S K A  L E G I S L A T U R E

B Y R O N  M O R R I S
B O X  141, C R E S T V I E W  L A N E
E A G L E  RI VER , AK 9 9 5 7 7
(H) 6 9 4 - 3 5 6 5  <U> 2 7 1 - 5 0 0 6

P L E A S E  R E P R E S E N T  TH E P U B L I C  I N T E R E S T  AN D V O T E  A G A I N S T  S E N A T E  B I L L  40 5  
OR H O U S E  B I L L  246  ( 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 ) .
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MSG  8 4 - 0 0 0 1 6 7 3 4  P R T Y  1 0 2 / 2 3 / 3 4
FROM. L I Z  IN D E L T A  
17 P G E T : L .II IK SUBJ: P O M

TO: A L L L E G I S L A T O R S

FROM: D I A N E  S H A L E
1 4 0 0 . 2  A L A S K A  H I G H W A Y  
D E L T A  J C T ., AK 9 9 7 3 7  
8 9 5 - 4 6 7 5

11 3 7 : 3 6  ORIG: L D O O  
TO: J U N E A U

IN- 0 0 0 3  O U T -  00 69

RE: S E N A T E  B I L L  3 3 8

S E C T I O N  2 A P P R O P R I A T E S  M O N E Y  FO R  S T U D Y  OF T OU RIS T F A C I L I T I E S  OF A R E A  D E S I G N E D  
TO C O N T A I N  B U F F A L O  O N L Y  D U R I N G  W IN TER . VE R Y FEW  T O U R I S T S  T R A V E L  O R S T O P  
A L O N G  A L A S K A  H I G H W A Y  D U R I N G  WIN TER . S A V E  P U B L I C  FUNDS, D E L E T E  S E C T I O N  2. 
S U G G E S T  D E V E L O P I N G  N O  F U R T H E R  E A S T  TH A N M I L E  1402  A L A S K A  H I G H W A Y  E X I S T I N G
RA NGE , TO C U T  COS TS .
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PROM- L I N D A  J A C K S O N  
BOX 164

D O U GL AS , A L A S K A  ,99824 PHONE: 3 6 4 - 3 2 9 2

P L E A S E  P A S S  S B 354 ON p r i v a t e  s c h o o l s , t h a n k  y o u .
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FROM: T H O M A S  R E H A R U  
PO B O X  8 7 1 5 5 ©

- H A S I L L A  9 9 6 8 7  
3 7 6 - 2 3 7  ?

RE: IIB 485
I D O N ' T  THINK THE A N N U A L  I N T E R E S T  R A T E  F O R  C R E D I T  C A R D  U S E R S  S H O U L D  BE 
R A I S E D  F R O M  13% TO 24%. I C A N  U N D E R S T A N D  WHY  TH E R A I N I E R  C O R P O R A T I O N  W O U L D  
W A N T  IT R A I S E D .  IT'S T H E I R  B U S I N E S S  A N D  T H E Y ' L L  M A K E  M O R E  M O N E Y . PU T  THAT' 
I N F L A T I O N ,  S P E N D I N G  M O R E — B U Y I N G  LE SS.

KR M E L O D Y  D O U G L A S  2 6 2 - 5 8 4 6  tJ
P . O . B O X  3 4 4

I S U P P O R  T I IB-277 AN D  S B -236. B O T H  A L L O W  c OR  R E T I R E M E N  T * C R E D I T  FOR’ U N U S E D  
SICK I F A V F  F O R  EM PI O Y E F S  OF AN O R G A N I Z A T I O N  P A R T I C I P A T I N G  IN PEK'S. I URGI: 
YOUR S U P P O R T  A N D  A I D  IN G E T T I N G  T H E S E  M I L L S  TO THE F L O O R  F O R  P A S S A G E . T H I S  
B E N E F I T  W O U L D  E N C O U R A G E  E M P L O Y E E S  TO N OT  M I S U S E  T H E I R  S I C K  L EA V E .



MS G 9 4 - 0 0 0 1 3 6 8 8  P R T Y  1 0 2 / 1 4 / 8 4  1 7 : 37 :3 1 ORIG: L A 1 7 IN= 0 0 2 0  0 U T =  0 1 4 5
FROM: K I M  / A N C H  L E O  
T A R G E T : L J H K  S U B J : P 0 M ^

TO: RO M  / J N U  IN F O

TO A L L  M E M B E R S  OF S E N A T E  F I N A N C E
S E N A T O R S  B E N N E T T ,  S A C K ET T,  F E R G U S O N ,  V. F I S C H E R ,  M U L C A H Y  
FA IKS, J O S E P H S O N

A L L  M E M B E R S  OF  S E N A T E  J U D I C I A R Y
S E N A T O R S  RAY, J O S E P H S O N ,  E L I A S O N ,  Z I E G L E R ,  P E T T Y J O H N

FROM: K A T H Y  M A R S H A L L , E X E C U T I V E  D I R E C T O R ,  A L A S K A  W O M E N ' S  C O M M I S S I O N
3601 C S T RE ET , SIJTIE 742, A N C H O R A G E  9 9 5 0 3  
W 5 6 1 - 4 2 2 7

THE  A L A S K A  W O M E N ' S  C O M M I S S I O N  U R G E S  THE  A D O P T I O N  OF S J R 3 0  W H I C H  W O U L D  
A M E N D  42 U S C 6 6 4  TO P R O V I D E  TH A T THE P R O C E D U R E S  T H A T  ARE P R E S E N T L Y  
A V A I L A B L E  TO  AFI)C F A M I L I E S  F O R  T H E C O L L E C T I O N  OF P A S T  D U E  C H I L D  S U P P O R T  
F R O M  F E D E R A L  T A X  R E F U N D S  BE A V A I L A B L E  TO A L L  C H I L D R E N  IN T H E U.S. O N  AN 
E Q U A L  BA SI S .

FROM: K A T H Y  M A R S H A L L ,  E X E C U T I V E  D I R E C T O R ,  A L A S K A  W O M E N ' S  C O M M I S S I O N
3601 C S T R E E T ,  S U T I E  742, A N C H O R A G E  9 9 5 0 3  
W 5 6 1 - 4 2 2 7

THE A L A S K A  W O M E N ' S  C O M M I S S I O N  O P P O S E S  S B 2 /6 W H I C H  R E L A T E S  TO THE 
D E R E G U L A T I O N  OF  I N T E R E S T  RA TES . TH E  C O M M I S S I O N  B E L I E V E S  T H I S  B I L L  
W O U L D  A D V E R S E L Y  A F F E C T  WOMEN, M I N O R I T I E S  A N D  THE  PO QR.
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A L A S K A N  I N T E K K S T  K A T E  HUIiUr.n.AH O N  F A C T S I I E K T

1. W o u l d  d e r e g u l a t i o n  ol i n t e r e s t  r a t e s  i n c r e a s e  c o m p e t i t i o n  
a m o n g  l e n d e r s  a n d  t h e r e b y  k e e p  r a l e s  r e a s o n a b ’e?

Ho. C o m p e t i t i o n  in a n y  m a r k e t  r e q u i r e s  that c o n s u m e r s  s h o p  
f o r  tiie g o o d  o r  s e r v i c e  a n d  c o m p a r e  p r i c e s .  A 197 7 s t u d y  by 
t he F e d e r a l  R e s e r v e  B o a r d  r e v e a l s  t ha t o n l y  30(7 o f  p o t e n t i a l  
b o r r o w e r s  s h o p  for  loans. T h i s  f i g u r e  w o u l d  b e  m u c h  l o w e r  f o r  
l o w - i n e o m e  b o r r o w e r s - - t h o s e  w h o  h a v e  th e  m o s t  to l o s e  u n d e r  

d e r e g u l a t i o n .

T h e  N o 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  f o u n d  l i t t l e  i n c r e a s e  
in c o m p e t i t i o n  t h e r e  lit er r a t e s  w e r e  d e r e g u l a t e d  in 1980. 
N i n e t y - t h r e e  p e r c e n t  o f  N e w  Y o r k  b a n k s  s u r v e y e d  i n c r e a s e d  t h e i r  
i n t e r e s t  r a t e s  a f t e r  d e r e g u l a t i o n .

2. W o u i J  d e r e g u l a t i o n  a l l o w  l e n d e r s  to g i v e  m o r e  p e o p l e  a c c e s s  
t o  c r e C i t ?

A g a i n ,  the M e w  Y o r k  B a n k i n g  D e p a r t m e n t  s t u d y  d i d  n ot f i n d  t h i s  
to b e  the  cas e. A v e r y  s m a l l  m i n o r i t y  o f  a l l  l e n d i n g  i n s t i­
t u t i o n s  c h a n g e d  t h e i r  l e n d i n g  q u a l i f i c a t i o n s  a f t e r  d e r e g u l a­
tio n.  C o n s u m e r  F e d e r a t i o n  o f  A m e r i c a  t e s t i m o n y  b e f o r e  the 
S e n a t e  B a n k i n g  C o m m i t t e e  e x p l a i n e d  tha t " c o n s u m e r s  w h o  a r e  

e l i g i b l e  fo r  credit, at 05(7 tiro t h e  s a m e  c o n s u m e r s  w h o  w e r e  
e l i g i b l e  f o r  c r e d i t  at li?f7."

A  1981 P u r d u e  U n i v e r s i t y  s t u d y  f o u n d  t h a t  A r k a n s a s  r e s i d e n t s
( w h e r e  the i n t e r e s t  r a t e  c e i l i n g  w a s  10(7.) h e l d  as m u c h  c o n s u m e r
d e b t  a s  r e s i d e n t s  o f  n e i g h b o r i n g  L o u i s i a n a  ( w i t h  a 3 l' I AP R  
c e i l i n g ) .  L o w e r - i n c o n n • A r k a n s a s  r e s i d e n t s  a c t u a l l y  h e l d  m o r e  
debt, t h a n  s i m i l a r  c o n s u m e r s  in L o u i s i a n a .

3. W h a t  a d v e r s e  e f f e c t s  w o u l d  u s u r y  d e r e g u l a t i o n  c a u s e ?

T h e  i n e v i t a b l e  i n c r e a s e  in r a t e s  w o u l d  lie ini I at i o n a r v .

—  T h e  s t a t e  e c o n o m y  w o u l d  a l s o  s u f f e r  as c o n s u m e r s  put nil m a j o r  
p u r c h a s e s  in th e  f a c e  o f  h i g h  i n t e r e s t  ra te s. T h i s  im p a c t  
w o u l d  b e  e s p e c i a l l y  n o t i c e a b l e  in A l a s k a ,  a s t a t e  o f  c o n s u m e r s  
r a t h e r  tha n p r o d u c e r s .

A C o n s u m e r  F e d e r a t i o n  o f  A m e r i c a  s t u d y  f o u n d  t hat  s t a t e s  w i t h  
h i g h  i n t e r e s t  r a t e  l e v e l s  h a d  a hi gh  *r b a n k r u p t  cy r a t e — l9'o 
h i g h e r — than s t a t e s  w i t h  r a t e s  b e l o w  h e  a v e r a g e .

•1. What, w o u l d  th e  i m p a c t  u o  o n  l o w - i n c o m e  b o r r o w e r s ?

A s  o u t l i n e d  a b o v e ,  l o w - i n c o m e  c o n s u m e r s  w o u l d  r.>xporlo.'*'o 
h i g h e r  r a t e s  o f  i n t e r e s t  w i t h  n o  c o r r e s p o n d i n g  i n c r e a s e  in 
a v a i l a b l e  c r e d i t .

B e c a u s e  a c c e s s  to l e n d i n g  i n s t i t u t i o n s  is o f t e n  I inti toil in 
p o o r e r  n e i g h b o r h o o d s  a n d  in rural a r c u s ,  r e s i d e n t s  w o u l d  not. 

c o m p a r i s o n  s h o p  for c r e d i t ,

—  U n s c r u p u l o u s  l e n d e r s  c h a r g i n g  u n c o n s c i o n a b l e  r a t e s  o f  interest, 
w o u l d  o p e r a t e  l e g a l l y — a s  l on g as the b o r r o w e r  c o u l d  b e  p e r­
s u a d e d  to s i g n  it c o n t r a c t .

F i n a n c e  c o m p a n i e s ,  w h i c h  c o n s t i t u t e  th e  p r i m a r y  s o u r c e  of 

credit, for l o w - i n e o m e  b o r r o w e r s  a n d  w h i c h  a l r e a d y  o p e r a t e  at 
the le g a l  i n t e r e s t  r a t e  limit, w o u l d  r a c h e t  t h e i r  r a t e s  u p­
wa r d ,  f u r t h e r  c o n s t r i c t i n g  c r e d i t  a v a i l a b i l i t y  a n d  b u y i n g  p o w e r  
f o r  l o w e r - i n c o m e  b o r r o w e r s .

F o r  m o r e  i n f o r m a t i o n ,  call o r  w r i t e  AKIMIPl, P O  B o x  1093, A n c h o r a g e  
A K  9 9 5 1 0 .  278-30(11.
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S e n a t o r  F i c h a r d  E l i a p o n  

S t a t e  C a p i t o l  P o u c h  V 

Juneau, .Alaska 9 9 8 1 1

D e a r  S e n a t o r  Eliason:

H.B. 2 b 6  r e l a t i n g  t o  i n t e r e s t  r a t e s w i l l  give c o m p e t i t i v e  

r a t e s  t o  all b o r r o w e r s ,  w h e t h e r  t h e y  are c o n s u m e r s  or 

b u s i n e s s e s . I u r g e  f a v o r a b l e  a c t i o n  on this b i l l  in its 

p r e s e n t  form.

T h e  c o n c e r n  t h a t  r e t a i l e r s  in s m a l l e r  a n d  i s o l a t e d  c o m­

mu n i t i e s  w i l l  c h a r g e  e x o r b i t a n t  r a t e s is u n f o u n d e d .  P e n neys, 

N e r l a n d s ,  Sears, P r a i r i e  M a r k e t  and m a n y  o t h e r  r e t a i l e r s  

in A n c h o r a g e  and F a i r b a n k s  a c t i v e l y  s o l i ci t  b u s i n e s s  in t h e s e  

m o r e  r e m o t e  c o m m u n i t i e s .  C e r t a i n l y  l o c a l  r e t a i l e r s  in 

D i l l i n g h a m ,  K o d i a k  or o t h e r  c o m m u n i t i e s  are not g o i n g  to 

s u r r e n d e r  t h e i r  b u s i n e s s  t o  " o u t s i d e r s "  b y  c h a r g i n g  non 

c o m p e t i t i v e  i n t e r e s t  rates.

It is u n r e a l i s t i c  t o  e s t a b l i s h  s t p e r a t e  s t a n d a r d s  for 

b a n k  cr e d i t  a n d  r e t a i l  credit. Al m o s t  a l l  r e t a i l e r s  o p e r a t e  

on b o r r o w e d  funds a n d  in tur n  re le n d  t h i s  m o n e y  a3 r e t a i l  

credit.

D u r i n g  the r e c e n t  p e r i o d  of  h i g h  i n t e r e s t  rates, w e  all 

e x p e r i e n c e d  a se ve r e  t i g h t e n i n g  o f  cr ed i t  g r a n t i n g .  B e c a u s e  

o f  a r t i f i c i a l  l i m i t s  on rates, c r e d i t  w a s  d i f f i c u l t  t o  ob t a in  

o r  u n a v a i l a b l e  t o  m a n y  c o n s u m e r s  and b u s i n e s s e s .

H.B. 2 b 6  w o u l d  let r ates rise or fal l  n a t u r a l l y  w i t h  p r e v a i l i n g  

i n t e r e s t  rates and  p r o v i d e  m o r e  a v a i l a b l e  c r e d i t  t o  eve r y o n e .  

T h i s  w o u l d  i m p r o ve  the s t a b i l i t y  of the A l a s k p n  e c o n o m y  and 

h e l p  p r o v i d e  m o r e  Jobs in the future.

Again, I u r g e  p a s s a g e  o f  H.B. 2 !|6 in its p r e s e n t  form.

incerely,

J.C. Penney Compnny, inc.
S t o r e  M a n a g e r
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To: All M e m b e r s  o f the H o u s e  of R e p r e s e n t a t i v e s

F r o m :  Don  M a g n u s s c n ,  E x e c u t i v e  D i r e c t o r

S u b j e c t :  HB 246 "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 "

The  A l a s k a  R e t a i l  A s s o c i a t i o n  s u p p o r t s  p a s s a g e  of HB 246 w h i c h  

w o u l d  d e r e g u l a t e  i n t e r e s t  and s e r v i c e  c h a r g e  r a t e s  in r e t a i l  

c r e d i t  t r a n s a c t i o n s .

The f i x i n g  of s t a t u t o r y  c e i l i n g s  on r at es  is a for m of g o v e r n­

m e n t a l  p r i c e  f i x i n g  - a p r a c t i c e  w h i c h  r e c e n t  h i s t o r y  s h o w s  

i n e v i t a b l y  l e a d s  to u n i n t e n d e d  h a r m f u l  c o n s e q u e n c e s .  In the 

c a s e  of r e t a i l  c r e d i t  the c o n s e q u e n c e  of g o v e r n m e n t a l  p r i c e  

f i x i n g  is th e s h i f t i n g  of the cost of e x t e n d i n g  c r e d i t  from 

c r e d i t  u s i n g  c u s t o m e r s  to all c u s t o m e r s  in the f o r m  of h i g h e r  

p r i c e s  for g o o d s  an d s e r v i c e s .

G r a n t i n g  c r e d i t  is c o s t l y  to r e t a i l e r s .  F i r s t ,  they must, of 

c o u r s e ,  f i n a n c e  the g o o d s  w h i c h  they  se l l cn cr e d i t .  In a d d i t i o n  

t n e y  m u s t  pa y the c o s t s  of p r e p a r i n g  and  p r o c e s s i n g  m o n t h l y  

s t a t e m e n t s ,  of p o s t a g e ,  of the s a l a r i e s  a n d  b e n e f i t s  of c r e d i t  

d e p a r t m e n t  s t af fs , and of o f f i c e  s p a c e  a n d  e q u i p m e n t .  T h e y  must 

a l s o  a b s o r b  l o s s e s  r e s u l t i n g  from b a n k r u p t c i e s  an d bad debts.

If a r e t a i l e r  c a n n o t  r e c o v e r  the c o s t s  of it.s c r e d i t  o p e r a t i o n  

from s e r v i c e  c h a r g e s  it mus t - if it i n t e n d s  to r e m a i n  in 

b u s i n e s s  - r e c o v e r  them  in the p r i c e  of it s g o o d s  and s e r v i c e s .  

W h e n  it do es  so th e cost  of a p o r t i o n  of its c r e d i t  o p e r a t i o n  

is s h i f t e d  to its cas h c u s t o m e r s .  T h i s  i n h e r e n t l y  u n f a i r  r e s u l t  

is m a n d a t e d  by g o v e r n m e n t  w he n  g o v e r n m e n t  i n t e r v e n e s  in the

Representing the Industry in Food & Drug -  Graphic Arts -  Hardware & Sporting -  Home Furnishings ~ Fashions -  
Jewelry, Gifts & Furriers - Fuel Dealers -  Automotive -  Utilities & other Rcla ed Service Industries & Professions
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e c n n o m i c  p r o c e s s  and f o r b i d s  a r e t a i l e r  to r e c o v e r  the c o s t s  of 

its c r e d i t  o p e r a t i o n  fr om  its c r e d i t  c u s t o m e r s  w h e n  t h o s e  c o s t s  

e x c e e d  l £ %  per mo.'th.

E i g h t e e n  s t a t e s ,  i n c l u d i n g  a m a j o r i t y  of the w e s t e r n  s ta te s,  ha v e 

d e r e g u l a t e d  s t a t u t o r y  f i n a n c e  c h a r g e  c e i l i n g s .  (An i l l u s t r a t i v e  

m a p  and a list  of  d e r e g u l a t e d  s t a t e s  are  a t t a c h e d . )  In t h o s e  

s t a t e s  c o m p e t i t i v e  f o r c e s  now set rate c e i l i n g s .  S e v e r a l  r e c e n t  

s t u d i e s  h a v e  c o n c l u d e d  that c o n s u m e r s  h a v e  not b e e n  h a r m e d  by the 

r e m o v a l  o f  ra t e c e i l i n g s .  T y p i c a l  is a N 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  r e p o r t  on th e e f f e c t s ,  s i n c e  1980, of d e r e g u l a t i o n  in 

th a t state. C o m m e n t i n g  on that s t ud y in D e c e m b e r  1982, the 

B a n k i n g  C o m m i s s i o n e r  stated,

"T he  f i n d i n g s  of our s t ud y i n d i c a t e  that p a s s a g e  of the 
O m n i b u s  B a n k i n g  Bi l l ha s led to a m o r e  h i g h l y  c o m p e t i t i v e  
m a r k e t  for c o n s u m e r  lo ans  and  a b r o a d e r  r a ng e of c h o i c e  for 
c o n s u m e r s  as mo re  i n s t i t u t i o n s  are c o m p e t i n g  for c o n s u m e r  
c r e d i t  b u s i n e s s .  The s t u d y  al s o r e v e a l e d  that w i d e  v a r i a t i o n s  
in i n t e r e s t  r a te s ex ist  a m o n g  l e n d e r s  in e v e r y  m e t r o l i t a n  
area in the St ate ; that i n t e r e s t  r a t e s  on ma ny  t y pe s of 
c o n s u m e r  l o a n s  ha v e b e e n  r e d u c e d  d u r i n g  1982; and t h;>t mo re  
l i b e r a l  c r e d i t  s t a n d a r d s  an d l ar g e r  c r e d i t  l in es  h a v e  bee n 
i n s t i t u t e d  at m a n y  b a n k s  an d t h e r e  is greater 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 . "

S i m i l a r l y ,  in C a l i f o r n i a ,  w h e r e  i n t e r e s t  r a t e s  on ba nk  c r e d i t  

c a r d s  h a v e  n e v e r  b e e n  r e g u l a t e d ,  c o m p e t i t i o n  is i n t e n s e  e n o u g h  

t h a t  the p a p e r s  now  p u b l i s h  w e e k l y  c h a r t s  s h o w i n g  the c u r r e n t  

rates. (An e x a m p l e  is a t t a c h e d . )

HB 246 d o e s  not r e m o v e  any of the c o n s u m e r  p r o t e c t i o n s  c o n t a i n e d  

in the f e d e r a l  T r u t h - I n - L e n d i n g  L a w  and r e g u l a t i o n s  or A l a s k a  

s t a t e  s t a t u t e s .  It is fair to r e t a i l e r s  and t h e ir  c u s t o m e r s .

We urge  y o u r  s u p p o r t  for p a s sa ge .



W E S T E R N  U N I T E D  S T A T E S

M A X I  H  U M  F I N A  M C  K C M A  R G E  R A T E S

•For R e t a i l  R e v o l v i n g  C r e d i t  

• as o f  A p r i l  1, 1 9 8 3

18% to $1000 - 5% above Federal Discount Rate above 
r'tjj.A $1000, but all retail extensions of credit observe 

the former 12% limit above $1000.

N o S t a t u t o r i l y  
I m p o s e d  C e i l i n g

* C e i l i n g  R e m o v e d  
in 19 8 3

** S u n s e t  P r o v i s i o n  
R e m o v e d  in 1983

California 19.2% to $3000 - 12% above
Washington, Hawaii Colorado and Wyoming have no break point
California and Hawaii have deregulation and/or rate increase bills pending



2 .  P an  IV /M o nd ay , M arch 14. 1983 Poo Angeles (Simco

Deposit Hstsi
CreditcardS NOW

Bank, o f America
California First Bank
Crockrji
First Ints'Slnto

Lloyds Bank Californio
Socoiity Poi'ific
Sum itom o Uank o l Coliformu
W e lls  f at g o
SSL*

CuLforniu Federal
Fust Nationw ide Savings
Gibieltur Savings
Great W es te rn
Home Suvmgs o f Amorico
hom e Federa l Savings
Imperial Savings
W orld  Savings
1Ihrougri • soOw fcsiy  m C iu m ,  Ctlilornm  First llonk i) t U n  lu oiler the chocking  account 
with t i  opa<».>g minimum belance ut S 1,000

Key R^tes quoted bv ''"ading California financial institutions 
In percent for the week ended arch 9. 1983.

Deposit Rat«L
MMA: Money-m rrket deposit accounts ere a type of savings account requiring 
I  minimum balance of $ 2 ,5 0 0  and allowing up to si* fund transit, 'or month. 
Aveiage annual rate during the 7 days ending Wednesday on a coi. •nor account 
with e balance under $ 1 0 0 ,0 0 0 .
8 -N O W : Super-NOW are checking accounts reqiming u minimum balance of 
$2.£>00. Averoga annual rate during the 7 days ending Wednesday.

Loan Rates
M o rtg a g e  (M tg .) : Rate for a 30-yuar. J  1 50 .0 00  adjustable ruto loan. Appraisal 
fees and loan origination charges vory with each institution.
A u to  to n n : Interest rote for en $ 8 ,0 0 0 . 4Q-niunth new car loan.
C red it c e n t  Annual percent ape ralo charger! on credit card balunce. Institutions 
charge an annual loo of $ 1 0  to $ 15 for the credit card.



R E T A I L  R E V O L V I N G  C R E D I T  R A T E S  

D E R E G U L A T E D  S T A T E S

S t a t e s  w h i c h  p r i o r  to 1 9 8 0  d i d  n o t  i m p o s e  r a t e  c e i l i n g s

1. K e n t u c k y

2. N e w  H a m p s h i r e

3. O r e g o n

S t a t e s  w h i c h  r e m o v e d  r a t e  c e i l i n g s  in 1980:

4. A r i z o n a

5. N e w  Y o r k  (251 c r i m i n a l  u s u r y  c e i l i n g )

S t a t e s  Vvhich r e m o v e d  r a t e  c e i l i n g s  in 1981:

6. D e l a w a r e

7. I 1 l i n o i s

8. M o n t a n a

9. N e v a d a

10. N e w  J e r s e y

11. N e w  M e x i c o

12. O h i o  (251)

13 . U t a h

14 . W i s c o n s i n  ( e f f e c t i v e  1984)

S t a t e s  w h i c h  r e m o v e d  r a t e  c e i l i n g s  in 1902:

15. S o u t h  C a r o l i n a

16. S o u t h  D a k o t a

17. V i r g i n i a  ( e f f e c t i v e  A p r i l  1, 1983)

S t a t e s  w h i c h  h a v e  r e m o v e d  r a t e  c e i l i n o s  in 1983:

18. I d a h o



k Don’t Blame the Bankers
MY TURN/IRWIN L. KELLNER

T >  an k e rs  m ust be ve ry  responsib le  
• " p e o p l e .  W h e n e v e r  a n y th in g  goes 
w rong  in th e  eco n o m y , we seem to be 
responsible . D o n ' t  take m y w o rd  for it: 
ask the  R eag an  ad m in is t ra t io n .  Its  offi­
cials believe th a t  th e  b an k s  are  re spo n s i­
ble for h igh  in te res t  rates.

Initially , it does  a p p e a r  th a t  the gap  
has  w idened  betw een th e  ra tes  b a n k s  
c h a rg e o n  m o n ey  they  lend a n d  the  ra tes  
th e y p a y f o rm o n e y  t h e y a t t r a c t . I n  1977, 
for  exam ple ,  li ttle m o re  th a n  a  single 
p e rcen tag e  poin t  s ep a ra ted  m oney-  
m arke t ra tes  from  bank  len d in g  charges  
on p r im e  business  loans. T o d a y  tha t 
spread  is as h igh  as 3 pe rcen tag e  points,

But n  is m is lead ing  to look at 
spreads  in ab so lu te  term s. A bank , like 
any  o th e r  business , sets its prices in 
acco rd a n c e  wi«h its costs. Between 
1977 a n d  19S2, s h o r t - t e rm  interest 
ra tes  doub led . O bviously , the  sam e a b ­
solu te  s p tc a d  in 1982 th a t  existed in 
1977 w ou ld  result in a pe rcen tage  
m a rk u p  on ly  h a lf  as  great.

Money M a r k e t s  But th is  is not all, 
W hile  the  p r im e  ra te  is an  im p o r ta n t  
b e n c h m a rk ,  it does  not accu ra te ly  r e p ­
resent the  ta le s  th a t  banks  c h a rg e  on  
m an y  s h o r t - t e rm  business  loans. T h e  
Federa l  R eserve  B oard  tells us th a t  to ­
day the  w eigh ted -average  interest ra te  
on these business  loans is n ea r ly  a w hole  
percen tage  poin t below th e  posted  
prime. T h is  reflects the  abil ity  o f  large, 
top -ra ted  c o rp o ra t io n s  to  nego tia te  
ra tes  below the  p r im e  because  they have  
access to  the  d o m es t ic  an d  in te rn a t io n a l  
m oney  m a rk e ts ,  w h ere  ra tes  a re  lower.

W h e n  co n sid erin g  the  b a n k s ’ costs, it 
is im p o r ta n t  to r e m e m b e r  th a t  the  latest 
interest ra te  on  federal funds , c o m m e r ­
cial p a p e r  o r  certificates o f  deposit  docs 
not represent the  average  cost to  a b an k  
at a given m o m e n t .  T h is  is because 
banks  get the i r  m o n e y  from  a  var ie ty  o f  
sources, w ith  m atu r i t ie s  r an g in g  from  
overnight to  several years. It is neces­
sary to  c o m b in e  these sou rces  :n to  a 
blend to  get th e  t ru e  p ic tu re  o f  a b a n k ’s

cos ts— a n d  a n y o n e  w h o  takes th e  t r o u ­
ble will find th a t  these  cos ts  a re  above 
th e  cu r re n t  m o n e y -m a rk e t  rate.

Even th is  is no t th e  w hole  s tory. A s  a 
result o f  bo th  de reg u la t ion  an d  a 
ch a n g e  in  c o rp o ra te  deposit habits , 
b a n k s  h av e  seen a recen t d ra m a t ic  d e ­
cline  in in te res t-free  deposits  by c o rp o ­
ra tions .  A d d  to  th is  th e  deregu la t ion  o f  
co n su m e r  deposits, w h ich  rep laced  in ­
teres t-free ch e c k in g  acco u n ts  and  low- 
in terest sav ings a c c o u n ts  w ith  N O W  
acco u n ts ,  m o n e y -m a rk e t  acco u n ts  and  
S up er  N O W ’s, and  you can  see tha t  
cos ts  a re  even h ig h e r  th a n  they  look.

C o n su m e r  lending  ra tes  a re  high for 
several o th e r  reasons . F irst ,  c o n su m e r

Yes, consumer interest 
rates remain high, 
but there are 
reasons beyond 
the banks’ control.

loans tend  to  be s m a l le r  th a n  business  
loans, a n d  th e re fo re  involve m o re  p a ­
p e rw o rk  per dollar .  Second, such loans 
tend  to  be at fixed ra les  o f  interest 
fo r  several years  a n d  could  becom e 
unpro fitab le  if ra tes  rise again. F inally , 
th e re  a re  g rea te r  risks involved in c o n ­
su m e r  loans  th a n  in loans to  business­
es, a n d  th is  too m u st  be factored  in to  
the  b a n k ’s costs.

In the  final analysis ,  banks  can  
squeeze  the ir  in te re s t- ra te  sp reads  only  
so far in o rd e r  to  b r ing  d ow n  the  cost o f  
bo rro w in g . I f  the  level o f  in te rest rates 
in the m o n e y  m a rk e ts  is h igh, th e re 's  no 
w ay  b a n k  lend ing  ch a rg es  can  com e 
d o w n  en o u g h  to  satisfy the  ad m in -  
i s t i a i . j n — o r  a n y o n e  else. A n d  m arke t  
in terest ra tes  are  high because  the  m a r ­
kets  got scared  in th e  s u m m r  o f  1981, 
w hen  W a sh in g to n  revealed that budge t 
deficits w ere  not go in g  *o get sm alle r

and  d i s a p p e a r  by  m id -d e c a d e ,  b u t  w e re  
going  to  get b igger  a n d  e x p a n d  in to  th e  
12-digit range .

In  th e  m o n e y  m a r k e t s ,  th e re  is fe a r  o f  
a r e n e w e d  c red it  sq u e e z e  i f  th e  F e d e ra l  
R ese rv e  b e c o m e s  c o n c e r n e d  aga in  o v e r  
rap id  m o n e y - s u p p ly  g r o w th  a n d  seeks 
to  s low  i t  d o w n  in  th e  face  o f  ' h e  h u g e  
a m o u n t  o f  m o n ey  th a t  W a s h i  g to n  will 
have  to  b o r ro w  t o  f inance its deficits. 
M e a n w h ile ,  th e  b o n d  m a r k e t s  a re  w o r ­
ried a b o u t  th e  h ig h e r  in f la t ion  w e ’re 
likely to  see  if  th e  F e d  d o e s  not s low  th e  
g ro w th  o f  m oney .

If  the  a d m in i s t r a t io n  is ser ious  a b o u t  
low ering  in te res t  r a te s ,  it m u s t  s lash  
these  b u d g e t  deficits. L e t  m e  suggest 
how  it s h o u ld  be d o n e .

T ax  Base: T h e  Office o f  M a n a g e m e n t  
a n d  B u d g e t  e s t im a te s  th a t  b e tw e e n  
1982 a n d  1986, th e  E c o n o m ic  R e c o v e ry  
T a x  A c t  ( E R T A )  o f  1981 will cost th e  
g o v e rn m e n t  S609 bill ion  in tax  re v ­
enues. T h a t ’s 72 p e rc e n t  o f  th e  S850  
billion c u m u la t iv e  deficit th a t  th e  a d ­
m in is t r a t io n  believes it will ru n  d u r in g  
this  tim e! It s h o u ld  be c le a r  f ro m  th is  
tha t  the  o r ig in a l  p la n  to  boost g o v e rn ­
m ent rev cn u cs  by  c u t t in g  taxes  has  not 
w orked  a n d  will n o t  w o rk .  It s h o u ld  
also be o b v io u s  t h a t  us ing  low er r e v ­
enues as  a  c lub  to  fo rce  C o n g re s s  to  cut 
s p e n d in g  h as  o n ly  a l im ited  effect. I f  
vou d o n ' t  believe m e ,  ta k e  a look a t  th e  
reco rd : w i th  o n ly  tw o  b u d g e t  su rp lu se s  
in the  p a s t  q u a r t e r  o f  a  c e n tu ry ,  w h e n  
did lack, o f  re v e n u e s  ev e r  p rev en t  th e  
g o v e rn m e n t  f ro m  s p e n d in g ?  T h e  deficit 
will no t b e  cu t s ign if ican tly  unti l  E R T A  
is r e sc in d e d  a n d  th e  tax  base  re s to re d .

B a n k e r s  like l o b e  c o n s id e re d  r e s p o n ­
sible p eop le .  B ut i t ’s th e  a d m in is t r a t io n  
th a t ’s  re sp o n s ib le  for  keep in g  in te res t  
ra tes  h ig h ,  no t us. A n d  i t ’s th e  a d m in i s ­
t r a t io n 's  re spons ib i l i ty  to  d o  s o m e th in g  
ab o u t  i t .

Dr. Irw in  L. K e lln e r i: sen ior vice 
president and  ch it/econom ist o f  M an u ­
fa c tu re rs  H anover Trust Co.
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M arch 19S3 I n  T h i s  I s s u e :  I n t e r e s t  R a t e  D e r e g u l a t i o n :  N e w  Y o r k  B a n k e r s  A r g u e  f o r
\  o l u .me  16, NT m bek 5 P e r m a n e n t  E x t e n s i o n  o f  t h e  L a w  • C r e d i t  I n s u r a n c e  I s  B e i n g  E x p a n d e d

t o  C o v e r  U n e m p l o y m e n t  • R V  L e n d i n g :  A n  A t t r a c t i v e  M a r k e t  f o r  C o n ­
s u m e r  B a n k e r s *  C o a s t  G u a r d  W i l l  C o n t i n u e  t o  P r o v i d e  D o c u m e n t a t i o n  
S e r v i c e s  f o r  P l e a s u r e  B o a t s  • H o w  B a n k s  A r e  F i l l i n g  t h e  C r e d i t  C a r d  
G a p  a t  G a s  S t a t i o n s  • P l u s  L e g a l  R e p o r t

I n t e r e s t  R a t e  D e r e g u l a t i o n :
N e w  Y o r k  B a n k e r s  A r g u e  f o r  
P e r m a n e n t  E x t e n s i o n  o f  t h e  L a w

N ew  York S ta te  hankers  and o th e r  c o n su m e r  c r e d ­
itors hav e  b e e n  busy tes tify ing for p e rm a n e n t  d e re g ­
ulation of in te re s t  ra tes  at hear ings  held  across the  
state. In te re s t  ra te  de reg u la t ion  provisions w e re  incor­
p o ra ted  in the  O m n ib u s  B anking  Law of 19S0. hut 
will exp ire  Ju n e  30. 19S3 u n d e r  a sunset provision. 
T h e  lea de rsh ip  o f  th e  S e n a te  and  Assem bly  Banking 
C o m m it te e s  have e n d o rs e d  p e rm a n e n t  deregu la tion  
and th e  issue  is ex p ec ted  to  go before  the  legislature 
soon.

S urv ey s  show  in c re a se d  com peti t ion . T h e  bankers ' 
legislative effort is b e in g  a ided  by  surveys that show 
that c o n s u m e r  loan d e re g u la t io n  has resu l ted  in good 
price  co m p e t i t io n  a n d  m o re  options for th e  consum er,  
A survey  o f  N ew  York S ta te  Bankers Association m e m ­
bers  revc died tha t in practically  ev e ry  ca tegory  of loan 
su rveyed , th e r e  is a rea son ab le  ra n g e  of ra tes  or fees 
b e in g  ch a rg e d ,  and  ra tes  have been  d ecreas ing  for 
new  and u se d  ear loans a n d  hom e im p ro v em en t loans. 
T h e  Association’s su rv ey  indicates  that from N o v em b er
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1, 19S2 to January  1, 19S3, r a te s  d e c re a s e d  slightly for 
all loan categories.

T h e  N ew  York S ta te  B an k in g  D e p a r tm e n t  also re ­
v iew ed th e  cllects  o f  t h e  19S0 law a n d  su rv ey ed  som e 
898 hanks, savings h a n k s ,  S6cLs, c re d i t  un ions, li­
censed  le n d e rs ,  re ta i le rs ,  a n d  a u to m o b i le  dea lers .  R e­
sponses  svere r ece iv ed  from 4 7 5  o f  th e se .  T h e  resu l ts  
show ed:

□  A m ore  h ighly  c o m p e t i t iv e  m a rk e t  for c o n su m e r  
loans;

□  A b ro a d e r  range  o f  c h o ic e  for co n su m ers ;
□  W id e  variations in  in te re s t  r a te s  am ong  le n d e rs  

in every m e tro p o li tan  a rea  in the  s ta te ;
□  R ed u c e d  in te re s t  ra tes  on  m a n y  types  o f  c o n ­

s u m e r  loans;
□  M o re  liberal c r e d i t  s ta n d a rd s  a n d  la rger c red it  

lines in s t i tu ted  at m a n y  h an k s;  and
□  G re a te r  l e n d e r  p a r t ic ip a t io n  in  c o n su m e r  le n d ­

ing.

"The findings in o u r  s tu d y  in d ica te  that passage of 
th e  O m n ib u s  B ank ing  Bill has  led to  a m ore  highly 
co m p e t i t iv e  m ark e t  for  c o n s u m e r  loans and  a b ro a d e r  
range  o f  choice  for c o n s u m e r s  as m o re  ins ti tu t ions  are  
c o m p e t in g  lor c o n s u m e r  c r e d i t  b u s in e ss ,"  said Alan R 
C o h en , N ew  York's  a c t in g  b a n k  s u p e r in t e n d e n t .  H e  
testified that an  ex ten s io n  ts a  vital e le m e n t  in ach iev ­
ing th e  goals set b y  th e  law.

K eep ing  h anks  in N e w  Y ork . T h e r e  has b e e n  som e 
opposit ion  from c o n s u m e r  g ro up s ,  b u t  politicians seem  
to be acu te ly  aw are  th a t  th e  s ta te  o n c e  cam e close to 
losing c o n su m e r  h a n k in g  b u s in e ss  to  sta tes  w ith  m o re  
favorable in te re s t  r a t e  a n d  tax laws. C it ibank  me veil 
its c red it  o p e ra t io n s  to  S o u th  D ako ta  to avoid New
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York’s unrealis tic  u su ry  law, a n d  D e la w a re ’s 1981 F i ­
nancial C e n te r  D e v e lo p m e n t  Act, which  rem oved  
usury ceilings and  d id  not attach a sunse t  provision, 
has a tt rac ted  banks to that s tate . W h e n  C' ’ sc M an- j
hattan  Bank chose  to locate a subsidiary in W ilm ing- j
ton, F re de r ick  S. H a m m e r ,  execu tive  v ice -p res iden t  ■
of C hase  c o m m e n te d .  " W e  cannot Base long-term  
business plans on th e  c l im ate  o f  the  N ew  York legis- •
lature th r e e  years from  now ."  •

Apparen tly  th e  m essag e  cam e th ro u g h  loud and 
clear because  H e rm a n  D. F arre l l .  Jr.. th e  dem ocra t ic  
chairm an o f  the  A ssem bly  B anking C o m m it te e  said at 
hearings he ld  in A l b a n y , . th e  state 's  capital, "I d o n ’t 
want bankers  s i tting  a ro u n d  in the ir  bo a rd  rooms g e t ­
ting ne rvous  and saying, ‘L e t ’s go to a m o re  recep tive  [
s ta te ,’ 1 want th e m  to u n d e rs ta n d  tha t this s ta te  knows !
it needs  th em ."

O t h e r  a m e n d m e n ts  sough t. A ccording to  Jam es P. (
M u rp h y , execu tive  vice p re s id en t  of th e  N ew  York |
State Bankers  Association, on ce  th e  ex tension  issue is i
resolved, hankers  will seek a m e n d m e n ts  to rem o v e  ?
inconsistencies in th e  law, including  p e rm it t in g  n e w  f
products  such  as simple in te re s t  variable ra te  loans, 1
increased  in s ta lm ent a n d  revolv ing  loan limits, and  
o p en -end  m ortgages.



A l a s k a  R e t a i l  A s s o c i a t i o n  
P r o p o s e d

D E R E G U L A T I O N  O F  I N T E R E S T

1. I n t e r e s t  is o n e  of the b a s i c  e l e m e n t s  of  the free  e n t e r­
p r i s e  e c o n o m i c  s ys te m , and  it s h o u l d  find a n a t u r a l  l ev el  
g o v e r n e d  by ri sk, su p p l y ,  an d d e m a n d .  U n n a t u r a l  fixed 
r a t e s  c a u s e  i n e q u i t a b l e  d i s t r i b u t i o n  of c a p i t a l  an d s e r i o u s  
d i s t o r t i o n s  in the e c o n o m y .

57* oe.€CoA/
2. P-ftTs (&) W e s t e r n  s t a t e s  (Montana,'1 N e v a d a , Utah, A r i z o n a ,  

and  N e w  M e x i c o )  h a v e  no  s t a t u t o r i l y  i m p o s e d  c e i l i n g .  Idaho, 
W y o m i n g ,  a n d  C o l o r a d o  h a v e  n o w  e s t a b l i s h e d  a 211 m i n i m u m .  
I l l i n o i s ,  Iowa, O h i o  a n d L o u i s i a n a  h a v e  i n t r o d u c e d  d e r e g u­
l a t i o n  b il l s .

3. T h e  m o s t  c o m p r e h e n s i v e  r e c e n t  s t u d y  we h a v e  i n d i c a t e s  that 
r e t a i l e r s  i n c u r r e d  an a v e r a g e  of $ 1 . 2 9  of the e x p e n s e  for 
e a c h  $1 00  of  f i n a n c e  c h a r g e  inc o me . It s h o u l d  be r e m e m b e r e d  
t h a t  181 i n t e r e s t  g e n e r a t e s  o n l y  $ 9 . 0 0  in f i n a n c e  c h a r g e  
i n c o m e  on a $ 1 0 0  p u r c h a s e  p a i d  of f o v e r  o n e  y e a r  b e c a u s e  
the c h a r g e  is a s s e s s e d  on the d e c l i n i n g  b a l a n c e .

■1. L o s s e s  f r o m  c r e d i t  o p e r a t i o n s  m u s t  bo i n c l u d e d  in the c o s t
of g o o d s  an d s e r v i c e s  w h i c h  a r e sold. T h i s  c o s t  is bo r n 
o f  e v e r y o n e - - i n c l u d i n g  t h o s e  w h o  don't; u s e  c r e d i t  (such as 
r e t i r e d  p e r s o n s  an d  t h o s e  w h o  d o n ' t  q u a l i t y  for c r e d i t ) .  
R e t a i l o r s  b e l i e v e  that  o n l y  t h o s e  w h o  c h o o s e  to us e c r e d i t  
s e r v i c e s  s h o u l d  p a y  fo r it.

5. If a r e t a i l e r  is l o s i n g  m o n e y  in h i s  c r e d i t  o p e r a t i o n ,  s om e 
a p p l i c a n t s  w h o  ar e  c r e d i t  wortlv .vill no t  r e c e i v e  cr ed it , 
and  t h o s e  w h o  d o w i l l  r e c e i v e  ’ is. M a n y  r e j e c t e d  c u s t o m e r s  
w i l l  t h e n  b o r r o w  at s m a l l  l o a 1 a t e s  w h i c h  are  tar hi gh er .

D o n  M a g n u s  soil 

E x e c u t i v e  D i r e c t o r  
5 8 6 - 6 7 0 6

L a r r y  S n i d e r  
P r e s i d o n  t:
N o r 1 and:;
3 4 9 - 1 5 7 2

H o b  S t e v e n s o n  
V i c e  P r e s i d e n t  
M o n t g o m e r y  W a r d  
2 7 9 - 4 4 4 4
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P OR T L AN O  ..r ZA 503 227-5636

A Division of Associated Oregon Industries

January 22, 1982

Johr Andrew, Esq.

J. C. Penney Company, Inc.

333 S. Hope Street, #3720 
Los Angeles, California 90071

Dear John:

You will find enclosed a list of 20 stores in Oregon, showing the finance 

charge rate for their charge accounts and the date the rate became effective, 

if that information was available. Most of those on the 18% rate have 
maintained that level for a long period.

The stores include several of the larger chain department stores, some 

small Oregon chains, and some independents with a mix of jewelry, clothing, 

furniture and automotive.

We hope this will give you Sufficient information.

Si ncerely,

Otto J. WiIson

Vice President, Retail

Associated Oregon Industries

paj

Enclosure

T h e  V o i c e  o f  O  r e  g  o n  's R e t a i l  I n d u s t r y
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H U U S E  B A N K I N G  C H A I R M A N  W A N T S  T O  G O  S L O W  O N  N E W  B A N K I N G  P O W E R S

b r e a k i n g  a long s i l e n c e  on h o w  he t h i n k s  f i n a n c i a l  s e r v i c e s  d e r e g u l a t i o n  
s n o u l d  p r o c e e d ,  H o u s e  R a n k i n g  C o m m i t t e e  C h a i r m a n  F e r d n a n d  St. G e r m a i n  
lu -R I) h a s  s i g n a l e d  hp w a n t s  to p r o c e e d  s l o w l y  a n d  a s s e s s  the im p a c t  on 
t n e  p u b l i c .  In a F e b r u a r y  29 C o n g r e s s i o n a l  s p e e c h ,  St. G e r m a i n ,  w h o
 _______ *«    *___________________   a. u  ~  c u  ~  u ___ __ ̂    a

St. G e r m a i n  s h a r p l y  c r i t i c i z e d  b a n k i n g  p r a c t i c e s  w h i c h  he s a y s  f a v o r  the 
a f f l u e n t ,  s uc h  as c h a r g e s  for c a s h i n g  social s e c u r i t y  c h e c k s  o r  c u t t i n g  
b a c k  on b r a n c h e s  s e r v i n g  low  inc om e c u s t o m e r s .  He s u g g e s t e d  that f e d­
era l  d e p o s i t  i n s u r a n c e  be l i m i t e d  to i n s t i t u t i o n s  that s e r v e  the b r o a d  
p u b l i c  i nt e r e s t ,  and s e e m s  to b e l i e v e  that f e d e r a l  s u p p o r t  of the b a n k­
ing s y s t e m  s h o u l d  h i n g e  on b a n k s  s t a y i n g  s e p a r a t e  f r o m  g e n e r a l  c o m m e r c e .

St. G e r m a i n ' s  p h i l o s o p h y  d i r e c t l y  c o n t r a s t s  w i t h  S e n a t e  B a n k i n g  C o m m i t­

te e  C h a i r m a n  J a k e  G a r n  (R-UT) w h o  is now h o l d i n g  h e a r i n g s  on v a r i c j s
b i l l s  that w o u l d  a l l o w  bank  e n t r y  into i n s u r a n c e ,  s e c u r i t i e s ,  and  real 
e s t a t e .  Th e  H o u s e  c h a i r m a n ' s  p o s i t i o n  c a s t s  d o u b t s  on w h e t h e r  an y  
l e g i s l a t i o n  can p a s s  t h i s  ye ar.

C O I L  O p p o s e s  N e w  At a Feb. 29 S e n a t e  B a n k i n g  C o m m i t t e e  h e a r i n g ,  the
P o w e r s  for B a nk s C o n f e r e n c e  of I n s u r a n c e  L e g i s l a t o r s  (COIL) a n n o u n c e d

t hat it o p p o s e s  G a r n ' s  b a n k i n g  d e r e g u l a t i o n  bi 1 1.
N e w  York S t a t e  S e n a t o r  J o h n  D u n n e  s a i d ,  " It is the 

r e a l i t y  of risk, w e i g h e d  a g a i n s t  the p u b l i c  i n t e r e s t  in s o l v e n c y  o f 
o u r  f i n a n c i a l  i nst i t uti o ns  wh i ch is t he ma i n has i s for  CO T L 1s o p p o s  i t i o n ." 
C O I L  a r g u e d  that the r i s k s  of e a c h  fi na nci al  s e r v i c e s  i n d u s t r y  vary 
g r e a t l y  and ''their c o m b i n a t i o n  in a si n gl e e n t i t y  c o u l d  t h r e a t e n  the 
s o l v e n c y  of the i n s t i t u t i o n . "

C O I L  a l s o  c h a r g e d  that n o n e  of the financi al i n d u s t r i e s  h as  m a n a g e d  its 
o w n  r i s ks  well e n o u g h  to j u s t i f y  the e x p a n s i o n  a n d  e x p a n s i o n  c o u l d  c o m­
p o u n d  ri sk s,  lead to u n p r e c e d e n t e d  c o n c e n t r a t i o n s  of p o w e r ,  an d  re s ul t 
in a d i m i n u t i o n  of the u n d e r w r i t i n g  d i s c i p l i n e s .

L E N T  S P O N S O R S  B A S I C  S U P E R F U N D  R E A U T H O R I Z A T  I ON

Rep. N o r m a n  F. Lent (R-NY) has i n t r o d u c e d  his  v e r s i o n  of a p r o p o s a l  to 
r e a u t h o r i z e  the S u p e r f u n d  Act. Lent said HR 49 1 5 is a " s t r a i g h t f o r w a r d  
l e g i s l a t i v e  p a c k a g e " .  It a v o i d s  h i g h l y  c o n t r o v e r s i a l  p r o v i s i o n s  suc h 
a s v i c t i m s  c o m p e n s a t i o n  an d e x p a n d e d  rig hts  for c i t i z e n s  to sue for 
c l e a n u p .  The bill d e l e t e s  l a n g u a g e  that s u b j e c t s  i n s u r e r s  to u n l i m i t e d  

l i a b i l i t y  if c o u r t s  f i n d  t h e y  ar e not ac ti ng  in g o o d  fa ith .
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MARATHON BANK PEREC HEARINGS ENTER 2ND WEEK
legislation which would allow banks to underwrite insurance goes 
too far, the National Association o f  Insurance Commissioners 
(NA1C) told the  Senate Banking Committee last week. Testifying 
for the NAIC. Iowa Comm. Bruce Foudree expressed concern 
about the safety of depositors' funds if banks underwrite in su r­
ance risks. And he said the states aren 't convinced integration 
of financial services will improve competition. "Lor gst an ding 
solvency safeguards should not be sacrificed for the sake of 
consumer convenience," Foudree said.
The Conference of Insurance Legislators (COIL) also aubmitted 
written testimony opposing the bank deregulation bill (S2181). 
New York State Sen. John R. Dunne, who presented the te s ti­
mony, said, "It is the neat eggs of our constituents which may 
be broken i f  we let deregulation soove too far too fast."
Senate Banking Committee Chairman Jake Gera (R-Utah) com­
mented that insurers are entering the banking business and 
asserted, "You can't have it both woys." Meanwhile. Rep. 
Fernand St Germain (D -R .I.), the House Banking Committee 
chairman, announced be will be holding hearings on banking 
deregulation later this year. St Germain, who is known to 
oppose expanded powers for banks, has suggested that if banks 
are broadly deregulated as proposed, they should lose federal 
deposit Insurance.

SEC PROPOSES CHANGES IN DISCLOSURE RULES FOR INSURERS

The Securities and Exchange Commission, expressing concern 
about the ability of investors to evaluate the reserve liabilities of 
property/casualty insurance companies, has proposed rule 
changes for disclosures by publicly-held insurers. The SEC 
said the new rules would require "disclosure of past estimating 
experience, information concerning loss reserving methods cur­
rently employed and a discussion of any recent changes in 
circumstances and reserving methods." The SEC said the 
changes would provide investors with information on inflation 
accounting, on the effect of any reserve discounting and on 
adjustments to reserves. Interested parties have until May 31 to 
comment.
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Semi-Annual Statement of Condition

Assets
First  m o r tg a g e  loans
O il ie r  loans
Real e s ta te  o w n e d
S tock  in F edera l  H o m e  Loan Bank
C ash  on  h a n d  in b a n k s
Inves tm en t  secu r i t ie s
Office b u ild in g  & e q u ip m e n t  (net)
O th e r  a s se ts

Total Assets

!> 94,760,964 
7,105,881 
4,294,550 

879,000 
443.900 

16,979,056 
2,650,794 
3,674,938 

8130,789,083

Liabilities
S av ings  a c c o u n ts
A dvances  F ed e ra l  H o m e  Loan Bank  
L oans  in p ro cess
S pecific  r e se rv es  & d e le r r c d  c re d i ts
O t h e r  liabilit ies
R eserves  & u n d iv ided  p ro f i ts

Total L iab il i t ies  & Met W orth

S105.2I5.578 
10,940,000 
6 ,229 ,321 

740,311 
472.307 

7.191,566 
SI 30.789.083

President's Message:
We a r e  p r o u d  to m a r k  the  50th  an n iv e rsa ry  
ol A laska F edera l  w i th  8130 m illion  in assets .  
O u r  rap id  su c c e ss  is a lso  sh o w n  in o u r  
$2 m illion  in c rease  in net w o r th  in 1983—tin 
.n e re a se  u n p re c e d e n te d  in o u r  history.

We alt r ib u le  o u r  recent g a ins  to o u r  c u s to m e r s ’ 
g r o w in g c o n l id c n c e  in using  Alaska Federa l lo r  
all ol th e i r  b a n k in g  n e e d s .T h is  a l t i tu d e  is 
re f lec ted  in the  d r a m a t i c  rise in check ing  
a c c o u n ts  in 1983, O u r  n ew  c o n s u m e r  lending  
p ro g ra m  w h ic h  h a s  in c o rp o ra te d  such  < ilferiugs 
a s  boat a n d  a i r p la n e  loans, a n d  the  ad d it io n  ol 
c re d i t  c a r d s  to o u r  list ol p ro d u c ts ,  have also 
b een  g rea t ly  received.

We a r e  p ie s e n l ly  w o rk in g  to w a rd  con tin u ed  
grow ill a n d  suc cess  w i th  the  r e s t ru c tu r in g  ol 
o u r  a s se ts  a n d  liabilities, a  m ove to w a rd  in su r ­
ing o u r  I til l ire  p rosperity .  And the  cud  ol 1984 
will b r in g  a  f u r th e r  e x a m p le  ol o u r  rap id  
g ro w th  a s  w e  c o m p le te  o u r  new  c o rp o ra te  h e a d ­
q u a r t e r s  bu ild ing .

We th a n k  yo u  fo r  v o u r  re spo n se  in 1983 to o u r  
im p ro v e d  offerings , a n d  hope that you  c o n t in u e  
to view Alaska  Sav ings a s  the s ingle  s o u rc e  lo r  
y o u r  I inanc ia l  needs.

And as  w e  look to  the I lit lire on  this, o u r  50th 
ann iversa ry , w e  lor-’sce bo th  in c reased  grow th 
a n d  the  c o n t in u a n c e  ol o u r  c o m m itm e n t  to 
giv ing you, the  peop le  ol S ou the as t  Alaska, the  
type o f  p ro d u c t s  and  level ol serv ice v o u ’ve 
c o m e  to  expec t I rom  
Alaska Federa l.

Siiicerclv,

I..I', ( 'o i lm a n  
P residen t
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§ 4 5 .1 0 .1 2 0 A l a s k a  S t a t u t e s § 4 5 .1 0 .1 3 0

S e c .  4 5 .1 0 .1 2 0 .  E x t e n t  o f  s e r v i c e  c h a r g e ,  (a) T h e  s e rv ic e  c h a r g e  
sh a l l  in c lu d e  a l l  c h a r g e s  in c i d e n t  to  in v e s t i g a t i n g  a n d  m a k i n g  th e  
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  o r  c h a r g e  a g r e e m e n t  a n d  for t h e  p r iv i l e g e  
o f  m a k i n g  t h e  in s t a l l m e n t  p a y m e n t s  u n d e r  th e  c o n t r a c t  o r  a g r e e m e n t .  
N o o t h e r  fee, e x p e n se ,  o r  c h a r g e  m a y  b e  t a k e n ,  r e c e iv e d ,  r e s e rv e d ,  o r  
c o n t r a c te d  for i n v e s t i g a t i n g  a n d  m a k i n g  t h e  c o n t r a c t  o r  a g r e e m e n t ,  o r  
for th e  p r iv i l e g e  o f  m a k i n g  t h e  p a y m e n t s .

(b) A s e l l e r  o r  h o ld e r  o f  a  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  m a y  c h a r g e ,  
re c e iv e  a n d  co llec t  a  s e rv ic e  c h a r g e  w h ic h  s h a l l  n o t  ex c e e d  t h e  
fo l lo w in g  r a t e s  m u l t ip l i e d  b y  t h e  n u m b e r  o f  m o n th s ,  i n c l u d i n g  a  
f r a c t io n  o f  a  m o n t h  in  e x cess  o f  15 d a y s  a s  on e  m o n th ,  e l a p s in g  b e tw e e n  
t h e  d a t e  o f  t h e  c o n t r a c t  a n d  t h e  d u e  d a t e  o f  th e  l a s t  i n s t a l l m e n t ,

(1) on  so m u c h  o f  t h e  u n p a i d  b a l a n c e  a s  does  n o t  ex c e e d  $1 ,0 0 0 ;—  
f iv e - s ix th s  o f  o n e  p e r  c e n t ;  ^

(2) i f  t h e  u n p a id  b a la n c e  e x c e e d s  on so m u c h  o f  t h e  u n p a id  
b a la n c e  a s  ex ceed s  S ’ .fV'Q, tw o - t h i r d s  o f  o n e  p e r  c e n t ;

(3) i f  t h e  to ta l  s e rv ice  c h a r g e  so c o m p u te d  is le ss  t h a n  $ 12 , b u t  i f  t h e  
d u e  d a t e  o f  t h e  l a s t  i n s t a l l m e n t  o f  t h e  c o n t r a c t  is e i g h t  m o n th s  o r  less  
a f t e r  i t s  e f fec t ive  d a te ,  $10.

(c) A s e l l e r  o r  h o ld e r  o f  a  r e t a i l  c h a r g e  a g r e e m e n t ,  r e v o lv in g  c h a r g e  
a g r e e m e n t  o r  o th e r  r e t a i l  c h a r g e  a g r e e m e n t  m a y  c h a r g e ,  r e c e iv e  a n d  
co llec t  a  s e rv ic e  c h a r g e  n o t  to  ex c e e d  th e  fo llow ing  r a t e s  c o m p u te d  on  
t h e  o u t s t a n d i n g  b a la n c e s  f rom  m o n t h  to  m o n th ,

(1) on  so m u c h  o f  t h e  o u t s t a n d i n g  b a la n c e  a s  do es  n o t  ex ceed  $ + ^ 007^  
o n e  a n d  o n e - h a l f  p e r  c e n t  p e r  m o n t h ;  ^ 3 / t r C r b

(2) i f  t h e  o u t s t a n d i n g  b a la n c e  is m o r e  t h a n  o n e - tw e l f th  o f  t h e
a n n u a l  r a t e  p e r m i t t e d  u n d e r  A S  4 5 .4 5 .0 1 0 (b )  p e r  m o n th  on  th e  e x cess  
o v e r  $ 1 ,0 0 0  o f  t h e  o u t s t a n d i n g  b a la n c e ;

(3) i f  t h e  s e rv ic e  c h a r g e  so c o m p u te d  is le s s  t h a n  $1 for a n y  m o n th ,  
$1;

(4) t h e  s e rv ic e  c h a r g e  m a y  b e  c o m p u te d  on a  s c h e d u le  o f  f ixed  
a m o u n t s  i f  a s  so c o m p u te d  it  is  a p p l ie d  to a l l  a m o u n t s  o f  o u t s t a n d i n g  
b a la n c e s  e q u a l  to th e  f ixed a m o u n t  m i n u s  a  d i f f e r e n t ia l  o f  n o t  m o re  
t h a n  $5  p ro v id e d  t h a t  i t  is a l s o  a p p l ie d  to  a l l  a m o u n t s  o f  o u t s t a n d i n g  
b a la n c e s  e q u a l  to th e  f ixed a m o u n t  p lu s  a t l e a s t  t h e  s a m e  d i f f e r e n t ia l .
(§ 13 ch  141 S L A  1962; a m  $ 1 c h  154 S L A  1966; a m  § 2  ch  79  S L A  
1980)

Cross reference. —  Ah to revolving 
credit plntis, see AS 06.0f> 208.

Kffeet o f  n n ie n d m e n t. — The 19H0 
iirnciidinenl substitu ted  "one-twelfth of

the unnunl rate permitted under AS 
•15 •l.'i.OIOibf for "one per cent" following 
"more than $1,000" in paragraph (2) of 
subsection (c).

S e c .  4 5 .1 0 .1 3 0 .  I n s u r a n c e .  I f  t h e  cos t  o f  i n s u r a n c e  is in c lu d e d  in  
th e  r e ta i l  i n s t a l l m e n t  c o n t r a c t  o r  r e t a i l  c h a r g e  a g r e e m e n t  .mil <i 
s e p a r a t e  c h a r g e  is m a d e  to t h e  b u y e r  for t h e  in s u ra n c e ,

~ D o r >  I V q g o i / s o ^
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S e c .  4 5 .1 0 .1 2 0 .  E x t e n t  o f  s e r v i c e  c h a r g e ,  (a) T h e  s e rv ic e  c h a r g e  
s h a l l  in c lu d e  a l l  c h a r g e s  in c id e n t  to  i n v e s t i g a t i n g  a n d  m a k i n g  th e  
r e ta i l  i n s t a l l m e n t  c o n t r a c t  o r  c h a r g e  a g r e e m e n t  a n d  for t h e  p r iv i le g e  
o f  m a k i n g  t h e  i n s t a l l m e n t  p a y m e n t s  u n d e r  t h e  c o n t r a c t  o r  a g r e e m e n t .  
N o o th e r  fee. e x p e n se ,  o r  c h a r g e  m a y  be  t a k e n ,  r e c e iv e d ,  r e s e rv e d ,  o r  
c o n t r a c t e d  for i n v e s t i g a t i n g  a n d  m a k i n g  t h e  c o n t r a c t  o r  a g r e e m e n t ,  o r  
for t h e  p r iv i le g e  o f  m a k i n g  th e  p a y m e n t s .

(b) A s e l l e r  o r  h o ld e r  o f  a  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  m a y  c h a r g e ,  
r e c e iv e  a n d  c o llec t  a  se rv ic e  c h a r g e  w h ic h  s h a l l  n o t  ex c e e d  -the= 
fo l lo w in g —cates- m u l t i p l i e d  by  t h e  n u m b e r  o f  m o n th s ,  i n c l u d i n g  a 
f r a c t io n  o f  a  m o n t h  in e x cess  o f  15 d a y s  a s  o n e  m o n th ,  e l a p s in g  b e tw e e n  
t h e  d a t e  o f  t h e  c o n t r a c t  a n d  th e  d u e  d a te  o f  th e  l a s t  in s t a l l m e n t

U L o n - s o  m u c h ~ o f‘then.Tnj3aui~b:rianee a s - d o e s  not- excocd~$ 
T L vo-six ths-o f-one-per-cen t;

(2 ) - i f - t -h e - im p a td -b n la n c e  e x ceed s  $1 ,000 , on  so m u c h  o f  t h e  u n p a i d  
b a l a n c e  a s - e x c e e d s  $ 1 ,0 0 0 ,  tw o - t h i r d s  o f  o n e  p e r  cent;*

(3) i f  t h e  to ta l  s e rv ic e  c h a r g e  so c o m p u te d  is le s s  t h a n  $ 1 2 , 1 ' i f  t h e  
d u e  d a t e  o f  th e  l a s t  i n s t a l l m e n t  o f  t h e  c o n t r a c t  is e i g h t  m o n th  - o r  le ss  
a f t e r  i t s  e f fec t ive  d a te ,  $10 .

(c) A s e l l e r  o r  h o ld e r  o f  a  r e t a i l  c h a r g e  a g r e e m e n t ,  r e v o lv in g  c h a r g e  
a g r e e m e n t  o r  o th e r  r e t a i l  c h a r g e  a g r e e m e n t  m a y  c h a r g e , r e c e iv e  a nd  
co llec t  a  s e rv ic e  c h a r g e  n o t  to  ex caed  the -fo llow + ng-ra to tf  c o m p u te d  on 
t h e  o u t s t a n d i n g  b a l a n c e s  from  m o n th  to  m o n th ;  vH<>-t

i4-)-on-K O Tm ieh-oP4be-ouUtanding-bu]ance a s  d o e s  n o t  e x c e e d  $1 ,000 , 
o n c - a n d - o n e - h a I f  p e r  e e n t - p e r  m o n th ;

(2 )-a f  t h e  o u t s t a n d i n g  b a la n c e  is m o r e  t h a n  $1 ,&005n n e - t w e l f t h  o f  th e  
a n u u a L r a t c  p e r m i t t e d  u n d e r - A S  45-.45.010d>) p e r  m o n th - o n - th e  e x c e s s  
oveHjrl-(>Od-uf- th e~ o u ts tn n d in g -b a lH n o e :-

(5)- i f  t h e  s e rv ic e  c h a r g e  so c o m p u te d  is le ss  t h a n  $1 for a n y  m o n th ,  
$ 1;

(4) t h e  s e rv ic e  c h a r g e  m a y  be  c o m p u te d  on  a  s c h e d u le  o f  f ixed  
a m o u n t s  i f  a s  so c o m p u te d  i t  is a p p l ie d  to a ll  a m o u n t s  o f  o u t s t a n d i n g  
b a la n c e s  e q u a l  to  t h e  f ix e d  a m o u n t  m i n u s  a  d i f f e r e n t ia l  o f  n o t  m o re  
t h a n  $5  p ro v id e d  t h a t  i t  is a lso  a p p l ie d  to a ll  a m o u n t s  o f  o u t s t a n d i n g  
b a la n c e s  e q u a l  to th e  f ixed  a m o u n t  p lu s  a t  l e a s t  t h e  s a m e  d i f f e r e n t ia l .  
(§ 13 ch  141 S L A  1962; a m  5 1 ch  154 SL A  1966; a m  § 2  ch  79  S L A  
1980)

v e-ti - si x

v-c e .
is cF

I r

CronH reference. — Ah lo revolving 
credit phins, see AS 0fi.05.208.

K ffee t o f  iitu en d in en t. — The 1080 
uiiii-iiiliiii'iit Hiihslituted "one-twelflh of

the annual rate pi'rinilted under AS 
•t5.'t5.(M0lh)" for "one per cent" liillowini; 
"more than $1,000" in paragraph (2) of 
siihsi'clion (c).

S e c .  4 5 .1 0 .1 3 0 .  I n s u r a n c e .  If t h e  co s t  o f  i n s u r a n c e  is in c lu d e d  in  
t h e  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  or r e t a i l  c h a r g e  a g r e e m e n t  a n d  it 
s e p a r a t e  c h a r g e  is m a d e  to  th e  b u y e r  for th e  in s u r a n c e ,
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issioner Seeks \New Jersey Co 
To Continue Ban on Rate Ceilings
S p td il to the American Banker

• *

TRENTON, N.J. — The New Jersey 
banking commissioner has recom­
mended to the L-gislature that a state 
ban on interest rate ceilings on all types 
of consumer loans be continued.

"Based on available evidence, it is' 
my determination that elimination of 
the interest rate ceilings over the past 
three years has served to increase the 
availability of consumer loans and to 
lower the interest rates charged," the 
commissioner, Michael M. Hom, said 
in a report to the legislature. Mr. Horn 
is leaving office March 20 to become 
state treasurer.

Ceilings were eliminated by law in 
1981 in an attempt to ease the state’s 
tight money market and to make credit 
more readily available to the consum­
er, Mr. Horn said. Since then, interest 
rates have dropped for three consecu­
tive years, he said.

The legislation has required the 
commissioner to monitor interest rates 
charged by banks and savings and loan 
associations and to determine whether 
the elimination of the interest rate ceil­
ings is in the best interests of the pub­
lic. The annual surveys that he has con­
ducted include checking rates charged 
by licensed companies engaging in 
home repairs, insurance premium fi­
nancing, secondary mortgages, small' 
loans, and retail installment sales.

Report Shows Sufficient Competition

Mr. Horn, who has been making an­
nual reports to the legislature about 
consumer credit —: another require­
ment cf the 1981 statute — said the 
latest survey shows:

•  That a substantial degree of com­
petition does exist in the state, as indi­
cated by the "reasonable" levels of in­
terest rates charged.

• That interest rates on consumer 
credit loans in New Jersey have fallen.

In October 1983, for instance, rates 
were generally 1.3% below compara­
ble levels for October 1982. The de­
cline was greater than the national 
drop, Mr. Horn said.

• That the elimination of ir.ierest 
rate ceilings serves to increase avail­
ability of consumer loans. For the 12 
months ending Sept. 30, 1983, con­
sumer credit loans by New Jersey com­
m ercial banks rose 14.8% , from 
$4,629 billion to $5,314 billion.

"The last increase cited represented 
the largest percentage rise during the 
last five years,” Mr. Hom said. "In 
1980, a year before statutory rate ceil­
ings on these types of loans were re­
moved, a decline was recorded, even 
without adjustment for inflation.

"With the recession and high inter­
est rates of 1981 and 1982, no mean­
ingful gains were made in consumer 
lending by consumer banks as a whole. 
However, in the year just passed, all 
three major types of depository institu­
tions — commercial banks, savings 
banks, and savings and loan associa­
tions — showed markedly increased 
activity in most areas of consumer 
lending, while the rates they charged 
were generally falling." II



O r i g i n a l  s p o n s o r :  B e t t i s w o r t h

t o

B Y  T H E  L A B O R  A N D
1 I N  T H E  H O U S E  - C O M M E R C E  C O M M I T T E E

2 CS F O R  H O U S E  B I L L  NO. 246 (L&C)

3 I N  T H E  L E G I S L A T U R E  OF T H E  S T A T E  O F  A L A S K A

4 T H I R T E E N T H  L E G I S L A T U R E  - F I R S T  S E S S I O N

5 A  B I L L

6 F o r  an A c t  e n t i t l e d :  " A n  A c t  r e l a t i n g  to th e  d e r e g u l a t i o n  of i n t e r e s t

7 r a t e s ;  a n d  p r o v i d i n g  f o r  an e f f e c t i v e  d a t e . "

8 B E  IT E N A C T E D  B Y  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A  SICA:

*  S e c t i o n  1. A S  0 6 . 2 0 . 2 3 0 ( a )  is a m e n d e d  to read:

10 \  (a) A l i c e n s e e  m a y  l e n d  any s u m  o f  m o n e y  n o t  e x c e e d i n g  $ 2 5 , 0 0 0

a n d  m a y  c h a r g e ,  c o n t r a c t  for, a n d  r e c e i v e  o n  t h e  l o a n  i n t e r e s t  at a 

r a t e  a g r e e d  o n  by c o n t r a c t  [NOT  E X C E E D I N G  T H R E E  P E R C E N T  A  M O N T H  ON 

T H A T  P A R T  OF T H E  U N P A I D  P R I N C I P A L  B A L A N C E  OF  A  L O A N  N O T  I N  E X C E S S  OF 

$ 8 5 0 ; T W O  P E R C E N T  A M O N T H  O N  T H E  U N P A I D  P R I N C I P A L  B A L A N C E  E X C E E D I N G  

$ 8 5 0  B U T  N O T  E X C E E D I N G  $ 1 0 , 0 0 0 ;  A N D  A T  A  R A T E  A G R E E D  B Y  C O N T R A C T  O N

J H E  R E M A I N D E R  O F  A N Y  U N P A I D  P R I N C I P A L  B A L A N C E  E X C E E D I N G  $ 1 0 , 0 0 0  B U T

N O T  E X C E E D I N G  $ 2 5 , 0 0 0 ] .
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_18 *  Sec. 2. A S  0 6 . 4 0 . 1 2 0 ( c )  is a m e n d e d  to read:

19 (c) T h e  s e r v i c e  c h a r g e  m a y  n o t  e x c e e d  i n t e r e s t  at a r a t e  a g r e e d

20 o n  b v  c o n t r a c t .  A  [TH E N O M I N A L  A N N U A L  R A T E  O F  15 P E R C E N T  P L U S  A N  AD-

21 D I T I O N A L  C H A R G E  O F  $10 P E R  P R E M I U M  F I N A N C E  A G R E E M E N T  W H I C H  N E E D  N O T  B E

22 R E F U N D E D  U P O N  C A N C E L L A T I O N  O R  P R E P A Y M E N T .  H O W E V E R ,  A NY]  b o r r o w e r  m a y

23 p r e p a y  th e  [HIS] p r e m i u m  f i n a n c e  a g r e e m e n t  in f u l l  at an y t i m e  b e f o r e

24 t h e  d u e  d a t e  of the f i n a l  p a y m e n t  a n d  i n  th a t  e v e n t  th e  u n e a r n e d

25 s e r v i c e  c h a r g e . s h a l l  b e  r e f u n d e d .  T h e  a m o u n t  o f  an y  r e f u n d  s h a l l  be

26 c a l c u l a t e d  i n  a c c o r d a n c e  w i t h  r e g u l a t i o n s  a d o p t e d  b y  the com m i s s i o n er . .

^  ( y v ' —
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22----- — Sec. 3. A S  0 9 . 5 5 . 4 4 0 ( a )  is a m e n d e d  t o  read:

28 U p o n  the  f i l i n g  or the d e c l a r a t i o n  o f  taking, a n d  t h e  d e p o s i t

2 ^ w i t h  t h e  c o u r t  of the a m o u n t  of the e s t i m a t e d  c o m p e n s a t i o n  s t a t e d  in

*1* r«i£. 2 4 5 (LiC)

1 the d e c l a r a t i o n ,  t i t l e  to the e s t a t e  as s p e c i f i e d  i n  t h e  d e c l a r a t i o n

■\
/ m e  u c  n a i a i i u i i ,  n n e  lo une e s t a t e  as s p e c i n e a  i n  t h e  d e c l a r a t i o n

v e s t s  in t h e  p l a i n t i f f ,  a n d  t h a t  p r o p e r t y  is c o n d e m n e d  a n d  t a k e n  f o r  ^

D  • ll
3 the u s e  of t h e  p l a i n t i f f ,  a n d  the r i g h t  to j u s t  c o m p e n s a t i o n  for it

4 v e s t s  i n  t h e  p e r s o n s  e n t i t l e d  to jLt. T h e  c o m p e n s a t i o n  s h a l l  b e  asc e r-

5 t a i n e d  a n d  a w a r d e d  i n  th e  p r o c e e d i n g  a n d  e s t a b l i s h e d  b y  j u d g m e n t .  T h e
i .■

6 j u d g m e n t  s h a l l  i n c l u d e  l a w f u l  i n t e r e s t  [AT T H E  R A T E  O F  S I X  P E R C E N T  P E R

7 Y EAR] o n  the a m o u n t  f i n a l l y  a w a r d e d  ’•'hich e x c e e d s  the a m o u n t  p a i d  into

8 c o u r t  u n d e r  th e  d e c l a r a t i o n  of t a k i n g .  T h e  i n t e r e . t  r u n s  f r o m  the

9 d a t e  t i t l e  v e s t s  to th e  d a t e  o f  p a y m e n t  o f  t h e  j u d g m e n t

, - r v  ’ a J U l

v j . - — >a  ^ ‘ K  i W U -“ H

- ^ 3 •
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15

16

17

18

19

20 

21 

22 

23

* Sec. 4. A S  4 5 . 1 0 . 1 2 0 ( b )  is a m e n d e d  to read:

(b) A  s e l l e r  o r  h o l d e r  of a 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  m a y  

c h a r g e ,  r e c e i v e  a n d  c o l l e c t  a s e r v i c e  c h a r g e  o n  t h e  o u t s t a n d i n g  b a l ­

anc e  at a r a t e  a g r e e d  o n  by c o n t r a c t  [ W H I C H  S H A L L  N O T  E X C E E D  T H E

F O L L O W I N G  R A T E S  M U L T I P L I E D  BY T H E  N U M B E R  O F  M O N T H S ,  I N C L U D I N G  A  F R A C­

T I O N  O F  A  M O N T H  I N  E X C E S S  OF 15 D A Y S  A S  O N E  M O N T H ,  E L A P S I N G  B E T W E E N

T H E  D A T E  O F  T H E  C O N T R A C T  A N D  T H E  D U E  D A T E  O F  T H E  L A S T  I N S T A L L M E N T ,

(1) O N  SO M U C H  OF T H E  U N P A I D  B A L A N C E  A S  D O E S  N O T  E X C E E D

 ,S-^OAP, irxTJiT J T iT m b  U l UNc. PERCENT ; —  p ilr
(2) IF T H E  U N P A I D  E A L A N C E  E X C E E D S  $ 1 , 0 0 0 ,  O N  SO M U C H  O F  T H E  

U N P A I D  B A L A N C E  A S  E X C E E D S  $1,000, T W O - T H I R D S  O F  O N E  P E R C E N T ;  -  # % >

i p

2.

Of

I

p < y

(3) IF T H E  T O T A L  S E R V I C E  C H A R G E  SO C O M P U T E D  IS L E S S  T H A N  

$12, B U T  I F  T H E  D U E  D A T E  O F  T H E  L A S T  I N S T A L L M E N T  O F  T H E  C O N T R A C T  IS 

E I G H T  M O N T H S  O R  L E S S  A F T E R  ITS E F F E C T I V E  D AT E ,  $10].

a ,  V o J '' { j l h -  : a - d 5 M r  ^

y ^ 'jr y r ^ '
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24 *  Sec. 5. A S  4 5 . 1 0 . 1 2 0 ( c )  is a m e n d e d  to read:

25 (c) A  s e l l e r  o r  h o l d e r  of a r e t a i l  c h a r g e  a g r e e m e n t ,  r e v o l v i n g  ^

26 c h a r g e  a g r e e m e n t  or o t h e r  r e t a i l  c h a r g e  a g r e e m e n t  m a y  char g e ,  r e c e i v e

27 a n d  c o l l e c t  a s e r v i c e  c h a r g e  ac a r a t e  a g r e e d  o n  bv c o n t r a c t  [NOT T O  e>»*

25 E X C E E D  T H E  F O L L O W I N G  R A T E S  C O M P U T E D ]  on t he  o u t s t a n d i n g  b a l a n c e  [3AL-

29 A N C E S  F R O M  M O N T H  T O  M O N T H ,

1 (1) O N  SO M U C H  O F  T H E  O U T S T A N D I N G  B A L A N C E  A S  D O E S  N O T

I 2 E X C E E D  $ 1 , 0 0 0 ,  O N E  A N D  C U E - H A L F  P E R C E N T  P E R  M O N T H ;

3 (2) IF T H E  O U T S T A N D I N G  B A L A N C E  IS M O R E  T H A N  $ 1 , 0 0 0 ,  ONE-0 ^" '

4 T W E L F T H  O F  T H E  A N N U A L  R A T E  P E R M I T T E D  U N D E R  AS 4 5 . 4 5 . 0 1 0 ( b )  P E R  M O N T H

5 O N  T H E  E X C E S S  O V E R  $ 1 , 0 0 0  O F  T H E  O U T S T A N D I N G  B A L A N C E ;

6 (3) IF T H E  S E R V I C E  C H A R G E  SO C O M P U T E D  IS L E S S  T H A N  $1 F O R

7 A N Y  M O N T H ,  $1;
.  t

8 (4) T H E  S E R V I C E  C H A R G E  M A Y  B E  C O M P U T E D  O N  A  S C H E D U L E  O F

9 F I X E D  A M O U N T S  IF A c 50 C O M P U T E D  IT IS A P P L I E D  T O  A L L  A M O U N T S  O F  OU T -

10 S T A N D I N G  B A L A N C E S  E Q U A L  TO T H E  F I X E D  A M O U N T  M I N U S  A  D I F F E R E N T I A L  O F

11 N O T  M O R E  T H A N  $5 P R O V I D E D  T H A T  IT IS A L S O  A P P L I E D  TO A L L  A M O U N T S  O F

12 O U T S T A N D I N G  B A L A N C E S  E Q U A L  T O  T H E  F I X E D  A M O U N T  PLU S  A T  L E A S T  T H E  S A M E

13 D I F F E R E N T I A L ] .

- j - 1 ,  a - 4  C ^ u ^ y v u l y -  Ca'rC(L
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14 * Sec. 6. A S  4 5 . 4 5 . 0 1 0 ( a )  is a m e n d e d  to read:

1 5-------  (a ) T h e r a t e  of i n t e r e s t  in t h e  s t a t e  is 10.5 p e r c e n t  a -year *and "(S'  l(

16 n o  m o r e  on m o n e y  a f t e r  it is d u e  e x c e p t  as p r o v i d e d  b y  e x p r e s s  agrees

17 m e n t  of the p a r t i e s  in a c o n t r a c t  o r  l o a n  c o m m i t m e n t  [IN (b) O F  T H I S

18 S E C T I O N ]  . ---

-i& r ĉ jia ^
u w -l V &  *  ft l o ,  < F

I J  ^

(0.230(b) a n d  (c), AS 0 6 . 4 5 . 0 6 0 ( 5  ( A ) ( v i ), a n d  AS 45.
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1 a n n u a l  r a t e  of 15 p e r c e n t  plus an a d d i t i o n a l  c h a r g e  o f  $10 p e r  p r e m i u m

2 f i n a n c e  a g r e e m e n t  w h i c h  n a e d  m e  h e r e f u n d e d  u p o n  c a n c e l l a t i o n  o r

3 p r e p a y m e n t .  H o w e v e r ,  any [A R A T E  A G R E E D  O N  BY C O N T R A C T .  A] b o r r o w e r

4 m a y  p r e p a y  th e p r e m i u m  f i n a n c e  a g r e e m e n t  i n  ful l  at an y  t i m e  b e f o r e

5 the d u e  d a t e  of the f inal p a y m e n t  a n d  i n  t h a t  e v e n t  the u n e a r n e d

6 s e r v i c e  c h a r g e  s h a l l  be r e f u n d e d.  T h e  a m o u n t  o f  a n y  r e f u n d  s h a l l  b e

7 c a l c u l a t e d  in a c c o r d a n c e  w i t h  r e g u l a t i o n s  a d o p t e d  by t h e  c o m m i s s i o n e r .

8 *  Sec. 9. A S  4 5 . 1 0 . 1 2 0 ( b )  is a m e n d e d  to read:

9 (b) A  s e l l e r  o r  h o l d e r  of  a 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  m a y

10 c h a r g e , r e c e i v e  and c o l l ec t  a s o r - i c e  c h a r g e  w h i c h  s h a l l  not e x c e e d

11 the f o l l o w i n g  r a t e s  m u l tir u «»•: uy t h e  n u m b e r  of m o n t h s .  i n c l u d i n g  a

12 f^ a c t i o n  of a m o n t h  in e x c e ss of 15 d a y s  as one m o n t h ,  e l a p s i n g  b e -

13 t w e e n  the d a t e  of the c o n t r a c t and the d u e  d a t e  of t he  last i n s t a l l -

14 m e n t .

15 (1) o n  so m u c h  of the u n p a i d  b a l a n c e  as d o e s  not e x c e e d

16 $1,000, f i v e - s i x t h s  of one p e r c e n t;

17 (2) if the u n p a i d  b a l a n c e  e x c e e d s  $ 1 , 0 0 0 ,  o n  so m u c h  of t h e

18 u n p a i d  b a l a n c e  as e x c e e d s  $1,000, t w o - t M r d s  of o n e  p e r c e n t ;

19 (3) if the total s e r v i c e  c h a r g e  so c o m p u t e d  is less t h a n

20 $12. but if the d ue  d a t e  o f the l a s t i n s t a l l m e n t  of the c o n t r a ct is

21 e i g h t  m o n t h s  o r  less a f t e r its e f f e c t i v e  d a t e. $1 0  [ON T H E  O U T S T A N D I N G

22 B A L A N C E  A T  A  R A T E  A G R E E D  ON BY C O N T R A C T ] .

23 *  Sec. 10. A S  4 5 . 1 0 . 1 2 0 ( c )  is a m e n d e d  to read:

24 (c) A  s e l l e r  o r  h o l d e r  of a r e t a i l  c h a r g e  a g r e e m e n t ,  r e v o l v i n g

25 c h a r g e  a g r e e m e n t  o r  o t h e r  re t a i l  c h a r g e  a g r e e m e n t  m a y  c h a r g e , r e c e i v e

26 an d  c o l l e c t  a s e r v i c e  ch a r g e not to e x c e e d  the f o l l o w i n g  u t e s  com-

0 7 p u t e d  [AT A R A T E  A G R E E D  ON BY C O N T R A C T ]  o n  the o u t s t a n d i n g  b a l a n c e s

28 f r o m  m o n t h  to m o n t h ,  [BALANCE]

9 (1) c..i so m u c h  of the o u t s t a n d ing b a l a n c e  as doe s  n o t

CSHB 2 4 6 ( L4C) -4-



1 e x c e e d  S I , O Q0, one and o n e - h a l f  p e r c e n t  p e r  m o n t h ;

2 (2) if the o u t s t a n d i n g  b a l a n c e  is m o r e  t h a n  $ 1 , 0 0 0 ,  o ne-

3 t w e l f t h  o f  th e  an n u a l  r ate p e r m i t t e d  u n d e r  AS 4 5 . 4 5 . 0 1 0 ( b )  p e r  m o n t h

4 o n  the e x c e s s  o v e r  $ 1 , 0 0 0  o f  t h e  o u t s t a n d i n g  b a l a n c e ;

5 (3) if the s e r v i c e  c h a r g e  so c o m p u t e d  is less t h a n  SI fo r

6 a n y  m o n t h ,  $1;

7 (4) the s e n / i c e  charge- m a y  be c o m p u t e d  o n  a s c h e d u l e  of

8 f i x e d  a m o u n t s  if as so c o m p u t e d  it is a p p l i e d  to all a m o u n t s  o f  o u t ­

9 s t a n d i n g  b a l a n c e s  equal to t h e  f i x e d  a m o u n t  m i n u s  a d i f f e r e n t i a l  of

10 not m o r e  t h a n  $5 p r o v i d e d  t h a t  it is a l s o  a p p l i e d  to all a m o u n t s  of

11 o u t s t a n d i n g  b a l a n c e s  e q u a l  to th e  f i x e d  a m o u n t  p l u s  at least t h e  s a m e

12 d i f f e r e n t i a l .

13 * Sec. 11. AS 4 5 . 4 5 . 0 1 0 ( a )  is a m e n d e d  to read:

14 (a) T h e  rate of i n t e r e s t  i n  t h e  s t a t e  is 10.5 p e r c e n t  a y e a r  a n d

15 no  m o r e  o n  m o n e y  a f t e r  it is d u e  e x c e p t  as p r o v i d e d  i n  (i) o f  t h i s

16 s e c t i o n  TBi' E X P R E S S  A G R E E M E N T  O F  T H E  P A R T I E S  IN A  C O N T R A C T  O R  L O A N

17 C O M M I T M E N T ] .

18 * Sec. 12. A S  0 6 . 2 0 . 2 3 0  is a m e n d e d  by a d d i n g  n e w  s u b s e c t i o n s  to read:

19 (b) N o t w i t h s t a n d i n g  t h e  p r o v i s i o n s  of (a) of this s e c t i o n ,  a

20 l i c e n s e e  w h o  m a k e s  o p e n - e n d  l o a n s  u n d e r  t his c h a p t e r  m a y  c h a r g e ,

21 c o n t r a c t  for, a n d  r e c e i v e  i n t e r e s t  at a r a t e  n o t  e x c e e d i n g  t h r e e

22 p e r c e n t  a m o n t h  on that p a r t  o f  t h e  u n p a i d  p r i n c i p a l  b a l a n c e  o f  a l o a n

23 not i n  e x c e s s  of $850; tw o  p e r c e n t  a m o n t h  o n  the u n p a i d  p r i n c i p a l

24 ;ala n c e  e x c e e d i n g  $850 but n o t  e x c e e d i n g  $ 1 0 , 0 C 0 ;  a n d  at a r a t e  a g r e e d

25 by c o n t r a c  on the r e m a i n d e r  of a n y  u n p a i d  p r i n c i p a l  b a l a n c e  e x c e e d i n g

26 $ 1 0 , 0 0 0  b u t  not e x c e e d i n g  $ 2 5 , 0 0 0 .

27 (c) I n t e r e s t  on l o a n s  u n d e r  (b) of t h i s  s e c t i o n  s h a l l  b e  c o m­

28 p u t e d  a c c o r d i n g  to the a c t u a r i a l  m e t h o d  o n  the e n t i r e  u n p a i d  p r i n c i p a l

29 b a l a n c e  as d e t e r m i n e d  in A S  0 6 . 2 0 . 2 8 5 ( b ) .

- 5 - r c u n  o h r ,  ( j



1 * Sec. 13. A S  0 6 . 4 5 . 0 6 0 ( 5 ) (A) is a m e n d e d  b y  a d d i n g  a n e w  s u b p a r a g r a p h

2 to r ead:

3 (xii) the r a c e  of i n t e r e s t  m a y  n o t  e x c e e d  t h e

4 g r e a t e r  of 15 p e r c e n t  a y e a r  o r  t h e  r a t e  s p e c i f i e d  as

5 A S  4 5 . 4 5 . 0 1 0 ( b ) ;

6 ■- Sec. 14. A S  4 5 . 4 5 . 0 1 0  is a m e n d e d  by a d d i n g  a n e w  s u b s e c t i o n  to read:

7 (i) N o  i n t e r e s t  m a y  be c h a r g e d  b y  e x p r e s s  a g r e e m e n t  of t h e

8 p a r t i e s  in a c o n t r a c t  o r  loan c o m m i t m e n t  w h i c h  is m o r e  t han f i v e

9 p e r c e n t a g e  p o i n t s  a b o v e  the a n n u a l  r a t e  c h a r g e d  m e m b e r  b anks f o r

10 a d v a n c e s  b y  t h e  1 2 t h  F e d e r a l  R e s e r v e  D i s t r i c t  o n  th e  d a y  o n  w h i c h  t h e

11 c o n t r a c t  o r  l o a n  c o m m i t m e n t  is m a d e .  A  c o n t r a c t  or  l o a n  c o m m i t m e n t  i n

12 w h i c h  the p r i n c i p a l  a m o u n t  e x c e e d s  $ 2 5 , 0 0 0  is e x e m p t  f r o m  th e  l i m i t a -

13 t i o n  o f  thi s  s u b s e c t i o n .

14 * Sec. 15. T h e  l e g i s l a t i v e  audit d i v i s i o n  s h a l l  r e p o r t  to the Firs'

15 S e s s i o n  of the F i f t e e n t h  L e g i s l a t u r e  o n  or b e f o r e  M a r c h  15, 1987 c o n c e r n i n g

16 t h e  e f f e c t s  of t h e  a m e n d m e n t s  m a d e  in secs. 1 - 6 o f  t h i s  A c t  o n  the p e o p l e

17 o f  the s t a t e  an d  i n  p a r t i c u l a r  those p e r s o n s  s e e k i n g  o r  r e c e i v i n g  credit.

18 * Sec. 16.^  A S  0 6 . 2 0 . 2 3 0 ( b )  and (c . 45 . 0 6 0  (5 ) (.AK^ p) , and AS 45 / -

19 4 5 . 0 1 0 ( b )  a r e  r e p e a l e d .  /

20 * Sec. 17. S e c t i o n s  1 - 6  and s ecs. 15 afid 16 of t h i s  A c t  take e f f e c t

21 J u l y  1, 1983. /

22 * Sec. 18. S e c t i o n s  7 - 14 of ttaCs A c t  take  e f f e c t  J u l y  1, 1987.

C S K ?  fy. p,C ) - 6 -



K E Y  C O N S U M E R  P R O T E C T I O N  L A W S  O F  A L A S K A

1. S M A L L  L O A N U  A C T ,  T i t l e  6, B a n k s  and F i n a n c i a l  
I n s t i t u t i o n s ,  C h a p t e r  20, §§ 6 . 2 0 . 0 1 0 - 6 . 2 0 - 9 2 0 .  R e q u i r e s  
t h a t  a n y  p e r s o n  e n g a g e d  in  t h e  b u s i n e s s  o f  m a k i n g  l o a n s  o f  
m o n e y ,  c r e d i t ,  g o o d s ,  o r  t h i n g s  in a c t i o n  in t h e  a m o u n t  o f 
$ 5 , 0 0 0  o r  l e s s  m u s t  h a v e  a l i c e n s e  if he  w i s h e s  to c h a r g e
a g r e a t e r  r a t e  o f  i n t e r e s t  t h a n  o t h e r w i s e  p r o v i d e d  by  law.
T h e  A c t  p r o v i d e s  f o r  t h e  l i c e n s i n g  o f  l e n d e r s  o f  m o n e y  a n d  
s e t s  f o r t h  t h e  m a x i m u m  a m o u n t  o f  i n t e r e s t  p e r m i t t e d  o n  t h e s e  
l o a n s .

2. A L A S K A  R E T A I L  I N S T A L L M E N T  S A L E S  A C T ,  T i t l e  45,
T r a d e  a n d  C o m m e r c e ,  C h a p t e r  10, §§ 4 5 . 1 0 . 0 1 0 - 4 5 . 1 0 . 2 3 0 .  S e t s  
f o r t h  t h e  r e q u i r e m e n t s  o f  t h e  f o r m  a n d  c o n t e n t  o f  a 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 ,  t h e  a m o u n t  o f  s e r v i c e  c h a r g e  a l l o w e d  o n  
t h e  c o n t r a c t  a n d  d e f i n e s  t h e  t e r m s  u s e d  in t h e  c o n t r a c t s  (i.e. 
c a s h  s a l e  p r i c e ,  g o o d s ,  r e t a i l  b u y e r ,  r e t a i l  i n s t a l l m e n t  c o n­
tr a c t ,  e t c . ) .  A l s o  s e t s  f o r t h  p e n a l t i e s  f o r  v i o l a t i n g  th e  
A c t .

3. T R A D E  P R A C T I C E S  ( L e g a l  R a t e  o f  I n t e r e s t ,  U s u r y ) ,
T i t l e  45, T r a d e  a n d  C o m m e r c e ,  C h a p t e r  45, §§ 4 5 . 4 5 . 0 1 0 - 4 5 . 4 5 . 0 6 0 .
S e t s  f o r t h  t h e  l e g a l  r a t e  o f  i n t e r e s t  o f  1 0 . 5 %  a y e a r  a n d  e x ­
c e p t i o n s  to  t h i s  rate, p r o h i b i t s  a h i g h e r  r a t e  o f  i n t e r e s t ,  an d  
p r o v i d e s  f o r  p e n a l t i e s  if  t h i s  A c t  is v i o l a t e d .  P r o v i d e s  f o r  
c o l l e c t i o n  o f  i n t e r e s t  in  a d v a n c e .

4. C O M P E T I T I V E  P R A C T I C E S  A N D  R E G U L A T I O N  O F  C O M P E­
T I T I O N  ( U n f a i r  T r a d e  P r a c t i c e s  a n d  C o n s u m e r  P r o t e c t i o n ) , T i t l e  
45, T r a d e  a n d  C o m m e r c e ,  C h a p t e r  50, §§ 4 5 . 5 0 . 4 7 1 - 4 5 . 5 0 . 5 6 1 .  
P r o h i b i t s  u n f a i r  m e t h o d s  o f  c o m p e t i t i o n  a n d  u n f a i r  o r  d e c e p t i v e  
a c t s  o r  p r a c t i c e s ,  p r o h i b i t s  j u n k  t e l e p h o n e  c a l l s  w i t h o u t  t h e  
p r i o r  w r i t t e n  c o n s e n t  o f  t h e  p e r s o n  c a l l e d  a n d  p r o v i d e s  p e n a l t i e s  
fo r  v i o l a t i o n  o f  t h i s  a r t i c l e .  I f  t h e  c o n t r a c t  fo r s a l e  o r  l e a s e  
o f  c o n s u m e r  g o o d s  o r  s e r v i c e s  o n  c r e d i t  b e t w e e n  a r e t a i l  s e l l e r  
a n d  r e t a i l  b u y e r  r e q u i r e s  o r  i n v o l v e s  th e  e x e c u t i o n  o f  a p r o m­
i s s o r y  n o t e  o r  i n s t r u m e n t ,  th e  n o t e  o r  i n s t r u m e n t  m u s t  h a v e  
p r i n t e d  o n  it s f a c e  t h e  w o r d s  " c o n s u m e r  p a p e r . "



F E D E R A L  L A W

1. T R U T H  I N  L E N D I N G  A C T  ( i n c l u d i n g  F a i r  C r e d i t  
B i l l i n g  A c t ) ,  15 U . S . C .  § 1 6 0 1  e t  s e q . , a n d  R e g u l a t i o n  Z,
12 C .F . R .  § 2 2 6 . 1  e t  s e q . P a r t  o f  t h e  F e d e r a l  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 .  R e q u i r e s  e x t e n s i v e  d i s c l o s u r e  of 
c r e d i t  t e r m s  in t h e  e x t e n s i o n  o f  c o n s u m e r  c r e d i t ,  r e g u l a t e s  
c e r t a i n  c r e d i t  a d v e r t i s i n g ,  r e g u l a t e s  i s s u a n c e  o f  c r e d i t  
c a r d s  w i t h  l i m i t a t i o n  o n  t h e  c a r d h o l d e r ' s  l i a b i l i t y  for  
u n a u t h o r i z e d  use; a n d  is d e s i g n e d  to a s s i s t  c o n s u m e r s  in 
r e s o l v i n g  c r e d i t  b i l l i n g  d i s p u t e s .  R e g u l a t i o n  Z i m p l e m e n t s  
t h e  A c t  b y  s e t t i n g  f o r t h  d i s c l o s u r e  r e q u i r e m e n t s .  T h e  F a i r  
C r e d i t  B i l l i n g  A c t  s e t s  f o r t h  p r o c e d u r e s  fo r b i l l i n g  c y c l e s ,  
i m p o s i t i o n  o f  f i n a n c e  c h a r g e s ,  a n d  t he  c o r r e c t i o n  o f  b i l l i n g  
e r r o r s .

2. E Q U A L  C R E D I T  O P P O R T U N I T Y  AC T,  15 U . S . C .  § 1 6 9 1
e t  s e q . , and  R e g u l a t i o n  B, 12 C . F . R .  § 2 0 2 . 1  e t  s e q . D e­
s i g n e d  to p r e v e n t  d i s c r i m i n a t i o n  in t h e  e x t e n s i o n  o f  c r e d i t  
o n  t h e  b a s i s  o f  ra ce , r e l i g i o n ,  n a t i o n a l  o r i g i n ,  sex, m a r i t a l  
s t a t u s ,  o r  a g e ,  o r  d e r i v a t i o n  o f  i n c o m e .  S e t s  f o r t h  p e n a l t i e s  
for  v i o l a t i o n  o f  A c t .  R e g u l a t i o n  B i m p l e m e n t s  t h e  A c t  b y 
s e t t i n g  f o r t h  r u l e s  c o n c e r n i n g  a p p l i c a t i o n s  a n d  e x t e n s i o n s  o f  
c r e d i t .

3. E L E C T R O N I C  F U N D  T R A N S F E R  AC T,  15 U . S . C .  § 1 6 9 3
e t  s e q . , a n d  R e g u l a t i o n  E, 12 C . F . R .  § 2 0 5 . 1  e t  s e q . E s t a b­
l i s h e s  th e r i g h t s ,  l i a b i l i t i e s ,  a n d  r e s p o n s i b i l i t i e s  o f  p a r­
t i c i p a n t s  in e l e c t r o n i c  f u n d  t r a n s f e r  s y s t e m s .  D e s i g n e d  to 
p r o t e c t  i n d i v i d u a l  c o n s u m e r  r i g h t s .  S e t s  f o r t h  r e q u i r e m e n t s  
a n d  p r o c e d u r e s  i n  t h e  t e r m s  a n d  c o n d i t i o n s  o f  t r a n s f e r s ,  d o­
c u m e n t a t i o n  o f  t r a n s f e r s ,  a n d  p e r i o d i c  s t a t e m e n t s ,  a n d  for 
th e  r e s o l u t i o n  o f  e r r o r s .  R e g u l a t i o n  E i m p l e m e n t s  t h e  A c t .

A . F A I R  C R E D I T  R E P O R T I N G  AC T , 15 U . S . C .  § 1681. 
G o v e r n s  th e p r o c e d u r e s  t h a t  c o n s u m e r  r e p o r t i n g  a g e n c i e s  m u s t  
f o l l o w  in t h e  u s e  a n d  d i s c l o s u r e  o f  c o n s u m e r  c r e d i t  r e p o r t s .  
S e t s  f o r t h  p r o c e d u r e s  in r e s o l v i n g  d i s p u t e s  o f  the r e p o r t s .

5. F A I R  D E B T  C O L L E C T I O N  P R A C T I C E S  A C T ,  15 U .S . C .
§ 1 6 9 2  e t  s e q . D e s i g n e d  to  p r o t e c t  c o n s u m e r s  f r o m  a b u s i v e ,  
d e c e p t i v e  a n d  u n f a i r  d e b t  c o l l e c t i o n  p r a c t i c e s  b y  d e b t  c o l­
l e c t o r s .  P r o v i d e s  p r o c e d u r e s  f or  r e d r e s s i n g  c o l l e c t i o n  a b u s e s .
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6. M A G N U S O N - M O S S  W A R R A N T Y  AC T , 15 U . S . C .  § 23 0 1  
e t  s e q . S e t s  f o r t h  r u l e s  g o v e r n i n g  t h e  c o n t e n t  o f  c o n s u m e r  
p r o d u c t  w a r r a n t i e s .  D e s i g n e d  t o i m p r o v e  t h e  a d e q u a c y  o f  i n­
f o r m a t i o n  a v a i l a b l e  to  c o n s u m e r s  a n d  to p r e v e n t  d e c e p t i o n .  
D e s i g n e d  to e x p l a i n  to c o n s u m e r  in s i m p l e  l a n g u a g e  t h e  t e r m s  
a n d  c o n d i t i o n s  o f  t h e w a r r a n t y .

7. E X T O R T I O N A T E  C R E D I T  T R A N S A C T I O N S ,  18 U . S . C .
§ 891 et_ s e q . S e t s  f o r t h  p e n a l t i e s  f o r  e x t o r t i o n a t e  e x t e n­
s i o n s  o f  c r e d i t  ( e x t e n s i o n  o f  c r e d i t  w i t h  u n d e r s t a n d i n g  t h a t  
a d e l a y  in m a k i n g  r e p a y m e n t  c o u l d  r e s u l t  in  u s e  o f  v i o l e n c e  
o r  o t h e r  c r i m i n a l  m e a n s  to  c a u s e  h a r m  to the  p e r s o n ,  r e p u t a­
tion,  o r  p r o p e r t y  o f  a n y  p e r s o n ) , f i n a n c i n g  e x t o r t i o n a t e  
e x t e n s i o n s  o f  c r e d i t ,  a n d  e x t o r t i o n a t e  c o l l e c t i o n s  o f  e x t e n­
s i o n s  o f  c r e d i t .

8. F E D E R A L  T R A D E  C O M M I S I O N  T R A D E  R E G U L A T I O N S  R U L E S

(a) D o o r - T o - D o o r  S a l e s ,  16 C . F . R .  § 42 9 .1 . 
R e g u l a t e s  p r a c t i c e s  o f  d o o r - t o - d o o r  s a l e s p e r s o n s .

(b) P r e s e r v a t i o n  o f  C o n s u m e r s '  C l a i m s  a n d  
D e f e n s e s ,  16 C . F . R .  §433.1 el: s e q . P r o t e c t s  b u y e r s  in c o n s u m e r  
t r a n s a c t i o n s  a g a i n s t  a p p l i c a t i o n  o f  h o l d e r - i n - d u e - c o u r s e  rule; 
s i m i l a r  to A l a s k a  l a w  in the U n f a i r  T r a d e  P r a c t i c e s  a n d  
C o n s u m e r  P r o t e c t i o n  Act.
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Dietrich- 
18 F.2d
Where a financing statement and its

corporation. Jietrich-PoKi " o ' 1
If n Nni'l RonL n o  f o i  _ '-'O.. v. Alaska Nal'I Bank. Alaska Nat'1 Bank. 63B F 2d 1T 7 iriT?' *• 638 F.2d 117 (9th Cir. 1981). 1981). 117 ,&u> Cir. * A

A rticle 5. D efault.
Sec. 45.09.504. S ecured  p a r ty ’s r ig h t to d ispose of collat^j-,1 ?
te r  defau lt; effect o f  d*: 'osition . cffiifev.:-r5

NOTES TO DEC IS IONS
M MrSh-r'-*

 i-wafe
■

Noncompliance with subsection (c). Ct. Op. No. 2346 (File No 447Si
1060(1931).In accord with 1st paragraph in original. 

See Hoch v. E llis, Sup. Ct. Op. No. 2346 
(File No. 4475), 627 P.2d 1060 (1981).

I f  a 6ale was deficient with respect to 
either notice or commercial reason­
ableness, then a burden is placed upon the 
secured party to rebut the presumption 
that the fair market value o f the collateral 
was at least equal to the nmount o f the 
outstanding debt. Hoch v. E llis, Sup. Ct. 
Op. No. 2346 (File No. 4475), 627 P.2d 
1060 (1981).

The burden is on the secured party to 
prove by clear and convincing evidence the 
vnlue of the collateral. Hoch v. E llis, Sup.

C h ap te r 45. T ra d e  P ra c tic e s .
Article
1. Interest (§ 45.45.010)

1060 (1931).
I f  the secured pu rly  fa ll- o rebut 

presumption that the fair market 
of the collateral was at I - bsI equal to ^
amount o f the outstanding debt, the„ '-H~ 
presumption leads to the conclusion th*i s(?. 
the entire debt is discharged. Hoch /, E1LU:
Sup. Ct. Op. No. 2346 (File No. 4476) 627 P.2d 1060 (1961). ‘

Fnctors in determ ining vnlue o f  ccj. H  
Intern). — The local economic market «t 
the time o f sale in a rccognired factor la 
determining the value of the co 1LleraLv£S''*!fcsSfcyJ 
Hoch v. E llis , Sup. C l. Op. No. 2346 (FIW 5—̂
No. 4475), G27 T .2d 1060 (19Bi).

■

.1gf3

A rticle 1. In te res t.
Section
10, Legal rate of interest \

- T ^  tSee. 45.45.010. Legal ra te  of in te rest, (a) The rate of interest in

the 12th Federal Reserve District on the duy on which the contractor v
Joan commitment is made. A contract or loan commitment in which Lho ?
principal amount exceeds $25,000 is exempt from the limitation of this 
subsection. *

g f t f e i j

■ w $ m %
SBW P *



§ .45.02.301 A l a s k a  S t a t u t e s . § 45.02.304 |

Sec. 45.02.301. G eneral obligations of parties. The obligation of 
the seller is to transfer and deliver, and that of the buyer to accept and 
pay, in accordance with the contract. (§ 2.301 ch 114 SLA 1962)

A p p lie d  in A & G C onstr. Co. v. Reid 
Bros. Lodging Co., Sup. C t.O p . No. 1244

(File Nos. 2360, 2388), 547 P .2d  1207 
(1976).

Sec. 45.02.302. U nconscionable co n trac t o r clause, (a) If the 
court as a m atter of law finds the contract or a clause of the contract 
was unconscionable at the time it was made, the court may refuse to 
enforce the contract, enforce the remainder of the contract without the 
unconscionable clause, or so limit the application of an unconscionable 
clause as to avoid an unconscionable result.

(b) If it is claimed or appears to the court that the contract or any 
clause of the contract may be unconscionable, the parties shall be given 
a reasonable opportunity to present evidence as 'to  its commercial 
setting, purpose, and effect to aid the court in making the 
determination. (§ 2.302 ch 114 SLA 1962)

A p p lie d  in M orrow v. New Moon 
Homes, S ’.ip. C t. Op. No. 1253 (F ile No. 
2206), 548 P.2d 279 (1976).

Sec. 45.02.303. A llocation o r d ivision of risks. Where AS 
45.02.101 — 45.02.725 allocate a risk or a burden as between the 
parties "unless otherwise agreed,” the agreement m ay  not only shift 
the allocation but may also divide the r s k  or burden. (§ 2.303 ch 114 
SLA 1962)

A m . J u r .  2d  re fe re n c e . ■ 
2d, Sales, §§ 248-254. .

67 Am, J u r .

Sec. 45.02.304. P rice  p ay ab le  in money, goods, rea lty , or 
o therw ise, (a) The price can be made payable in money or otherwise. 
If it is payable in whole or in part in goods, each party is a seller of the 
goods which he is to transfer.

(b) Even though all or part of the price is payable in an interest in 
realty, the transfer of the goods and the seller’s obligations with 
reference to them are subject to AS 45.02.101 — 45.02.725 but not the 
transfer of the interest in realty or the transferor’s obligations in 
connection with the transfer of the real interest. (§ 2.304 ch 114 SLA 
1962)

Am . J u r .  2d  re fe re n c e . — 67 Am. J u r . 
2d, SnlcB, i  405.
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IN T H E  L E G I S L A T U R E  OF T H E  S T A T E  OF A L A S K A  

T W E L F T H  L E G I S L A T U R E  - S E C O N D  S E S S I O N  

A BILL

Dr a n  Act e n t i t l e d :  "An Act r e l a t i n g  to i n t e r e s t  rates; a n d  p r o v i d i n g  for

a n  e f f e c t i v e  d a t e . "

S IT E N A C T E D  BY T H E  L E G I S L A T U R E  O F  T H E  S T A T E  OF A L A S K A :

* S e c t i o n  1. A S  0 6 . 4 0 . 1 2 0 ( c )  is a m e n d e d  to read:

(c) T h e  s e r v i c e  c h a r g e  ma y  n o t  e x c e e d  i n t e r e s t  at a r a t e  of two 

p e r c e n t  a m o n t h  o n  t h a t  p a r t  o f  t h e  b a l a n c e  o f  p r e m i u m s  d u e  as d oe s  n o t  

e x c e e d  $ 1 0 , 0 0 0  a n d  a t  a r a t e  a g r e e d  b y  c o n t r a c t  o n  the b a l a n c e  of p r e­

miu m s  d u e  e x c e e d i n g  $10,000. A [THE N O M I N A L  A N N U A L  R A T E  O F  15 P E R C E N T  

PLUS AM A D D I T I O N A L  C H A R G E  OF $ 1 0  P E R  P R E M I U M  F I N A N C E  A G R E E M E N T  W H I C H  

N E E D  N O T  BE R E F U N D E D  U P O N  C A N C E L L A T I O N  O R  P R E P A Y M E N T .  H O W E V E R ,  ANY] 

b o r r o w e r  may p r e p a y  h i s  p r e m i u m  f i n a n c e  a g r e e m e n t  in full a t  any  time 

b e f o r e  the d u e  d a t e  of the  f i n a l  p a y m e n t  a n d  in  th a t  c v e n c  the u n e a r n e d  

s e r v i c e  c h a r g e  s h a l l  be r e f u n d e d .  T h e  a m o u n t  of an y  r e f u n d  s h a l l  be 

c a l c u l a t e d  in a c c o r d a n c e  w i t h  r e g u l a t i o n s  a d o p t e d  b y  th e  c o m m i s s i o n e r .

* Sec. 2. AS 0 9 . 5 5 . 4 4 0 ( a )  is a m e n d e d  t o  read:

(a) U p o n  t h e  f i l i n g  of t h e  d e c l a r a t i o n  of t a k i n g  a n d  the d e p o s i t  

w i t h  th e  c o u r t  of the a m o u n t  of the e s t i m a t e d  c o m p e n s a t i o n  s t a t e d  in t h e  

d e c l a r a t i o n ,  t i t l e  to th e e s t a t e  as s p e c i f i e d  in the d e c l a r a t i o n  v e s t s  

in t h e  p l a i n t i f f ,  a n d  t h a t  p r o p e r t y  is c o n d e m n e d  a n d  t a k e n  for the u s e  

of t h e  p l a i n t i f f ,  a n d  the r i g h t  to j u s t  c o m p e n s a t i o n  for i t  v ests in the 

p e r s o n s  e n t i t l e d  to it. T h e  c o m p e n s a t i o n  s h a l l  be a s c e r t a i n e d  a n d  

a w a r d e d  in the p r o c e e d i n g  a n d  e s t a b l i s h e d  b y  j u d g m e n t .  T h e  j u d g m e n t  

s h a l l  i n c l u d e  lawful i n t e r e s t  [AT T H E  R A T E  OF SIX P E R C E N T  P E R  Y EAR) o n  

the a m o u n t  f i n a l l y  a w a r d e d  w h i c h  e x c e e d s  the a m o u n t  p a i d  i n t o  c o u r t
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u n d e r  the d e c l a r a t i o n  of t a ki n g .  T h e  i n t e r e s t  runs f r o m  th e  d a t a  title 

v e s t s  to t h e  d a t e  o f  p a y m e n t  of the j u d g m e n t .

* Sec. 3. A S  4 5 . 1 0 . 1 2 0 ( b )  is a m e n d e d  to read:

(b) A s e l l e r  o r  h o l d e r  o f  a 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  m a y  charge, 

r e c e i v e  a n d  c o l l e c t  a s e r v i c e  c h a r g e  w h i c h  s h a l l  n o t  e x c e e d  t h e  follow 

i n g  r a t e s  m u l t i p l i e d  b y  th e  n u m b e r  of m o n t h s ,  i n c l u d i n g  a f r a c t i o n  o f  a 

m o n t h  in e x c e s s  of 15 d a y s  as o n e  month, e l a p s i n g  b e t w e e n  the  d a t e  of

the c o n t r a c t  a n d  t h e  d u e  dat e  of t h e  last i n s t a l l m e n t ,

(1) o n  so m u c h  of the u n p a i d  b a l a n c e  as d o e s  n o t  e x c e e d

$ 1 0 , 0 0 0 ,  J & j g  [$1,000, F I V E - S I X T H S  O F  ONE] p e r c e n t ;

(2) [IF T H E  U N P A I D  B A L A N C E  E X C E E D S  $ 1 , 0 0 0 , ]  o n  so m u c h  of the 

u n p a i d  b a l a n c e  a s  e x c e e d s  $ 1 0 , 0 0 0  a t  a r a t e  a g r e e d  b y  c o n t r a c t  [$1,000, 

T W O - T H I R D S  O F  O N E  P E R C E N T ] ;

(3) i f  the total s e r v i c e  c h a r g e  so c o m p u t e d  is l ess t h a n  $12, 

but if the d u e  d a t e  o f  the  last i n s t a l l m e n t  o f  th e  c o n t r a c t  i s  e i g h t  

m o n t h s  or l e s s  a f t e r  its e f f e c t i v e  date, $10.

* Sec. 4. A S  4 5 . 1 0 . 1 2 0 ( c )  is a m e n d e d  t o  r e a d :

(c) A s e l l e r  o r  h o l d e r  of a re t a i l c h a r g e  a g r e e m e n t ,  r e v o l v i n g  

c h a r g e  a g r e e m e n t  o r  o t h e r  r e t a i l  c h a r g e  a g r e e m e n t  m a y  char ge ,  r e c e i v e  

a n d  c o l l e c t  a s e r v i c e  c h a r g e  n o t  to e x c e e d  t h e  f o l l o w i n g  r a t e s  c o m p u t e d  

o n  the o u t s t a n d i n g  b a l a n c e s  f r o m  m o n t h  t o  m o n t h ,

(1) o n  so m u c h  of th e  o u t s t a n d i n g  b a l a n c e  as d o e s  no t  e x c e e d

iY4
$ 1 0 , 0 0 0 ,  X u * .  [$1,000, O N E  A N D  O N E - H A L F ]  p e r c e n t  p e r  m o n t h ;

(2) at a r a t e  a g r e e d  b y  c o n t r a c t  [IF T H E  O U T S T A N D I N G  B A L A N C E  

IS MORF. T H A N  $1,000, O N E - T W E L F T H  OF T H E  A N N U A L  R A T E  P E R M I T T E D  U N D E R  

A S  4 5 . 4 5 . 0 1 0 ( b )  P E R  M O N T H ]  o n  t h e  e x c e s s  o v e r  $ 1 0 , 0 0 0  [$1,000] o f  the 

o u t s t a n d i n g  b a l a n c e ;

(3) i f  th e  s e r v i c e  c h a r g e  so c o m p u t e d  is less t h a n  $1 f or  any

mo n t h ,  $1;
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Proposal to deregulate interest rates draws fire

Tent Alvarez.'Anchomoo Daily Nows

Maureen Kennedy, of the Alaska Public Interest Group, testifies.

By JIM ERICKSON
Daily News business reporter

A  b i l l  th a t  w o u ld  d e r e g u la te  in ­
te r e s t  r a te s  fo r  v i r tu a l ly  a l l  fo rm s  of 
le n d in g  in A la sk a  e n c o u n te re d  s t i f f  
o p p o s i t io n  S a tu r d a y  w h e n  r e p r e s e n t ­
a t i v e s  f r o m  A l a s k a  c o n s u m e r  
g ro u p s ,  b u s in e ss  a s so c ia t io n s ,  la b o r  
u n io n s  a n d  w o m e n s ’ o rg a n iz a t io n s  
t e s t i f i e d  a g a in s t  th e  le g is la t io n  a t  a 
S e n a te  L a b o r  a n d  C o m m e rc e  C o m ­
m i t t e e  h ea r in g .

“ F r a n k l y ,  th e r e  seem s  to  be  l i t t le  
e v id e n c e  o f  need ( fo r  th e  leg is la t ion )  
on  th e  p a r t  of th e  b a n k in g  c o m m u n i ­
t y  a n d  th e  la rg e  r e t a i l e r s , "  sa id  
G a r y  J e n k i n s  o f  th e  N a t io n a l  F e d e r ­
a t i o n  of In d e p e n d e n t  B u siness .

J e n k i n s  s a id  th o s e  i n s t i t u t i o n s  
h a v e  m a n a g e d  to  p o s t  h e a l t h y  p ro f ­
i ts  fo r  th e  p a s t  s e v e ra l  y e a r s .  H e  
a lso  c i ted  a s u rv e y  o f  3.700 A la sk a  
m e m b e r  b u s ine sses  w h ic h  h e  sa id  
d e m o n s t r a te s  o v e rw h e lm in g  o p p o s i ­
t io n  to  H ouse  Bill 246, w h ic h  p assed  
th e  H o u se  las t sess ion . S m a l l  b u s i ­
n e s sm e n  fea red  t h a t  re m o v a l  of in- 
te r e s t - r a te  cei l ings  on  lo an s  less th a n  
$25,000 could  s t i f le  t h e i r  b o r ro w in g  
a b i l i t y  a n d  h en ce  b u s in e ss  e x p a n ­
sion .

T h e  le g is la t io n  a lso  ca l ls  fo r  r e ­
m o v a l  o f  in te re s t  r a te  ce i l in g s  on 
c re d i t - c a rd  t r a n a c t io n s .  c u r r e n t ly  se t  
a t  18 percen t a n n u a l ly

" I  th in k  c o n su m e rs  h a v e  enough

b u rd e n s  to  b e a r  w i th o u t  inc reas ing  
p ro f i t s  fo r  le n d e r s ,"  sa id  B en n ie  
B a rk e r ,  b u s in e ss  r e p r e s e n t i t iv e  for 
T e a m s te r s  Local 959.

S en . R ich a rd  E lia so n ,  a R e p u b l i ­
can  f ro m  S i tk a  a n d  c h a i r m a n  o f  th 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 ,  
sa id  a f t e r  th e  s t a t e w id e  te le c o n fe r ­
ence t h a t  f u r th e r  h e a r in g s  on th e  bill  
w e re  n o t  l ike ly .

“ T h e r e ’s n o t  a  g r e a t  dea l o f  s u p ­
p o r t  in th e  S e n a te  to  m ove  it o u t  of 
c o m m it te e ,”  he  sa id .

T he  b a n k in g  i n d u s t r y  b ack ed  th e  
b ill ,  a rg u in g  t h a t  t h e  cost of o b ta in ­
ing fu n d s  to  len d  h a d  r isen  m a r k e d ­
ly s ince  federa l  d e re g u la t io n ,  ye t  
those  in c reases  co u ld  not be  m ad e  u p  
b ecau se  of s t a t e  u su ry  law s. In 
a d d i t io n ,  b a n k e r s  sa id ,  re g u la t io n  
a c tu a l ly  d ec reased  th e  m o n e y  su p p ly  
to  s m a l le r  b o r ro w e r s  w h e n  in te re s t  
r a te s  a r e  h igh . In t h a t  case, he sa id , 
m o n ey  is d iv e r te d  f rom  th e  re g u la t ­
ed to  th e  d e re g u la te d  m a rk e t  — in 
A la sk a ,  loans m o re  th a n  $25,000.

Win G ru e n in g ,  p re s id e n t  o f  th e  
A la s k a  B a n k e r s  A ssoc ia t ion , said  
l a w m a k e r s  s h o u ld  no t w a i t  fo r  a 
c r is is  in th e  le n d in g  in d u s t ry  to 
m a k e  changes .

"T h is  is an  is su e  th a t  needs  to  be 
e x a m in e d  n o w ,"  h e  said..

L a r r y  S n id e r ,  p re s id e n t  o f  th e  
A la sk a  R e ta i l  A ssoc ia t ion ,  sa id  his  
o rg a n iz a t io n ,  m a d e  u p  o f  sm a ll  b u s i ­

nesses  as w e ll  as  la rg e  d e p a r tm e n t  
s to re s ,  s u p p o r te d  H B  246.

" T h e  s t a t u to r y  ce i l in g s  on r a te s  is 
a  fo rm  of  g o v e rn m e n ta l  p r ice -f ix ing , 
a  p r a c t i c e  w h i c h  r e c e n t  h i s t o r y  
sh o w s  in e v i t a b ly  lea ds  to  u n in te n d ­
ed h a r m f u l  co n se q u e n c e s ."

S n id e r  sa id  c re d i t  le n d in g  is co s t­
ly  to  s to re s ,  a n d  th a t  cost' is s p re a d  
to  a l l  co n su m e rs  in th e  fo rm  of 
h ig h e r  p r ices  w h e n  le n d e r s  c a n n o t  
a d e q u a te ly  c o v e r  c r e d i t  o p e ra t io n  
ex p en ses .

T he  p o s s ib i l i ty  t h a t  R a n ie r  Ban- 
c o rp o ra t io n  w o u ld  m o v e  c red it  op ­
e r a t io n s  f rom  S e a t t l e  to  A l a s k a  was 
ra is e d  w i th  th e  in t ro d u c t io n  in F e b ­
ru a r y  o f  S e n a te  Bill 485, w hich  
w o u ld  r a is e  th e  in te re s t  r a t e  ce i l ing  
on  b a n k -a d m in is te r e d  c re d i t  c a rd s  
f ro m  18 to  24 pe rcen t  a n n u a l ly .  T he  
b i l l ’s spo n so r ,  Sen . J o e  Jo sep h so n ,  
D -A nchorage , sa id  he  d id  n o t  neces­
s a r i ly  s u p p o r t  th e  le g is la t io n ,  but 
t h a t  h e  h a d  been  to ld  b y  R a n ie r  
r e p re s e n ta t iv e s  th a t  as m a n y  as  1,- 
400 jo b s  w o u ld  be c re a te d  if th e  bill  
passed .

N ancy  G ro szek , t e s t i fy in g  a t the  
h e a r in g  fo r  the  A la s k a  W om en 's  
L obby , s a id  it w o u ld  be  " a b s u r d  to 
ju s t i f y  p a s sa g e  o f  th is  leg is la t io n  on 
th e  b as is  of a c re d i t -c a rd  c o m p a n y  
m o v in g  i ts  se rv ices  to A l a s k a . "  G r o ­
szek  m a in ta in e d  t h a t  th e  h igh  cost of 
do ing  b u s in e ss  in A la sk a  w o u ld  m i t ­
ig a te  a g a in s t  such  act ion .



Credit system based on points
By MARY H.J. FARRELL

A new cedit-rating system 
is being adopted by more and 
more banks and large stores 
around the country. While the 
system has many pluses, it 
sometimes produces surpris­
ing ratings.

For example, two 46-year- 
old men, one a doctor, the 
other a mailman, applied for 
a loan from a major bank. 
Although the doctor had a 
higher income and the same 
ratio of debt to income, his 
loan application was rejected 
while the mailman’s was ac­
cepted. The bank said the 
doctor was a poor credit risk 
because he had lived at his 
present address for only 2Vi 
years. The mailman had lived 
at his current address for lf> 
years.

Stability (length of time at 
a job or address) is one char­
acteristic considered by large 
creditors in a new credit-rat­
ing method called "cred it 
scoring." The major bank re* 
quired its applicants to score 
at least 11)5 points to qualify 
for a loan. The mailman 
scored 107; the doctor 88.

Occupation, income, finan­
cial history, and age are other 
factors considered in credit 
scoring. Each characteristic is 
assigned a numerical value, 
then all are totaled according 
to a formula used by the 
creditor.

The scoring system differs 
with each creditor because 
each bases its decisions on its 
own lending experience. A 
large department store may 
place more importance on in­
come, while a bank may feel 
stability is more significant.

One major difference be­
tween the new credit-scoring 
system and the widely used 
credit-rating bureau' is that it 
considers other factors be­
sides an applicant's credit his­
tory. Credit-rating bureaus of­
ten automatically disqualify 
applicants who have failed to

consumer
pay back loans; creditors who 
use the* scoring system may or 
may not.

Other benefits to the con­
sumer: Tne applicant is less 
likely to lie discrim inated 
against on the basis of race 
and, if turned down for cred­
it, is entitled to know the 
reasons why.

"If a credit applicant is 
refused credit by a scoring 
system, the lender must noti­
fy the applicant in writing," 
said Bruce Hall, a consumer 
economitt for Cornell Univer­
sity's extension service.

The Federal Equal Credit 
Opportunity Act gives reject­
ed applicants the right to 
object to the creditor's deci­
sion within CO days and to 
ask on what grounds the re­
jection was based. Although 
creditors rarely reverse a de­
cision based on the scoring

system, an applicant may be 
able to point out a mistake or 
j. rovide new, favorable infor­
mation by discussing the ap­
plication with the creditor.

One major credit-card is­
suer actually adds points to 
the score of an applicant who 
complains about being turned 
down.

I 1 From King Featuros Syndicnto



Expert foresees rising interest 
rates that could slow recovery

The Associated Press 
A prominent Wall Street economist says in­

terest rates are headed upward, but he discoun­
ted the possibility of a major increase that 
would stall the economic recovery.

Henry Kaufman, whose forecasts are widely 
watched in the financial community, said Thurs­
day that he saw little chance of avoiding an up­
ward trend in rates.

Kaufman, chief economist at Salomon 
Brothers Inc., repeated earlier predictions that 
interest rates would rise between 1 and 1W per­
centage points in 1984, He added that he expec­
ted interest rates to keep rising in 1985, but in­
dicated the increases would not be enough to 
halt the economy's growth in 1984.

Asked by reporters what would change the 
outlook for interest rates, he said:

"One, a basic reversal of economic activity 
from expansion to topping out and economic 
decline. Two, a massive change in fiscal policy, 
from one of substantial expansion to clear- cut 
indication that the budget deficit is going down 
very sharply over the next year or two. I believe 
neither of those tsvo events are about to 
materialize."

However, a more optimistic outlook was of­
fered Thursday by Treasury Secretary Donald 
Regan

While indicating he was concerned about a 
too-rapid expansion of the nation's money sup­
ply, Regan told the Joint Economic Committee 
that the economy "is poised for a long period of 
expansion without a return to high and rising 
rates of inflation."

Regan reiterated the administration's forecast 
that the expansion would remain solid this year, 
with the economy growing at a rate of 4.5 per­
cent after adjustment for inflation. It expanded 
at a rate of 6.1 percent in 1983, when measured 
by the gross national product between the 
fourth quarters of 1982 and 1983.

Regan also predicted that the unemployment 
rate, which stood at 8.2 percent of the civilian 
labor force in December, would drop to 7.7 per­
cent by the end of 1984.

In other economic developments Thursday:
—The National Association of Realtors said 

sales of single- family homes jumped 8,5 percent 
in December because of slightly lower prices 
and buyers' greater willingness to accept 
adjustable-rate mortgages.

—The Investment Company Institute said 
assets of money market mutual funds rose $603 
million in the week ended Wednesday to $105.42 
billion. The seven-day average yield on the 
money funds fell to 8.75 percent from 8.78 per- 

. cent the previous week._ _  cent the previous week. / /
J  u n zcu EnpUc. /1^-7J H
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Bills propose raising interest limits
By JIM ERICKSON
Daily News business reporter

T h e  m o n th ly  b i l l s  A l a s k a n s  p a y  
fo r  a v a r i e t y  o f  lo a n s  a n d  c re d i t ,  
i n c l u d i n g  r e v o l v i n g  c h a r g e  a c ­
coun ts ,  co u ld  in c re a se  if  p ro p o s a ls  
b e fo re  th e  A l a s k a  L e g is la tu re  to  
d e re g u la te  in t e r e s t  r a te s  becom e 
law .

F o u r  b i l l s  a w a i t i n g  a c t io n  in 
th e  S e n a te  L a b o r  a n d  C o m m e rc e  
c o m m it te e  w o u ld  e i t h e r  in c re a se  
o r  e l im in a te  in t e r e s t  r a t e  ce i l ings  
now  re g u la te d  b y  a  c o m p le x  se t  of 
A la s k a 's  so-ca l led  " u s u r y "  law s.

C h a rg e  c a rd  h o ld e r s  b y  law  
ca n n o t  b e  a sse sse d  m o re  t h a n  111 
p e rc e n t  in t e r e s t  a n n u a l ly  on  c red i t  
b a lances  o f  less  th a n  $1,000.

F o r  a c c o u n ts  w i th  b a la n c e s  e x ­
ceed ing  $1,000, th e  in te re s t  r a te

" f l o a t s "  f iv e  p e r c e n t a g e  p o i n t s  
a b o v e  th e  d is c o u n t  r a t e  se t  b y  th e  
F e d e ra l  R ese rv e  B a n k ,  c u r r e n t l y  
8.5 p e rc e n t  a n n u a l ly .

U n d e r  S e n a te  B ill  485, i n t r o ­
duced  F eb . 13 by  Sen . J o e  J o s e p h ­
son, D -A nchorage , b a n k s  a n d  o t h ­
e r  f in a n c ia l  in s t i t u t io n s  w o u ld  be  
a l lo w e d  to  c h a rg e  c r e d i t  c a rd  u se rs  
up  to  24 p e rcen t  a n n u a l ly .

J o se p h so n  sa id  t h a t  h e  h a d  i n ­
t ro d u c e d  h is  b i l l  a t  th e  re q u e s t  o f  
R a n ie r  B a n c o rp o ra t io n ,  a n d  t h a t  
he  d id  no t n e c e s sa r i ly  a d v o c a te  
p a s sa g e  a t  th is  t im e .

" B u t  I t h in k  it m e r i t s  c o n s id e r ­
a t i o n , "  he  sa id ,  b e c a u se  a n  in ­
c rease  in  r a te s  co u ld  a l lo w  h ig h e r-  
r isk  b o r ro w e r s  access  to  c re d i t .

H o u se  B ill  240, s p o n s o re d  by  
Bob B e t t i s w o r th ,  R-College, w o u ld

d e re g u la te  v i r tu a l ly  a l l  fo rm s  of 
le n d in g  a n d  c re d i t  in th e  s ta te .

I n te r e s t  r a t e  c e i l in g s  o n  b a n k -  
a d m in is te r e d  c re d i t  p l a n s  (such as 
V isa  o r  M a s te rC a rd ) ,  d e p a r t m e n t  
s to re  c h a rg e  acco u n ts ,  r e ta i l  in ­
s ta l lm e n t  c o n t ra c ts  a n d  lo an s  of 
less t h a n  $25,000 w o u l d  b e  re ­
p e a le d  u n d e r  H B  246, w h i c h  p a s s ­
ed th e  h o u se  in 1983. It is n o w  
b e fo re  th e  S e n a te .

T h e  bil l  h a s  been  e a r  m a rk e d  as 
th e  v eh ic le  fo r  p o ss ib le  c h an g es  in 
s t a t e  le n d in g  a n d  c r e d i t  la w s  th is  
sess ion . A p u b l ic  h e a r i n g  on th e  
le g i s la t io n  is s c h e d u le d  fo r  M arch  
3 a t  th e  A n c h o ra g e  L e g is la t iv e  
I n f o r m a t io n  Office.

A la s k a  r e ta i l e r s  a n d  b a n k e r s  
h a v e  been  lo b b y in g  fo r  so m e  fo rm  
of  d e re g u la t io n  s in ce  1980, d u r in g

a p e r io d  w h e n  th e  fe d e ra l  p r im e  
r a t e  w e n t  th ro u g h  th e  roof  and  
le n d e rs  w e re  h a r d  p re sse d  to  fi­
n an ce  c re d i t  p r o  , r a m s .

M ore th a n  40 s ta te s  h a v e  in  th e  
p a s t  f o u r  y e a r s  p a s se d  le g is la t io n  
ra is in g  u s u r y  ce i l ings.  O f th o se  
s ta te s ,  18 h a v e  d one  a w a y  w i th  
c a p s  e n t i r e l y  t h r o u g h  v a r y i n g  
fo rm s  o f  d e re g u la t io n .

" F r o m  th e  r e t a i l e r ’s  s ta n d p o i n t ,  
b a s ic a l ly  w h a t  w e re  t r y in g  to  do is 
ju s t  com e c lo se r  to  c o v e r in g  th e  
cost o f  e x te n d in g  c r e d i t , "  s a id  Don 
M agnusson , e x e c u t iv e  d i r e c to r  of 
th e  A la s k a  R e ta i l  A ssoc ia t ion ,  a 
s t a t e  t r a d e  o r g a n i z a t i o n  w h o s e  
m e m b e r s h ip  in c lud es  m a jo r  d e ­
p a r tm e n t  s to re s .

See PaqeD-3, INTEREST
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Bank failures could increase 
as federal regulations eased

By ROBERTFURLOW 
Associated Press Writer

WASHINGTON -  Bank failures, already at 
the highest rate in four decades, could increase 
as the government further eases rules on what 
banks can or can't do, says the head of the 
federal agency that insures deposits.

"You give people more leeway to go out and 
do new and different things, and It stands to 
reason they won't all do them >vell," said 
William Isaac, chairman of the Federal Deposit 
Insurance Corp.

Hut while the failure total may r.we, he said, 
"1 don't expect It to be unreasonably. igh."

Isaac made his comments to repn:‘.ciB Wed­
nesday at u bank-deregulntlon conference spon­
sored by the Washington Journalism Center.

Speaking at the same conference, Federal 
Reserve Governor Charles Partee seemed a bit 
more concerned about bank failures, suggesting

a parallel between the current deregulating of 
banking activities and the hard times that have 
followed deregulation of airlines.

"We can't stand many large bankruptcies" in 
banking, he said. Nor could the nation easily 
stand to see banks concentrate their serglces 
only in large cities or the most profitable areas, 
he said, again using the example of airlines that 
cut back service to many small cities after 
routes were partly deregulated.

By all accounts, traditional barriers 'hat once 
separated banks, savings and loans, inu'rance 
companies and securities dealers are collapsing, 
with many of them taking on or hoping to take 
on at least some activities of the others. Govern­
ment regulatory agencies, including Isaac's and 
Partee's, have helped or tried to slow them to 
varying degrees, but there Ls wide agreement 
that broad deregulation is only a matter of t me.

IO-L
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Interest
Continued from Page D 1

C u r re n t  in te re s t  lev e l  ceil 
ings  w e re  e s ta b l i s h e d  a t  i 
t im e  th e  p r im e  ra te  w a s  less 
th a n  5 p e rc e n t ,  M agn u sso n  
sa id .  B u t  in  recen t y e a r s  the 
p r im e  ra te  h a s  e x c e e d e d  20 
p e rc e n t  — a b o v e  th e  in te re s t  
r a t e  r e ta i le r s  ca n  c h a rg e  for 
c r e d i t  p u rch a ses .

A l t h o u g h  t h e  p r i m e  h a s  
d ro p p e d  to  11 p e rc e n t ,  r e t a i l ­
e r s  o f te n  c a n n o t  reco u p  th e  
cos ts  o f  e x te n d in g  c r e d i t  ev en  
b y  c h a rg in g  th e  m a x im u m ,  he 
sa id .

" I n  effect,  w h a t  y o u  h a v e  
is th e  c r e d i t  c u s to m e r ,  u s u a l ly  
th e  m id d le  c lass , b e in g  s u b s i ­
d ized  b y  th o se  w h o  m u s t  p a y  
c a s h ,"  h e  sa id .

M a gn u sso n  s a id  it w o u ld  b e  
d i f f ic u l t  to  p re d ic t  h o w  m uch  
r a te s  w o u ld  r ise  if d e r e g u la ­
t io n  w e re  in s t i t u t e d ,  b u t  n a ­
t io n a l ly  th e  level a p p e a r s  to  
b e  a b o u t  21 p ercen t .

" T h a t ' s  p ro v e n  to  be  th e  
p ra c t ic a l  cap , ev en  in  th o se  
s ta te s  t h a t  a l lo w  m o re  th a n  21 
p e rc e n t . "  h e  sa id .

H B  246 w o u ld  a lso  re m o v e  
th e  in te re s t  ce i l ing  on  co n ­
s u m e r  a n d  b u s in e ss  lo an s  of 
less tn a n  $25,000.

C u r r e n t l y ,  b a n k s  c a n n o t  
ch a rg e  m o re  th a n  13.5 p e rc e n t  
for loans  of less t h a n  t h a t  
am o u n t .

Win G ru e n in g ,  p r e s id e n t  of 
th e  A la sk a  B a n k e r s  A sso c ia ­
t ion ,  sa id  fed e ra l  d e re g u la t io n  
h as  in c re a se d  th e  cost o f  o b ­
ta in in g  fu n d s  to  lend  by  a l ­
low ing  h ig h e r  r a te s  o f  i n t e r ­
est to  be p a id  to  d e p o s i to rs .

Y et a t  th e  s a m e  t im e ,  b a n k ­
ers  h a v e  b een  u n a b le  to  c o u n ­
te ra c t  th e  in c re a se  by  r a i s in g  
i n t e r e s t  r a t e s  on  c o n s u m e r  
and  sm a l l  b u s in e ss  loans  b e ­
cause  c f  in te re s t  r a t e  caps .

T h e  m o s t  l i k e l y  r e s u l t ,  
G ru e n in g  a n d  o th e r s  say ,  is 
th a t  d u r in g  p e r io d s  o f  h igh  
in te re s t  r a te s  b a n k e r s  w ill  be  
less inc l ined  to  lend  m o n e y  in 
a m o u n ts  o f  less t h a n  $25,000, 
p r e fe r r in g  to  lend  o n ly  to  
those  w ho  need  f in a n c in g  in 
a m o u n ts  a b o v e  th e  ceiling.



a u re e n  K e n n ed y ,  d i r e c to r  
o f  t h e  A l a s k a  P u b l ic  In te r e s t  
R esearch  G ro u p ,  sa id  d e re g u ­
la t io n  w o u ld  fuel in f la t io n ,  
a n d  a d v e r s e l y  a f f e c t  t h e  
s t a t e ' s  eco n o m y  as  c o n su m e rs  
p u t  o ff  m a jo r  p u rc h a se s  in  th e  
face o f  h ig h e r  in te re s t  ra te s .  
L o w -incom e b o r ro w e r s  w o u ld  
be  h a rd e s t  h i t  b y  th e  increase ,  
she  sa id .

C o m p e t i t io n  a lo n e  w o u ld  
n o t  p ro v id e  a su f f ic ien t  b r a k e  
to  r i s in g  in te re s t  r a te s ,  she  
sa id ,  becau se  th e  c re d i t  and  
len d in g  in d u s t r ie s  a re  n o t  t r u ­
ly c o m p e t i t iv e ,

" I f  y o u  lo o k  a t  s t a t e s  
w h e re  th e  lid  h a s  been  ta k e n  
off, th e  b a n k s  a u to m a t ic a l ly  
r a i s e  t h e  r a t e s , "  K e n n e d y  
sa id .  " T h e  th e o re t ic a l  a r g u ­
m e n t  is on  th e  b a n k e r s '  side, 
b u t  t h a t ' s  n o t  w h a t  h a p p e n s  
in a c tu a l  p rac t ic e .  In o r d e r  for  
th a t  logic to  c a r ry ,  you  h a v e  
to  a s su m e  b a n k in g  is a  c o m ­
p e t i t iv e  in d u s t r y ,  a n d  th a t  
p eo p le  w i l l  shop  for c r e d i t . "

K e n n e d y  sa id  a 1977 s tu d y  
b y  th e  F e d e ra l  R eserve  B oard  
s h o w ed  o n ly  30 p e rcen t  of 
p o te n t ia l  b o r ro w e rs  sh o p  for 
loans ,  a n d  th a t  f ig u re  w o u ld  
be m uch  lo w e r  lo r  low -incom e 
b o r ro w e rs .

D e r e g u l a t i o n  c o u ld  a l s o  
h a v e  a  s e v e re  im p ac t  on ru ra l  
A la sk a n s  l iv in g  in c o m m u n i ­
t ies  w h e re  th e re  is on ly  one 
s to re , she  m a in ta in e d .

C red it  in  B ush  a r e a s  is 
e s sen t ia l  becau se  of th e  s e a ­
so n a l  n a tu r e  o f  local eco n o ­
m ies , she  sa id .  B ut w i th o u t  
ie g u la to ry  o r  c o m p e t i t iv e  c o n ­
tro l ,  r e ta i le r s  could  c h a rg e  
in te re s t  r a te s  f a r  a b o v e  w h a t  
m ip ‘ t be c o n s id e re d  f a i r  m a r ­
k e t  ra tes .
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T h e r e ’s a lo t  o f  ta lk  t o d a y  a b o u t  th e  f in a n c e  
c h a rg e s  d e p a r t m e n t  s t o r e  c u s to m e r s  a re  
a s k e d  to  pay  o n  th e i r  R e v o lv in g  C h a r g e  
A c c o u n t s .

M o s t  p e o p le  a g r e e  t h a t  r e v o lv in g  c h a rg e  
c re d i t  is a g o o d  th in g  fo r  p e o p le  b u t  th e y  
th in k  it c o s ts  to o  m u c h .  T h e y  th in k  th e  
s to r e s  a r e  m a k i n g  h u g e  p ro f i t s  o n  c red it .

W ell ,  it ju s t  is n ’t so .

For  m a n y  y e a r s  n o w , retail s to re s  have 
ch a rg ed  an 1 S' r annua l p e rc e n ta g e  ra te  on 
R evolv ing  C h a rg e  A c c o u n ts .  A nd  we d o n ’t 
get r ich  on  it— all o f  the  f inance  charge  
re v e n u e  at IS' , and  then  som e goes  to pay 
for th e  eos t  o f  p rov id ing  the  serv ice .

Hut to  th e  c u s to m e r ,  IN'* s o u n d s  like  a g re a t  
d e a l  o f  m o n e y .  I his is b e c a u s e  ve ry  few 
p e o p le  rea l ly  u n d e r s t a n d  it c o r re c t ly :  it isn’t 
w h a t  it a p p e a r s  to  be a t  all.



T hen  where  docs the 18% figure come from? 
T h a t ’s easy. If  you pay 1 V2% each m o n th  for 
twelve months ,  twelve onc-and-a -hal f  per  
cents add up to 18%. The  Federa l Tru th- in -  
Lend ing  Law requires that  we s tate the full 
annual  rate clearly, to  every credit customer .

But  an 18% annua l  rate does not  mean the 
cu s tomer  is paying SI8 a year for every SI 00- 
wor th  o f  merchandise lie buys!

Actual ly,  the cus tomer  pays far less, since he 
pays  only 1 Vi% a m on th  on his monthly  
balance.

Retailers use many methods  to comput e  the 
f inance charge.  Herd’s one popula r  method ,  
an d a char t  which ,ws you what  would 
ha p p en  with a cus tomer  who m a d e  a 5100 
pu .cnasc  and paid for it in monthly  
paym en ts  of  510.00 each.

Initial
Purchase

Monthly
Payment

!!4%
Finance 

Charge on 
Average Daily 

Balance •

Customer's
Balance

after
Payment

1. $100.00 $00.00 $0.00 $100.00
2. 10.00 1.43 91.43
3. 10.00 1.28 82.71
4. 10.00 1.16 73.87
5. 10.00 1.02 64.89
6. 10.00 .89 55.78
7. 10.00 .75 46.53
8. 10.00 .62 37.15
9. 10.00 .50 27.65

10. 10.00 .50 ISIS
II. 10.00 .50 8.65
12. 8.6$ .00 .00

Total Finance Charge S8.65

‘Assumes payment received on the 15th day of the 
month.

As you can sec, the account  would  be cleared 
within a year,  a n d  the cu s tomer  would  have 
paid a  total  ac tual  finance charge  of  
onlyS8.65! O the r  methods  could p ro d u c e a n  
even lower f inance charge!

But  even SS.65 is a long way f rom the $18 
most  people natura lly think o f  when you tell 
them they are paying at the rale o f  18% a 
year! But the Federal  Truth- in-1.ending Law 
requi tes  us to make this disclosure clear to 
every customer .  It’s safe to assume that few, 
if any of them,  realize the modest  am o u n t  of 
money actual ly involved: 18% jus t  sounds  
like a great  deal more.



Once an account  is open,  there are opera ting 
costs.

Each t ime a cus tomer  makes a new 
purchase ,  new records have to be made. An 
accura te  running account  of  the t ransactions 
must  be kept.  If the account stays active 
t h ro ughou t  the year,  there arc twelve bills to 
be prepared and mailed. In addi tion to the 
work ,  tha t  co m es  to S 2 . 16 in postage 
alone.
In response to the bills, the cus tomer  makes 
payments  — all of  which must  be processed 
quickly and accurate ly  to be sure the 
account  is credited for them.

All o f  this complex effort,  which goes on 
cont inuously,  takes t ime and money.  A 
substant ial  cost to  stores providing credit is 
incurred in just  the  day-to-day opera t ion of  
millions of  active accounts  an d literally 
billions of  senarutc  t ransactions.

W hy  does credit cost as much as it does?

Even though revolving credit doe sn’t cost as 
m uch  as most  people think,  it’s still fair to 
ask why it costs as much as it does.

T he  answer  is that running a credit 
ope ra t ion  is an  ext remely involved, complex 
under taking.  It requires a great many 
special ly-t rained people, a good deal  of 
special equ ipm ent ,  an d a great  deal  of 
expensive  time.

It is im por t an t  to remember  that  a credit 
ope ra t ion  is financed in large part  by 
bo rrowed funds,  which the creditor  obta ins  
in the marketplace  at a cost close to the 
prevai ling prime rate charged by major  
banks.

First »f all, there are s ta r t -up costs of 
(i|K'ning a new account.

It takes t ime and money to interview a new 
credit  appl icant  and take  do wn  all the 
necessary informat ion the cu s to mer  gives us.

T h e r e ’s the  cost  of  ve r i fy ing credit  
informat ion,  to he sure the cus tomer  really 
can pay for the things the cus tomer  wiil buy 
wi thout gett ing in too deep.  (That  w ou ld n’t 
be good for ei ther of  us.)

And when you consider that hu ndreds  of 
tho usan ds  of  new revolving charge accounts  
arc opened  at stores each year,  you can sec 
that  jus t  the  s t ar t -up costs co me to a 
considerable  am o u n t  o f  money.



H e re ’s one  cost tha t  really hur ts  everyone.

Unfor tunate ly ,  not  every cus tomer  pays on 
time, and we have to do  some collection 
fol low-up.

M ay be  the cus to mer  jus t  forgot.  O r  maybe 
there’s been an accident  or  illness an d 
paym en t  ca nnot  be m ade  right now.

Whatever  the  reason,  if a credit cu s to mer  
star ts  falling behind in payments ,  we have to  
find out  why.

In a few cas t s  - -  for tunately,  very few —  we 
find som e accounts  are  simply uncollectible.

Unfor tuna te ly ,  110  merchant  has ever found 
a way to avoid so m e  account  collection 
costs,  an d  they have tu  be shared by 
everyone w ho  uses the credit services. 
Because of  the  efficiency with which ou r  
credit  professionals handle  new account  
interviews, an d the skill wi th which those 
first credit checks  arc made,  we have been 
able to hold collection costs to the lowest 
possible min imum.

Mere’s anothe r  cost o f  providing credit  that  
few o f  o u r  cus tomers  have ever thought  
about .

Although we t rust  o u r  cus tomer  and are 
willing to wait for  his payments ,  our  
suppliers can’t wait,  t hey have to be paid 
right away.

And because most  stores mainta in  a good 
record of p ro m p t  payment  to suppl iers,  we 
are able to buy advantageously,  an d  keep 
ou r  prices do wn  wnerc  cus tomers  like to see 
them.

But how can we pay our  suppliers promp t ly  
if the cus tomer  himself isn’t going to  pay us 
back until  later — sometimes  mon ths  later?

T he  merchant  docs  the  only thing he can do 
— borrows from the banks.  And banks ,  as 
you know, charge  interest on loans.

So the cost of  bo r rowing  money to  p;.y ou r  
suppliers adds  significantly to the cost of 
providing credit  to o u r  customers.

As everyone knows,  the cost of  borrowed 
funds has risen steadily in recent years.  In 
I960, for example,  the cost to retailers of 
b )i rowing money was at a cost  close to the 
4 /ir/c prime rate charged by major banks.
At the end of 1980, the prime rate was at 
2 \ W X > .



There are o the r  costs,  t oo .

Cost for space and equipment and for the 
facilities required by a complex business 
operation.

More  and more ,  the high speed techniques 
o f  data process ing are used as  an aid in 
handling t ransactions.  But  even though  the 
speed of  advanced 1 :chnolog> has  enabled 
more  cus tomers  to bo serviced, the high cost 
of encigy has m ade  costs sky iockct .

Ar.d since it takes  a salesperson; longer  to 
complete a credit sale than  it d 'cs a cash 
sale, the ext ra  sales t ime has to bo figured in.

And,  there are  m an a ge m e n t  costs,  to keep 
the whole complex  ope ra t ion  flowing 
smoothly.

As an  example,  look a t  the  fol lowing chart .  
In 1967, the C o n s u m e r  Price Index was 
established.  The base year of  1967 was given 
a value of  100. With this as  a reference point  
let’s see how prices an d  expenses have 
increased.

C O M P A R I S O N  O F  
S E L E C T E D  F A C T O R S  A F F E C T IN G  

T H E  C O S T  O F  C R E D I T 1

1967 1960 Increase

Consumer Price 
Index 1007c 234% 134%

Average Prime 
Rate1 67 c 21.5% 258%

Postage1 S .05 $ .15 200%

Minimum Wage J 1.25 $ 3.10 148%

Social Security 
Tax4 4.407 c 6.13% 39%

Wages Subject to 
Social Security 
Tax1 56,600.00 525,900.00 292%

Energy Cost Index 100% 162% 62%

Prevailing 
Finance Charge 
Rate 18% 18% None

'Source: Consumer Price Index, U.S. Deportment o f 
Labor

1Source: Federal Reserve System 
'1981— .18. 2607c Increase '

*1981— 6.68% , 517c Increase 

51981— 29.500, Increase



All of  these things cost money ,  an d  all of  
t h em  have to be paid  for  by someone.  
Should  the retailer pay?

The  only  way we could  do  it would  be to  
raise prices on everything,  to get en ough  
m on ey  to  pay for  the  cost  of  ope ra t ing 
credit .

But  tha t  way, cash cus tomers ,  too ,  would  be 
paying  for  par t  of  the  cost  o f  credit ,  whe the r  
they wanted to buy on credi t  or  not .  And  
m ost  retailers th ink t h a t ’s a  bad  idea.

Does  the 18% an nua l  rate produce  enough 
to  cover these costs?

'Tie answer  in mos t  cases is no.  It usually 
takes all of  the  f inance charge revenue at 
18% and then some to cover  the cost  of  the 
service itself. In fact, in one  s tudy the  cost  of  
providing revolving credit  was found to be 
SI.29 for every dol la r  of finance charge  
revenue paid in by the  customers  and the 
s tudy was done  in 1969!*

We believe that  the  cus tomer  w ho  chooses  t o  
buy on credit — an d only  those  cus tom ers  
w ho  choose  it — should  pay for  the  cost  o f  
credit .

*5OURCE: Robert tV Johnson and Touche, Ross, Dailey 
and Sntar,, ECONOMIC CHARACTERISTICS OF 
DEPARTMENT STORE CREDIT, (New York: National 
Retail Merchants Association, 1969) p. 53.



As a result, d ep a r tm en t  stores are losing 
money on credit opera t ions  at an  18% 
annua l  percentage rate. Let ’s see why. We 
have looked at a S100 purchase  an d  have 
seen that  it yields SS.65 in f inance charges if 
the purchase  is paid off  at SI 0.00 per month .  
W ha t  this really means  is tha t  the gross 
f inance charge  yield when viewed as a 
percentage is 16%. A s tudy of  one  national  
retailer’s 1979 opera t ing costs6 showed that  
the opera t ing expenses for the  process ing of 
a SI00 credit purchase  was S6.79. The study 
also showed that  when the cost to the retailer 
o f  borrowed funds is 14%, the  annua l  cost to 
the retailer to finance this $100 credit  
purchase  is $7.55. S o  we sec that  the total  
expenses to the retailer arc:

$7.55 
$6.79 

S 14.34

Cost o f  bor rowed  funds 
Expenses

and the income is only $8.65. This is a loss of  
$5.69. T o  break even on the $100 credit  
purchase,  the creditor  would  need to be able 
to charge  an an nua l  percentage  late o f  at 
least 30%.('

We're sure you w on de r  what  the pr im e rate 
would have to  be for the cred i tor  to break 
even with an income of  $8.65. Well,  the 
pr ime rate would have to be at 3'/j%! that  
rate last occurred in li>55P



Other  states have begun to recognize that  
unless laws arc changed to  allow retailers to 
increase finance charge rates to pay for the 
cost of credit,  d isas trous  things can happen,  
both  to the stoics an d to the customers .

The states o f  Arizona,  Delaware ,  K e n ­
tucky, Montana,  Nevada,  New Hampshire,  
New Jersey,  New Mexico,  N ew  York,  
Oregon and Utah,  have deregulated credit 
by removing all legal limits upon maximum 
finance charge rates. Eight of these states 
have deregulated credit since 1980. Rate 
deregulation allows marketplace competi­
tion to determine f inance charge rates.  
S imply,  credi t  deregu la t ion  subst i tu tes  
proven free market economic principles for 
arbitrary competitive restraints.

As of July 1981, other  states with laws that 
permit retail merchants  to charge more 
than 18% nominal annual percentage rate 
inc lude A labam a ,  Cal i fornia ,  Il linois,  
Kansas, Michigan, Mississippi, Nebraska,  
O k la hom a ,  C o lo ra d o ,  Georgia ,  Idaho ,  
South Carolina, Texas,  and Wyoming.

F or  these reasons,  we badly need laws which 
permit us to  come somewhere  close to 
covering our  costs of offering revolving 
credit service.

And not only the  stores need 
consumer  needs it, too.

it — the



Research shows th a t  cash prices for 
merchandise  an d services in states wi th low 
rates are higher t h an  cash prices of  the  same 
i tems in neighbor ing states.

Cash  prices of  • ppl ianccs in A rkansa s  are 
f rom  three to seven percent higher than cash 
prices of  the same i tems in neighboring 
states.8 In Wash ing ton ,  m an y  prices ju m p ed  
immediate ly  af ter  rates were reduced.9

This is because the cost  o f  providing credit  is 
still there,  t hough  the  a m o u n t  of  money 
genera ted  to pay for  it is restricted by law. 
T he  retailer has little recourse  but  to cover  
this deficit by increas ing prices.

A n d  when prices have to be increased to  pay 
for the  cost  of  credit,  the cash cus tomer  
au tomat ica l ly  has to pay more ,  whe ther  he 
wants  to or  not .

Unless he decides to buy in a neighboring 
state where  prices are not  affected.

It’s happen ing  in Arkansas  right now.10 
People are  ac tual ly going out  of  their way to 
do  their shopp in g  out  of  state at  the borders.  
S tores  in Arkan sa s  bor de r  towns are 
suffering — an d  merchants  across the 
borders ,  where prices arc  l o w e r , are  
gett ing ex t ra  business.

^SOURCE: Roland Stuck i, UTA II CONSUMER CREDIT 
RETORT Supplement to the Report by r Utah State 
Commissioner o f Einancial Institutions to the Governor anti 
Legislature of the State o f Utah on the Use of Consumer 
Credit in Utah. (Salt lake City: State of Utah Department of 

Eint.ncial Institutions, 1970).

'SOURCE: Gene C. Lynch, "Consumer Cm/it at Ten Ter 
Cent Simple: Vie Arkansas Case," University of Illinois 
IA  It' FORUM, Tax Fraud I',>1. 1968. Winter Number, pp. 
592-620.
'SOURCE: Guy G. Gordon, ami others, THE IMTA CT OF 

A CONSUMER C R E D IT  L IM IT A T IO N  LAW . 
WASHINGTON STATE; IN IT IAT IVE 745. (Seattle: 
Graduate School o f liusiness Administration, University of 
WashiriKlon. 1970).



And  if a merchant  finds himself in a money-  
losing si tua tion over which he has no 
control ,  it i sn’t good for anyone.  New 
developers  arc  re luctant  to come into such 
an area ,  v h i l e  others  flock to  the o ther  side 
o f  the s ta:e line. In Arkansas ,  for  example,  
s tudies show  that  outlets o f  national  firms 
have no t  ex panded  at the same ra te as 
out lets in o the r  states which do  no t  have 
restrictive, legislat ion.11

Also,  at lower rates,  deserving, responsible 
cus tomers  will be denied credit.

Because if the retailer can only recover part  
o f  his cost o f  providing credit,  he has to limit 
the nu m b e r  o f  new credit cus tomers  he can 
accept.  M a n y  others  who  want  it, and who 
would  normal ly  qualify for  credit,  just  can’t 
get it when the  rates arc restricted.

And if tivey can’t get legitimate credit,  it’s 
easier for loan sharks  to move in. Sure 
they’re illegal — but  studies show they thrive 
where people are denied legitimate credi t .12 
M a ny  people can’t pay for  unexpected needs 
out  o f  pocket  — they must  have credit.

Lower  rates ju i t  d o n ’t work to anyone’s 
advantage,  ei ther the retailer or  the 
customer!

The facts of  the tnaMer, then,  arc these: The 
merchants  need m o h '  t h a n  an 18% annua l  
percentage ra te in ordiir to  come somewhere  
close to breaking even on their  credit 
opera tions .  In states where low annua l  rates 
have been legislated, \both stores and 
cus tomers  have suffered.

We su ppor t  laws which protec t  both  the 
cus tomer  and the retailer in svery state!

"SOURCE: Jan Robert Williams, "Tins credit deficiency o f 
mailers in Arkansas, "ARKANSAS HUS I NESS AND 
ECONOMIC REi I EH’. Auxusl. 1970. taxe Ik-19,

"SOURCE: Paul A. Samarium, "Statement Re fare the 
Commit, •<• of the Judiciary o f the General Court of 
Massachusetts in Sup/tort of the Uniform Consumer Credit 
Cotie." January '9, 1969, />/>. J-4,



New parents,  who suddenly  have new needs, 
like layctts,  playpens,  toys and furni ture.  We 
k n o w  they’re good for the money,  a n d  we 
wan t  to  help.

C ust om er s  who  want  to take advantage  of  
sales, when prices are  especially at tract ive.  
Credi t  lets it happen.

Any on e  w h o  wants  to enjoy some of  life’s 
pleasures now,  an d  pay for them over  a 
comfor table  period of time. With credit,  
they can — in re turn  for a modest  charge for 
the service,

M os t  people unde rs t and  this, and agree that  
the bargain  is fair. Credi t is a mat te r  of 
choice — a service th a t  comes with a price 
tag which pays  for the  convenience of  bc.ng 
able to  buy now an d pay later.

We sincerely believe that  credit ,  proper ly 
used,  is a vital part  o f  the American way o f  
life.

And  wc arc  pro ud  of  our  part  in m ak ing  it 
avai lable  to  those who want  it an d  need it.

But it must be on a reasonable basis — at the 
c u s to m er ’s o w n  choice, an d at a rate which 
assures us wc can come reasonably  close to 
meeting the cost  o f  providing the  service.

1 'SOURCE: George Katuna, ami others, 1967 SURVEY OF 
CONSUMER FINANCES (Ann Arbor, Mich.: Survey 
Research C< liter, The University o f Michigan, I96S). pp, 38-
J9.

Why have revolving credit  a t  all? Because 
consum er s  want  it! 88% o f  all consumers  
have chosen at som e  t ime to buy on credi t !13

Newlyweds,  for instance — just  s tar t ing  out,  
with lots of  d r e a m s  but  not  much pocket  
money.
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H o n o r a b l e  R i c h a r d  E l i a so n  

S t a t e  S e n a t o r  

S t a t e  Capitol, R o o m  417 

P o u c h  V

Juneau, A l a s k a  99811

D e a r  H o n o r a b l e  R i c h a r d  Eliason:

N e w  J e r s e y  B a n k i n g  D e p a r t m e n t ' s  latest report, O c t o b e r  1982 shows a v e r a g e  rat e  on 

b a n k  c r e d i t  ca r d  l o a n s  is E i g h t e e n  P o i n t  O n e  Percent. R a n g e  is f r o m  l e s s  than 

e i g h t e e n  to less than twenty. U n d e r  N e w  Je r s e y  L a w  most loans by licen s e d  lend e r s  

i n c l u d i n g  c r e d i t  c a r d s  h a v e  no i nt e r e s t  ceiling. Th e rate is agreed b e t w e e n  l e n d e r  

an d  borrower. M a x i m u m  loan d o l l a r  a m o u n t  d e p e n d s  on type of lender, wit h  same for 

ba n k s ,  s a v i n g s  banks, s a v i ng s  an d  loans and less for small loan c o mpanies, cr e d i t  

u n i o n s  and  retailers. But n o n e  h a v e  rate ceiling.

N e w  J e r s e y  C r i m i n a l  S t a t u t e  d o e s  hav e  m a x i m u m  of 30% for loans to i n d i v i d u a l s  and 

50% for l o a n s  to c o r p o r a ti o n s ,  c o m m o n l y  k n o w n  as loan s h a r k  law. Any loan o v e r  

those f i g ur e s  is c r i m i n a l  usury.

U n d e r  la w  s e t t i n g  m a r k e t  rates w i t h o u t  ceiling, ou r  Ban k  C o m m i s s i o n e 1.' files annual 

r e p o r t  w i t h  L e g i s l a t u r e  on loan funds a v a i l a b l e  to cons u m e r s ,  and rates. C o p y  of 

this follows, w i t h  c o p y  of C o m m i s s i o n e r ' s  J a n u a r y  1.983 report.

R C F r s l b  

e n c .



STATE OF N E W  J E R S E Y  

D E P A R T M E N T  OF B A N K I N G

A  R E P O R T  OF T H E  C O M M I S S I O N E R  OF B A N K I N G  C O N C E R N I N G  

I N T E R E S T  R A T E S  ON L O A N S  A F F E C T E D  B Y  P . L . 1981, c. 103



State  o f  Ne w  J e r s e y  
Depa rtm ekt  of B a nk in g  

Tre :;ton 08625

M i c h a e l  M .  H o r n  

Commissioner

J a n u a r y  II, 1983

T o  the M e m b e r s  of the Senate and G e n e r a l  A s s e m b l y :

In c o m p l i a n c e  w i t h  P.L. 1981, c. 103, I s u b m i t  the R e p o r t  

of the C o m m i s s i o n e r  of B a n k i n g  c o n c e r n i n g  in t e r e s t  r ates on loans 

a f f e c t e d  by this law.

T h i s  r e p o r t  is b a s e d  u p o n  a m a i l  s u r v e y  c o n d u c t e d  b y  the 

D e p a r t m e n t  of B a n k i n g  of N e w  J e r s e y  i n s t i t u t i o n s  e n g a g e d  in c o n s u m e r  

c r e d i t  l e n ding. A m o n g  those r e s p o n d i n g  to the D e p a r t m e n t ' s  q u e s t i o n n a i r e  

wer e  more than t h r e e - f o u r t h s  of the Stat e ' s  c o m m e r c i a l  b a n k s ,  s a v i n g s  

b a n k s  and s a v i n g s  and loa n  a s s o c i a t i o n s  a n d  more t han t w o - t h i r d s  of the 

i n s u r a n c e  p r e m i u m  fi n a n c e ,  s e c o n d a r y  m o r t g a g e ,  and s m a l l  loan c o m p a n i e s  

l i c ensed by the D e p a r t m e n t ' s  C o n s u m e r  C r e d i t  B u r ea u .

R e s p e c t f u l l y  s u b m i t t e d ,

M i c h a e l  M. H o r n  

C o m m i s s l o n e r

1-2-fll: no 

e n c .



P age

TABLE OF CONTENTS

I n t r o d u c t i o n  1

Do the i n t e r e s t  r a t e s  b e i n g  c h a r g e d  o n  c o n s u m r  c r e d i t  loans r e f l e c t  m a r k e t

c o n d i t i o n s ?  . 3

C o m m e r c i a l  B a n k s  7

S a v i n g s  B a n k s  a n d  S a v i n g s  and L o a n  A s s o c i a t i o n s  3

L e n d e r s  L i c e n s e d  b y  the D e p a r t m e n t  of B a n k i n g  C o n s u m e r  C r e d i t  B u r e a u  9

D e p a r t m e n t  Store R e t a i l e r s  t ]0

D o e s  a s u b s t a n t i a l  d e g r e e  of c o m p e t i t i o n  exi s t ?  10

Has e l i m i n a t i o n  of the i n t e r e s t  rate c e i l i n g s  s e r v e d  to i n c r e a s e  the

a v a i l a b i l i t y  of cer.surcr loans? ]1

L I S T  O F  T A B L E S

T a b l e  I M o s t  C o m m o n  I n t e r e s t  Ra t e  - J u n e / O c t o b e r  1982 - C o m m e r c i a l  Ban k s ,

S a v i n g s  B a n k s  , S a v i n g s  and L o a n  A s s o c i a t i o n s

T a b l e  2 M o s t  C o m m o n  I n t e r e s t  R ate - O c t o b e r  1982 - C o n s u n e r  C r e d i t  L i c e n s e e s

T a b l e  3 T a b u l a t i o n  of R e s p o n s es  to M a i n  Q u e s t i o n s  A m o n g  C o m m e r c i a l  Banks

R e s p o n d i n g  to D e p a r t m e n t ' s  C o n s u m e r  C r e d i t  S u r v e y

T a b l e  4 T a b u l a t i o n  01 L o a n  Volume R e s p o n s e s  A m o n g  C o m m e r c i a l  Banks R e s p o n d i n g

to D e p a r t m e n t ' s  C o n s u m e r  C r e d i t  S u r v e y

T a b l e  5 T a b u l a t i o n  of 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 t a i l  I n s t a l l m e n t  

C r e d i t  P a p e r  and Hone I m p r o v e m e n t  P a p e r  A m o n g  C o m m e r c i a l  B anks 

R e s p o n d i n g  to D e p a r t m e n t ' s  C o n s u m e r  C r e d i t  S u r v e y

T a b l e  6 P r e v a i l i n g  I n t e r e s t  Rates on Charge A c c o u n t s  A m o n g  10 S e l e c t e d  D e p a r t m e n t  

S t o r e  R e t a i l e r s  W i t h  O u t l e t s  in New J e r s e y



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

T h i s  is the s e c o n d  r e p o r t  i s s u e d  b y  the N e w  J e r s e y  D e p a r t m e n t  of B a n k i n g  

in c o m p l i a n c e  w i t h  P.L. 1981, c. 103, w h i c h  r e m o v e d  the i n t e r e s t  r ate l i m i t s  

on v i r t u a l l y  a l l  types of c o n s u m e r  c r e d i t .  T h e  l a w  r e q u i r e s  the C o m m i s s i o n e r  

of B a n k i n g  to m o n i t o r  the i n t e r e s t  r a t e s  on l oans t h e r e b y  a f f e c t e d  and t o  r e­

p o r t  a n n u a l l y  to the L e g i s l a t u r e  " w h e t h e r  or n o t  the e l i m i n a t i o n  of s t a t u t o r y  

i n t e r e s t  ra t e  c e i l i n g s  as p r o v i d e d  h e r e i n  s h a l l  c o n t i n u e  or w h e t h e r  or n o t . . .  

(they) s h a l l  b e  r e i m p o s e d . "

In  m a k i n g  h i s  r e p o r t  the C o m m i s s i o n e r  m u s t  c o n s i d e r  w h e t h e r :

. a s u b s t a n t i a l  d e g r e e  of c o m p e t i t i o n  e x i s t s  a m o n g  

l e n d e r s  w i t h  r e s p e c t  to the m a k i n g  of the loans;

. the i n t e r e s t  rates b e i n g  c h a r g e d  on the loans 

r e a s o n a b l y  r e f l e c t  ma r k e t  c o n d i t i o n s ;  and

. the e l i m i n a t i o n  of the i n t e r e s t  rate c e i l i n g s  h a s  

s e r v e d  to i n c r e a s e  the a v a i l a b i l i t y  of c o n s u m e r  

loans i:i this State.

F o l l o w i n g  the sam e  p r o c e d u r e  as w h e n  the f ir s t  r e p o r t  w a s  pr epared, this 

D e p a r t m e n t  c o n d u c t e d  a m a i l  s u r v e y  of the S t a t e ' s  c o m n e r c i a l  b a n k s ,  s a v i n g s  

ba n k s ,  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 ,  p l u s  c o m p a n i e s  l i c e n s e d  by the D e p a r t m e n t ' s  

C o n s u m e r  C r e d i t  B u r e a u  to en g a g e  in h o  nr; r e p a i r  c o n t r a c t i n g ,  i n s u r an c e  p r e m i u m  

f i n a n c e ,  s e c o n d a r y  m o r t g a g e ,  s m a l l  loan, or r e t a i l  i n s t a l l m e n t  sales o p e r a t i o n s .

'Hit s u r v e y  q u e s t i o n n a i r e  in q u i r e d  a b o u t  the i n t e r e s t  r a t e s and d o l l a r  

v o l u m e  of loans e x t e n d e d  in June and O c t o b e r  of 1982 for the v a r i o u s  types of 

c o n s u m e r  c r e d i t  a d d r e s s e d  in the a b o v e  law. T hese t w o  m o n t h s  w e r e  s p e c i f i e d  

b e c a u s e  of the f act that i n t e r es t  r a t e s  h a v e  g e n e r a l l y  b e e n  o n  the d e c l i n e  

s i n c e  J un e .  By i n q u i r i n g  a b o u t  b o t h  m o n t h s  the q u e s t i o n n a i r e  w a s  inten d e d  to 

r e v e a l  the e x t e n t  to w h i c h  N e w  Je'rsey c o n s u m e r  c r e d i L  r a te s  w e r e  in k e e p i n g  

w i t h  o v e r a l l  m a r k e t  p a t t e r n s .  O c t o b e r  w a s  c o n s i d e r e d  the la t e s t  m o nt h  for 

w h i c h  d a t a  c o u l d  be o b t a i n e d  and s t i l l  p e r m i t  c o m p l e t i o n  of the r e p o r t  in
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i n  a t i m e l y  m a n n e r .

T h e  r e s u l t s  of this s e c o n d  s u r v e y  i n d i c a t e ,  as w a s  the c a s e  a y ear a g o ,  

t h a t  the i n t e r e s t  r a t e  ce i l i n g s  s h o u l d  n o t  be re imposed a t  this time. There 

a r e  s e v e r a l  r e a s o n s  for this d e t e r m i n a t i o n .

V i r t u a l l y  a l l  i n t e r e s t  rates are a t  l e a s t  200 b a s i s  points and in s o m e  

c a s e s  m o r e  t h a n  3 0 0  b a s i s  poi nt s  (100 b a s i s  p o i n t s  = 1.00 p e r c e n t )  b e l o w  

t h e i r  r e s p e c t i v e  l e v e l s  at y ear end 1 9 8 1 .  F r o m  June through O c t o b e r  of 19S2 

the a v e r a g e  c o n s u m e r  c r e d i t  loan rate d r o p p e d  b y  more t h a n  160 basis points 

a m o n g  those N e w  J e r s e y  c o m m e r c i a l  b a n k s r e s p o n d i n g  to the D e p a r t m e n t ' s  s u r ve y .  

W h i l e  it is n o t  w i d e l y  b e l i e v e d  that s i g n i f i c a n t  rate i n c r e a s e s  w i l l  occur i n  

th e  y e a r  a h e a d ,  the e x t e n t  of any p o s s i b l e  d e c r e a s e s  r e m ai n s  a m a t t e r  of c o n­

je c t u r e .  T h i s  p o i n t  w i l l  b e  further discussed, i n  the f o l l o w i n g  section.

In any e v e n t ,  there s e e m s  little m e r i t  in r e i m p o s i n g  c e i l i n g s  c o m p a r a b l e  

t o  c u r r e n t l y  p r e v a i l i n g  levels. The r a t e s  b e i n g  charged b y  the large m a j o r i t y  

o f  c o n s u m e r  c r e d i t  lend e rs  are r e a s o n a b l y  r e f l e c t i v e  of m a r k e t  c o n d i t i o n s ,  in 

a c c o r d a n c e  w i t h  the s e c o n d  s t a t u t o r y  c r i t e r i o n  l i s t e d  above, A n y  c r e d i t w o r t h y  

r e s i d e n t  of this S t a t e  s h o u l d ,  wit h  a m i n i m u m  of " s h o p p i n g  a r o u n d , "  be able to 

o b t a i n  a loan, at r e a s o n a b l e  cost. Fur the m o r e , at m i d - y e a r  1982, the most 

r e c e n t  p e r i o d  for w h i c h  such a s t a t i s t i c  is a v a i l a b l e ,  the a g g r e g a t e  net i n c o m e  

of  a l l  N e w  J e r s e y  c o m m e r c i a l  banks m e a s u r e d  .83 p e r c e n t  of total assets. Thi s  

f i g u r e  is h i g h l y  s i m i l a r  to the o v e r a l l  m e a n  and m e d i a n  levels for the prior 

f i f t e e n  y e a r s  of .84 a n d  . 8 6  percent, r e s p e c t i v e l y .  The s i m i l a r i t y  sugge st s  

t h a t  b a n k s  o n  the w h o l e  are not r e a l i z i n g  e x c e s s i v e  p r of i t s  to the d e t r i m e n t  

of the p u b l i c  i n t e r e s t .  M o r e o v e r ,  the l a t e s t  n e t  income r a t i o s  of most t h r i f t  

i n s t i t u t i o n s  are far b e l o w  norm a l ,  with m a n y  r e g i s t e r i n g  d e f i c i t s .

-2-



It s h o u l d  a l s o  be n o t e d  that the m a j o r i t y  of c o m m e r c i a l  b a n k s  offer s i x  

o f  the e i g h t  t yp e s  o f  b a n k  c o n s u m e r  c r e d i t  a f f e c t e d  b y  the s t a t u t e  in q u e s t i o n .  

T h e r e f o r e ,  a s u b s t a n t i a l  d e g r e e  of c o m p e t i t i o n  e x i s t s  a m o n g  l e n d e r s  w ith r e s p e c t  

t o  the m a k i n g  of t h e s e  lo a n s,  in a c c o r d a n c e  w i t h  the f i r s t  c r i t e r i o n  b y  w h i c h  

t h e  C o m m i s s i o n e r  o f  B a n k i n g  must e v a l u a t e  the e f f e c t i v e n e s s  o f  P.L .  1981, c. 103. 

T h e  two t ypes of c o n s u m e r  c r e d i t  d e n o t e d  in the s t a t u t e  and no t  o f f e r e d  b y  a 

m a j o r i t y  of b a n k s  a r e  e d u c a t i o n  l oa n s ,  w h i c h  a r e  g e n e r a l l y  p r o v i d e d  under 

a n o t h e r  s t a t u t o r y  l o a n  p r o g r a m  s u p e r v i s e d  by the N e w  J e r s e y  D e p a r t m e n t  of 

E d u c a t i o n ,  and c r e d i t  card p u r c h a s i n g .  O n l y  a s m a l l  n u m b e r  o f  th r i ft  i n s t i t u t i o n s  

a n d  a p p r o x i m a t e l y  a f o u r t h  of the c o m m e r c i a l  b a n k s  in the state i ssue c r e d i t  

c a r d s  s uch as M a s t e r c a r d  a n d  VISA. H o w e v e r ,  it is n e i t h e r  d i f f i c u l t  nor i n­

c o n v e n i e n t  for c r e d i t w o r t h y  i n d i v i d u a l s  to o b t a i n  suc h  cards f r o m  an i s s u i n g  

b a n k ,  e v e n  if t h e y  h a v e  no other d e a l i n g s  w i t h  that b a n k.

I n  the f o l l o w i n g  s e c t i o n s  of this r e p o r t  the r e s u l t s  of the m o n i t o r i n g  

s u r v e y  a r e  e x a m i n e d  in terms of the a f o r e n o t e d  s t a t u t o r y  p r o v i s i o n s  which the 

s u r v e y  w a s  d e s i g n e d  to implement.

D o  the i n t e r e s t  r a t e s  b e i n g  charged on c o n s u m e r  c r e d i t  loans r e a s o n a b l y  r e­

f l e c t  m a r k e t  c o n d i t i o n s ?

As s t a t e d  in last y e a r ' s  r e p or t ,  the a m o u n t  of a g i v e n  i n t e r e s t  rate 

d e p e n d s ,  in a d d i t i o n  t o  the d u r a t i o n  o f  the loan, the c r e d i t w o r t h i n e s s  of 

t h e  b o r r o w e r ,  and the c o l l a t e r a l ,  u p o n  the g e n e r a l  a v a i l a b i l i t y  of money 

r e l a t i v e  to the d e m a n d  for credit. It w a s  r e l a t e d  in that r e p o r t  that ore 

i n d i c a t o r  of the a v a i l a b i l i t y  of m o n e y  r e l a t i v e  to d e m a n d  was the r a t i o  of 

t o t a l  c o m m e r c i a l  b a n k  loans n at i o n w i d e  as a p e r c e n t a g e  of the n a t i o n ' s  m o n e y  

s u p p l y .  In this i n s t a n c e  the M3 m o n e t a r y  a g g r e g a t e ,  w h i c h  c o n s i s t s  mainly 

of c u r r e n c y  p l u s  the d e p o s i t s  of c o m m e r c i a l  b a n k s ,  s a v i n g s  b a n k s ,  savings
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and l o a n  a s s o c i a t i o n s ,  and c r e d i t  u n io n s ,  was used as the m e a s u r e  of the m o n e y  

s u p p l y .

It  wa s  f u r t h e r  s h o w n  that over the y e a r s  w h e n e v e r  this r a t i o  e x c e e d e d  

4 5  p e r c e n t  i n t e r e s t  r a t e s  w o u l d  b e  h i g h e r  t han n o r m a l .  The f a c t  tha t  this 

r a t i o  h a s  b e e n  a b o v e  4 5  p e r c e n t  for mo r e  than four y e a r s  und u b t e d l y  e x­

pl a i n s  to s o m e  e x t e n t  w h y  i n t e r e s t  r a t e s ,  a l t h o u g h  b e l o w  the p e a k  levels 

of D e c e m b e r  198 0  and J a n u a r y  198], are s t i l l  q u i t e  h i g h  b y  a n y  m o d e r n  s t a n­

da r d s  e x c l u d  ing those of the p a s t  ten y e a r s .

The c o m m e r c i a l  b a n k  loan/13 r a t i o  h a s  d r o p p e d  m a r g i n a l l y  f r o m  4 6 . 0  p e r c e n t  

d u r i n g  D e c e b m e r  1981 t o  4 5 . 7  p e r c e n t  in N o v e m b e r  1982 . This r e f l e c t s  the 

s l i g h t l y  more r a p i d  g r o w t h  of 13 c o m p a r e d  w i t h  b a n k  l oans through N o v e m b e r  

of '82. The f o rm e r  ha s  r i s e n  at an a n n u a l i z e d  rate of 10.2 p e r c e n t  and 

the latter by S . 8 p er c e n t .  This s m a l l  d e c l i n e  in the l o a n  to m o n e y  s u p p l y  

r a t i o  p l u s  a g e n e r a l l y  l ower level of i n f l a t i o n  in 1 9 8 2 ,  as c o n t r a s t e d  w i t h  

the p r i o r  y e a r ,  a p p a r e n t l y  s e r v e d  to b r i n g  a b o u t  the o v e r a l l  d e c r e a s e  in 

i n t e r e s t  r a t e s  d u r i n g  the p a s t  s e v e r a l  mont h s . H o w e v e r ,  the b e s t  w o r k i n g  

a s s u m p t i o n  for the c o m i n g  y e a r  a p p e a r s  to be that the l o a n / m o n e y  sup p l y  r a t i o ,  

i n f l a t i o n ,  a n d  i n t e r e s t  r a t e s  w i l l  r e m a i n  f a i r l y  m u c h  as they are.

The F e d e r a l  R e s e r v e - r e p o r t e d  t o ' C o n g r e s s  in J u l y  of 19S2 that it

i n t e n d e d  to m a i n t a i n  for 1983 the same m o n e t a r y  gr o w t h  targets of the p a s t

t w o  ye a r s .  G i v e n  the e x t r a o r d i n a r i l y  p r o t r a c t e d  b o t t o m i n g  out phase of

the c u r r e n t  r e c e s s i o n ,  the large a m o u n t  of u n u s e d  i n d u st r i a l  c a p a c i t y ,  a n d

the r e d u c t i o n  in m a n u f a c t u r e r s '  c a p i t a l  p r o g r a m s ,  it d c u s  not ap p ea r  li k e l y

*
t hat c o m m e r c i a l  b a n k  loan v o l u m e  w i l l  s i g n i f i c a n t l y  e x c e e d  the 1982 rate of 

e x p a n s i o n .  W h i l e  there are some fears that the F e d e r a l  b u d g e t  d e f i c i t  w i l l  

a b s o r b  a n  u ndue a m o u n t  of the .’.983 i n c r e a s e  in the m o n e y  s u p p l y ,  it is p r e­

mat u r e  to a n t i c i p a t e  s u c h  an e v e n t  as a c e r t a i n t y .  A c c o r d i n g l y ,  f r o m  the
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c u r r e n t  v a n t a g e  p o i n t  the b a n k  l o a n / m o n e y  s u p p l y  r a t i o  and c e r t a i n  b a s i c  s h o r t  

t e r m  r a t e s  s u c h  a s  t h a t  of the 3 - m o n t h  U.S. T r e a s u r y  b i l l  m a y  fl u c t u a t e  v e r y  

l i t t l e  f r o m  p r e s e n t  leve l s ,  n o r  m i g h t  t h e y  be e x p e c t e d  to.

F o r  i n s t a n c e ,  f r o m  1963 t h r o ug h  1965, w h e n  i n f l a t i o n  m e a s u r e d  less t h a n  

2 p e r c e n t  a n n u a l l y  and r e a l  i n c r e a s e s  in the g ross n a t i o n a l  p r o d u c t  w e r e  a t  

l e a s t  4 p e r c e n t  e a c h  y e a r ,  the 3 - m o n t h  " T - b i l l "  i n t e r e s t  rat e  t e n d e d  t o  be

e
s o m e  2 0 0  to 225  b a s i s  p o i n t s  a b o v e  the c o n s u m e r  p r i c e  i n d e x  g r o w t h  rate.

D u r i n g  the e x t e n d e d  p e r i o d  of h i g u  i n f l a t i o n  that f o l l o w e d ,  i n t e r e s t  r ates 

o f t e n  r e f l e c t e d  n e g a t i v e  v a l u e s  w h e n  t hose h i g h  r a t e s  of i n f l a t i o n  were d e­

d u c t e d .  If, h o w e v e r ,  it is a s s u m e d  t h a t  c u r r e n t  i n f l a t i o n  is a p p r o x i m a t e l y  

5 p e r c e n t ,  t h e n  the t h r e e - u o n t h  T - b i l l  m i g h t  b e  ex'pected to c a r r y  a n  i n t e r e s t  

r a t e  of a b o u t  7 . 2 5  p e r c e n t .  . C u r r e n t l y  this i n s t r u m e n t  is t r a di n g  at a bout 

7 . 8 5  p e r c e n t ,  w h i c h  does n o t  a p p e a r  u n r e a s o n a b l e  in light of the h i g h  b a n k  

l o a n / m o n e y  s u p p l y  r a t i o .  In o t h e r  w o r d s ,  m o n e y  is s t i l l  r e l a t i v e l y  tight.

B e c a u s e  d e p o s i t o r y  i n s t i t u t i o n s  a r e  s t i l l  p a y i n g  r e l a t i v e l y  h i g h  i n t e r e s t  

on c e r t a i n  i n s t r u m e n t s  i s s u e d  s e v e r a l  m o n t h s  ago, s u c h  as the 2 ^ - y e a r  c e r t i f i c a t e ,  

the r a t e s  o n  some loans, s u c h  as the p r i m e ,  m a y  d e c r e a s e  a b i t  m ore as suc h  

c e r t i f i c a t e s  m a t u r e  and there is f u r t h e r  m o d e r a t i o n  in d e p o s i t  costs. H c w -  

e v e r  , this t e n d e n c y  w i l l  b e  n e g a t i v e l y  a f f e c t e d  by the n e w l y  i n t r o d u c e d  mo., y 

m a r k e t  a c c o u n t s ,  w h i c h  have no rate limit, and w h i c h  are a l r e a d y  b e i n g  o f f e r e d  

to the p u b l i c  by s o m e  i n s t i t u t i o n s  at r tes of o ver 11 p e r c e n t .  T h o s e  i n s t i t u t i o n s  

h a v e  g e n e r a l l y  a n n o u n c e d  t h a t  s uch rat s are s u b j e c t  to change a f t e r  the f i r s t  

m o n t h ,  a n  i n d i c a t i o n  that the r a t e s  may be less out of line w i t h  those of m o s t  

s h o r t  t e r m  i n s t r u m e n t s  as the new y ear pr' .esses and d o l l a r s  are " r e p a t r i a t e d "  

f r o m  m o n e y  m a r k e t  m u t u a l  funds.

As c o n c e r n s  longer t e r m  i n s t r u m e n t s ,  m a t u r i n g  in a y e a r  or more, an in­

f l a t i o n  p r e m i u m  c u r r e n t l y  a p p e a r s  to e x i s t .  T h a t  is, b e c a u s e  of the rapid p r i c e



i n c r e a s e s  o f  the l a s t  s e v e r a l  y e a r s ,  l i n g e r i n g  fears a b o u t  r e n e w e d  d o u b l e  d i g i t  

i n f l a t i o n  are a p p a r e n t l y  c a u s i n g  these longer t e r n  is s u e s  to c a r r y  h i g h e r  t han 

n o r n a !  i n t e r e s t  rate d i f f e r e n t i a l s  r e l a t i v e  t o  s h o r t  t e r n  i n s t r u m e n t s .  T h e r e­

fore, the l o n g e r  that the n a t i o n  c a n  m a i n t a i n  a n  i n f l a t i o n  rate c o m p a r a b l e  to 

the p a t t e r n  s i n c e  M a r c h  of 1981, v?hen f uel p r i c e s  b e g a n  to d e c l i n e ,  the m o r e  

l i k e l y  that r a t e s  on m u l t i p l e  y e a r  i n s t r u m e n t s  w i l l  d i o i n i s h  s o m e w h a t .

I n  the m o n i t o r i n g  s u r v e y  c o m m e r c i a l  b a n k s ,  s a v i n g s  b a n k s ,  and s a v i n g s  

and l o a n  a s s o c i a t i o n s  w e r e  q u e s t i o n e d  a b o u t  the s e v e n  types o f  c r e d i t  l i s t e d  

b e l o w .  V i r t u a l l y  a l l  r e s p o n s e s  f r o m  s a v i n g s  b a n k s  and s a v i n g s  an d  loan 

a s s o c i a t i o n s  w e r e  l i m i t e d  t o  the first four items. For b a n k i n g  i n s t 't u t i o n s 

N . J . S . A .  1 7 : 9A—5 3 et seq . , c o n t a i n i n g  the A r t i c l e  12 p r o v i s i o n s ,  c o n t r o l s  a l l  

b u t  the last item, w h i c h  is go v e r n e d  b y  the R e t a i l  I n s t a l l m e n t  Sales Act,

N . J . S . A .  17 : 1 6 C — 1 et s e q . For s a v i n g s  and loan a s s o c i a t i o n s  the a u t h o r i t y  

to  e n g a g e  in the f ir s t  four types of c o n s u m e r  c r e d i t  l e n d i n g  d e r i v e s  f r o m

. S . A . 17: I2B-I55 et seq.

1 . P e r s o n a l  loan, u n s e c u r e d

2, 3. D i r e c t  loan for. n e w  and used a u t o m o b i l e s

4 . H om e  i m p r o v e m e n t / s e c o n d a r y  m o r t g a g e  loan

5. Cas h  a d v a n c e  t h r o u g h  c r e d i t  c a r d / o v e r d r a f t  c h o c k i n g  loan

6 . S m a l l  b u s i n e s s  l o a n

7. P u r c h a s e s  w i t h  c r e d i t  c ard

M o s t  d e p o s i t o r y  i n s t i t u t i o n s  m a k i n g  e d u c a t i o n  lotns d o  s c  u n d e r  o t h e r  

s t a t u t o r y  p r o v i s i o n s  than t h o se  e m b r a c e d  in P.L. l9ol, c. 103. Therefor-e , the 

D e p a r t m e n t ' s  s u r v e y  d i d  not o b t a i n  data on this type of loan.

Iii o r d e r  to d e t e r m i n e  w h a t  c o n s t i t u t e s  a r e a s o n a b l e  i n terest rat e u n d e r  

p r e s e n t  m o n e y  c o n d i t i o n s ,  a n  e x a m i n a t i o n  was m a d e  of in t e r e s t  r a t a  le v el s  just 

p r i o r  tc the p a s s a g e  of the A p r i l  1976 l e g i s l a t i o n  w h i c h  e s t a b l i s h e d  a 12 p e r c e n t
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l i m i t  o n  A r t i c l e  12 loans. It is b e l i e v e d  t h a t  this c e i l i n g  r a t e  w a s  s u b­

s e q u e n t l y  u t i l i z e d  o n  m o s t  l o a n s  of t hi s  type.

I n  the c u r r e n t  a n a l y s i s ,  U.S. T r e a s u r y  issues h a v i n g  a three to f i v e  y e a r  

m a t u r i t y  s e r v e d  as the b a s i s  for the p a s t  v e r s u s  p r e s e n t  c o m p a r i s i o n .  D u r i n g  

th e  f i r s t  f o u r  m o n t h s  of 1 9 7 6  these T r e a s u r y  i n s t r u m e n t s  r e v e a l e d  a n  a v e r a g e  

i n t e r e s t  r a t e  of 7.15 p e r c e n t ,  w hi l e  t h e  m o n t h l y  a v e r a g e  for O c t o b e r  1 982 w a s  

a l m o s t  e x a c t l y  5 0  p e r c e n t  h i g h e r .  If the 12 p e r c e n t  s t a t u t o r y  l imit which, p r e­

va i l e d  at the time o n  A r t i c l e  12 loans was r a i s e d  b y  a m a g n i t u d e  of one h a l f ,  

th_ . esult, o b v i o u s l y ,  w o u l d  b e  18 p e r c e n t .  A c c o r d i n g  to this r a t i o n a l e ,  the 

coiu.umer credit, i n t e r e s t  r a t e s  b e i n g  c h a r g e d  b y  N e w  J e r s e y ' s  d e p o s i t o r y  i n s t i t u­

tions are  not ey.cessive w h e n  judged by the rat e  p a t t e r n s  p r e v a i l i n g  in O c t o b e r  

o f  1982.

C o m m e r c i a l  B anks

As d e m o n s t r a t e d  in T a b l e  1, 18 p e r c e n t  w a s  the m o s t  c o m m o n  o v e r a l l  i n t e r e s t  

r a t e  c h a r g e d  by c o m m e r c i a l  b a n k s  in O c t o b e r  '82 for u n s e c u r e d  p e r s o n a l  loans, 

this f i g u r e  b e i n g  bo t h  the m e d i a n  (mid point) and m o d e  (most f r e q u e n t l y  r e p o r t e d ) .  

T h e  a v e r a g e  r a t e  c h a r g e d  f or  l o a n s of t h i s  type w a s  1 7.93 p e r c e n t .  The l o w e s t  

r a t e  d i s t r i b u t i o n  for a n y  k i n d  of c o n s u m e r  c r e d i t  e x t e n d e d  b y  c o m m e r c i a l  b a n k s  

w a s  r e f l e c t e d  in n e w  a u t o m o b i l e  loans, w h e r e  the a v e r a g e  O c t o b e r  rate wa s  15.54 

p e r c e n t ,  ike m e d i a n  15.38, and the mode 15. Tne fact  that the b a n k  h o l d s  title 

to a t a n g i b l e  a s s e t  - the a u t o m o b i l e  i t s e l f  - is p r e s u m a b l y  o n e  r e a s o n  for the 

l o w e r  r a t e  le v e l s  on th i s  typ e  of loan.

T h o s e  t y p e s  of c o n s u m e r  c r e d i t  r e f l e c t i n g  the h i g h e s t  i n t e r e s t  r ate d i s­

t r i b u t i o n s  for c o m m e r c i a l  b a n k s  w e r e  A r t i c l e  12A loans (cash a d v a n c e  t h r o u g h  

c r e d i t  c a r d / o v e r d r a f t  c h e c k i n g )  a n d  c r e d i t  car d  p u r c h a s e s . I n  the f i r s t  

i n s t a n c e  the a v e r a g e  r e p o r t e d  r a t e  was 18.18 p e r c e n t ,  the m e d i a n  and m o d e  b o t h  

18 p e r c e n t .  A m o n g  the 22 p e r c e n t  of r e p o r t i n g  c o m m e r c i a l  b a n k s  w h i c h  i ssue
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c r e d i t  c a r d s ,  18.10 p e r c e n t  w a s  the a v e r a g e  r a t e  c h a r g e d ,  the c e d i a n  and m o d e  

b e i n g  18 p e r c e n t .  M o r e o v e r ,  t hree f o u r t h s  of the b a n k s  i s s u i n g  c r e d i t  c a r d s  

c h a r g e d  n o  m o r e  tha n  18 p e r c e n t ,  a l t h o u g h  all b u t  o n e  b a n k  r e q u i r e d  a fee.

I n  e v e r y  i n s t a n c e  e x c e p t  on e the fee m a t c h e d  the s t a t u t o r y  l i m i t  of §15,

w h i l e  the l o n e  e x c e p t i o n  w a s  §12. A  §15 fee c o u l d  be c o n s i d e r e d  to a d d  up

to  2 0 0 b a s i s  p o i n t s  to the e f f e c t i v e  a n n u a l  i n t e r e s t  rate on a n  a v e r a g e  o u t­

s t a n d i n g  c r e d i t  c a r d  loan b a l a n c e .

S a v i n g s  B a n k s  and S a v i n g s  an d  L o a n  A s s o c i a t i o n s
f

A s  r e l a t e d  abo v e,  the k inds of c o n s u m e r  c r e d i t  offered b y  s a v i n g s  b a n k s  

a n d  s a v i n g s  and l o a n  a s s o c i a t i o n s  are c o n f i n e d  e s s e n t i a l l y  t o  u n s e c u r e d  p e r s o n a l ,  

n e w  and u s e d  car, and h o m e  i m p r o v e m e n t / s e c o n d a r y  m o r t g a g e  loans. It c a n  be s e e n  

f r o m  Table 1 that there is a h i g h  d eg r e e  cf s i m i l a r i t y  a m o n g  the three types of 

d e p o s i t o r y  i n s t i t u t i o n s  in terms of the in t e r e s t  rate d i s t r i b u t i o n  for e a c h  of 

t hese four k i n d s  of loans.

Tne d e g r e e  of d i f f e r e n c e  in i n t e r e s t  r a t e s  s h o w n  b y  c o m m e r c i a l  b a n k s ,  

for e x a m p l e ,  on a g i v e n  type of loa n  tends to b e  l ar g e r  than the d e g r e e  by w h i c h  

c o m m e r c i a l  b a n k s  loan r a t e s ,  on the w h o l e ,  d i f f e r  f r o m  s a v i n g s  b a n k  rates or 

S i L  r a t e s  w i t h  r e s p e c t  to the same  kind of loan. T o  i l l u s t r a t e  this p o i n t  it 

c a n  b e  n o t e d  in Table 1 that the O c t o b e r  '82 s a vi n g s  b a n k  m e a n  rate for n e w

a u t o m o b i l e  loans, 14.90 p e r c e n t ,  is 92 b a s i s  p o i n t s  b e l o w  the c o m p a r a b l e  m e a n

of 15.82 p e r c e n t  r e f l e c t e d  b y  s a v i n g s  and loan a s s o c i a t i o n s .  This is the: 

w i d e s t  a m o u n t  of d i s c r e p a n c y  b e t w e e n  the m ean r a t e  of one type of i n s t i t u t i o n  

and that of a n o t h e r  type i n v o l v i n g  the same k i n d  of loan.

H o w e v e r ,  uiien an e x a m i n a t i o n  is m ad e  of the 'levels of s t a n d a r d  d e v i a t i o n  

f r o m  the m e a n  r e f l e c t e d  by any s i n g l e  type of d e p o s i t o r y  i n s t i t u t i o n  for any 

of the Lour k i n d s  o f  l oans in q u e s t i o n ,  the s m a l l e s t  l e v e l  is f ound to be 118 

b a s i s  p o i n t s ,  w h i c h  o c c u r s  in the case of c o m m e r c i a l  b a n k  n e w  car loans.
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In o t h e r  w o r d s ,  the i n t e r e s t  r a t e  o n  a ne w  c a r  loan issued b y  ore commercial 

b a n k  t e n d s  to d i f f e r  f r o m  that o f  a n o t h e r  c o m m e r c i a l  b a n k  b y  a g r e a t e r  m a r g i n  

t h a n  c o m m e r c i a l  b a n k  n e w  c a r  l o a n  r a t e s  in g e n e r a l  d i f f e r  f r o m  the n e w  c a r  

l o a n  r a t e s  of s a v i n g s  b a n k s  or s a v i n g s  and l o a n  a s s o c i a t i o n s  as a w h o l e .  

A c c o r d i n g l y ,  as h a s  b e e n  s t a t e d  in the cas e  o f  c o m m e r c i a l  b a n k s ,  the i n t e r e s t

r a t e s  b e i n g  c h a r g e d  b y  th ri f t  i n s t i t u t i o n s  r e a s o n a b l y  reflr.ct e x i s t i n g  m a r k e t

*
c o n d  i t i o n s .

L e n d e r s  l i c e n s e d  b y  the D e p a r t m e n t  of B a n k i n g  C o n s u m e r  C r e d i t  B u r e a u

I n  T a b l e  2 the O c t o b e r  '82 i n t e r e s t  r a t e  p a t t e r n s  are s h o w n  for l i c e n s e e s  

e n g a g e d  in one or more of the f o l l o w i n g  types of l e n ding: r e t a i l  i n s t a l l m e n t

s a l e s ,  h o m e  r e p a i r ,  and i n s u r a n c e  p r e m i u m  f i n a n c e  c o n t r a c t s ,  plus s e c o n d a r y  

m o r t g a g e  and s m a l l  loans. R e t a i l  i n s t a l l m e n t  sales c o n t r a c t s  w r i t t e n  in O c t o b e r  

of 1 9 8 2  r e f l e c t e d  m e a n  and m e d i a n  i n t e r e s t  r a t e s  of 22.01 and 22.41 r e s p e c t i v e l y ,  

a n d  a m ode of 24 pe r c e n t .  In o r d e r  to c o m p a r e  these r a t e s  w i t h  t hose s t a t u t o r y  

c e i l i n g s  f o r m e r l y  in effec t ,  it c a n  be noted that rates o n  the three to fiva 

y e a r  T r e a s u r y  i n s t r u m e n t s  in O c t o b e r  of '82 w e r e  some 168 p e r c e n t  h i g h e r  t h e n  

t h e y  h a d  b e e n  in 1960, w h e n  the s t a t u t o r y  c e i l i n g s  in q u e s t i o n  w e r e  e s t a b l i s h e d .  

If t h o s e  c e i l i n g s  were e x p r e s s e d  as a n n u a l  p e r c e n t a g e  r a t e s  a n d  r a i s e d  b y  168 

p e r c e n t ,  t h e n  the m a x i u m  p e r m i s s i b l e  i n t e r e s t  r a t e s  o n  al l  t ypes of r e t a i l  i n­

s t a l l m e n t  sa l e s  c o n t r a c t s  w o u l d  be in e x c e s s  of 30 p e r c e n t .

Hoc.a r e p a i r  c o n t r a c t s  and s e c o n d a r y  m o r t g a g e  loans, w h o s e  fo rm e r  s t a t u t o r y  

i n t e r e s t  r a t e  c e i l i n g s  a l s o  d a t e  f r o m  1960, w o u l d ,  li k e w is e ,  h a v e  r e f l e c t e d  

h y p o t h e t i c a l  i n t e r e s t  rate li m it s  in O c t o b e r  '82 of m o r e  than 30 p e r c e n t  if 

t h o s e  c e i l i n g s  w e r e  increased b y  the a f o r e s a i d  168 p e r c e n t .  The m e a n  l e v e l s  

o b t a i n e d  in the s u r v e y  w e r e  18.5 'percent and 2 0 . 1 6  p e r c e n t ,  r e s p e c t i v e l y ,  f o r  

h o m e  r e p a i r  c o n t r a c t s  and s e c o n d a r y  m o r t g a g e  l oa n s  e x t e n d e d  i n  O c t o b e r  of 1932.

S i m i l a r l y ,  s m a l l  loans and i n s u r a n c e  p r e m i u m  f i n a n c e  c o n t r a c t s ,  w h o s e  

f o r m e r  s t a t u t o r y  i n t e r e s t  rat e  c e i l i n g s  w e r e  e s t a b l i s h e d  in 1967, w o u l d  have:
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r e f l e c t e d  c e i l i n g s  o f  36 an d  25 p e r c e n t ,  r e s p e c t i v e l y ,  if th e s e  1 9 6 7  s t a t u t o r y  

lim it s  h a d  k e p t  p a c e  w i t h  i n t e r e s t  r ate r i s e s  t h r o u g h  O c t o b e r  ol 'B2 in the 

three, t o  five y e a r  T r e a s u r y  i n s t r u m e n t s .  In  this c o n t e x t ,  th e  O c t o b e r  '82 m e a n  

levels r e v e a l e d  b y  the s u r v e y  of 26.84 p e r c e n t  in the cas e  of s nail loans and 

19.67 p e r c e n t  for i n s u r a n c e  p r e m i u m  finan c e  c o n t r a c t s  are n o t  i n c o n s i s t e n t  w i t h  

the p r i o r  c e i l i n g s .

D e p a r t m e n t  Store R e t a i l e r s

T e n  of the l a r g e r  d e p a r t m e n t  s t o r e s  o p e r a t i n g  in N e w  J e r s e y  were c o n t a c t e d  

b y  t e l e p h o n e  on J a n u a r y  7 , 1983 for the p u r p o s e ' o f  r e c o r d i n g  their e x i s t i n g  

c h a r g e  a c c o u n t  i n t e r e s t  rates. The d i s t r i b u t i o n  p a t t e r n  cf these r a t e s  is r e­

lated in T a b l e  6 , w i t h  the r e s p e c t i v e  m e a n  an d  m e d i a n  b e i n g  19.9 a n d  19.8 p e r­

cent. O n  the w h o l e  t hese r ates s h o w  v e r y  l i t t l e  c h a n g e  from a y e a r  ago, w h e n  

the r e s p e c t i v e  m e a n  and m e d i a n  w e r e  19.6 and 19.8 p e r c e n t .  T h e  h i g h  and lo w 

r a t e s  r e m a i n  the s a m e ,  these b e i n g  2 1 . 6  and 18 p e r c e n t .  The f o r m e r  s t a t u t o r y  

c e i l i n g s  on this type of r e t a i l  i n s t a l l m e n t  c r e d i t  p e r m i t t e d  a m a x i m u m  i n t e r e s t  

r a t e  of 18 p e r c e n t  on b a l a n c e s  up to $ 7 0 0  and 12 p e r c e n t  on h i g h e r  a m o u n t s .

T n e s e  r ate l im i t s  w ere e n a c t e d  in 1971, w h e n  three t o  five y e a r  U.S. T r e a s u r y  

i n s t r u m e n t s  r e f l e c t e d  an a v e r a g e  a n n u a l  rate o nly s l i g h t l y  mor e  t h a n  h a l f  the 

c o m p a r a b l e  c u r r e n t  level.

Does a s u b s t a n t i a l  d e g r e e  of c o m p e t i t i o n  e x i s t ?

As s h o w n  in T a b l e 3, over 95 p e r c e n t  of the r e s p o n d i n g  commercial, b a n k s  

are o f f e r i n g  u n s e c u r e d  p e r s o n a l  loans, n e w  and used ca r  loans, and home i m p r o v e­

m e n t / s e c o n d a r y  m o r t g a g e  loans. K o r e  t h a n  three f o u r t h s  are o f f e r i n g  A r t i c l e  12A 

c r e d i t  ( c a sh  a d v a n c e  t h r o u g h  c r e d i t  c a r d / o v e r d r a f t  c h e c k i n g ) .  Kore than h a l f ,

59 p e r c e n t ,  e n g a g e  in s m a l l  b u s i n e s s  loans. G i v e n  this d e g r e e  of c r e d i t  a v a i l­

ab i l i t y ,  the d i s t r i b u t i o n  of i n t e r e s t  r a t e s ,  a n d  the g e n e r a l l y  r e a s o n a b l e  levels 

of these r a t e s ,  a s u b s t a n t i a l  d e g r e e  of c o m p e t i t i o n  c o u l d  be s a i d  to e x i s t  w i t h  

r e s p e c t  to th e m a k i n g  of the a b o v e  t y p e s  of loans.

— Miffuynim— i
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As  i n d i c a t e d  in T a b l e  4, a m o n g  a m a j o r i t y  of c o m m e r c i a l  b a n ks  r e s p o n d i n g  

to the s u r v e y ,  a u t o m o b i l e  and b u s i n e s s  loans as w e l l  as c r e d i t  card p u r c h a s e s  

a l l  s h o w  h i g h e r  v o l u m e s  of a c t i v i t y  5n O c t o b e r  1982 as c o n t r a s t e d  w i t h  A u g u s t  

of '81, the m o n t h  e x a m i n e d  in the p r i o r  y e a r ' s  s u r v e y .  H o w e v e r ,  a m a j o r i t y  of 

c o m m e r c i a l  b a n k s  a l s o  r e f l e c t e d  lower v o l u m e  w i t h  r e s p e c t  to u n s e c u r e d  p e r s o n a l  

loa ns ,  h o m e  i m p r o v e m e n t / s e c o n d a r y  m o r t g a g e  and A r t i c l e  I2A loans.

N a t i o n w i d e  c o m m e r c i a l  b a n k  d a t a  p u b l i s h e d  b y  the F e d e r a l  R e s e r v e  f o r  

t h e s e  s a m e  t w o  m o n t h s  r e v e a l  a g r e a t e r  l ev e l  o f  e x t e n s i o n s  in O c t o b e r  '82 for 

c r e d i t  p u r c h a s e s  and a u t o m o b i l e  loans, and a d e c r e a s e  in all other types of 

c o n s u m e r  c r e d i t  as a w h o l e .  T h e r e f o r e ,  the p a t t e r n s  of i n c r e a s e  and d e c l i n e  

s u g g e s t e d  in T a b l e  4 a p p e a r  to be in k e e p i n g  w i t h  n a t i o n a l  trends.

R e t a i l  i n s t a l l m e n t  c r e d i t  p a p e r  and h o m e  i m p r o v e m e n t  p ap e r  w e r e  i s s u e d  

by less t h a n  h a l f  of the r e s p o n d i n g  c o m m e r c i a l  b a n k s  (Table 5).

N e w  J e r s e y  s a v i n g s  b a n k s  r e v e a l  a p p r o x i m a t e l y  the same d o l l a r  le v e l s  o f  

l o a n  e x t e n s i o n s  in O c t o b e r  '82 as in A u g u s t  of '81 for u n s e c u r e d  p e r s o n a l  loans, 

n e w  and used car loans, and home i m p r o v e m e n t / s e c o n d a r y  m o r t g a g e  loans. W i t h  

r e s p e c t  to s a v i n g s  and l oan a s s o c i a t i o n s  the m a j o r  c h a n g e  b e t w e e n  these two 

p e r i o d s  a p p e a r s  to be that a g r e a t e r  n u m b e r  of a s s o c i a t i o n s  are ne w  m a k i n g  

a u t o m o b i l e  lo a n s .  In A u g u s t  of '81 24 a s s o c i a t i o n s  w e r e  w r i t i n g  n e w  c a r  loans 

and only 13 s h o w e d  a n y  used car a c t i v i t y .  In O c t o b e r  '82 32 a s s o c i a t i o n s  e x t e n d e d  

n e w  ca r loans and 26 w e r e  u n d e r w r i t i n g  used c a r  p u r c h a s e s .  H o m e  i m p r o v e m e n t /  

s e c o n d a r y  m o r t g a g e  loans r e p r e s e n t e d  the most p r e v a l e n t  type of c o n s u m e r  c r e d i t  

l e n d i n g  for S&Ls, w i t h  83 of the 114 r e s p o n d i n g  a s s o c i a t i o n s  p r o v i d i n g  s u c h  c r e d i t  

in O c t o b e r  of '82.

Has e l i m i n a t i o n  of the, i nt e r e s t  rate c e i l i n g s  s e r v e d  to i n c r e a s e  the a v a i l a b i l i t y  

of c o n s u m e r l o a n s ?

In J un e  of 1982 N e w  J e r s e y  c o m m e r c i a l  b an k s  in the ag g r e g a t e  r e f l e c t e d  an 

11.1 p e r c e n t  r a t i o  of total e x p e n s e s  to l i a b i l i t i e s  and notes. Had t o t al

.  - I I -

I



e x p e n s e s  b e e n  e x p r e s s e d  as a r a t i o  o f  e a r n i n g s  a s s e t s ,  the r e s u l t  w o u l d  h a v e  

b e e n  in e x c e s s  of 12 p e r c e n t . A c c o r d i n g l y ,  it s e e m s  r e a s o n a b l e  to a s s u m e  t h a t  

b a n k s  w o u l d ,  to a s i g n i f i c a n t  e x t e n t ,  ha v e  s o u g h t  o t h e r  l e n d i n g  and i n v e s t m e n t  

p o s s i b i l i t i e s  if limit e d  to a 12 p e r c e n t  r e t u r n  on c o n s u m e r  c r e d i t  loans.

T o t a l  e x p e n s e s  o f  s a v i n g s  b a n k s  at m i d - y e a r  1 9 S 2  m e a s u r e d  m o r e  than 11 p e r c e n t  

of a s s e t s ,  w h i l e  state c h a r t e r e d  s a v i n g s  and l o a n  a s s o c i a t i o n s  r e f l e c t e d  t o t a l  

e x p e n s e s  e q u a l l i n g  1 1. 8  p e r c e n t  as of O c t o b e r  1982. T h e r e f o r e ,  it is l i k e l y  

t h a t  t h r i f t  i n s t i t u t i o n s  w o u l d  not g e n e r a l l y  h a v e  o f f e r e d  12 p e r c e n t  c o n s u m e r  

l oans g i v e n  the p r e v a i l i n g  i n t e r e s t  rate climate'.

- 1 2 -



TABLE 6

P R E V A I L I N G  I N T E R E S T  R ATES O N  C H A R G E  A C C O U N T S  

A M O N G  10 S E L E C T E D  D E P A R T M E N T  S T O R E  R E T A I L E R S  

W I T H  O U T L E T S  IN N E W  J E R S E Y

J A N U A R Y  7, 1983

( A b r a h a m  and S t r a u s ,  B a m b e r g e r ' s ,  B l o o m i n g d a l e’s , 

J.C. Pe nne y  C o m p a n y , J e f f e r s o n  W a r d,  Lord & T a y l o r  

O h r b a c h ' s ,  Sears, R o e b u c k  and C o . ,  Ster n s )

2 1 .6 % -  1 

21 .5 - I 

2 !  -  I

1 9 . 9 / 1 9. 8  - 5

Clover,

*

I

18 2



TABLE 1 I

H O S T  C O M M O N  I N T E R E S T  RAT E  

J U N E / O C T O B E R  1982 

C O M M E R C I A L  BA NK S ,  S A V I N G S  

B ANKS, S & L  A S S O C I A T I O N S

H o m e  I m p r o v e m e n t /

P e r s o n a l  L o a n , D i r e c  t L o a n , D i r e c t L o a n , S e c o n d a r y

U n s e c u r e d N e w  A u t o m o b i l e U s e d  A u t o m o b i l e M o r  tgage L o a n

June Oc toR.r June O c t o b e r Jun e Oc tober J un e O c t o b e r
M e a n

C o m m e r c i a l  B a n k s 19.32 17.93 17.77 15.54 18.80 16.91 18.33 16.43

S a v i n g s  Banks 19.75 18. 15 17.80 14 .90 10.70 16.05 18.20 15.98

S &Ls 19. A 7 18.30 17.55 15.82 18.48 16.78 18.05 16.49

Mod e

C o m m e r c i a l  B anks 19 13 18 15 18

♦

17 18 16
S a v i n g s  B anks 19 19 18 14 19 15 18 14

S&Ls 2 0 18 18 15 18 15 IP ! 5

Lowe st

C ommercial. B a nk s

i

16 15 15 13.50 16 14 16 14
S a v i n g s  Banks 10 15 16 13.50 17.50 14 16.50 14

S&Ls 17 15 16 14 .50 16 14.50 15 14

F i r s t  Q u a r t i l c

C o m m e r c i a l  B a n k s 18 17 17 14 . 8 8 18 16 18 15.50

S a v i n g s  Banks 19 17.25 17.50 13.88 10 14 .08 17.88 14.56

S&Ls 18 17.63 16.75 15 17.50 15. 13 17.50 16

Med ian

C omma rc in L Banks 19 18 18 1 5 - 3 11 19 17 18 16

S a v i n g s  B a n k s • 20 18.75 10 14 .35 19 16.25 18.25 16.25

S &Ls 10 19 10 15.50 10 ' 16. 13 18 16

T h i r d  Q u a r t i l c

C o m m e r c i a l  Banks 2 0 19 18 16 19 18 19 17.50

S a v i n g s  B a n k s 20.63 19 18 16 19 17 19 17.50

S&Ls 2 0 19.50 10 16. 13 19 17.50 18.50 17.50

llighcs t

C o m m e r c i a l  Banks 25 2 : 21 19 22 21 22 19

S a v i n g s  Banks 21 21 19 10 2 0 19 19 18

S&Ls 25 21 21 21 2 0 2 6 . 5 0 21 21



M O S T  C O M M O N  I N T E R E S T  R A T E  

O C T O B E R  1 982 

C O N S U M E R  C R E D I T  L I C E N S E E S

TABLE 2

I n s u r a n c e

R e t a i l  I n s t a l l m e n t  

Sales C o n t r a c t s

Hom e R e p a i r  

C o n t r a c t s S m a l l  L o a n s

S e c o n d a r y  

Mtg. L oans

P r e m i u m  F i n a n c e  

C o n t r a c t s

K e a n

26*

2 2 . 0 1

14*

18.5

27*

26.84

51*

2 0 . 16

42 *

19.87

M o d e 24 19 30 IS 18

L o w e s  t 16.5 13 15 17 10.24

F i r s t  Q u a r t i l e 18 17.75 24 18 15. 19

M e d i a n 22.4 1 19 29 19.25 IS

T h i r d  Q u a r t i l e 24 .65 19.13 30 22 21.81

H i g h e s  t 30 24 30 29 30

N u m b e r  of l i c e n s e e s  a n s w e r i n g  q u e s t i o n



TA B L E  3

T a b u l a t i o n  o f  r e s p o n s e s  to m a i n  q u e s t i o n s  a m o n g  c o m m e r c i a l  b a n k s  

r e s p o n d i n g  to D e p a r t m e n t ' s  c o n s u m e r  c r e d i t  s u r v e y

M o s t  c o m m o n  

i n t e r e s t  r a t e  

(a v erage)

6-82 10-82

A m o u n t  

exte nded 

l$ l , 0 0 0 )

10-82

( A r t i c l e  12, C l a s s I)

P e r s o n a l  loans, 

u n s e c u r e d

( A r t i c l e  12, C l a s s  I)

D i r e c t  l oan, new 

a u t o m o b  ile

( A r t i c l e  12, C l a s s  I)

D i r e c t  loan, used 

autoraob ile

( A r t i c l e  12, C l a ss  II)

H o m e  i m p ./ s e c o n d a r y  

m o r t g a g e

( A r t i c l e  12A)

C a s h  a d v a n c e  thr u  c r e d i t

c a r d / o v e r d r a f t  c h e c k i n g  l o a n

98* 

i y .32

98*

17.77

97*

8 . 8 0

95*
18.83

78*

18.34

99*

17.93

99*

15.54

98*

16.91

’ 96* 

16.43

79*

18.18

98* 

20 , 1 7 4

98*

2 7 , 2 9 5

7 1* 

5 , 5 9 4 * *

94*
14,872

73* 

2 7 , 9 3 7

( A r t i c l e  I2B)

S m a l l  b u s i n e s s  l o a n

5 7 *

18.80

5 9 *

16.72

61*

6 , 5 4 8

C r e d i t  c a r d  p u r c h a s e s

22*

1 8 . 0 2
21 « 

18.10

20* 

35 ,4 87

* P e r c e n t a g e  of c o m m e r c i a l  b a n k s  a n s w e r i n g  q u e s t i o n

** M o s t  used car l o a n  v o l u m e  is r e f l e c t e d  in new ca r  d a t a



T a b u l a t i o n  of l o a n  v o l u m e  r e s p o n s e s  a m o n g  c o m m e r c i a l  b a n k s  

r e s p o n d i n g  to D e p a r t m e n t ' s  c o n s u m e r  c r e d i t  s u r v e y

TABLE *

H i g h e r  L o a n  V o l u m e  R e p o r t e d  

C w L o b e r  '82 A u g u s t  '81

( A r t i c l e  12, C l a s s  I)

P e r s o n a l  loans, 

u n s e c u r e d

( A r t i c l e  12, C l a s s  I)

D i r e c t  loan, new 

a u t o m o b i l e

( A r t i c l e  12, C l a s s  I)

D i r e c t  loan, lsed 

a u t o m o b i l e

( A r t i c l e  12, C l a s s  II)

H o m e  i m p . / s e c o n d a r y  

m o r t g a g e

( A r t i c l e  12A)

C a s h  a d v a n c e  t hru c r e d i t

c a r d / o v e r d r a f t  c h e c k i n g  loan

( A r t i c l e  12B)

S m a l l  b u s i n e s s  l o a n

3 8 %

68  .

71

4 0

44

74

62%

32

29

60

56

26

C r e d i t  c ard p u r c h a s e s 67 33



TA B L E  5

T a b u l a t i o n  o f  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 t a i l  i n s t a l l m e n t  c r e d  

p a p e r  and h o m e  i m p r o v e m e n t  p a p e r  a m o n g  c o m m e r c i a l  b a n k s  r e s p o n d i n g  

to D e p a r t m e n t ' s  c o n s u m e r  c r e d i t  s u r v e y

M o s t  C o m m o n  A m o u n t

I n t e r e s t  Rat e  P u r c h a s e d

( a v e r a g e )  ( $ 1 ,0 0 0 )

6 - 8 2  10-82 10-82

R e t a i l  i n s t a l l m e n t  c r e d i t  p a p e r  4 4 *  4 4 *  44*

fo r  n e w  a u t o m o b i l e s  17.76 16.10 33,5 3 7

R e t a i l  i n s t a l l m e n t  c r e d i t  p a p e r  4 8 *  4 9 *  36*

fo r  u s e d  a u t o m o b i l e s * *  19.94 18.38 6 , 9 1 9

R e t a i l  i n s t a l l m e n t  c r e d i t  p a p e r  for 35* . 36* 35*

p u r c h a s e s  o t h e r  t h a n  a u t o m o b i l e s  18.78 17.72 4 , 5 7 5

1 1 * 1 0 * 1 0 *

H o m e  i m p r o v e m e n t  p a p e r  18.77 18.11 2 , 8 1 8

* P e r c e n t a g e  of c o m m e r c i a l  b a n k s  a n s w e r i n g  q u e s t i o n

** Some u s e d  a u t o m o b i l e  p a p e r  p u r c h a s e s  r e f l e c t e d  in ne w  a u t o m o b i l e  d a t a



Siate Credit Union Loan Rate Ceilings
S U M M A R Y

1 9 8 3

o As of January 1, 1983 all states had authorized credit unions to
charge a loan interest rate in excess of 12% per year. Most of these 
rate changes were effected legislatively within the last five years.

o Thirteen states within the past two years have moved to an essentially
deregulated loan rate structure, California, South Carolina, and 
Louisiana having done so in 1982 and Idaho in 1983. This generally 
means the parties concerned are free to determine loan rates.

o Seme of the state rate changes are temporary in nature, due to expire
within the next two or three years. Thus far in 1983, Montana and 
New Mexico have made permanent the removal of usury ceilings of 
regulated lenders— legislation that was to expire July 1.

No interest rate ceiling in credit union act; rate determined by credit 
union through method indicated;

Arizona —  board of Directors. [§6-513(D)(2)]

California —  Doard of Directors. [§15000]

Connecticut —  Set by board of directors, but requires prior approval of 
Bank Conmissioner. Ccnmissioner may not approve rates 
exceeding those allowed a federal credit union or 
federally insured credit union. Under "most favored 
lender" doctrine, federally insured credit unions in 
Connecticut railed to be not subject to any interest rate 
limitations. Non-federally insured credit unions also 
ruled to be unl.'mited as to rates. [§36-206(a), §37-9; 
Declaratory Ruling of Bank Conmissioner, 8/10/81]

Illinois —  Board of Directors. [§4447(1)]

Louisiana —  Board ol Directors, subject to Conmissioner approval.
[§6:654(A)1

New Hampshire —  By the bylaws or vote of the members. [§394-B:35(VI)]

Oregon —  Board of Directors. [§723.296]

Puerto ldco —  Board of Directors. [§16]

South Carolina —  May cliarge 18% or any rate it files with the Department of
Consumer Affairs tind posts at its places of business.
[§37-3-201(2) J

Source: CUNA State Governmental Affairs
July 1983 (Rev.)
1WP591482



Rate determined by agreement of parties; subject to indicated restrictions:

Idaho —  Subject to disclosure requirements of Consumer Credit 
Code. [§28-42-201]

Montana —  Credit unions exempt from interest rate limit in credit 
union act. [§31-1-106]

Nevada —  No restrictions in act. [§678.710]

New Jersey —  30% ceiling in criminal usurv statute. [§17:13-42,
§2c:21-19]

New Mexico —  Certain disclosures to borrowers must be made. 
[§58-11-17]

New York —  Until June 30, 1987 subject only to 25% ceiling in 
state's criminal usury statute. [§453(5a), §190.40]

Virginia —  Installment loans not limited. Rate on non-installment 
loans not to exceed 1-1/2% per month. [§6.1-330.18]

Interest rate indexed to specified market rate indicator:

Alabama —  May charge rates under Consumer Code, or 2% above prime 
rate of three largest New York banks. If open-end 
credit, the maximum finance charge is 1-3/4% per month on 
first $750 and 1-1/2% per month on excess. A  surcharge 
of 2% of amount financed, not to exceed $20, also 
allowed. Another alternate allows a financial 
institution to charge the same rate authorized any other 
financial institution in state. [L. 1982, Act 82-271]

Minnesota —  12%, or 4-1/2% above the Federal Reserve discount rate, 
whichever is greater. [§52.14, §48.195]

Rhode Island —  21%, or the Treasury bill index for preceding week, plus 
9 percentage points, whichever is greater. "[§6-26-2]

Tennessee —  18%, or 5% above die Federal Reserve discount rate or die 
rate federal credit unions are authorized, whichever is 
greater. [§45-4-602]

Texas —  Interest charged may equal twice the average rate for
26-week treasury bills during the preceding week, not to 
exceed 24%. [§7.01]

Washington —  Credit unions may charge interest rates up to 4% above 
the rate on Treasury bills during die preceding mend), 
[laws of 1981, U. 143]

Interest rate not to exceed 1-1/4% per month (15% per annum) on unpaid 
balance:

Alaska —  Unless higher rate provided by regulation. [§06.45.06CA]



Georgia —  Or rates allowed federal credit unions, whichever is 
greater. [§§41A-31C9(a), 41A-1G2]

Michigan —  16-1/2% on motor vehicle loans. [§490.14]

Pennsylvania —  [§15-12319]

Interest rate not to exceed 1-1/2% per month (18% per annum) on unpaid 
balance;

Florida [§657.038(1)] Mississippi [§81-13-39]

Hawaii [§410-15(a)] Nebraska [§21-1773(6)]

Kentucky [§290.200] West Virginia [§31-10-16]

Interest rate in statute is applicable unless a higher rate is approved by 
regulatory authority:

North Carolina —  Statutory rate is 18%. Ccrmission may set rate up to
that of federal credit unions. [§54-109.65]

Vermont —  Statutory rate is 12%. Supervisor set rate at 18 to 24%. 
[§8-2076(a)]

Interest rate subject to indicated maximum in state's consumer credit code:

Ale <ma —  May charge rates under Alabana Consumer Credit Code or 
alternate rate indexed to prime rate. (See page 2)

Colorado —  For closed-end credit, either 36% on unpaid balance up to 
$630 and 2]% on part of unpaid balance over $630 up to 
$2,100, or 21% on total unpaid balance. For open-end 
credit, 2.1% on total unpaid balance of principal. 
[§11-30-114; §5-3-508(2), (3)]

Indiana —  For both open and closed-enu credit, either 36% on part of 
unpaid balance up to $660; 21% cr, port over $660 up to 
$2,200, and 15% on part of unpaid balance over $2,200, or 
21% on entire unpaid balance, whichever is greater. 
[§§24-4.5-3-508, 28-7-1-16(b)]

Iowa —  Rate ceilings are: For closed-end credit, 21% per year on
the unpaid balance. For new car loans, 21% and for loans 
on used cars over 2 years old, 24%. Fcr open-end credit, 
18% on part of unpaid balance up to $500 and 15% on 
remainder. On real estate '^ens entirely lifted. 
[§537.2401, 2402|

Kansas —  Code allows 18% on balances under $.1,000 and 14.45% on
amounts exceeding $1,000. For any consumer loan an alter­
native 21% interest ceiling on the entire outstanding 
balance is in effect until July 1, 1985. Credit unions



with a Ena] 1 lenders license may alternatively charge:
36% on the unpaid balance up to $300, 21% on the unpaid 
balance over $300 up to $1,000, and 14.45% on the unpaid 
balance over $1,000. The dollar amounts for licensed 
lenders (above) have been indexed upward by regulation to 
be $540 and $1,800 respectively. [K.S.A. 16a-2~401; 16a 
2~401a; K.A.R. 75-6-24.]

Maine —  For both open and closed-end credit., either 30% on part of 
unpaid balance up to $300, 21% on part of unpaid balance 
over $300 up to $1,000, and 15% on part of unpaid balance 
ever $1,000, or 18% on the unpaid balance, whichever is 
greater. [9-A, 2.401(2), 9-B-842(2)(R)]

Oklahoma —  For both open and closed-end credit, either 30% on part of 
unpaid balance up to $600, 21% on part of unpaid balance 
over $600 up to $2,000, and 15% on part of unpaid balance 
over $2,000, or 21% of unpaid balance, whichever is 
greater.
For loans involving a cash advance of $400 or less, in 
lieu of above rates, a lender nay charge specified dollar 
amounts scaled to size of loan. [13A-3-508(A)]

Utah —  For closed-end credit, either 36% on part of unpaid
balance up to $840, 21% on part of unpaid balance over 
$840 up to $2,800; and 15% on unpaid balance over $2,800, 
or 18% on entire unpaid balance, whichever is greater.
Upon a finding that these charges are below the prevailing 
market rates anu unduly restrict the availability of 
credit to consumers, the commissioner may increase the 
maximum finance charge to a rate not over 10% above the 
average yield on 2-year U.S. securities during the prior 5 
weeks. (Until July 1, 1985, there arc no rate maximums on 
open-end credit.) [70B-3-508, 7-9-20(e), 7-1-306]

Wjsconsin —  The greater of 18% per year or 6% in excess of interest
rate on 6-month U.S. Treasury bills. On open-end consumer 
loans, parties may agree to higher rate if yield on 2-year 
U.S. government securities exceeds 15% per year on 5 
successive Thursdays. For loans and renewals made on or 
after November 1, 1981 and before November 1, 1984 or 
after Octcter 31, 1987, state-chartered credit unions o. 
charg. the same rate of interest as federal credit unions. 
[§422.201, 138.041(2)]

Interest rate subject to state's usury law:

Massachusetts —  The rate on loans of $6,000 or less cannot exceed the 
limit established by the small loans regulatory board 
pursuant to Ch. 140, §100. The maximum rate ol charge for 
any loan of $6,000 or less is 23% per annum on die unpaid 
balance, according to the actuarial method, plus an 
administrative fee of $20 upon the granting of the loan. 
[Ch. 140,10Q,114A, 114B; Ruling Deputy Commissioner of 
Banks, Re: Order of Small Loans Regulatory' Board, off.
10/17/80]



Missouri —  On "small loans" (i.e., leans of $2,500 or less, not made 
as permitted by otlier statutes, and not. secured by a lion 
on real estate, non-processed farm products, livestock, 
farm machinery or crops) the maximum interest rate is: 
26.6% per annum on the first $800; 15% per annum on the 
ne.± $1,700. The maximum rate is 10% per annum on the 
balance over $2,500. [§408.100, 408.190]

Other Acts:

Arkansas —  Interest rate may not exceed that permitted by the state 
constitution (17% cn consumer loans), [§67-933(c), 
§67-916(1)]

Maryland —  The permanent rate is 1-1/2% per month on the unpaid 
balance. But until July 1, 19b5, a credit union may 
charge up to 2% per month on the a  paid balance. If tine 
rate exceeds 1-1/2% per month, certain restrictions apply 
in the Commercial Law Article of a consumer protection 
nature. [§6-507]

North Dakota —  Statute authorizes State Credit Union Board to approve a 
maximum loan rate in excess of 18% per annum. The 
Attorney General ruled, July 8, 1981, that the State Board 
nay establish an unlimited loan rate. The State Board 
issued a regulation, November 1, 1981, declaring the 
credit union loan ra». may net exceed the lawiul rate of 
other state regulated lenders. Such lenders have no 
maximum loan rate. [§6-06-18; Beg. 13-03-09-01; O/vG 
81-71]

Ohio —  Maximum rate is 1-1/2% per month on unpaid balance. But
until January 1, 1985, a credit union may charge an annual 
percentage rate up to 25%. [§1733.251]

Federal pre-emption of state rate ceilings:

A 1980 Federal law provides for pre-emption of any state constitutional or 
statutory usury rate provision. A credit union insured by the National CU 
Ad.dnistration may charge an interest rate up to 1% in excess of the dis­
count rate on 90-day ccnmercial paper at the Federal Peserve bank in its 
district or the rate allowed by its state law, whichever is areater. 112USC 
205(g)]

Federal Credit Unions —  Federal act provides a maximum rate of 15% per 
annum cn the unpaid balance. However, the NCUA Board may authorize a higher 
rate for periods up to .18 months under certain conditions. The Board lias 
set 21% per annum as the maximum rate until Noveiiber 12, 1984.
(12USC§107(5), 12CRF§ 701.21-1A]



r a u .iu m w .n M a  'y ^ .x r .r V 'iw .H a ir f n m — iLJw  n r u m . i n m , n .  m i  - « p , j i i k » » b i .»!] »  w y j u g w g j g a c g s

As interest-rate ceilings rise or disappear, 
consumers may lose some hard-won protections.

Borrowers and lenders both have impor­
tant needs, described by Sir Francis Ba ­
con as "the one, that the tooth o f usury 
be grinded that it bite not too much; the 
other, that there be left open the means 
to invite moneyed men to lend fo r the 
continuing and quickening o f trade.”

The delicate balance o f those two 
needs now seems to be shifting. Driven 
by eager lenders, many state legislators 
and members o f Congress appear intent 
on wiping the concept o f usury o ff the 
books. I f  they succeed, consumers will be 
doubly hurt: Borrowing costs, already 
extraordinarily high, could soar higher 
still; vital consumer protections, painful­
ly  won over recent years, could be 
eroded or lost altogether.

Over the last 50 years or so, the states 
have stitched together a complex patch­
work o f laws and regulations governing 
consumer credit. Until recently, one 
common thread has been the existence of 
a usury cciling-a rate o f interest, set by 
aw, that a lender cannot exceed.

W ithin each state, lenders are subject 
to different usury ceilings depending on 
the kind o f credit activity they engage 
in—auto installment sales, retail install­
ment sales, revolving credit saii, bank 
loars, and finance company loans, for 
example. (The table opposite illustrates 
?w state rate ceilings vary for two types 
f credit transactions.)
The usury ceiling tied to a particular 

kind o f credit activity is linked—.trongly 
in some states. less so in others—to the 
degree o f consumer protection that cred­
itors engaging In that activity must pro­
vide. In general, the higher the usury 
ceiling, the greater the protection.

For example, most states allow credi­
tors to charge a higher Annual Percent­
age Rate (APB)* on small loans than 011 

large loans, provided that borrowers also 
get more protection. The creditors can 
'■hoose whether to charge higher rates 
and cffcr more protection, or to settle for 
lower t'eilings that carry less protection.

Michigan lenders, fo r instance, can 
charge up to 31 percent on loans up to 
$500 (13 percent above ?500). In return, 
such lenders must calculate the interest 
rate in a prescribed fashion; can lend no 
more than $3000; must refrain from cer- 

The Annual Percentage Hate most accurate­
ly expresses the interest rate charged.
654

tain advertising claims; and must not 
requ ire “ wage assignments,”  under 
wldch borrowers agree in advance that 
their pay w ill go directly to the lender if 
they defau lt Alternatively, lenders can 
abide by a 16.5 percent ceiling and 
ignore those protections.

In  states that tie usury ceilings and 
consumer protections together, bigb-in- 
terest loans often carry controls on such 
p rov is ions as perm issib le fees and 
charges, balloon payments, refinancing 
terms, and the method o f calculating the 
interest rate.
Bumping the celling

As interest rates rose and stayed high, 
state lawmakers began hearing com­
plaints from creditors that the rates they 
wanted to charge fo r consumer credit 
were bumping up against the usury ceil­
ings. I f  the ceilings weren't raised (or, 
more to the lenders' liking, eliminated), 
the lenders claimed, they would have no 
choice but to curtail coasumcr credit.

There was a grain o f tnith to the claim; 
loans to consumt.'s have been curtailed. 
During the 19 mouths from the end of 
1979 to August 198 i , the amount o f out­
standing consurrar installment d eb t- 
total short-term loans (excluding mort­
gages)— grew from $312-billion to 5321- 
billion, an annual increase o f less than 2 
percent During the 1970's, by compari­
son, outstanding installment debt grew 
almost 12 percent annually.

The current credit slowdown can l>e 
blamed, in part, on >1 drop in demand, a 
natural result o f high interest rates. But 
many lenders have restricted the supply 
o f consumer credit. Many banks, for 
example, have become fussier al>out their 
loan customers. In Wisconsin, where an 
IS percent APR is the limit on consumer 
loans, bankers are generally making loans 
primarily to existing customers.

Other banks use another technique. In 
March o f last year, Rankers Trust o l 
South Carolina tightened the statistical 
profile it uses to screen Credit applicants, 
dropping the percentage o f approvals 
from 78 percent to 70 percent

But lenders who argue that they must 
curtail consumer credit to avoid losses 
protest too much. Banks that have re­
duced their level o f consumer-crcdit ac­
tivity have done so mainly because com­

mercial lending is more profitable, not 
because they can’t make money on con­
sumer credit - . i . .

Complaints from retailers and credit- 
card issuers about low  usury ceilings 
should be viewed with the same skeptical 
eye. In  practice, retailers have been 
reluctant to raise their charges fo r re­
volving credit, even when allowed to, for 
fear o f driving customers away. New 
York State furnishes an Illuminating ex­
ample o f why credit-card issuers cannot 
be taken literally. When New York re­
moved a ll restrictions on credit-card fi­
nance charges la t i in 1980, one would 
have assumed, fr.-m the card issuers' 
repeated claim tliav the old 18 percent 
lim it was oppressive, that they would 
immediately hike their finance chc.^cs to 
a much higher level. In fact, mc:t stili 
charge 18 percent.

Instead o f raising rates, credit-card 
issuers in many states arc charging fc s  
not in the APR calculation. Many now 
charge an annual fee o f $10 to $20.

And an increasing number o f card 
issuers arc charging a transaction fee 
every time the card is used. Crocker Bank 
in California, for example, already levies 
a 12-cent fee. Other issuers are changing 
the terms even for users who have avoid­
ed finance charges by paying promptly. 
The approach varies. Several New Jersey 
banks have begun charging interest from 
the date o f billing to the date o f payment 
biinks elsewhere are charging interest 
from the date n purchase is poster! to the 
merchant's account. Tennessee, A la­
bama, and Missouri residents who hold a 
Visa or M _ :crCard from First Tennessee 
Bank in Memphis w ill have to pay a 
monthly “ maintenance fee”  between 50C 
and $1.50 if they pay o ff the outstanding 
balance when billed.
W hat’s behind the drive

Creditors are pushing to do away with 
usury ceilings fo r several reasons:

•  Creditors would like to eliminate 
any future threat that usury ceilings will 
interfere with credit activity. I f  ceilings 
are simply lifted to some intcnnalialc 
level consistent with current market 
rates, ere 'itors fear that they would have 
to return to state legislators, hat in hand, 
to ask fo r another increase if interest 
rates climb s'ill higher. From the crcd;- 1
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including purchases by  credit I
Second, Arkansas retailers have raised 

their prices to offset the effect o f the 10 
percent ceiling. I f  an Arkansas and a 
West Virginia retailer each sell a 51000 
video recorder with 24-month financing, 
the West Virginia retailer w ill probabiy 
c h a rg e  an 18 p e rc e n t A PR , the 
highest allowed in that stale. The Arkan­
sas retailer, limited to 10 percent, is like­
ly  to raise the price o f the recorder by 
about 582. So both retailers receive 
about the sarne amount each month.

Third, most credit-card Issuers located 
outside Arkansas can levy charges con­
trolled by the state where they are based, 
not by the st3te where the holder lives. 
Thus a card issuer based in New York 
could charge Arkansas residents 20 per­
cent o r even more. Even Arkansas-based 
card issuers have continued to do busi­
ness, making up fo r the 15 percent limit 
by raising the fee charged to merchants.

Beyond those specifics, the general 
picture in Arkansas differs little  from 
other states. A 1981 study by the Credit 
Research Center o f Purdue University 
analyzed the effects o f the 10 percent 
ceiling on credit use and availability, 
comparing credit patterns in Little Rock 
with those in similar cities in Illinois, 
Louisiana, and Wisconsin. The study 
concluded that, ‘ ‘overall, the data . . .  do 
not support tho hypothesis that credit is 
less readily available in Arkansas than in 
other credit markets—and they are par­
ticularly inconsistent with the hypothesis 
that low-income borrowers receive less 
credit in Arkansas.*' The central reason, 
the researchers found. Is ihat Arkansans 
have shifted 'heir credit use away from 
banks and thrifts, where credit has be­
come more difficult to obtain, to "point 
o f sale”  sources—retailers, bank cards, 
and, in some cases, pawn shops.

The Arkansas experience was con­
firmed to some degree in West Virginia 
where, until last spring, the APR f i l in g  
for coasumcr loans from banks was 12 
percent. Yet an officer o f the West V ir­
ginia Bankers Association affirmed that 
many banks had netive lonn programs 
before the APR went to 18 percent.
The dark side ol the coin

In states where usury ceilings have 
been removed, abuses havo npj»eared— 
particularly if the state did not beef up its 
consuiner-protection provisions.

Arizona, for example, removed its ceil­
ings fo r most kinds o f loans in April of 
19S0. Never known as a state with vigor­
ous consumer protec-ions (“ We're I.iis- 
scz-faire, otherwise known as anything 
goes,”  says state hanking offici iy 
Schnetze, his tone ironic), Arizon is 
become a haven fo r "carpetbagger" 
mortgage brokers from California.

These brokers arc arranging second 
trust deeds (which are like second mort­

gages) secured by the borrower’s home. 
The second trusts carry interest rates o f 
30 to 40 percent o r more; the finance 
charges include excessive loan-origina- 
ticn fees that usually amount to 15 to 20 
percent o f the loan. The loans are gener­
a lly  written so that payments are for 
interest only; a balloon payment fo r the 
entire loan comes due in as little as seven 
months. I f  a borrower can’t make the bal­
loon payment, the usual practice is for 
the broker to ‘ ‘flip ’ ’ the loan—refinance 
the whole thing—and include a new origi­
nation fee. Borrowers who may want to 
pay o ff the loan early must pay a heavy 
prepayment penalty—a requirement that 
many states flatly forbid.

Elsewhere, some small loan companies 
in Texas are charging 200 percent on cer­
tain loans. In OkJahoma, creditors can 
charge more than 170 percent on one 
kind o f smdl loan. By any standard, such 
rates and practices are unconscionable.
What should be done?

Removing usury ceilings can easily 
lead to the kind o f serious abuses now 
current in Arizona. Not only wouid inter­
est rates be free to soar, but, in the opin­
ion o f some state consumer-protcction 
officials, it might encourage wage assign­
ments and other such unsavory loan prac­
tices. W hat’s more, it ’s unnecessary. 
Where economic conditions clearly re­
strict lenders' ability to make loans at a 
reasonable profit, the remedy is to raise 
ceilings, not abolish them. Wiping Lhcm 
out without stongthening existing con­
sumer protections is doubly objection­
able.

The Interagency Task Force on Thrift 
Institutions, a team o f Federal banking 
officials assigned to study tho future of 
thrifts, last year concluded that eliminat­
ing “restrictive[emphasis ours] usury lim­
its woidd l>c In the publL* interest.”  But 
the task force warned; ' . . .  it Is impor­
tant that unwary borrowers l>c protec ted 
from unscrupulous Icidcrs. This is a 
major reason that usury laws have per­
sisted—to protect the consumer when dis­
closure requ.reinrnts arc not a sufficient 
safeguard.”

Reconciling the needs o f l>orrowcrs 
and lender is entirely practicable. Maine, 
fo r example, allows most creditors to 
charge 30 percent on loans up to 55-10, 
but less fo r loans above that amount. 
That’s more generous than many other 
states allow. But an additional provision 
stipulates that if a lonn with an APR of 
more than 18 percent has a balance 
remaining after 37 montlis, the interest 
rate must then drop to 8 percent, even if 
the loan is refinanced. Why? “ To prevent 
consumers from getting locked into high- 
interest, long-term loans,”  says Barbara 
Alexander, superintendent of the Maine 
Bureau o f Consumer Protection. W ith­
out such a provision, the borrowers

C ight end up being "flipped," as happens 
in Arizona.

The table on the previous page sug­
gests that creditors may be far better o ff 
than their piteous cries would lead law­
makers to believe.
The dangers of pre-emption

Federal pre-emption o f state usury 
ceilings, as proposed in the Lugar- 
LaFalce b ill, would abolish even those 
state ceilings that are above current mar­
ket rates, remove the ability o f each state 
to set ceilings tailored to its residents, 
expose consumers to increased risk o f 
default and bankruptcy because o f high 
credit costs, and wipe ous a host o f strong 
state consuiner-protection laws.

The bill, as drafted, would apparently 
do away with state controls on maximum 
finance charges, prepayment penalties, 
the way that interest rates are calculated, 
late fees, and balloon payments. The 
bill's supporters 'Lny the measure would 
have such a sweeping effect, claiming 
that various credit provisions wnuld be 
exempted from  Federal pre-c. iption. 
The language o f the bill, however, is very 
broad. "Their intent is to make tho lan­
guage look like something other than 
what It is,”  charges Maine’s Barbara 
Alexander,

The hill Is widely opposed by consum­
er groups. Another opponent is the 
American Conference o f Uniform C.jn- 
sumcr Credit Code States, a group o 11 
states th.it have adopted all or part n/ the 
U - l f o t t n  C on sum e r C re d it  C ode  
( l 1 CC). The UCCC's framework o f sug- 
gis ed rate ceilings and consumer protec­
tions, while balancing the needs o f both 
consumers and lenders, tends to tip in 
favor o f lenders. Even so, Kathleen 
Goodpasture Smith, a South Carolina 
state crmsuincr-affalrs official, speaking 
for the conference, told Congress in July 
that the bill would wipe out •.’cv.t bor­
rower protections in UCCC states.

"Federal pre-emption o f the UCCC 
would be disastrous fo r consumers and 
would not bo tho quick fix for creditors 
that some may believe," she cautioned. 
"State rate and charge limitations arc so 
completely Intertwined with consumcr- 
protcction provisions that the two con­
cepts cannot he separated. . . . with 
higher rate ceilings, more ronstiiner-pm- 
tcction provisions urc necessary.”

CU agrees. In their rush to accommo­
date creditors, many Federal lawmakers 
seem to be overlooking the basic con­
sumer protections often provided by the 
same consumer-crcdit laws that govern 
usury ceilings. I f  state ceilings arc abol­
ished, as they would be under the I.ugar- 
LaFalce bill, is it likely that the states 
w ill take positive action to reinstate 
those protections? O r are the people's 
representatives prepared to let the tooth 
o f usury bite too much?
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tors’ viewpoint, that’s uncertain and inef­
ficient Tomorrow's politicians may be 
less pliant than today's, and relief in the 
form o f a new law can take weeks or 
months to pass.

•  Ceilings are an obstacle to the intro­
duction and success o f variab le-iate 
loans, in which the interest rate charged 
moves up or down during the term o f the 
loan in step with a prearranged index. 
Variable-rate loans shift the burden of 
rising interest rates from the lender to the 
borrower, so creditors are enthusiastic 
about the idea. But usury ceilings prevent 
loan rates from rising without lim it

•  Banks—especially large banks—want 
to operate across state lines. Interstate 
consumer banking is now restricted to 
.credit cards. I f  interstate banking is 
idlo ved at some point, it would be much 
easier if the crazy quilt o f state usury 
endings didn’t exist, since banks could 
charge what they wanted, anywhere.

Timing is also significant. The current 
economic climate lends some support to 
the creditors’ case fo r eliminating ceil­
ing.; if interest rates fail significantly, the 
lawmakers’ interest in grai.;'^g relief to 
creditors w ill fa ll. too.

So,-besides lobbying in the states, cred­
itors are pressing their case in Congress. 
A bill pending in both the House and Sen­
ate would wipe out all state usury ceil­
ings on consumer credit, though a state 
would have three years in which to over­
ride sections o f the law by passing its 
own limits, l i r e  b ill has little chance of 
approval on its own in the House, but its 
sponsors—Representative John J. l,n- 
Falee (D ., N.Y.) and Senator Richard C. 
I.ugar (ih, Ind.)—contemplate attaching 
it to another hanking bill that has gar­
nered broad support.
What the states have done

In 1980, as the prime rate moved past 
20 percent, *12 states lifted or eliminated 
their usury ceilings; this year some o f 
them went even further. Other states 
took action in 1081 for the first time. Ten 
states now permit banks that issue c.edit 
cauls to charge any interest rate Thir­
teen states, to ali intent, no longer limit 
the interest rate that banks charge on 
consumer loans.

Several states, including Delaware, 
Nevada, and New Mexico, have com­
pletely wiped out all interest-rnto restric­
tions fo r a ll classes o f lenders. Most 
states, however, have elected to lilt rath­
er than abolish their ceilings, and to 
apply the higher rates only to certain 
classes o f creditors.

Many states are still grappling s ith the 
usury question.Nesv York lawmakers, for 
example, are likely to faco a prop^j.,1 to 
raise or abolish the state’s criminal usury 
reiling of 25 percent. (Consuiner-crcdit 
interest rates aren't specifically regulated 
in Nesv York blit charging any rate above
CONSUMER REPORTS —  f d O U  i /

25 percent is a criminal ac t) Alaska’s leg­
islature ■ will also be making a decision 
whether to remove interest-rate ceilings 
on all types o f retail credit South Caroli­
na is likely to rewrite its consumer-credit 
laws extensively next year, with a good 
chance that some consumer-credit ceil­
ings w ill be raised. And Arkansas voters 
will decide in November c f next year, in 
the fourth such referendum since 1968, 
whether the state's constitutional usury 
ceiling o f 10 percent should be lifted to 
17 percent 

"The pressure is on to raise ceilings in 
those states that have not done so," says 
Robert EL Gibson, president o f the Na­
tional Foundation for Consumer Credit, 
sponsor o f more than 200 nonprofit cred­
it counseling centers around the country. 
”1 think those states w ill act quickly.’ ’ 

The arguments o f creditors for higher 
ceilings are shaky, since usury ceilings,

even admittedly low ones, don’ t necessar­
ily dry up consumer credit Moreover, 
states that have eliminated rate c o ilin g  
or raised them significantly, have at­
tracted lenders engaging in borderline 
practices.
The case of Arkansas

When lenders complain that low ceil­
ings force them to restrict consumer 
credit, they invariably bring up Arkansas 
as an example. W ith a 10 percent usury 
ceiling written into the state constitution, 
Arkansas is h i-d ly a lender’s paradise— 
that's true. But it needs a closer look. ,

First, most banks and thrift institutions 
(savings-and-loan associating', primarily) 
in Arkansas are permitted Ly Federal law 
to lend at one percentage point above the 
Federal discount rate—giving them the 
right (in September, as this is written) to 
charge a 15 percent APR on loans,

H o w  s t a t e  c e i i i n g s V a r y  -1 y g : ^

The fable below Illustrates state-to-stato differences In the maximum Annual Per-'-* 
centage Rate (APR) tor two kinds of crodlf transactions— bank porsonai loans and 
retail installment purchases. The first column shows tho highest legal APR for a '  
hypothetical personal loan of $2000, repaid over 24 mrnths. takon from a bank. ’ 
Tho second column shows tho highest legal APR tor a.hypothetical purchasa of 
$500. financed for 12 months, from a retail store. Tho table was compiled with tho 
hoip of Financial Publishing Co.. a supplier of consumer credit Information to the
t in a n c la l t r a d e . All term s w o ro  cu rren t as

i  Bonk Retail
porsona i Installment 

State loan  purchase

o f lo lo  S o p to m b o r .

?
' ; •  

Stalo

Bank Retair 
personal Installmont 

loan purchase

A labam a 21 .55% 26 ,60% Montana No limit No limit

A la ik o 19 19 Nebraska 19% 16% .--I.

Arlxono No limit No limit Nevada No limit No limit

A rkansas 15 ifl 10 Now Hampshire No limit Nollm ll

C a lllo rn la 22.76 19.72 Now Jersoy f»l 30 30

Colo rado 22.95 24.03 Now Mexico!?) 45 -‘45

Connecticut No limit 21 New York (3 25 25 .

De law are No limb' No Umll North C aro lina 22 .05(3 24

District o l Colum bia 1513 No limit North Dakota No limit - No limit ’

Florida 20.05 21 46 Ohio 22.42 21.80 -■> *■

Oeorglo 16 43 23,19 Oklahom a 24 6/ 30 • • - ;

H awa ii 31 13 28.00 Oregon No Hmlt No llmtt •• -'

Idaho 28 43 36 Pennsylvania • - 15 ■ '2 4  •'«. »

Illino is No limit No limit Rhode Is land 21 21

Ind iana 27.15 36 South C aro lina 24.76 34 91

Iowa 21 21 South Dakota 18 ’ 21.46

Kansas 17/3 '>0 43 Tennnisoo 151!) ' 17.96

Kentucky 18.02 No limit Toxas 24 W  ,  . 24 (3  - •i

Louisiana 34 84 24 UlahlJJ 45 - 45 .

M aine 24 67 30 Vermont 20.53 18 • * '

M ary land 23 35 22 V irgin ia No limit 2.1

Massachusetts 23 21.46 Washington 20.05 l il 22.05(sl

M ich igan 1513 21.43 W o it  V irg in ia 18 18 - ' *•"

M innesota 18 5 No limit Wisconsin 14 4 18 *, A

M ississippi 21 57 24 Wyom ing 22.95 33.03

Missouri 21.78 26,62
• V ,. ■ >

^  : i

0) redoraky insurod banks. (hulls, c tnd il unlc-'t con charge an  APR o l 101 ( I Z  ab o ve  W e 
"Fodotatdiscount r a te ') , a lthough tho sta lo  colling is lowo i. * ,'jtL •> .

[2 No spac.i/lc tabu lation o l  consumer-credit Intoiost lafos . but charg ing  any  APR above
am ount ind icated  constitutes crim inal usaty .........  • y  ,

151 Rate on  6-month Treasury hills (16 ,051 , os ot Septorr.bnr 16) p lus'6 % , or 1 6% ,‘whichovor Is ', 
more. . • . >.V xV v i'.r f .
(3 Twice tho rato > n 6-month Treasury bills, hut no  loss than 10% or more Wan 2 6% , •

[Jl Rato on 6-month Troasiry bi'ls plus 6 t  > v . . .  /r  ■ , . . ». * •«

(3 Rate on 6-month Treasury bills plus 6 % . _ I :  ■ ' ,^ .- ' .- '1
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A r i z o n a

C a l i f o r n i a

G e o r g i a

H a w a i  i

I d a h o

K a n s a s

M a r y l a n d

M i c h i g a n

M i n n e s o t a

M i s s i s s i p p i

M o n t a n a

N e w  M e x i c o  

N e w  Y o r k

A M E R I C A N  F I N A N C I A L  S E R V I C E S  A S S O C I A T I O N  
S U M M A R Y  O F  C O N S U M E R  C R E D I T  L A W S  A N D  R A T E S

A d d e n d u m  J u n e  1, 1983

D i s a b i l i t y  ( 1 4 - d a y  r e t r o . ) :  $ 1 . 8 2  - 12 m o s . ;
$2.57 - 24 m o s .;
$3.23 - 36 mos.

C o n s u m e r  F i n a n c e  L e n d e r  and P e r s o n a l  P r o p e r t y
B r o k e r :  r a t e s  d e r e g u l a t e d  o v e r  $5,000. 
E f f e c t i v e  Ja n .  1, 1984.

L o a n s  d e r e g u l a t e d  o v e r  $3,000; S e c o n d  M o r t g a g e  
L o a n  A c t  r e p e a l e d .  $10 N S F  c h a rge.

I n d u s t r i a l  L o a n  A c t :  p o i n t s  a l l o w e d  b u t  A P R  
m a y  n o t  e x c e e d  m a x i m u m  p e r m i t t e d  rate.

U 3 C : A l l  r a t e s  d e r e g u l a t e d .

21% a l t e r n a t e  r a t e  e x t e n d e d  to 7/1/85.

N e w  s a l e s  a n d  l o a n  laws: 24% per a n n u m  for
i n s t a l l m e n t  a n d  o p e n - e n d  credit.

D e r e g u l a t e d  r a t e s  for h o m e  m o r t g a g e s  e x t e n d e d  
to 4 / 1 / 8 5 .

R e g u l a t e d  L o a n  a n d  I n d u s t r i a l  Loa n Act-c: 
p o i n t s  a l l o w e d  b u t  A P R  m a y  not e x c e e d  
m a x i m u m  p e r m i t t e d  rate.

A l t e r n a t e  u s u r y  r a te: 5% o v e r  FRB d i s c o u n t  
r a t e .

C o n s u m e r  F i n a n c e :  A P R  r e b a t e s  ov e r  61 mos.
N o  m a x .  c e i l i n g .  S a l e s  and O t h e r  R e g u l a­
ted L e n d e r s :  " S u n s e t "  o n  d e r e g u l a t e d  r a t e s  
d e l e t e d .
L o a n s  a n d  S a l e s :  A P R  r e b a t e s  o v e r  61 m o n t h s .  
U s u r y  R a t e  ( N e w ) : 5% o v e r  P r i m e  Rate.

" S u n s e t "  o n  d e r e g u l a t e d  r a t e s  d e l e t e d .
S m a l l  L o a n  Law: N o  p r e c o m p .

R a t e  d e r e g u l a t i o n  a n d  o t h e r  " s u n s e t s "  
e x t e n d e d  to 5 / 3 0 / 8 7 .

* A d d e n d u m  to be i n s e r t e d  in t h e  A m e r i c a n  F i n a n c i a l  S e r v i c e s  
A s s o c i a t i o n ' s  S u m m a r y  of  C o n s u m e r  C r e d i t  L a w s  and R a t e s , d a t e d  
J a n u a r y  1983.



N o r t h  C a r o l i n a

O h i o

O k l a h o m a  

R h o d e  Isl an d

S o u t h  D a k o t a  

T e x a s

C o n s u m e r  F i n a n c e  A c t :  R a t e  " s u n s e t "  d e l e t e d .  
Alternate' r a t e  (84 m o s .  m a x . ) :  A P R  e q u i v a l e n t  
of  3 0 - 1 8 %  p e r  y e a r  @ $ 1 , 0 0 0  to $ 7 * 5 0 0  and 18% 
pe r  y e a r  to  $ 1 0 , 0 0 0 .  $10 N S F  c h a r g e .

C o n s u m e r  F i n a n c e  A c t  ( c o r r e c t i o n ) :  N o  max. 
m a t u r i t y ;  n o  C  & A; m a x .  $ 5 , 0 0 0 .

U 3 C :  D o l l a r  a m o u n t s  i n c r e a s e d  10% (7/1/83).

S m a l l  l o a n  lav; c e i l i n g  i n c r e a s e d  to $ 5 , 0 0 0 ,  
m a x i m u m  m a t u r i t y  60 m o n t h s .  S e c o n d  M o r t g a g e  
L o a n  La w :  p o i n t s  a l l o w e d  b u t  A P R  m a y  n o t  
e x c e e d  m a x i m u m  p e r m i t t e d  rate.

C o n s u m e r  F i n a n c e  Ac t :  C e i l i n g  d e l e t e d .

D o l l a r  a m o u n t s  i n c r e a s e d  e f f e c t i v e  J u l y  1, 
19 83: (a) a d d - o n  l o a n  r a t e s  18% to  $840, 8% 
to  $ 7 , 0 0 0 ;  (b) o t h e r  g o o d s  1 2 - 1 0 - 8 %  @ $ 1 , 4 0 0  
and $ 2 , 8 0 0 ;  (c) r e v o l v i n g  s a l e s  1 1 / 2 - 1 %
@ $ 1 , 4 0 0 .

Ut a h 03 C :  A l t e r n a t e  r a t e  1 9 . 6 %  u n t i l  60 d a y s  a f t e r  
1 9 8 5  s e s s i o n  a d j o u r n s .
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EXPLANATO RY  NO TE

This chart is compiled on the basis of (1) the laws. (2) official 
administrative interpretations, (3) legal opinions of attorneys who 
are personally familiar with the laws in the different states, and (4) 
pers ",dl Km. pledge of operating routines. It was necessary lo over­
simplify a U  generalize to present the information in this 
abbreviated chart form. Local counsel may be consulted for further 
information as to each state statute and details shov n on this chart. 
There are statutory and official administrative ruii-s as to advertis­
ing, other and related businesses, security, other cnarges (such as 
security recording fees), record-keeping, disclosures to customers 
and similar matters.

The maximum rate shown in the second column from the left 
under CONSUMER FINANCE AND RELATED LOAN LAWS is the 
monthly or yearly rate on unpaid principal balances unless other­
wise slated. "Precompulation" means that the unpaid balance rate 
or rates may be precomputed on scheduled monthly balances in­
stead of actual balances, suoiect to rebate for prepayment in full 
"Add-on" and "Discount" rates are for the contract period without 
regard to installment payments. Add-on is computed on and added 
to the original amount lent. Discount Is computed on and deducted 
from the face amount of the note. When there are two sets of rales 
stated in the second column, the first is the statutory maximum 
fixed by tho consumor finance (small loan) law; and the second is 
the maximum established by another law under which consumer 
finance licensees frequently operate.

Default, Deferment, Conversion. One-time default charges (com­
monly 5%  of installment or based on Rule of 78) are generally per­
muted atlor a grace period (commonly 10 days). Deferment charges 
(instead of default charges, lo bring an account up to date) generally 
are based on the Rule ol 78 or tno equivalent Finance Charge for the 
determent period. "Conversion" allows charging the contract rate or 
Federal APR on the original or net balance (instead of default or 
defermont charges). The general method for rebating unoarned 
Finance Charges upon prepayment In full Is shown; some states re­
quire additional rebates for prepayment before first duo date or for 
substantial partial prepayment. Foes are usually not rebated. "APR" 
rv_>bates are based on the Truth in Lending Annual Percentage Rato.

ir  tho Credit Insurance column. "NAIC" refers to statutes which 
give Insuranco Commissioners some control of credit insurance 
premiums and which are based on a model bill of the National 
Association ol Insurance Commissioners. Unless otherwise stated, 
the life rate is charged per S100 per year c.i the total amount 
repayable: the disability rate is charged per S100 of the total amount 
repayable n at not per year). The credit insurance rates which are 
stated are the highest rate generally charged by the Insurance com­
panies which provide insurance to consumer finance licensees. 
Generally speaking, these credit insurances rates are also the 
prevailing rates for other consumer installment credit.

In the first column under OTHER CONSUMER LOAN LAWS. 
"Revolving Loan and Credit Card Law" refers lo laws which permit 
lenders to charge monthly rates on unpaid balances tor cash ad­
vances and for credit sales. This chart does not include the various 
state laws which permit or involve special rates lor credit unions, 
savings banks, savings and loan associations, pawnbrokers, and 
similar types of special cases. It does include the recent state laws 
authorizing or limiting insurance premium financing and loans 
secured by second mortgage on dwellings. The tumor mortgage 
lending laws are designated ‘ Second Mortgage Loan Law

SALES FINANCE AND REVOLVING CREDIT RATES

Unless otherwise indicated:

(1) Sales finance rates are annual dollar add-on ratec. The term 
“unpaid balance rale" refers to the same method o>' com­
puting rales on unpaid balances as under consumer fu ance 
laws

(2) Two or more motor vehicle rates show first the new car rate 
followed by tho higher rates lor older models. Each rate is a 
flat (not graduated) rate that applies (o the entire contrac,'.

(3) The rates for all gcod or other good3 are graduated r® the 
size statos. with tho highest rale applicable to any amount 
financed up lo the first amount stated and the lower rale or 
rates applicable to any portion or portions of the amount 
financed in excess thereof

(4) The revolving credit rato is computed on monthly unpaid 
balances graduated tie the size stated.

(5) A bracketed figure following the maximum rata is the 
minimum (mln.| or the acquisition (acq.) charge or both as may 
be indicated.

(6) In the case of revolving credit, the brackoted figure is the 
minimum monthly charge.

(7) “AH goods" refers to a law which applies to automobiles and 
other consumer goods. "Other goods" refers to a law which 
Qu.. not apply lo automobiles.

The su nmary of USURY LAWS omits many exceptions, such as 
business loans or loans to corporations. Rates are yearly, unpaid 
balanco ratos, unless otherwise stated. Tho now Federal "usury 
law" (offoctive April 1,1980) is summarized on page 22.

State D is c l o s u r e  L a w s  which seek !o conform state requirements to 
federal requirements are indicated in boldface on the left hand 
page.



C O N S U M E R  F IN A N C E  A N D  R ELA T EO  LOAN LAW S
STATE
AND
SUPERVBOn MAXIMUM RATE

MAXIMUM
MATURITY

ALABAMA
Super/,sor, 
Bureau of 
Loans, Slate 
Banking Dept.

3%  to $200, 2%  to $749. On 
loans ol $75 or less $1 for 
each $5 loaned.

Consumer Credit Act: 15% 
per year add-on to S750,10% 
lo $2000, and 8%  over $2000; 
or 18% per year on unp.-'d 
balances. Revolving Credit;
1 % % ■ !% %  @ 5750.

PRttOMP 
AD PON 
DISCOUNT

25 mos.

24 % mos. 
to $300. 
36% mos. 
to 51000. 
None 
over 
$1000.

■ 'lomp.

Add-on

0EFAUIT
OffERMBiT
CONVERSION

LOAN SIZE 
REBATE CIA LIMIT

Default
Deferment
Conversion

Default
Deferment

Rule ot 70 Yes $749

Rule of 78 No None

CREDIT UFE AND 
DISABILITY INSURANCE 
WHERE PBfMITTED

Life. S1.00. Disability 
(14-day retro.);
S220-12 mos. 
53.00-24 mos. 
53.80-36 mos.

Interest Surcharge: 2%  
(max. $20) for all loans.

ALASKA
Department 
of Commerce

3%  to $850 and 2%  to 
510,000; or APR equivalent 
0 \e r $10,000, no limit.

24% mos. 
to $1000, 
48% mos. 
to 52500. 
60% mos. 
to $5000. 
None over 
$5000.

No Default Yes $25,000 Lite, 60c. Disability 
(I4<!ay retro): 
5220-12 mos. 
$3.00-24 mos. 
$3.80-36 mos.

ARIZONA 3%  to $300, 2%  to $600. 1% % 24% mos. Precomp. Default APR MO 510.000 Life. 44c. ■‘■'isability
Superin­ fo $1000. Over $1000: 2 % %  to to $1000. Deferment (14-day retro,i.
tendent of $300, 2 %  to $1000, 1% %  tc> 36 % mos. Conversion $2.43-12 mos.
Banks $1500, 1% to $10,000; or 

1.625%. To $1500, 1% docu­
ment preparation fee.

to $2500. 
48 % mos 
to $4000. 
60 Vi mos. 
to 56000. 
None over 
$6000

$3.4324 mos. 
$4.30*36 mos. 
NAIC

ARKANSAS See Usury Law Life, 75c. Disability
(1/Lday retro.): 
$2.39-12 mos. 
53.16-24 mos. 
$3.69-36 mos,

CALIFORNIA
Commis­
sioner ol 
Corporations

Consumer Finance Lender 24% mos.
2 % %  to $225, 2%  to $900, to $1500,
1 % %  to 51650, 1%. APR 36% mos.
equivalent; or 1.6%. Variable to $2500,
rato basod on FRB discount 48% mos.
rato to 510,000; 5%  fee (max. to $4000,
$50) to $2500 until 1/1(84. 60% mos.
Revolving credit not permitted, to $6000,
No max. abovo $10,000. Com- 84% mos.
panion "Small Loan Law" Is to
Inoperative. $10,000.

Complltnci with Rtgultllon Z M isties sties  llm nce 
disclosure provisions.

Yes Default
Determent
Conversion

rc

Rocom-
putatlon

No None

f)ere 
r o c k ^ -

Life, 40c-50c 
depending 
ori Insurance 
volume.
Disability 
(14-day rotro.): 
S242-12 mos. 
$3.43-24 mos. 
54.30-36 mos.
(higher rates for real 
cstato loans)



O T H E R  C O N S U M ER  LOA N  LAW S
S A LES  F IN A N C E  A N D
R E V O L V IN G  C R E D IT  LAW S

U S U R Y
LAW S
STATI ANO

LOAN SIZE MAXIMUM
KMO Of LAW PRMCm CHAKSES LIMIT UM3 OF LAW MAXIMUM RATE RATI

Consumer [Bank and other financial institutions may None All Goods S15108 ®  $750. ALA3AMA

Credit Act charge rates on opposite page.| (Consumer $2000 (min. S4-6 B % ;

Credit Act) @ S25) NC limit over 
$5,000 (after 
7/1/87. over

Insurance S10 plus 9%  per year add-on ($20 max.) None Revolving Credit 1 % % - 1 ’/ i%  ®  $750 $15,000).

Premium (Consumer 
Credit Act)

(min. 50c/mo.)

Revolving 1 >/4% per month to S750 and 1 V i %  on any None
Loan remainder plus S15 annual credit canl fee.

Installment
Loan

Bank Credit 
Card

6%  per year discount (max. 11.8% per 
year on unpaid balances). (Applies to 
banks and others).

1’/ j%  per month on first $1000, 1% on any 
remainder ($1 per month min.) plus fee of the 
lesser of 3%  of cash dvance or $12 (min. 
$3).

$10,000

None

All Goods 

Revolving Credit

$103 ®  $1000 
(min. $12-10 <8 
C mos.) (acq. $25 
motor veb., $10 
othor goods)

1 V», 1% (or varlablo) 
©  $1000 (min. 
$1/month)

ALASKA
5%  
above 
Federal 
Reserve 
discount rato; 
$25,000 or 
more, 
no limit.

Insurance
Premium

$10 plus 15% per year on unpaid 
balances

None

Industrtal Bank

Installment
Loan

Revolving Loan

10% per year (discount for one year) 

No limit. APR rebate

No limit.

$1000

$5000

Nono

Motor Vohiclo 

Other Goods 

Revolving Credit

No limit. 

No limit. 

No limit.

ARIZONA
No limit

Insurance
Promium

$15 plus any agreed ralo None

See Usury 
Law

ARKANSAS
5%  over FRB 
discount rato; 
17% por year 
for consumor 
loans and sales.

Industrial Loan

Insurance
Premium

2%  per month to $1000 and 1% on any 
remalndor. on unpaid balances; 1.6% on 
unpaid balances; or variable rate based on 
FRB discount rato to 1/1/85. Foe of 5%  (max. 
$50) to $2500 Irom 1/1/83 to 1/1/85.
Revolving credit permitted

2%  per month to $1000. 1% on 
fomaindor ($’ 5 min.).

5%  of capital 
and surplus 
except 20% 
for secured 
loans

None

Motor Vehicle 1.2% per mo. add-on 
to $3,000 and 1.1% 
on ontlro balance 
over $3,000 to 1/1/84; 
or 1.6% per mo. on 
unpaid balances lo 
1/1/84.

CALIFORNIA
18%; 10% for 
consumer loans, 
except 
real estate. 
Banks and 
other are 
exempt by 
Constitution

Personal
Property
Brokers

Samo as Con imor Finance 
Lenders, e xc e  l lor fee and 
variable rate

Nono Other Goods $11 (after 1/1/84. 
$10)8 ©  $3000 (after 
1/1/84, $1000) (min, 
$12- .'0 ©  6 mos.)

Commercial
Flnanco
Lenders

No limit fc commercial loans of 
$5000 or roro.

Nono Revolving Credil 1.6% (alter 1/1/84, 
15%). 1% a t  $3000 
(after 1/1/84. $1000) 
(min. 11/month)
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C O N S U M E R  F IN A N C E  AN D R E LA T ED  LOA N  LAW S
STATE
ARC
SUPERVISOR MAXIMUM RATE

MAXIMUM
MATURITY

PRECQMR
A0OCN
discount

DEFAULT
DEFERMENT
CONVERSION REBATE CiA

LOAN SIZE 
UMIT

CREDIT LITE ANO 
(USABILITY INSURANCE 
WHERE PERMITTED

COLORADO
Attorney
General

UCCC: 36% per year to S630, 
21% to S2100.15% to 
$25,000. or 21% per year.
(min, $15. $25 @ $500) 
Revolving credit: 21% per year 
(except 18% for purchases 
unless "tree period" provided).

25 mos. 
to $630. 
37 mos. 
to $2100. 
None 
over 
$2100.

Yes Default
Deferment
Conversion

APR NO $25,000 
No limit it 
secured Dy 
real estate.

Life. 70;. Disability 
(14-day retro.i 
$2.20-12 mos. 
$3.00-24 mos 
$3.80-36 mos 
NAIC

U C C C  r e q u ir e s  t i m e  d is c lo s u r e s  i s  R e g u ls t lc ■ Z .  R e g u l it lo n  
Z  d is c lo s u r e s  d t o m t it  c o m p l ia n c e  w ith s t it t  j i is c fr s u r e .

CONNECTICUT Add-on rale: S17 a year per 24Vj mos.
Stale Bank S100 to SSOO and $11 on to S1000.
Commissioner remainder tor secured loans 36Vj mos.

(but not auto or household to $1800.
goods) to $1,800 or 72 Vi
unsecured loans to $5,000; months
$11 on entire amount it to $5,000
secured by real estate (over 
$1,800) or personal property 
(but not household goods.'
12% per year on unpaid 
balances atter maximum 
maturity. Revolving credit:
18% per year

Real estate loans; No maximum 
over $5000, except 24% APR 
tor small loan licensees' 
affiliates, and licensing required

G e n e r a l l iw  r e q u ir e s  s e m e  d is c lo s u r e s  i s  R e g u la t io n  Z .
G r im e d  F R B  e x e m p t io n .

Add-on

DELAWARE
State Bank 
Commissioner

Discouni Act; no limit.

C o m p lia n c e  w ith  R e g u la t io n  Z  s it ls l le s  c o m p a r a b le  
p r o v is io n s  o l  s i l e s  l l n i n c e  e n d  r e v o lv in g  c r e d it  lew s .

Default
Determent

Rule of 78 
to 48Vj 
mos.: APR 
over 48V» 
mos

Yes $5000 Lite only. 50c, 
NAIC

None

36 mos 
to $1500 
60 mos 
to SS000 
None over 
$5000

Precomp. Dolautt
D e 'crm en t

APR No 10% of 
capital over 
$10,000: 
otherwise 
$500

Ule. 65«. Disability 
(14-day relro I
$2.2012 mos.
S3 00 24 mos 
$3 8036 mos 
NAIC
(By regulation)

DISTRICT OF 
COLUMBIA
Commis­
sioners ot 
District of 
Columbia

Small Lonn Law Is inoporattve.

FLORIDA
State
Compuollor

30% por year to $500. 24% to 24 Vi mos. No Default No $25,000

$1000. 18% to $2500; 
1B% over $2500 
10% per year one 
year altor maturity.

lo $600. 
36 Vi mos 

to $2500 
No limit 
ovor 
$2500

Lite. 60c. Disability 
(14-day retro.); 

$1.40-12 mos. 
$2.20-24 mos 
$3.00-36 mos 
NAIC

In te r e s t  Par ity  L i w :  A n y  l ic e n s e d  o r  c h ir t e r e d  le n d e r  m a y  c h ir g e  
th e  m ix lm u m  n t i s  p e r m itt e d  p ir s o n s  u n d e r  o th e r  s t it e  le w s , 
s u b je c t  to th e  r e str ict ions  la t h e r  t h i n  r e g u lit o r y )  In  th o s e  le w s .
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O T H E R  C O N S U M E R  LOA N  LAW S
S A L E S  R N A N C E  AN D
R E V O L V IN G  C R E D IT  LAW S

U S U R Y
LAW S

XMOOFUW POTfCPAl CMARCES
LOAN SEE 
LIMIT WHO OF UW MAXIMUM RATES

STATE AKO 
MAXIMUM 
RATE

Uniform 
Consumer 
Credit Code

[Banks, industnai loan corporations, and 
other supervised financial organizations may 
charge the maximum rates stated on oppo­
site page.]

$25,000 
No Limit 
if secured 
by real estate.

All Goods 
(UCCC)

Revolving Credit 
(UCCC)

Unpaid balances 
rate: 25Vo per year 
tp $630. 20%  to 
$2100, 15% to 
$25,000: or 21% 
per year. (min. $5, 
7.50,15 @ $75 4 
$500)

21% per year 
(min. 50c/mo.)

COLORADO
45%
except super­
vised loan 
rates for "con­
sumer related" 
loans to 
$30,000.

Industnai (1) 6%  per year discount. /2) $1 for each $10,000 Motor Vehicle Precomputed on CONNECTICUT

Bank S50 or fraction thereof lo'it but not more (or based unpaid balances: 12%

than $10. on capital 1 8 M 9 % - 2 iy » % Banks and
or deposits) after 10/1/83,(16-16% . S&L associa­

21 V i  %  per year) tions are

Savings Banks No limit $15,000 exempt:
no limit over

'nsuranco 16% per year (after 1/1/84, 1 2 ° / i  per yeah None Other Goods Precomputed on $5,000 for

Premium plus $10 per agreement. unpaid balances; real estat'
21% per year (afler loans.

FkvoMng 18% (after 3/1/83,15%) per year on unpaJd None 10/1/83,18% per
Credit balances. year) (min., acq. $15)

■ Revolving Credit 1 % %  (after 10/1/83,
1% % )

• Same rate for mofor vehicle purchase loans.

Bank Consumer No limit. None Motor Vehicle No limit. DELAWARE

Loan 5%  over
Other Goods No limit. Federal Re­

Second Mortgage No limit None serve discount
Loan rate; no limit

over $100,000
Bank No limit. None Revolving Crodit No limit, (min. except for
Revolving S1/mo.) home

Credit morlganes.

Installment 21% per year on unpaid balances: 15% Nono Motor Vehicle 21.5-23.5-27-2B.33% DISTRICT OF
Loan for real estate loans (applleu to banks (unpaid balance (min. $25) COLUMBIA

and S & L’s). rates) 8 % ; 15% for
real estate

Insurance 6%  per year add-on plus $10. None mortgages.
Premium Revolving Crodli 1 % %

Industrial Bank (1) 18% per yoar on unpaid balance Secured loana— Motor Vehicle $10-11-15-17 FLORIDA
(2) 2%  of loan ($50 max.) 25%  of capital (min. $25) 18%; 25%

and surplus; over
unsecured Othor Goods $12 (min. $12-7.50- $500,000.
Joans— 5 <& $50 & $25;
10% same acq. $15)

Bank Consumer (1) 18% per year on unpaid balancos. $50,000 Home Repair $10 ($25 min.)
Loan (2) 2%  of loan ($50 max.)

(3) min. $15; $10 for singlo payment. Revolving Credit 1 % %
(min. Si/mo.)

Bank Revolving 1Vi%  per month on unpaid balances. SI 0,000
Loan and Credit
Card

Insuranco $20 plus 12% per year add-on (Special None
Premium rates for financing by Insurance com­

panies and agents).



C O N S U M E R  F IN A N C E  A ID R E L A T E D  LO A N  LAW S
STATE
AMO
suretvtson MAXIMUM RATE

MAXIMUM
MATURITY

PRECOMP
ADO-ON
DISCOUNT

Offr̂ tT
DEFERMENT
CONVERSION REBATE CAA

LOAN SIZE 
UMn

CREDIT UfE AMO 
DISABILITY INSURANCE 
WHBtE PERMITTED

GEORGIA Industhal Loan Act: 10% a 36V2 Discount Default Rule of 78. Yes $3000 D ie 75c decreasing

Industrial year discount for 18 months. months and fee not over term, S1.70 level term

Loan add-on for longer maturities: 5%  per Disability (3day retro.I:

Commissioner fee of 8%  of first $600 and 4% month 53.05 per year per

ol excess plus 52 per month; $5 monthly benefit:

5%  for default of 5 days. (7-day retro.): $2.10 per
year per $5 monthly 
benefit.

HAWAII 3 % %  to 5100, 2 V i%  to $300. 20 mos.
Director of
Regulatory Industnal Loan Act: 14% per 72 mos. to
Agencies. year discount for first 18 55000
Deputy Bank months, 105%  for next 12 (unsecured)
Examiner months, 7%  for next 12 and $7500

months, 4%  for remaining (pers.
months to 48 months: transfer prop.);
of equity fee; or 24%  per year 15 yrs. for
on unpaid balances. Revolving real estate
credit: 24% per year. and other
(Temporary rate increase to secured
7/1/85.) loans.

NO

Discount Default
Deferment

Contract
Rate

Yes S300 

Yes None

Life. 60c. Disabil.ty 
(14-day retro.): 
52.61-12 mos. 
$3.53-24 mcs. 
54.18-38 mos.

Regulation Z made controlling ovor onto disclosure lows.

IDAHO UCCC 38% per vear to $840
Comml3- 24% to $2800. 18% to
sionor of S70.000: or 21 %  per year.
Finance Revolving credit: 21% per year.

25 mos. 
to S840,
37 mos. 
to S2800. 
None over 
$2800

Yes Default
Deferment
Conversion

Rule of 78 
to 61 mos.: 
APR over 
61 mos.

No $70,000 
No limit if 
secured by 
real estate.

Life. 60c. Disability 
(14-day retro ): 
S2.20-12 mos 
530*.-24 mos 
$3.80-38 mos.
NAIC

UCCC requires stm t disclosures ts Regulation Z. Regulation 
Z disclosures deemed compliance with state disclosures.

ILLINOIS 
Department 
of Financial 
Institutions

Consumer Finance Act: 
no limit.

Consumer Installment Loan 
Act: no limit. (Applies to 
banks)

None Precomp.

121 mo3. Precomp.

Default
Deferment
Conversion

Dofault
Deferment
Conversion

Rule of 78 Yes $3000

Rule of 78 No $10,000

Life, 65c. Disability 
(14-day retro ): 
$2.20-12 mos. 
$2.80-24 mos. 
53.35-36 mos. 
$3.9048 mos.
NAIC

Compliance with Regulation 7  satisfies comparable 
provisions o l consumer credit laws.
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S A LES  F IN A N C E  A N D  U S U R Y
O T H E R  C O N S U M E R  LOA N  LAW S R E V O L V IN G  C R E D IT  LAW S LAW S

WHO OF LAW ntMCML CHARGES
LOAN SIZE 
Lwrr KKDOf LAW MAXIMUM RATES

STATE ANO 
MAXIMUM 
RATE

Installment
Loan

9° • per year addon. (Applies to banks and 
others.)

None Motor Vehicle S10-13-15-17 
(min. $25)

GEORGIA
10’/a%, 
2Vj%  over

Bank Credit 
Card

(1) 1 Vs %  per month on unpaid balances. (2)$5 
per advance or 5% thereof up to $25. (3) 
Collection suit expenses. (4) S12 annual fee.

Nor.-a Oth', Cods 13* per $1 (min. & 
$12. 7.50, 5 @ $50 
& $25; acq. $15)

long term U.S. 
bond rate 
for real estate 
loans: S100.000

Second
Mortgage Loan

Insurance
Premium

(1) 9% per year addon. (2) 10% of loan or 
$50 to $1500 for expenses. (3) no limit over 
$5000.

$20 plus 12% per annum addon.

None

None

Revolving Credit 1.75% (min. $1/mo.) or more, no 
limit.

Bank Consumer 
Loan

Credit
Card

Industnal Loan Act rates.

1 %  %  per month on unpaid balances 
until 7/1/85.

See Sec. 308 
— 14.7

None

All Goods 

Revolving Credit

Industrial loan 
rates (min. $10 on 
balances under 
$100, acq. $10)
72 mos. max 
maturity.

2%  (1%%  for credit 
cards), until 7/1/85.

HAWAII
12%; no 
limit over 
$750,000 
or for purchase 
money home 
mortgages.

Installment 6% per year discount. (Applies to banks and
Loan others.)

Uniform [Banks and other supervised financial
Consumer organizations may charge the maximum rates
Credit Code Hated on tho opposlto page, Others may

charge 18% per year simple interest for loans 
and revolving credit.)

$3500

$70,000 
No limit I' 
secured by 
real estate.

All Goods 
(UCCC)

Revolving Credit 
(UCCC)

Unpaid balance 
rate: 36% per year 
to $840, 24% to 
$2800, 18% to 
$70,000; or 21% 
per year. (m!n. 
$5-7.50 @ $75)

21% per year 
(min. 50c/mo.)

IDAHO
Unless covered 
to UCCC. 13% 
for home 
mortgages; 
21% for 
"consumor 
related" loans 
to $70,000.

Installment
Loan

Revolving Loan

(1) 9% per year add-on* or APft 
equivalents ($15 min. on loans of $300 or 
more repayable In 6 to 181 months.)
(2) $5 or loans up to $800.

(1) 1 % %  per month.* (2) 25c per each loan or 
credit extension or $20 annual fee (applies to 
banks and others).

$25,000

None

Motor Vehicle 

Other Goods 

Revolving Credit

No limit, (acq. $25) 

No limit, (acq. $12)

No limit.

ILLINOIS
9%; no limit on 
residential real 
estate loans 
and Installment 
sales; max. 3% 
points If rate 
over 8%.

Insurance 10% per year add-on plus $20 If amount None
Premium financed Is less than $500, $30 to M000, and

$40 over $1000.

•No limit on rate for loans by banks, S & L's, credit unions, and licensed lenders.
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C O N S U M E R  F IN A N C E  A N O  R E LA T ED  LOA N  LAW S
STATE
ANO
SUPSVtSOR MAXIMUM RATE

MAXIMUM
MATURITY

PRECOM P.
ADD-ON
DISCOUNT

DEFAULT
DETERMENT
CONVERSCN REBATE CM

LOAN SIZE 
LiMfl

CREDIT UFE ANO 
OtSABIUTY INSURANCE 
WHERE PERMITTED

INDIANA UCCC: 36% per year to
Department S660, 21% to S2200,15%
of Financial to 555,000; or 21% per year.
Institutions Revolving credit; 21% or

graduated rates.

25 mos. to 
5660. 37 
mos. to 
52200. 
None over 
52200.

Yes Default
Doferment
Conversion

Rule of 78 No 555,000 
No limit 
if secured 
Dy real 
estate.

Life, 65r. Disability 
(14-day retro.t 
5220-12 mos. 
53.00-24 mos. 
33.8036 mos.
MAIC

UCCC requires same disclosures as Regulation Z. Regulation 
Z disclosures daamad complianca with state disclosure.

IOWA
Superin­
tendent of 
Banking

State
A u d i t o r

3% to 5500, 2%  to 51200, 
1 % %  to 52000, (Rate 3et by 
State Banking Board.)

Industrial Loan Act: 10% 
par year discount plus fee 
of 51 per 550 (540 max.)

25 mos. 
to $300, 
37 mos. 
to 51000. 
None 
over 
51000.

Precomp.

Discount 
and fee

Default
Deferment

Default
Deferment

APR

ARP

Yes 52000

Yes 20% of 
capital.

Life, 65c. Disability 
(14-day retro.): 
5220-12 mos. 
53.00-24 mos. 
53.80-36 mos.

KANSAS 36% per year to $540,
Consumer 21% io $1800,14.45% to
Credit 525.000: or 21% per year (after
Commissioner 7/1/83, 18%) Revolv­

ing loans permitted, (min. 
55-7.50 & $75.

25 mos. 
to 5420 
37 mos. 
to 51400. 
None 
over 
$1400,

Yes Default
Deferment
Conversion

Rule of 78 
to 61
mos; APR 
over 61 
mos.

No $25,000 
No limit if 
secured by 
real estate.

Life, 65;. Disability 
(14-clay retro.): 
52.20-12 mos. 
i.t.00-24 mos. 
$3.8036 mos.

UCCC requires same disclosures as Regulation Z. No penalties 
allowed II creditor compiles with Administrator's rules.

KENTUCKY 3% to 51000, 2% to 53000. 60% mos.
Commis- Over $3000, 2% on entire to $3000.
sloner of balance. 120 mos.
Banking to $1500.

Industrial Loan Act: 8%  See Bank
per year addon or discount Loans on
plus fee of $1 per $50 to opposite
$2000; 5% up to $5 per page.
Installment for default of 
10 days. (See A.G. Cn. No.
72374 re rates.)

General Law requires same disclosures as Regulation Z.
Reg. disclosure deemed compliance with state disclosure.

Precomp

Interest 
ano fee

Default
Deferment
Conversion

Default
Defer

Rulo of 78 Yes S15.C00

Rule of 78 Yes 510,000

LOUISIANA 36% per year to $1400, 27% to None
State Bank $4000, 24% to $7000, 21% on
Commissioner any remainder; plus $25 fee 

(min. 515-525 & $200). Rate 
limited to 18% per year 12 
month3 after maturity.
Revolving credit permif.ed.

Yes Dofault
Deforment
Conversion

Rule of 78 No None

Life, 60c. Disability 
(14-day retro.): 
52.02-12 mos. 
$2.93-24 mos, 
$0.8536 mos.
NAIC

Life. $1 00. Disability 
(14-day retro.): 
$2.20-12 mos. 
$3.00-24 mos. 
$3.8036 mos.

Licensed lenders and others may charge above rates on salo 
contracts Iother than auto) acquired within .75 days ol sale.



O T H E R  C O N S U M E R  LOA N  LAW S
S A LES  F IN A N C E  AN D
R E V O LV IN G  C R E D IT  LAW S

U S U R Y
LAW S
i;ATE ANO

UMN SUE MAXIMUM
KUO OF LAW PRKCPAL CHANCES UMfT WHO OF LAW MAXIMUM KATES KATE

Uniform 
Consumer 
Credit Code

[Banks, Industrial loan corporations and other 
supervised financial organizations may 
charge the maximum rates stated on the 
opposite page.]

$55,000 
No limit 
If secured 
by real 
estate.

All goods (UCCC)

Revolving Credit 
(UCCC)

Unpaid balance 
rate: 36% per yen 
to $660, 21% to 
$2200, 15% to 
$55,000, or 21% per 
year. (min. $5-7.50 

®  $75)

21 %  per year 
(min. SOc/mo.)

INDIANA
Only UCCC 
21% rate 
for "consumer 
related" 
loans to 
$55,000.

Consumer 
Crr 'It 
Code

Revolving
Loan

21% per /ear on unpaid balances. (Applies 
to banks and other supervised financial 
organizations.)

1 Vi -1 v*%  per month 0  $500 (min. SOt/Tno.).

$25,000. Motor Vehicle

Other Goods

Revolving
Credit

Precomputed 
monthly Interest 
1% -2-2% %

21% per year on un­
paid balances (min. 
$5-750 &  $75)

1 % -1 % %  @ $500 
(min. oOc/rno.,.

IOWA
2%  ovur U.S. 
bond rate; over 
$25,000, any 
rate for
consumer loans 
or real estate 
purchases or 
Improvements.

UCCC

Inst ice 
Premium

18% per year to $1000, 14.46% to $25,000; 
or 21% per year to 7/1183. (Applies to 
supervised financial organizations.)

$10 plus 12% per annum „ddon.

$25,000 
No limit If 
Secured by 
real estate.

None

All Good3 

Rovolvlng Credit

Unpaid balance 
rates: 21% per year 
to $300. 10% to 
51000. 1445% to 
S25.000: or 21% to 
7/1/83 (n.ln. $5-7.50 
0  $75)

1.751.5-1.2% per 
month &  $300 & 
$1000); or 1.75% lo 
7/1/83 (min. 50cmo)

KANSAS
15%: 1% over 
yield on federal 
mortgages for 
real esti te 
loans and sales; 
no limit for 
variable rate 
real estate 
loans

Bank Consumer 
Loan

Insurance
Promium

(1) 0%  por year discount (up to 5 yrs. and 
32 days) or addon (up lo 10 yrs. and 32 
days). (2) $1 for each $50 or fraction 
thereof nn first $800.

$10 plus 8%  per year addon.

None

Nonr

Motor Vehicle 

Cthor Gooc.s

Rovolvlng Credit

$11-1515 (acq.525)

No limit 
(acq. $10)

No limit.

KENTUCKY 
4%  over FRB 
discount rale 
(19% max.|, no 
limit over 
$15,000.

Bank Revolving 
Credit

1’/ i%  por n.onth. None

Consumer
Credit

[Banks and other supervised financial 
organizations may charge the m a-'m um  rates 
stated on tho opposite pago. Oth 'i mau 
chargo 10% por year simple Interost ]

Nono Motor Vehicle 
(procomputod 
on unpaid 
balances)

I V j - 2 - 2 % - 2 % %  (after 
9/30/84. 
1% -1% -2% -2% % ) 
plus $25 fee (min 
$25)

LOUISIANA 
12%; no limit 
on discount for 
business loans; 
17% tor home 
seller loans.

Credit Cefd

Motor Vehicle 
Loan

1 % %  per month plus fee of 4%  of cash 
advance.

Motor vehicle sales finance rates apply to 
auto loans made within 60 days of purchaso.

Nono

Nono

Other Goods 
(unpaid balance 
rate)

24-1812% por year 
®  $1750 & $5000 
to $25,00u, or 18%. 
plus $25 toe ($25 
acq. for first half of 
term) (mm. $57.50 <it 
575)

Insurance
Premium

$10 plus maximum mtcs stated on opposite 
pare.

Nono
Revolving Credit 1’/ ,%
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C O N S U M E R  F IN A N C E AN D R E LA T EO  LO A N  LAW S
STATE PRECOMP. DEFAULT CREDIT UFE AMD
AMO MAXIMUM AODDN DETERMENT LOAN SIZE DISABILITY INSURANCE
SUPERVISOR MAXIMUM RATE MATURITY OISCOUHT CONVERSION REBATE CiA UMIT WHERE PERMITTED

Life. 43c. Disability 
(14-aay retro.): 
S2.29-12 mos. 
5298-24 mos. 
$3.52-36 mos.
NAIC

15% to $55,000). Most 
licenses have ceased 
business.

G e n e n l  liw  requires s im t  d isc los u re s  i s  R e g m d o n  Z .
D n n t c d  F R B  E x e m p t io n .

MAINE 18% per year. (min. $5, $7.50. 25 mos.
Supeiin- $25 & $75-250) Revolving to S660
tendent of credit permitted. Unique 37 mos.
Bureau of restrictions make higher rates to $2200.
Consumer generally inoperative (30% per None over
Protection year to $660, 21% to $2200 $2200.

Yes Default
Deferment
Conversion

Rule of 78 
to 48 mos.; 
APR over

48 mos.

No
No

555.000 
No limit if 
if secured 
by
real estate.

MARYLAND
Bank
Commissioner

To $2000: 2% to 51000. 2% 
to $2000. Over $2000: 2%. 
(Temporary rate Increase until 
7/1/85.)

30'A ">03. 
to $700. 
36% mos. 
to $2000, 
72% mos. 
to $6000

No NO $6000 Life, 56c (52e over 48 
lo 96 mos.) Disability 
(14day retro.): 
$2.00-12 mos. 
$273-24 mos. 
$3.4536 mos.
NAIC

MASK. 
Commis­
sioner of 
Banks

23% per yoar plus $20 annual None 
fee. Ralo Fixing Board. (6% a 
yoar 12 months aftor maturity.)

General Intorost Law: 20% per Nono 
yoar over S6000 oxcopt for 
Second Mortgage Loan Law or 
If notify Attorney General,

Precomp. Default
Delerment

No

Rule of 78 
to 54 mos.; 
APR over 
54 mos.

Y03 $6000
(by
rule)

No None
(over
$6000)

G e n e n l  d isc losure  l iw  Is i lm o s t  i  c o p y  o l  R e g u l i l lo n  Z . 
G n n t e d  F R B  ex em ption .

Llfo and Disability 
each 50c per $100 per 
year.

MICHIGAN
Financial
Institutions
Bureau,
Department
of Commorce

31% por yoar to $500. 
13% lo $3000*. or 
18% on entire balance.

Nono No No 53000 Lilo only, 50c. 
Disability (14-day 
retro.): 12 mos.-$2.20 
(actuarial equivalent 
for longer maturities)

‘oxcept loans socurod by motor vehicles 2 or loss modol years old.

C o m p llm c o  with R e g u l i l lo n  Z  s i l ls l la s  c o n s u m e r  l ln in c e ,  s ilo s  
l lm n c e .  m d  h o m e  Im provem ent l iw  d isc losure  p r o v is io n s .



O T H E R  C O N S U M E R  LOA N  LAW S
S A LES  F IN A N C E  AN O
R EV O LV IN G  C R E D IT  LAW S

U S U R Y
LAW S

KKO OF LAW PRHCPAL CHARGE
LOAN SIZE
umrr KWD OF LAW MAXIMUM RATES

STATE AND 
MAXIMUM 
RATE

UCCC (Banks, Industrial banks, and other 
supervised financial organizations may 
charge the maximum rates stated on the 
opposite page.]

$55,000 
No limit if 
secured by 
real estate.

Motor Vehicle 

Home Repair

Unpaid balance 
rate: 18%-20%-235%

18% on unpaid 
balances (min. $25) 
(15% after 5/7/83)

MAINE
None

Credit Card 1 Vi %  per month. $55,000 Other Goods 

Revolving Credit

Unpaid balance 
rates: 30% per year 
to $660, 21% to 
$2200,15% to 
$55,000. or 18% 
(min. $5. $7.50, $25 
@ S78$250)

1 Vi %  (min. 50t/mo.)

Installment
Loan

Credit Card

Second Mort­
gage Loan

24% per year on unpaid balances If not 
secured by real estate (after 7/1/85,18%). 
(Applies to banks and others.)

2% (after 7/1/85,1 Vi %  per month on first 
$700,1% on any remainder). (Applies to any 
financial Institution Including banks.)

(1) 24% per year on unpaid balances (after 
7/1/85,16%). (2) 2% fee or S250.

None

None

None

Motor Vehicle 
(unpaid balance 
rates)

Other Goods 
(unpaid balance 
rale)

24% (after 
7/1/85, 21.823.5>27%

24% per yoar (aftrr 
7/1/85. 22-18% pev 
year @ $1000) (min. 
$10-8 @ 8 mos.)

VARYLANO
8%; no limit 
for first home 
mortgages; 
no limit over 
$5000 for 
business loans.

Insurance
Premium

$20 plus discount of 1.15% per mo. None Home Repair 

Revolving Credit

None

2% (after 7/1/85, 
1’/i-1% <tt $700

Bonk Consumer 
Lean

Revolving
Crodll

Same as for consumer finance companies to 
$6000; no limit over $6000.

1'/j%perrr nth.

$30,000 (ell. 
1/1/84. $40,000)

Nono

Motor Vehicle 

Othor Goods

$12

$12

MASS.
20%, Banks and 
other regulated 
londors exempt.

Industrial
Loan

12. - s/a por year ® $500 discount. $10,000 Revolving Credit 1 '/> %  (min, 50r,mo.)

Second Mori- 
gago Loon

1' .per month on loans ovor $1500, 
assessed value of homo not ovor $40,000.

Nono
(ovor $1500)

Insuranco
Promlum

23Vo per year on unpaid balancos plus 
$16 lee.

Nono

Bank Install­
ment Loan

(1) 12.83% por yoar (2) 2%  fee ($15 max.) 
(3) Max. maturity 84 moa. and 32 days.

10% of capital 
and surplus

Motor Vehicle 
(unpaid balanco 
rates)

Other Goods

16.5-19-22% (attar 
12/1,83, 12.83-16.25 
21.25%) (min. $15)

$12-10 QS $500 
(min. $10, acq.
$10)

MICHIGAN 
7% except 
certain home 
mortgages or 
land contracts 
until 
12/31/83.

Second Mort­
gage Loan

Ovor $3000, 18% por yoar on unpaid balances 
(after 12/31/83 15%) plus 2% foo (max. $200).

Nono

Bank Rovolvlng 
Loan and Credit 
Card

1 '/i %  por month on unpaid balances; max. 
5% sailor discount fo' credit cards, plus 
annual fee.

10% of capital 
and surplus

Home Repair $8 (min. $12) or 
alternate rates

Insurance
Promlum

$18 plus 12% por year add-on, excopt $15 or 
$17 on amounts less than $100.

Nono
Revolving Credit

17% por mo. 
(min. 70t/mo.)
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C O N S U M E R  F IN A N C E  AND R ELA T ED  LOA N  LAW S
CTATE
AMO
JUPERVtSOR MAXIMUM RATE

PRECOMP. DEFAULT
MAXIMUM AOD-GN DEFERMENT
MATURfTT DISCOUNT CONVERCON REBATE CM

LOAM SIZE 
LIMIT

CREDIT LIFE AND 
DISABILITY INSURANCE 
WHEHE PERMITTED

MINNESOTA
Commissioner 
of Banks

Regulated Loan Act: 33% per 
year to 5350,19% over $350; 
or 21.75% on entire balance.

None Precomp. Default
Deferment
Conversion

APR Yes $35,000 Life, 60c. Disability 
(14-day retro.): 
S2.61-12 mos. 
$3.12-24 mos. 
$3.52-36 mos.
NAIC

MISSISSIPPI 36% per year to $800. 33% to None
State $1800.24% to $4500,12% execept 3
Comptroller over $4500. Dollar amounts to 12
of Banks subiect to changes based on mos. to

FRB discount rate to 6/30/84. $99

Precomp. Default Rule of 78 Yes None Loans over $99 only
(by Life. 90c. Disability,
reg.) (by regulation)

m i 'souri

State
Comptroller 
of Banks

2.218% ($15 per $100 a 
year add-on) to $800, 1.25% to 
$2500, 10% per yoar on 
balances over $2500, plus fee 
of 5%  (max. $15).

No?" Precorrr,. Default
Deferment
Conversion

Rule of 78 No None Life. 60c. Disability 
(14-day retro.): 
$2.18-12 mos.
NAIC
(proposed)

R e  R e g . 1  a n d  stale d isc losure  c o m p lia n c e , see 19 6 9  M iss ou r i 
A t iorney  G e n e r a l O p in io n  N o . 2 7 1 .

MONTANA
Department 
of Business 
Regulation

Add-on rate: $20 a year per 
$100 to $500, $16 to $1000 and 
S12 to $7500. 2% per month on 
unpaid balances over $7500. On 
loans of $90 or loss $1 for 
each $5. Revolving credit; 24% 
per year.

21 mos 
lo $300 
25 mos. 
over $300 
to S1000; 
37 mos. 
to $2500. 
None 
ovb.- 
$2500

Add-on Default
Deferment

Rulo of 78 No $25,000 Life over $300, 60: 
Disability over $300 
(14-day retro.): 
$2.20-12 mos. 
$3.00-24 mos. 
$3.80-30 mos.
NAIC

NEBRASKA 24% por yoar to $1000, 23% 36 mos.
Director of on romalndor (after 9/30/85, to $3000.
Banking 24% to $1000, 18% to $5000, nono

16% o-'or $5000), plus 7%  foe over $3000.
to S2f ■ and 5% over {max. $500)
Revolving credit
permitted. (See also usury law.)

Precomp. Default
Deferment
Conversion

Contract
Rato

Yos None
($7000 after 
9/30/85)

Life, 64c. Disability 
(14-day retro.): 
$2.20-12 mos, 
$3.00-24 mos. 
$3,80-36 mos.
NAIC

C i n i r t l  lew  requires d isc los ure  o l  a n n u a l or m o nth ly  Interest rate or a n n u a l  a d d -o n  rate.
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O T H E R  C O N S U M E R  LOA N  LAW S
S A LES  F IN A N C E  AN D
R E V O LV IN G  C R E D IT  LAW S

U S U R Y
LAW S

KMD OF LAW PRWOPAL CHAAttS
LOAN SIZE 
LIMIT WND OF LAW MAXIMUM RATES

STATE ANO 
MAXIMUM 
RATE

Bank Consumer 12% per year on unpaid balances; or S35.000 ($25,000 Motor Vehicle $10 (after 7/31/83, $8)- MINNESOTA
Loan 4 % %  over FRB discount rate. for savings) 11-13 plus S3 for 

older models (acq.
8% ; no limit for 
first home

Industrial
Loan

See opposite page for rates permitted. 10% of capital 
and surplus

$15) mortgage until 
8/1/84, or over 
$100,000.

Insurance
Premium

Bank
Revolving
Credit

$10 plus 8% per year addon to $300,
6% over $300.

1% per month plus $15 annual credit card 
charge: ur 1 % %  per month.

None

None

Revolving Credit 1 Vj %  or. if yearly 
sales less than $25 
mill., 1 % %

Installment
tjoan

7% per year (after 6/30/84, 6%) addon. 
(Applies to banks and others.)

None Motor Vehicle (Unpaid balance rates) 
14* -21-26.75-28.75% 
per year- (after

MISSISSIPPI 
10%*; 15% 
over $2500 to

Bank Consumer 
Loan

Revolving
Credit

(1) 12% per year addon (after 6/30/84, 10%) or $2500 
75c por month on loan up to $100515 
min. (2) $1 for each $100 or fraction thereof 
lent.

Other Goods
Same as revolving sale rates. None

Mobile Homes

Revolving Credit 

*or 5% over FRB discount rate to 6/30/84

6/30/84. 14-18.46-24- 
28.75%) (min. $25, 
acq. $10).

24-21% per year @ 
$2500

25% per year to 
$1000, 18% to $2500, 
15% over $2500.*

1 % %  (after 6/30/84, 
1%-1%-1% @ $800. 
$1200) (min. 50t/mo.)

corporations 
and over 
$250,000 to 
partnerships.

Installment Loan See opposite page. (Applies to banks and 
others.)

None Motor Vehicle $10-13 to $7500 (min. 
$25, acq. $25)

MISSOURI
10%; or 3% 
over U.S. long­

Second Mort­
gage Loan

1.67% per month on unpaid balances, plus 
2% fee.

None Other Goods S1S12-10 @ $750 & 
$1000, no limit on 
part over $7500 (min. 
$12)

term bonds.

Credit Card 22% per year to $1000, 10% 
por year over $1000.

None Revolving Credit 18% per year (min. 
70«rmo.)

Regulated
Lenders

No limit until 7/1/83 (does not apply to con­
sumer finance llcensos).

None Motor Vehicle No limit (after 7/1/83, 
$7-9-11-min. $20)

MONTANA
10%; or 4% 
over FRB dis­

Bank Consumer 
Loan

After 7/1/83. annual discount rates: 11% on 
first $300, 9% on noxt $700, and 7% on 
any remainder ($20 min.)

None Other Goods No limit (after 7/1/83, 
$11-9-7 @ $300, 
$1000mln. $20)

count rate to 
$150,000 or 5% 
over to $300,000. 
No limit over

Insurance
Premium

$12.50 plus 21% per yea -on unpaid 
balances.

None Revolving Credit No limit (after 7/1/83, 
1 Vt %-mln. 50</mo.)

$300,000 or for 
banks and 
others.

Industrial Loan 19% per year on unpaid balances—precom­ 20% of capital All Goods Unpaid balance NEBRASKA
& Investment 
Company

putation permitted. surplus, capital 
notes and 
debentures

rates: 18% per 
year (min. $10)

16% ; no limit 
for real estate, 
business or 
agricultural

Bank Consumer 
Loan

Bank Credit 
Card

19% per year on unpaid balances— pre­
computation permitted (min. $7.50).

18% per year plus $20 annual fee.

None

None

Revolving Credit 1 Vi-l V* %  per mo. 
tfj $500

loans by 
regulated 
lenders or over 
$25,000. (min. 
$10)



C O N S U M E R  F IN A N C E  AN O R E LA T ED  LO A N  LAW S
STATE PRECOMP DEFAULT CREDIT LIFE AND
ANO MAXIMUM ADDON DEFERMENT LOAN SEE DISABILITY INSURANCE
SUPBWBOfl MAXIMUM RATE MATURITY DISCOUNT CONVERSION RERATE C4A LIMIT WHERE PERMITTED

NEVADA No limit. 24 V: mos. Precomp. Default Rule ol 78 Yes S I 0.000 Lile. 65c. Disability
Superin­ to $1000. Delermeni (14-day retro.i:
tendent ol 36'/! mos. $ 2 2 0 -1 2  mos

Banks to $2500. 

4 8 V i mos. 
to $4000. 

6 0 '/ i  mos. 
to $6000. 

72’/ i  mos. 
to $7500. 

8 4 ’/ i  mos. 
to $10,000,

53.00-24 mos. 
53.80-36 mos- 
NAIC

NEW 2%  to $600. 1 V i%  to 51500, 24 mos. No Yes $10,000 Life, based on term:

HAMPSHIRE no limit on larger loans. (Rate to $600. 47c -12 mos.
Bank drops to 12% a year 3 months 36 mos. 89c -24 mos.

Commissioner after maturity.) to $1500. 51.29-36 mos.
none
over
f.1500

Disability (14<Jay 
retro.):
$1.96-12 mos. 
$2.43-24 mos.

D e n e r e l tew requires d isc losure  o l  " lln e n c e  c h t r v e s , e x p r e s s e d  In  d o lls r s , $2.73-36 mos.
rete o l  interest, or  m o n th ly  n t o  o l  ch s r g o , or e  c o m b ln e d o n  t h e r e o l" . •

NAIC

NEW JERSEY
Commis­
sioner ol 
Banking & 
Insurance

30% per year. Revolving credit 
permitted.

36’/ i  mos. 
to $1000. 
48'/z mos. 
to $2500, 
60Vi mos. 
to $5000

No Yes $5000 Life. 44c-64c depending 
on insurance volume. 
Disability (14-day 
retro.):
$1.80-12 mos.
$2.16-24 mos.
$2.38-36 mos.
N A I'

C o m p lb n c e  with R e g u lit lo n  I  sstis lles  Incons iste nt  
d isc lo s u re  pr ov is ion s  o l  tews noted her e in .

NEW MEXICO 
Commis­
sioner ol 
Banking

No limit (alter 7/1/83. 3%  to 
$150. 2V?% to S300. 1’/t %  to 
$1000, 1’A %  to $2500). Rate 
drops to 10% a year one year 
alter maturity, entry ol judg­
ment. 90 days alter a bank­
ruptcy adjudication followed by 
discharge, or 90 days alter 
borrower's death.

None Precomp. Default
Delermeni
Conversion

APR Yes S2500 Life. 65c. Disability 
(14-day retro.i: 
$2.35-12 mos. 
$3.2524 mos. 
$4.1536 mos.
NAIC

Installment Loan Law: No limit 
(alter 7/1/83, 8.75% per year 
addon: min. $2 per month or 
$10; $15 fee).

None Preuomp. Default
Defemiont

Rule ol 78 No None

R e g u l it lo n  Z  d isc los u re  d e e m e d  c o m p lit n c e  with s t ie s  l ln s n c e  d is c lo s u r e  p r o v is io n s .

NEW YORK
Superin­
tendent ol 
Banks

No limit (alter 6/30/83, 2 '/i%  to 
$100, 2%  to $300,1Vi%  to 
$900, 1’A %  to $2500).

24'/i mos. Precomp, 
to $300,
36 Vi mos. 
to $1400.
48'/! mos. 
to $2500,
60 mos. 
over $2500 
(by regulation)

Default
Deferment

Rule ol 78 Yes $4000 (alter
6/30/83,
$2500)

Lile, 49c. Disability 
(14-day retro.); 
$3.1512 mos. 
$4.44-24 mos. 
$5.34-36 mos. 
(litigation pending) 

NAIC

Licensed lender second mort­
gage loans (by rule): No limit, 
until 6/30/83.

None Precomp. Default APR Yes None
(over
$4000)

14



O T H E R  C O N S U M E R  LOA N  LAW S
S A LES  F IN A N C E  AN D
R E V O LV IN G  C R E D IT  LAW S

U S U R Y
LAW S

UNO OF LAW PRINCIPAL CHARGES
LOAN SIZE 
LIMIT KINO OF LAW MAXIMUM RATES

STATE AND 
MAXIMUM 
RATE

Bank Consumer 
Loan

8%  per year discount on loans up to S500. 
and 7% on larger loans.

$1500 All Gooos No limit NEVADA 
No limit.

Thntt
Companies

Mortgage
Broker

No limit.

12% per year or 3.5% over 
pnmB (if over 9%).

15% of capital 
and surplus

$200,000

Revolving Credit No limit

Second Mori 
gage Loan

Insurance
Premium

No limit: max. 18% per year 6 mos. after 
maturity. Revolving credit permitted.

No limit.

$35,000

None

Motor Vehicle No limit (min. S25. 
acq. $25)

NEW
HAMPSHIRE 
NO limit.

Bank Consumer 
Loan

30% per year. $25,000
Motor Vehicle

(Llnpaid balance rates) 
30%  per year tmin. 
$12-10 @ 8 mos.. 
acq. S15)

NEW JERSEY
16%; 30% 
criminal usury, 
(applies to all 
loans and sales)

Bank Revolving 
Loan

(1) 30% per year. (21 $15 annual lee. None Other Goods 30% per year (min 
$12-10 &  8 mos.. 
acq. S15)

Second Mort­
gage Loan

30% per year None Home Repairs 30% per year (mm 
$12. acq. S15)

Insurance
Premium

30% per year None Revolving Credit 30% per year

Installment
Loan

See opposite page. (Applies to banks and 
others.)

None Motor Vehicle No limit (after 7/1/83, 
S9 75-10-12-14) (mm 
S25)

NEW MEXICO 
No limit After 
7/1/83, loans 
10%: unsecured

Revolving Credit No limit (after 7/1/83, 1 '/ j%  per month to 
$500. 1 Vj %  on remainder; 1 '/j%  for cash 
advances).

None Other Goods No limit (after 7/1/83. 
($12-10-8 <<t $300 & 
$1000-mln. $10)

loans. 12%: or 
3% over FRB 
discount rate 
and variable rate

Insurance
Premium

No limit (atter 7/1/83, 8.75% per year add-on- 
S2 por month or $10 min ).

None Revolving Credit No limit (after 7/1/83. 
15c-13Vic per $10 m  
SSOOmir 70c/mo.)

for homo 
mortgages

Bank Installment 
Loan

No limit (aftor 6/30/83, 6%  per year discount 
to 37 months. 5.25 » to 61 months. 5%  over 
61 months-$10 min.).

$25,000 Motor Vehicle

%
Other Goods

No limit (after 6/30/83. 
$7-10-13) (acq. $15)

No limit (after 6/30/83.

NEW YORK
16%; 25% 

criminal usury, 
(not clear it

Bank Revolving 
Loan

No limit on rate or card fee (after 6/30/83. 
1V :  %  to $500. 1% on remainder).

$25,000 $108 @ $500-mm. 
$12-10 ©  8 mos.)

applies to regu­
lated loans and 
sales)

Insurance
Premium

14% per year addon plus $10 (after 6/30/83. 
10% plus $8) ($15. $12, $10. and $8 min.).

None Revolving Credit No limit on rale or 
card fee (alter 6/30/83. 
1V2% -1%  ©  $500) 
(mm. 70c/mo.)

15
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O T H E R  C O N S U M E R  LO A N  LAW S
S A L E S  F IN A N C E  A N D
R E V O L V IN G  C R E D IT  LAW S

U S U R Y
LAW S

KMO OF LAW PWNOPAL CHARGES
LOAN SIZE 
UMtT UNO OF UW MAXIMUM RATES

STATE AND 
MAXIMUM 
RATE

Installment 16% or 6% over 6mo. U.S. T-t ill rate for non- 525,000 All Goods 24-22-20-18% @ NORTH
Loan real estate loans to 55000 or real estate loans 

to $25,000 (510 per loan or $1 per payment 
min.) (Applies to bsnks and others.)

(precomuted 
unpaid balance 
rate; stepped by 
amount financed,

51500. 2000. 3000 
(min. $5); 16%
(real est. security); 
min. for autos: 18-20-

CAROLINA

16% or 6% over 
frmo U.S. T-bill 
rate (by rule) to

Revolving Loan Revolving icons: 1 % %  per month to $5000. None rather than 22-29%, based on 525,000: no limit
and Credit Card 1% on remainder. Credit card financing; 1 % %  

per month. Applies to banks and others).
graduated.) age. ($25,000 max.) over $25,000 or 

over 510,000 for 
first home 
mortgages.

Second Mort­
gage Loan

Insurance
Premium

(1) 18% per year or 5% over FRB discount 
rate on unpakl balances. (2) 181 moa max. 
maturity. (3) actual closing costs.

$15 plus 12% pe’ year add-on

S25.000

None

Revolving Credit 1 % %

Be’ik Credit 
Card

r/ i%  per month. None All Goods 
(Precomputed 
unpaid balance 
ratei

Revolving Crodit

No limit, 
(acq. $15)

No limit,

NORTH
DAKOTA
5-1% over U.S. 
T-bill rate (by 
rule): no limit tor 
regulated 
lenders or 
over 535,000.

Bank Consumer 10% per year discount; or 18% 10% of All Goods 18% per year on OHIO
Loon per yoar on unpaid balances. capital and 

surplus
unpaid balances: or 
to $700, 58 plus 50c 
per mo. for first 550 
and 25< per mo. for 
each next fivo $50

8% ; no limit 
over $100,000; 
3% over FRB 
discount .ate 
lor real estate

Bank Crodit 
Card

Insurance
Promlum

1 Vj %  por month on unpaid balancos,
(mm. J1/mo.)

$10 plus 10% por year add-on unpaid (1*, por 
month on revolving crrdl! bannces i

10% of 
capital and 
surplus

Nono

Revolving Credit

(acq. $10)

1 Vi %  (min. Si/mo.I

mortgages.

Uniform Con­ (Banks and other supervised financial 545,000 All Goods Unpaid balance OKLAHOMA
sumer Credit 
Codo

organizations may chnrgo tho maximum rales 
statod on opposite page |

No limit 
ll secured 
by real 
oatatn

(UCCC)

Rovolvmg Credit 
(UCCQ

rate; 30% per year 
lo 5000, 21% to 
$2000, 15% to 
$45,000, or 21% 
por year, (min, 
$5-7.50 <a> $75)

21% (min. 50t/mo.)

45%

Bank Consumor 
Loan

No limit. 550,000 Motor Vohlclo No limit (acq. $15) ORKtjrf
12% or 5% over 
FRB discount

Bank Crodit 
Card

No limit and default charge $50,000 Other Goods No limit (acq 
$10-15-25-50 <B 
$100250-500)

rato: no limit 
over 550,000, (or 
first home 
mortgages, or

Insuranco
Premium

$10 plus 1 Vi% per month on unpaid 
balancos.

None Revolving Credit No limit for banks and 
others.
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C O N S U M ER  F IN A N C E  A N D  R E L A T E D  LOA N  LAW S
STATE
AND
SUPERVISOR MAXIMUM RATE

MAXIMUM
MATURITY

rtCSOMP.
ADD-ON
DISCOUNT

DEFAULT
DEFERMENT
CONVERSION REBATE C4A

LOAN SIZE 
UMfT

CREDIT UFE ANO 
DISABILITY INSURANCE 
WHERE PERMITTED

PENNSYLVANIA To $5000; 9 Vi %  per vear 
Secretary of discount for 48 months. 6%
Banking for remaining period, plus

max. fee ol $100 ($1 for each 
550 or fraction); 1V4V* per 
month for default or defer­
ment. 2%  per month (no pre­
comp.) for revolving and in­
stallment loans to $5000.
See rules re installment loans 
over $5000.

60% mos. 
for dis­
count 
loans

Discount 
and fee

Default
Deferment

Rule of 7B No None Life. (Pased on term): 
50c-i yr.
S1.38-3 yrs.
$2.20-5 yrs.
Disability 
(I40ay retro.); 
S2.13-12 mos. 
S2.71-24 mos. 
S3.11-36 mos.
NAIC

PUERTO RICO Prime rate as add-on (by None Add-on Default Rule of 78 Yes S1500 Life. 75e. Disability.
Secretary of rule). Deferment
Treasury

RHODE ISLAND Rale on entire balance: 3% on
Director of loans fo S300, 2 ' / j  %  on loans
Business between $300 arid $800 and
Regulation 2% on larger loans.

25 mos. 
to $1000; 
37 mos. 
over 
$1000

No Yes $2500 Life. 50c. Disability. 
(M-day retro.). 
$’.49-12 mos. 
$2.96-24 mos. 
$3.51-36 mos.
NAIC

Second Mortgage Loan Law: 
21% per yoar simple interest.

Nono No No None

SOUTH 
CAROLINA 
State Board 
ol Financial 
Institutions 
and Dept, ol 
Consumer 
Affairs.

Supervised Lenders: no limit. 
Revolving lending pormlttod

25 mos. 
fo $480. 
36 mos. 
to $1600. 
No limit 
over 
$1600

Precomp. Dolault
Deferment
Conversion

Rule of 78 
61 mos.; 
APR over 
61 mos.

Yes $40,000 
No limit 
If socured 
by real 
ostato.

Life. 75c. Disability 
(14-day retro.) 
$2,00-12 mos 
$280-24 mos. 
$3.50-36 mos.

SOUTH DAKOTA No limit. $2 min. in certain
Dept, of cases. (10% per year 8 mos.
Bnnklno and after maturity). Revolving
Finance crodit permitted.

24 Va mos. No
to $1000;
36V> mos. 
to $2500;
60 Vi Mos. 
to $5000.
None over 
$5000

No $30,000 Over 100. Life. 60c. 
Disability (14-day 
retro.):
$1.98-1 yr.
$3.42-3 yrs,
$4.23-5 yrs.

Supar intandant ot B o n k in g  a utho r ized  to "tdm lnlsler in d  antorca "  "a g . Z
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O T H E R  C O N S U M E R  LOA N  LAW S
S A LES  F IN A N C E  A N D
R E V O L V IN G  C R E D IT  LAW S

U S U R Y
LAW S

KMDOFLAW PWNCKU SMAROS
LOAN SEE 
UMtt KJNO OF LAW MAXIMUM RATES

STATE ANO 
MAXIMUM 
RATE

Bank Consumer 
& Revolving 
Loan

6% per year discount (max. 10 years and 
15 day); 1% per month on unpaid balances 
for loans; 1 % %  per month for purchases; or 
5% over FRB discount rate.

$10,000 or 
first$10.000 
of larger 
loans

Motor Vehicle 

Other Goods

(Unpaid balance rates) PENNSYLVANIA 
18-21% per year. 6% . no limit 
(min. $10) over $50,000;

variable rate 
18% (after 3/29/85, for home 
15% per year) (min. mortgages. 
70e/mo. for 6 mos.)

Second Mortgage 
Loan

1.85% for loans over $5000. Revolving credit 
permitted. No max. maturity.

None Homt Repairs 

Revotv* tg Credit

$8 (min. $12)

15°/. (after 3/29/85 
and for gas credit 
cards, 1’/*%) (min. 
70c/mo. for 6 mo3.)

Installment
Loan

Credit
Card

9.5% per year addon to 36 months (by rule).

2.17% per month on unpaid balances (17% 
per year tor cash advances) (by rule).

None

None

All Goods 

Revolving Credit

Motor Vehicles 
10-11-12%. 
Electric fixtures, 
household 12%; 
commercial, 10% 
household 
furniture, 13%.

1.7 %

PUERTO RICO
10% %  for 
variable home 
mortgages, 
(by rule)

Loan and
Investment
Company

(1) 8% per year discount (except 21% on 
real estate loans). (2) S1 for each $50 or 
fraction thereof lent (21% per year on un­
paid balancos for real estate loans).

15% of capital 
and surplus or 
$10,000, 
whlchevor is 
larger.

4II Goods 21 %  per year 
simple
interest (min. $10, 
acq. $10)

RHODE
ISLAND
21% or 9% 
over U S. 
T-bill i n ^ .

Bank 21 Vo por year. Regulaled by Department of 
Business Regulation prtmanly as to 
Investments.

$10,000 Revolving Credit 21 %  per yoar 
simple interest 
min. 50t/mo.)

General 
Interest Law

21 %  per year or 9%  over U.S. T-blll Index. Nono

Educational
Loan

21% per year. None

Gonerel
License

21% per year, Applies to all lenders not 
llcenred undnr other lows.

None

UCCC

Restricted
Lender

No limit.

To $150: $2.50 per mo. To $1000: add-on of 
$20 per $100 por year to $100, $18 to $300, 
$11 to $500, $9 to $1000. Fee not ovor 7% 
or $28 plus $1 per month. Ovor $1000: $7 
addon plus toe not ovor 5% or $200, plus $1 
per month.

$40,000 
No limit 
If secured 
by real 
estate. 
$7,500

Motor Vehicle 

Other Goods

No limit

No limit 
(min. S5-S7.50 
<a $75)

SOUTH CAROUNA 
Any rate for 
first purchase 
money home 
mortgages by 
supervised 
lenders or 
supervised 
financial or­
ganizations.

Insurance
Promlum

$15 plus 1% per month addon. Nono Rovolvlng Credit No limit 
(min. 50c/mo.)

Bank Revolving Mo limit. None Motor Vehicle No limit SUUTH DAKOTA
Loan and Credit No limit.
Card Othor Goods No limit

Revolving Credit No limit
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C O N S U M E R  F IN A N C E  A N D  R ELA T ED  LO A N  LAW S
STATE
AMO
suramsofl MAXIMUM RATE

MAXIMUM
MATURfTT

PRECOMP.
addon
DISCOUNT

DEFAULT
OSERMBTT
C0NVEHSBN REBATE C&A

LOAM SIZE 
UMrr

CREDIT UFE ANO 
OtSABIUnr INSURANCE 
WHERE PERMrTTED

TOINES1EE
Commis 
sioner ol 
Insurance 
and Banking

Industrial Loan Act: 7 % %  per 
year discount (max. 18% per 
year on unpaid balances) plus 
fee of 4%  or 52 to 520. 50c per 
55 to 575. and 57.50 for larger 
loans, and monthly fee of 5150 
to 5300 and 51 for larger loar.s.

24 mos. 
to $300.
36 mos. to 
$1000.
Over $1000, 
120 mos.

Discount 
and fee

Default Contract
Rate

NO 10% of net 
worth

Life. 75c. Disability 
(I4day retro.): 
52.39-12 mos.
$3. i6-24 mos. 
53.6936 mos.

texa:
Corn ner 
Credii
Commissioner

Add-on rates: 518 a year per 
5100 to 5810. 58 to 56750. or 
formula rate. Special rates lor 
loans to 5270. Revolving credit 
permitted.

37 mo3. 
to 51500, 
49 mos. to 
$3000,
63 mos. 
over $3000.

Add-on Default
Deferment

Rule of 78 NO $6750 (by 
rule)

Life. 58c. Disability 
(14-clay retro.): 
5223-12 mos. 
52.81-24 mos. 
5321-36 mos.
NAIC

Consumer Credit Code. Ch. 4: 
58 per year add-on or formula 
rate. Rovolvlng credit permitted.

None Add-on Default
Deferment

Rule of 78 No None

G e n e n l  Itw  requires d isc losure s  
s im ll ir  to f it g u l i  H o n  Z .

F o r m u la  R it e :  Set b y  C o m m is s io n e r , tw ice 2 6 -w e e k  
U .S .  T -b ill  r ite , m in .  1 8 %  p e r  y e ir , m i x .  Z 4 K  p e r  y e ir .

UTAH
Commissioner 
ol Financial 
Institutions

UCCC: 36% per year to 5840. 
21% to S28C0, 15% to $70,000: 
or 21%’ per year. Revolving 
credit permitted.

25 mos. 
to $8-10, 
to $2800. 
None 
over 
$2800

Yes Default
Deferment
Conversion

Rule of 78 
to 61 mos.; 
APR over 
61 mos

No S70.000 
No limit 
if secured 
by real 
estate.

Life. 60c. Disability 
(14-day retro.): 
5220-12 mos. 
53,00-24 mos. 
53.2836 mos.
NAIC

*18%-60 days after end ol 1983 legislative session.

R e g u l i l lo n  Z  l u . a l e d  " b y  r ite  r a n e e "  b y  R e g u l i l lo n  N o . 1  u n d e r  U C C C .

VERMONT
Commissioner 
ol Banking 
and
Insurance

2% to 51000, 1% to 53000; 
cr 1 % % .

Second mortgages (part of 
usury la v): 18% per yoar (only 
ovor S3f/00 (or licenses).

48% mos.

180 mos.
(licensees
only).

No

No

Yes $3000

None

Life only, 44c-70c 
depending on insur­
ance volume. Disability 
(14-day retro.):
S2.37-12 mos.
$2.84-24 iiio3.
$32036 mos.
NAIC

Virginia

Commissioner
of Banking
(Delegated
by Slate
Corporation
Commission)

3% to $600, 2 % %  to $1800.
1 Vi %  to $2800. or add-on rate, 
521 a year por 5100 to 5600, 
$17 to $1000, $13 to $2800, 
plus 2Vo foe. (Rato drops tc 
6%  a yoar 0 monP a after 
maturity or after judgement, or 
90 days after borrower's death 
or bankruptcy.) Ratos and ce."- 
Ing set by Commission.

21 mos. 
to $500 
31 mos. 
to 51000, 
43 mos. 
to $1500, 
49 mos. to 
$2800.

Addon Default
Deferment
Conversion

Rule of 78 Yes 52800 Life, 55c. Disability 
NAIC
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O T H E R  C O N S U M E R  LOAN LAW S
S A L E S  F IN A N C E  A N D
R E V O L V IN G  C R E D IT  LAW S

U S U R Y
LAW S

KWD OF LAW PRWCPAL CHARGES
LOAN SIZE 
UNIT WHO OF LAW MAXIMUM RATES

STATE ANO 
MAXIMUM 
RATE

Bank Consumer 
Loan

6% per year discount (or add-on). None Motor Vehicle 

Other Goods

Revolving Credit

None

$11.75 (after 7/1/83.
$1086@S500&$5000) 
(min. S 12.50, acq. $15)

17.5« per $10 (after 
7/1/83, 15c) (min. 
70c/mo.)

TENNESSEE 
Variable rates 
for home 
mortgages (over 
121 mos.) and 
other loans, 
(max. 18%)

Banks, S & L 
Assns. & Credit 
Unions

[These lending agencies may make 
loans under the Installment Loan Law 
and the Home Mortgage Loan Law, and 
banks and S & L associations may be 
licensed to charge the Consumer 
Finance Law rates. These "l-iws" are 
Chapters of the 1967 Consumer Credit 
Code.)

Motor Vehicle 

Other Goods

$7.50-10-12.50-15-18 
or formula rate (min. 
$25. acq. $25)

$12-108 @ $1350 & 
$2700 or formula rate 
(min. $12-9-6 @ $75 
& $25)

TEXAS
Formula rate: 
max. 28% for 
business loans 
over $250,000.

Second Mortgage 
Loan

Insurance
Premium

8% per year add-on or formula rate. (Con­
sumer Finance licensees may operate under 
this law.)

Maximum rates stated on opposite page.

None

None

Home Repairs Same as for other 
goods plus extra 
charges allowed 
for second mort­
gage loans.

Credit Card 18% per year to $1500; 12% to $2500, 10% 
over S2500; or formula rate.

None Revolving Credit 15-10c per $10 ® 
$1350 or formula rate 
(min. 75</mo.)

Uniform
Consumer Credit 
Code

[Banks, industrial loan corporations and 
other supervised financial organizations 
may charge the maximum rates stated 
on opposite page. Others may charge 
21%’ per year simple Interest for loans 
and revoking credit and 50c per month 
minimum or annual crodit card lee for 
revolving credit.)

$70,000 
;.o limit 
If secured 
by real 
estate.

All Gooos 
(UCCC)

Revolving Credit 
(UCCC)

Unpaid balance 
rate: 36% per year 
to $840. 21% to 
$2800, 15% to 
$70,000 or 21%’ per 
yoar. (min. $5-7.50 @ 
$75)

No limit imm. 
50c/mo.)

UTAH 
No limit.

1' jtallmont Loan 
(part cl usury law)

Revolving Credit

(1) 24% per yoar to $1000, 12% over $1000: 
or 18%. (2) Max. 48% mos., except 8 yrs. 
for homo improvements.

1%-1%% ® $500 plus arnual bank card 
lee.

None

$5000

Motor Vehicle 

Other Goods

(unpaid balance rales) 
1820% per year

1 Vj-1'/, %  per mo. ® 
$500 (min. $10)

VERMONT
12%; any rato 
tor first 
home 
mortgages.

Insurance
Ihemlum

1 %  %  to $500 and 1 %  %  on remainder. None Revolving Credit 1%-1%% & $500 
(min. 50c/mo.)

Industrial I Dan 
Companies

Bank Consumer 
Loan
(soction of usury 
law)

(1) no limit. (2) 2% of loan. 

No limit; 2% fee.

20% of capital 
and surplus.

None

All Goods 

Revolving Credit

No limit 
(min. $25)

No limit (min. 
50c/mo.)

VIRGINIA
8% . exc-pt first 
mortgago loans 
and, ovor $5000, 
business loans.

Reviving Loan No limit. None

Second Mortgage 
Loan

(1) 9% per yea. addon or any rate on 
unpaid balances. 2% of loan ($1 min.)
(3) Cost of specified serv>. es. (4) No max. rate 
over 122 mos.

None

Insurance
Premium

$15 plus 1% per month. Nono
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C O N S U M E R  F IN A N C E AN D R ELA T ED  LOA N  LAW S
STATE
AND
SUPERVISOR MAXIMUM RATE

MAXIMUM
MATURITY

PRECOMP 
ADMN 
0IS COUNT

DEFAULT
DEFEHMENT
CONVERSION REBATE CAA

LOAN SIZE 
LIMIT

CREDIT UFE AND 
DISABILITY INSURANCE 
WHERE PERMITTED

W A S H IN G T O N
Supervisor ol 
Banking

2Vi% to SSOO, 1 % %  to S1000. 
1% to S2500.

Industrial Loan Act: 10% 
per year discount (or APR 
equivalent) plus 2% fee (S2 
min. fee) and 50c per month. 
Real estate loans: 25% APR
over 2 years.

48'/i mos. Precomp.

24 mos., 
none for 
real estate 
secunty.

Discount 
and fee

Default
Deferment
Conversion

Default

Rule of 78 Yes S2500

Rule of 78 Yes 15% of 
Capital and 
Surplus.

Life. 60c. Disability 
(14<Jay retrr.c 
S2251? ;<ios. 
$3.00-24 mos. 
$3.80-36 mos.
NAIC

WEST VIRGINIA 
Comi ssioner 
of Banking 
and Attorney 
General

36% per year to $500. 24% 
to $1500,18% to $1600. 
Revolving credit permitted 
(min. SOe/mo.).

36 Vi mos. Precomp. Default
Deferment
Converion

Rule of 78 
to 36 mos.: 
APR over 
36 mos.

Yes $1600 Life. 65c. Disability 
(14<iay retro.): 
$2.65-12 mos. 
$3.3524 mos. 
$4.0536 mos.

WISCONSIN Discount Loan Law, Sec. 24 %  mos.
State 138.09:23% per year simple to $700.
Banking Interest under $3,000:21% on 36Vi mos.
Department entire balance If $3000 or to $3000.

moro; or 6% over greater of None
6-month or 2-year Treasury over
rates. No limit from 11/1/84 to $3000
10/31/87 for rates or rebates.
Revolving credit permitted.

C o n s u m e r  Act requires R e g . Z  a n d  other d isc lo s u re s . N o  p e n a lt ie s  
e llow od  I I  c o m p ly  arlth A dm in istration's  rules  or Interpretations.

Precomp. Default
Deferment
Conversion

Rule of 78 
to 48 mos.;
PR over 

48 mos.

No None Life. 40c. Disability 
(14-cfay retro.i. 
$2.23-12 mos. 
S2.81-24 mos. 
$321-36 mos

WYOMING UCCC: 36% per year to $300,
Staio 21% to $1000, 15% over
Examiner $1000; or 21% per year.

Rovolvlng credit: 21% por year.

25 mos. Yos Default Rulo of 78 No $25,000 Life. 50c (captives 45:),
to $300. Deferment to 61 mos.; No limit Disability
37 mos. Conversion actuarial If secured (14-day retro,):
to $1000. over 61 by real $22512 mos.
Nono mos. estate. $3.0524 mos.
over $3.8538 mos.
$1000. NAIC

U C C C  requires s am e  d isc losures as  R e g u la t io n  Z .  Gr a n te d  
F R B  ex em ption .

TYPE OP CREDIT MAXIMUM RATE

U N f T t :
S T A T ES

First homo (and mobile 
home) mortgages

Business and agricultural 
credit over $1,000

State Banks, S & L's,

National Banks

Nona* (applies to banks and othere.)

5%  over FRB discount 
rate (to 4/1/83)’

1% over FRB discount rate or state rates* 

1 %  over FRB discount rato or state rates

•subject to stalo preemption until 4/1/83
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O T H E R  C O N S U M E R  LOA N  LAW S
S A LES  F IN A N C E  AN D
R E V O L V IN G  C R E D IT  LAW S

U S U R Y
LAW S

KINO Of LAW PRINCIPAL CHARGES
LOAN SEE 
LIMIT KINO Of LAW MAXIMUM RATES

STATE ANO 
maximum 
RATE

Industrial Loan 

General Interest

(1) 10% per year discount. (2) 2%  ol loan 
(S2 minimu''i). (3) 50e per month.

(1) 12% per year simple interest; (2) 
reasonable charges for expenses and 
services incident to making loan— for 
...,is to S500 not more than 4 %  up to 

S15 except $4 mm. (Applies to banks and 
others.)

2% of capital 
and surplus.

None

AH Goods 

Revolving Credit

6% per year over 
6-mo. U.S. T-bill rate 
on unpaid balances 
(175% for 1983) 
(mm. S10)
18% per year. (min. 
$1/mo.)

WASHINGTON
12% or 4% ove- 
U.S. T-bill rate, 
no limit on 
business loans.

lnsuraf.ce
Premium

S10 plus 10% per annum add-on None

Installment Loan 6% per year discount (max. 15% APR) or 
add-on (min. S5-7.50 & S75): rate allowed for 
national banks; or 18% on unpaid balances.

None (Banks 10% 
of capital and 
surplus)

Motor Vehicle Unpaid balance 
rates: 18% per year.

WEST VIRGINIA
18% (by rule): 
1’/j% over U.S.

Industna! Loan 
Company

(1) 27% per year to $2,000, 25% to $10,000. 
and 18% on remainder; or (2) 6%  per year 
discount or 21% per year on unpaid balances 
to $5000. plus $1 for each $50 or fraction 
thereof lent.

10% of capita) 
and surplus Other Goods Unpaid balance 

rates: 18% per year, 
(min. S5-7.50 ($ $75).

bond rate for 
home
mortgages.

Second Mortgage 
Loan

(1) 6% per year add-on: or 18% per year on 
unpaid balances. (2) Expense charge up to 
10% of loan IS150 min)

None

Revolving Credit 1 %  (min. 50c/mo.i

Revolving Loan 1 Vi %  per month on unpaid balances (min. 
50c /mo.)

$25,000

Wisconsin 
Consumer Act

18% per year on unpaid balances or 6% ovor 
6-mo. T-bill rate. No limit from 11/1/84 to 
10/31/87. Revolving credit permitted

$25,000 Motor Vehicle Unpaid balance 
rates (precomp)
18% per year or 6% 
over 6-mo. T-bill rate 
t> i limit from 11/1/84 
to 10/31/87. (mm $15)

WISCONSIN
No limn

ln3uranco
Premium

Same as above, plus $6 on balances from $50 
'o $100 and $10 for balances of S100 or more 
No limit from 11/1/84 to 10/31/87

None Other Goods 

Revolving Credit

Unpaid balance 
rate: 18% per vear 
or 6 %  over 6-mo 
T-bill rale No limit 
from 11/1/84 to 
10/31/87 (min 
$5-7.50 ® $75)

1 Vj %  or variablo 
rato to $25,000 No 
limit from 11/1/84 tc 
10/31/87 (mm 
50«/mo.)

Uniform
Consumer Crodit 
Code

(Banks, industrial loan corporations and othor 
supervised financial organizations may 
chargo tho maximum ratos stated on opposito 
pago.l

$25,000 
No limit 
If secured 
by real 
estate

All Goods 
(UCCC)

Rovolvmg Credit

Unpaid balance 
rato: 36% por year 
to $300, 21% to 
S1000, 15% lo 
$25,000; or 21% por 
yoar. (min $5-7.50 ut 
$75)

21% por year. (min. 
50c/mo.)

WYOMING
Only UCCC 
Supervised Loan 
rato for 
"consumer 
rolaled" loans 
to $25,000.
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A N N U A L. P ER C EN T A G E  RATES EQ U IV A L E N T  T O  V A R IO U S  V O - O H  A N D  D IS C O U N T  R A TES  O N  LO A N S  REPA ID  
IN E Q U A L  M O N T H LY  PAYM ENTS OV ER  D IF F E R E N T  P ER IO D S
W. N. Nesbit. Manager ol Mathematical Services and Rate Analyst 
Research Departr. .ent. Household Finance Corporation

Add-on Annual Pereantage Rats. Different Repayment Penods:
Rats 6 12 18 24 30 36 48 6C

Pw Year Mos. Mos. Mos. Mas. Mas. Mos. Mas. Mas.

3% 5.12 5.49 5.61 5.66 5.68 5.68 5.67 5.64

4 6.82 7.30 7.45 7.50 7.52 7.51 7.47 7.42

5 8.52 9.10 9.27 9.32 9.33 9.31 9.24 9.15

6 10.21 10.90 11.08 11.13 11.12 11.08 10.97 10.85

7 11.90 12.68 12.87 12.91 12.88 12.83 12.68 12.50

8 13.59 14.45 14.65 14.68 14.63 14.55 14.35 14.13

9 15.27 16.21 16.42 16.43 16.35 16.24 15.99 15.71

10 16.94 17.97 18.17 18.16 18.06 17.92 17.60 17.27

11 18.62 19.72 19.91 19.t'7 19.74 19.57 19.19 18.80

12 20.29 21.46 21.64 21.5? 21.41 21.20 20.75 20.31

13 21.95 23.19 23.36 23.26 23.05 22.81 22.30 21.79

14 23.62 24.91 25.06 24.92 24.68 24.40 23.82 23.25

15 25.28 26.62 26.75 26.58 26.30 25.98 25.32 24.68

16 26.93 28.33 28.43 28.22 27.89 27.53 26.80 26.10

17 28.58 30.03 30.10 29.85 29.48 29.07 28.26 27.50

18 30.23 31.72 31.76 31.46 31.04 30.59 29.70 28.88

19 31.88 33.40 33.41 33.06 32.60 32.10 31.13 30.24

20 33.52 35.07 35.05 34.65 34.14 33.60 32.54 31.58

21 35.15 36.74 36.68 36.22 35.66 35.07 33.94 32.92

22 36.79 38.40 38.29 37.79 37.17 36.54 35.32 34.23

23 38.42 40.06 39.90 39.34 38.67 37.99 36.69 35.53

24 40.05 41.70 41.50 40.88 40.16 39.43 38.05 36.82

Discount Annual Pwcantaqo Rato, Oitlerent Repayment Pnnotls:
Rats 6 12 18 74 30 36 46 60

Per Year Mos Mos. Mos Mos. Mas Mos Mos Mos,

3% 5.20 5.66 5.87 6.01 6.13 6.23 6 41 6.59
4 6.96 7.60 7 92 8.14 8.32 8.50 8.82 9.15

5 8.74 9.58 10.01 10.33 10.61 10.88 11,40 11.96

6 10.53 1J .58 12.15 12.59 12.99 13.38 14.17 15.04

7 12.33 13.6* 14.34 14.92 1547 16.01 17.15 18 45

8 14.15 15.68 16.58 .'7.33 18.06 18.79 20.39 22.28

9 15.90 17.78 18.88 1b 83 20.76 21.73 23.91 26.61

10 17.83 19.91 21.24 22.12 23.60 24.85 27.77 31.58

11 19.69 22.08 23.65 25.09 20.57 28.18 3204 37.39

12 21.56 24.28 26.14 2'.87 29.70 31.73 36.80 44.33

13 23.4C 26.52 28.88 30.76 33.00 35.53 42.15 52.84

14 25.36 2B.80 31.30 33.77 36.48 39.63 48.26 63.67

15 27.29 31.12 33.99 36.90 40,16 44.06 55.31 3.19

16 29.23 33.48 36.76 40.16 44.07 48.87 63.63 99.15

17 31.18 35.88 39.61 43.57 48.24 54 13 73.65 133.09

18 33.16 38.32 42.55 47.14 52.69 59.93 86.07 199.98

19 35.15 40.81 45.57 50.87 57.46 68.35 102.10 —
20 37.15 43.34 48.69 54.80 62.60 73.54 123.88 —

21 39.18 45.92 51.92 38.92 68.15 81.67 155.80 —

22 41.22 48.55 55.25 63.27 74.19 90.98 208.24 —

23 43.28 51.23 58.69 87.87 80.79 101.79 312.50 —

24 45.35 53.97 62.25 72.73 88.05 114.58 — —

To convert any annual rato to a monthly rate divide by 12.

Tha Annual Percentage Rates above are the samo as tho "Annual PercontaQe Rates" required by Federal Regulation Z. They were computed by tho 
actuarial method, which is the same as tho United States Rulo In all ol the above cases because all are repayable in oqual monthly piyments.

__________________________________________________________________________________________________________________________________________

24



American Financial Services Association

1101 Fourteenth St N VV 
WashMgion D C 
2U005

(202) 289-0400



Capital Shortage, Public vs Private 

Allocation of Capital, and Alternative 

Ownership systems for Alaska's Oil Wealth

Prepared for The 

Permanent Fund Trustees 

August 20, 1981

Richard B. Coffman, Ph.D.



1

I. Capital Shortage and Capital Market Efficiency in Alaska.

In attempting to assess the functioning of  rural capital markets 

in Alaska we looked at a number of different aspects of the problem.

I will list these first, then discuss them in turn:

1. Is there a shortage of physical capital in rural Alaska?

2. Do private financial institutions create a shortage of

capital by discriminating against rural Alaska? .

3. Is there a capital shortage in Alaska as a whole due to too

little competition among financial institutions?

4. Has state regulation of financial institutions created a 

capital shortage?

5. What effects have state loan programs had on the a v a i l­

ability of capital in Alaska?

Now to look at each of these in turn.

]. Shortage of physical or real c a p i t a l . If private financial 

institutions have failed to provide enough financing to rural Alaska in 

the past, then there will be too little real capital there today. This 

would imply there would be good, high return investment opportunities 

available, to put the needed real capital in place. We reviewed the 

limited literature on this subject. Krutilla and Brubaker, two 

economists from Resources for the Future, studied this question in 1976 

and concluded there w er e  few investment opportunities in interior Alaska. 

Similarly, in 1979, Olson and Tuck, of the U niv ersity of Alaska, v i e w­

ing this question in the context of potential investments for Native 

Corporation funds, concluded sustained economic growth in rural Alaska 

was extremely unlikely. Finally, the experience of the Native C or p o r a­

tions in trying to locate investment opportunities for the substantial 

amounts of funds each year since 1973 suggests such opportunities
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may be lacking.

This last inference is somewhat controversial. Some have suggested 

investment opportunities exist, but Native Corportions have not found 

them for a variety of rea so ns — preoccupation with problems of internal 

organization, lack of business experience, lack of managerial skills, 

and so forth. Perhaps this is the case. All we can say at this point 

is that we have y et  to see any evidence that the supposed-investment 

opportunities do exist.

This issue also serves to point out that if investment o p p or t un­

ities do exist, factors other than capital shortage may keep them from 

being exploited. In the case of the Native Corporations the capital 

was clearly there; if good investments were overlooked it was for 

other reasons.

This point can be generalized. I was told that someone who heard 

our testimony last yea r said we couldn't see the trees for the forest.

To him, if there was a river full of fish, and no one catching them, 

that was a capital shortage. That is much too simple a conclusion.

There may be man y other reasons why no one is harvesting those fish. 

There may be other lower cost fishing grounds, there may be other 

higher paying uses of labor time, there may be no market, there may be 

a market but it may be subject to very restrictive price controls, and 

so on. We cannot conclude a priori that capital shortage is the 

problem in every case.

In the same vein, we  sometimes hear people complain of a capital 

shortage for investing in opportunities they claim will be there when 

a market is developed or transportation costs fall or some other key 

change occurs. Obviously, this is a bit of a confusion. The investment
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opportunities are c o n j e c t u r a l . The real shortage is of markets or 

low cost transport, or something else. Additional financial capital 

will not make these problems go away. And if these really are uhe 

basic problems, ther making mor e capital available is probably just 

a good way to waste that capital.

We have no trouble compiling a list of factors which may hinder 

business activity and investment in rural Alaska: (a) lack of

investment opportunities, lb) land title problems, (c' insurance 

difficulties, (d) lack of infrastructure, le) inadequate collateral,

If) lack of information and expertise, (g) seasonal nature of business 

opportunities, (h) high costs of everything, including capital,

(i) low personal income and wealth in rural Alaska.

We feel that one of these factors, the last one, is of major 

importance in any policy discussion of capital shortage. Levels of 

per capita income and w e a U h  in rural Alaska are low, perhaps only 

o n e - t h i r d  as high as in urban Alaska. This means rural Alaskans 

must settle for fewer goods of all sorts — food, shelter, clothing,

luxuries, and credit. The cure for this problem is to increase their

wealth and income, not to give them grants of individual goods. U n f o r­

tunately, though, we as a nation have just come through a nearly fifty 

year period, starting with the New Deal, during which it has been

fashionable to try to cure poverty with grants of goods and services,

rather than grants of income. This approach is almost totally d i s­

credited among economists, who are nearly unanimous in arguing that 

something like a negative income tax should replace current systems of 

oublic housing, food stamps, low cost medical care, subsidized credit,



4

and so forth.

When I was teaching in New York City one of my colleagues was a 

well known liberal economist, who has in recent years announced himself 

a socialist. He and I could argue and disagree on hundreds of economic 

issues, but this was one we could not disagree on: if you want to raise

income, give money, not goods and services. If you give money, people 

are free to spend it on whatever they like; this will allow them to 

m ax im iz e their satisfaction as they see it. If you give goods and 

services, they are stuck with those particular forms of income, unless 

they can find ways to sell or trade them for things they prefer more.

further, in the case of granting subsidized credit, if you give 

money you raise personal net worth and thus increase c'.e individual's 

borrowing capacity. If you give credit you put the individual into 

debt, and further reduce his capacity to borrow.

Thus cur strong recommendation: look carefully at the problem

of  rural Alaska; if they really come down to problems of wealth and 

income, then subsidize people, not capital or credit. The same dollar 

amount of subsidy implicit in any state loan program will do more for 

people if it is given instead as a cash grant.

2. Dc private financial institutions discriminate against rural 

A l a s k a ? Many business people and households in rural Alaska feel they 

have a more difficult time getting credit than do their urban c o u n t e r­

part*. They allege the system discriminates against them. We can find 

no evidence that this is true. It appears there is no discrimination 

in deposit interest rates -  these are uniform throughout the state.

Loan interest rates also appear to be uniform state-wide. Non-price and
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conditions could, of course, be used to discriminate against rural 

borrowers, but the small amount of evidence available suggests to us 

that such is not the case. What does seem to be the case is that low 

personal income and wealth, plus the wh ol e host of business problems 

listed above, mean that rural borrowers are at a di sa dvantage when 

standard, uniform criteria are applied in judging loan applications —  

thus, they get less credit. Finally, the provision of extensive, high 

cost, probably low profit, branch bank net works to serve rural Alaska 

suggests discrimination in favor of rural Alaska in the form of 

subsidized service provision.

We understand some people, though, are suspicious of the branch 

banks, and see them as a way to suck deposits out of rural Alaska, 

wit ho ut  putting loans back into the community. However, Federal law 

prohibits such behavior, and the Federal agencies enforcing the 

Community Reinvestment Act of 1977 told us all regulated financial 

institutions in Alaska were in co mp liance wit h the law as of the time 

we we re  looking at this problem.

What we conclude, then, is that there is no rural/urban split * 
Alaska's capital markets. Rather, there is a single, unified, st’

wide  capital market. We thus turn our attention next to a cons

of factors effecting capital availability and interest rates 

state as a whole.

3. Is there too little competition in the State's financial 

m a r k e t s ? Part of the concern about capital shortage in Alaska appears 

to stem from the observation that, at least from 1968 through the late

1970's loan interest rates charged by commercial banks were  generally
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higher than those found elsewhere in the U.S. This is seen by some as 

evidence that competition in this industry is not strong enough to 

drive interest rates down to "normal" levels. If this irgument is 

correct and there is some degree of monopoly power operative in 

commercial banking in Alaska, then microe co no mi c theory predicts o u t­

put will be restricted in this industry, which translates into a caoi- 

tal shortage.

We find, however, that deposit interest rates as well have been 

higher in Alaska than in the rest of the country; this cannot be due 

to mo nopoly power. Our explanation for the g enerally higher structure 

of commercial bank interest rates is that during the time in question 

Alaska was a capital short region, due ma inly to high loan demand 

caused by the pipeline boom, and as such had to import capital from 

the rest of the country, paying a premium to cover transactions costs 

normally associated with inter-regional capital transfers.

While we do not believe the 1 eve!s of loan interest rates are 

evidence of lack of competition, we  also observe that the spread 

between deposit and loan interest rates in Alaska has consistently

•m

been larger than in the rest of the country. This is a result which 

would be found if competition was lacking. We also observe that 

Alaska's commercial banking industry is more concentrated than in other 

states with similar banking laws. Nationally, in states which like 

Alaska allow state-wide branching, the two largest banks in the leading 

SMSA have about 59% of the business (as me asured by deposts); in Alaska 

the figure is 74%. On the basis of these observations we suspect there 

is too little competition in commercial banking, p e r h a p ; leading to
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re striction of lending activity and to avoidance of some riskier loans 

w h ic h  would be undertaken in a more competitive environment.

T he.cure for too little competition is more competition. Our 

suggestions for increasing the amount of competition among Alaska's 

financial institutions will be given at a later point in this testimony.

4 The effects of state r e g u l a t i o n . The regulatory picture in 

Alaska has been changing recently. Alaskan financial institutions, 

along with those in the rest of the country have long been subject to 

Federal ceilings on deposit interest rates. These ceilings, which 

dis to rt  the savings decision and tend to make the financial sector 

smaller than it should be, are being phased out over a six year period, 

under provisions of the Depository Institutions Deregulation and 

Mo ne t ar y  Control Act of 1980. However, until completely eliminated 

these ceilings contribute to inefficiencies in financial intermedi­

ation in Alaska, tfs elsewhere.

The same Federal Act imposes un./'orm reserve requirements on all 

financial institutions either federally insured or eligible for federal 

insurance. As it is phased in,this Federal requirement will override 

the reserve requirements Alaska has imposed on its state chartered 

banks. Our 1980 position that State reserve requirements are u nn ec e s­

sary and unwise remains unchanged. However, the issue of what should 

be done with these reserve requirements has been taken out of the 

State's hands by the Federal override.

Until recently, Alaska had had a gross receipts tax on banks.

This also was an unwise tax, which interfered with the efficient 

functioning of financial institutions. Removal of that tax improves



the efficiency of the State's private financial institutions.

There remains, however, a form of state regulation which seriously 

distorts Alaska's capital markets. This is regulation in the form of 

loan interest rate ceilings, generally known as usury laws. Usury 

laws substitute loan pricing by government fiat for price d e t er m in a­

tion in the market place. State usury laws generally are so r es tr ic­

tive that they set interest rates below even competitive levels. This 

is especially true during times of inflation, such as we  have e xp e ri­

enced in this country for too man y years now. In the typical situation, 

the quantity of loans demanded is quite large due to the relatively low 

loan interest rate set by law, but the quantity of funds supplied to 

financial institutions is low due to Federal deposit interest rate 

ceilings. There is thus excess d e m a n d — a capital shortage —  in the 

m ar ke t place. Commercial banks attempt to subvert usury ceilings 

through compensating balance requirements which raise the effective 

but not the nominal loan rate. At the same time they and other 

financial institutions institute nonprice rationing to deal with the 

excess demand. Many factors can serve as the basis for nonprice 

rationing, but for our purposes it is perhaps most important to note 

that d iscrimination is likely to be in favor of conventional, lovj risk 

loans, and against unusual, innovative, or risky investment projects 

which come seeking financing. This, of course, works agai ns t new 

borrowers, aggressive, risk-taking businesses, and firms with new 

technologies and new products, among others.

Alaska has several usury laws: the Trade Practices Act that

applies to all financial institutions except small loan licensees,
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the Retail Installment Sales Act, and the Small Loan Act. All three 

have adverse effects on the functioning of Alasxa's capital markets, 

but the Small Loan Act is by far the most serious. During the period 

of our study, 1979-80, the provisions of this Act, combining ma tur it y 

size, and interest rate restrictions, essentially limited loans over 

$1,000 to a marginal return of only 12%. Since nearly risk-free 

mo ne y market investments yielded more than that at the time, the Act 

destroyed any incentive for L-mall loan licensees to make  loans larger 

than $1,000. As a result, finance companies do very little business 

in Alaska. Nationally they account for about 6.4% of all financial 

institution assets, but in Alaska they have only h of 1 % of such 

assets. This obviously leaves a sizable hole in the structure of 

Alaska's financial institutions, and effectively eliminates one source 

of loans to high risk borrowers.

We have strongly recommended that the state abolish all usury 

laws, with priority going to elimination of the current Small Loan Act. 

A new Small Loan Act might allow finance companies to offer uninsured 

savings and time deposits, which would increase competition between 

these institutions and commercial banks, savings and loans, and credit 

unions.

5. State loan programs and capital s h o r t a g e . State loan programs 

are instituted to increase the availability of capital at "reasonable" 

interest rates. In general, with small exceptions, they do not have 

that effect. Rather, they "crowd in" on private institutions and 

replace private lending with public lending. This is not just an 

assertion. It is a simple implication of economic theory, wh ic h has
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long been recognized in the economics and finance literature, and 

which is supported by statistical as well as theoretical studies. 

However, I am going to leave to Professor Fry the task of elaborating 

on the crowding in effect, and I at this point will leave the co nclu­

sion as an assertion.

I ask you to consider what happens in private markets if this 

assertion is correct. State loan programs are set up and begin 

lending money, usually at below market, subsidized rates. Borrowers 

desert private lenders. With less business, private lenders have to 

reduce the size of their operations. There are economies of large 

scale operation in financial institutions, whic h implies, conversely, 

that there are diseconomies of small scale operations.

Private sector lending becomes more costly, and at more of a 

d is ad vantage in competing with state loan programs. Smaller, weaker, 

institutions fail, and go out of business or are absorbed by other 

institutions. There is less competition than before, with all the 

problems that implies. If this line of reasoning is correct, and it 

is, then state lean programs threaten the viability, and in the extreme, 

the very existence of private sector financial institutions.

Unfortunately, there are influential people who are not impressed

with this conclusion as it stands, and who would have us believe it

really makes no great difference if government lending replaces private 

lending. This is wrong. As I shall attempt to show in a few minutes, 

political allocat vn of capital is almost inevitably less efficient 

than m ar ke t allocation of capital.

Before we reach that subject, however, it is important to note
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ment loan program, namely, loans for business purposes. State business 

loan programs generally involve subsidies, almost always in terms of 

subsidized, below market interest rates, and often in terms of lenient 

credit standards. Naturally, such highly favorable terms attract 

many would-be borrowers -  usually, far more than the loan programs can 

accomodate. Those who run the loan programs must somehow ration their 

limited funds. Actual rationing schemes which develop may be very 

complex and involve many elements. Usually, however, a key element is 

that state loan bureaucrats will attempt to ration loan funds in 

accordance with their personal theories of economic development. In 

underdeveloped countries this has classically shown up as heavy 

subsidization of such things as the steel industry on the naive 

theory that economic development implies industrialization, and 

industrialization requires steel. Hence, we find high cost, low 

productivity, white elephant steel mills in deserts and jungles all 

over the world. The variety of bureaucrats' economic development 

theories and fantasies is endless, limited only by their imaginations.

The real danger here is that subsidized credit program rather than 

harnessing the energy and productivity of the market system, may 

actually destroy it. The destruction will be at the very heart of the 

marke t system, because it will change the very nature of the basic 

productive unit of that system -  the business firm. It will transform 

the profit or value maximizing firm into a subisdy ma xi mi zi ng  firm.

The profit maximizing fi:,n tries to produce products that will 

sell, tries to hold costs down to increase profits, is constantly alert
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for new products, new production methods, new m a r k e t s -  for anything 

that will give it an edge. The subsidy maximizing firm, on the other 

hand, doesn't care w ha t it produces, doesn't care whether it holds 

costs down, or whether it uses capital intensive or labor intensive 

methods of production. All its energies are devoted to doing whatever 

will allow it to qualify for subsidies; it produces wha t is subsidized, 

it uses lots of whatever inputs are subsidized most generously, it 

locates wherever it can get the m ost subsidies. It is alert and 

aggressive, and looking for opportunity — but opportunity is defined 

in terms of anticipating where the government subsidy spigot will next 

open up.

The real tragedy, of course, is that subsidy maximizing firms do 

not provide a viable economic base for a country. They have no real 

substance, and when the subsidies stop, they melt away, leaving an 

undiversified, weakened economy.

We have come a long way -  and w e  have a long way to go yet. I 

would like at this point to summarize, in two different ways, what we 

have covered so far. First, a simple summary of the capital shortage 

question. We find that cap . 1  markets in Alaska are .nified -  there 

is no urban-rural split. These markets appear to work reasonably well, 

but do have some specific deficiencies. These deficiencies have 

specific cures. There is too little competition is some parts of the 

capital markets; more competition should be encouraged. There is too 

much regulation of the capital markets; markets should be deregulated. 

State loan programs are not a cure for capital market problems.

Rather, they are part of the problem. All state loan programs should 

be abolished. The Permanent Fund should not add to the problem by
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etting into the loan business, or by funding other state loan programs.

Now, for a second summary of our conclusions so far. I should like 

to put this in terms of two alternative senarios for the future of the 

Alaskan economy. One senario projects the effects of the state c o n­

tinuing with the policies it now follows. The other projects the effects

of making the policy changes we recommend. Up to this point, our

discussion has focused on the efficiency of a single sector of the 

economy -  the capital markets —  and ignored larger issues related to 

the state's oil revenues. At this point, though, it will be useful to 

develop the two senarios in the context of two alternate ways of i nje ct­

ing state funds into the Alaskan economy. The alternatives to be

considered are cash grants, on the one hand, and state loans, on the 

other.

Senario one. The State redistributes some part of the oil revenues 

as cash grants to Alaskans. This results in increased dis po sa ble  income 

for Alaskans, w hi ch  leads to additional spending for p e r s o n a l .c o ns u mp­

tion and for investment in o wner-operated businesses. A lt hough a 

c ons iderable amount of this new spending would go for imports, a s ig n i­

ficant amount would remain in the State, stimulating economic activity, 

and giving a m u lt ip li ed  increase in income. Jobs wo u ld  be created to 

produce goods and services for which there was a real m a rk e t demand.

At the same time, increased income would stimulate savings, 

leading to increased deposits in the State's financial institutions, 

and thus to increased lending capacity of those institutions. F i na n­

cial institutions w ou ld  also face increased demand for loans from 

expanding businesses, and from consumers wanting to finance consumer 

durables and housing purchases. For the full effects on private
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would have to be taken.

First, a new Small Loan Act v/ould have to be passed to fill in 

the hole now existing in Alaska's financial system because the current 

Small Loan Act discourages household and industrial finance companies 

from operating in the State. A new Small Loan Act should allow the 

rapid development of financial institutions providing finance to high 

risk projects. The second step would be to remove the other market 

imperfections due to current State policy. This would allow the 

private capital m a rk et  to respond vigorously and efficiently to meet 

the growing demands of households and businesses. Specifically,

(1) all usury and interest rate ceilings should be removed, so that the 

interest rate will be free to serve its main social role as the a l l o­

cator of capital, and (2) all State loan programs should be abolished 

so that mark et  decisions rather than decisions of State bureaucrats 

determine who gets capital, where, when, and on what terms. The result 

of these actions will be an expansion of the private capital markets, 

increased scale (and thus lower per unit cost) for individual financial 

institutions, m ore c ompetition than presently and ultimately the d e v e­

lopment of a sound, vigorous capital m ar ke t which will be a key element 

in Alaska's future development.

In summary, then, Senario One leads to (1) an expansion of the 

Alaskan economy, ^2) the growth and expansion of those businesses and 

industries which meet c on sumer needs and/or produce goods for which 
there is an external market, (3) increased income and wealth for 

individual Alaskans, enabling them to mak e equity investments and 

borrow larger amounts than previously, and (4) the d evelopment and
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strengthening of private capital markets in Alaska.

Scenario Two. The State attempts to use its selective credit 

policy I the policy of granting loans, often at subsidized ratos, to 

selected firms, industries, and individuals) to stimulate the Alaskan 

economy. Oil revenues are used to to expand existing State loan 

programs and establish new ones. This puts money in the hands of the 

favored borrowers and gives an economic stimulus, with a multiplier.

However, the State's lending activity crowds in on the private 

sector and to a large extent just replaces loans which would have been 

made by the private captial market. This offsets and nearly eliminates 

the mul ti pli er  effect. Further, as the scale of Alaska's private 

financial sector shrinks, individual institutions become smaller, and 

some encounter financial difficulties. The larger established insti­

tutions wea th er  the storm, but smaller and newer institutions are hard 

hit, and competition in lending is reduced. Per unit costs rise os 

the average size of institutions falls. This leads to increased charges 

and interest rates to borrowers.

At the same time, the selective credit policy has two undesirable 

effects: (1) subsidized interest rates give commercial borrowers false

signals about the value of capital and so they waste capital, investing 

in numerous unsound projects, and (2) due to the selective nature of 

the loan programs economic expansion comes in the industries which the 

State believes should be expanded, rather than in those w hi c h pass the 

m arket test of producing output whi ch  ronsumers are willing to buy.

Thus, there is no good reason to believe investments m ade in response 

to State policy will stand up over the years and contribute to sustained, 

diversified growth of the State's economy. Since there is no increase
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funds for real investment. Further, the Small Loans Act will continue 

to discourage household and industrial loan companies from operating 

in the State, thus leaving a hole in Alaska's cafital markets.

In summary, then, Senario Two leads to [ I ) a lesser expansion of 

the Alaskan economy than does Senario One, 12) long term movem en t of 

the economy in a questionable direction as expansion responds to the 

selective c dit policy rather than to real economic forces of the 

market, (3) increased debt for firms and individuals who borrow from 

the State, and (4) contraction and weakening of the State's private 

capital markets.

Private vs. Public Allocation of Capital.

One of the key predictions of the section just completed is that 

state lending will crowd in on private lending, thus tending to s ub s ti­

tute government allocation of capital for m arke t allocation. What is 

the significance of this? Obviously, to persons of "capitalist" 

ideology this is an undesirable change, but to persons of "collectivist" 

ideology the change is favorable. We should, though, like to go beyond 

ideology, beyond mere definitional characterization of one system as 

good, the other as evil. What we  need to do is to judge the two 

systems in terms of their probable effects on economic efficiency.

It is easiest to begin wit h the analysis of the m a rk e tp la ce  as a 

system for allocating capital. This is so because for over two hundred 

years now we have had an economic theory of the workings of markets.

In 1776 Ad a m Smith pointed out in The Wealth of Nations that the 

Invisible Hand of competition could harness the selfish actions of
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individuals and produce results for the common good. That insight is 

as valid today as it was two hundred years ago. Further, in the time 

since Adam Smith's day, economists have greatly refined his basic notion, 

developing very specific and rigorous concepts of economic efficiency, 

showing in detail that competitive equilibrium will achieve efficiency, 

developing concepts of ma rket failure to analyze cases where private 

markets will not lead to efficiency, and finally, working out theories 

of economic policy to give us a kit of tools to use to correct or reduce 

m ark et  failure. We thus know a great deal about the operation of indi­

vidual markets and the m ar ke t system as a whole.

When we apply the basic theory to capital markets we focus on the 

institutions known as financial intermediaries. These firms i nt ermed­

iate between savers and investors. Thus, they operate in two markets —  

a savings deposit market and a loan-investment market. (Some inter­

mediaries have contractual rather than deposit relations with savers, 

e.g., insurance companies, pension funds.) Intermediation consists of 

providing financial services that satisfy demands in both markets.

That is, intermediaries provide size intermediation by, for example, 

aggregating small deposits and making large loans. They provide 

m at ur it y intermediation by taking on short term deposits and making 

long term loans. They provide risk intermediation by offering savers 

implicit participation in a relatively safe portfolio of loans 

and investments which individually may be relatively risky. At the 

same time, they reduce transactions and information costs of financial 

dealings, and they take advantage of economies of scale and economies 

of specialization.

If the markets they operate in are competitive, then competition
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will force them to produce the economically efficient mix of services 

(output) and produce each service at its lowest possible cost. Further, 

the system of financial intermediaries will produce a system of equali- 

brium interest rates, which will serve to allocate capital throughout 

the economy, among the competing demanders. These interest rates will 

give efficient, accurate signals to capital users, and will guide 

capital to its highest, mos t productive uses. This, then, in outline, 

is the case for market allocation of capital.

In the real world, of course, we never achieve perfect institu­

tions. We huve already indicated that Alaska's existing capital markets 

have imperfections. However, methods of reducing these imperfections 

are well known, and can be implemented. The 1980 Depository Institutions 

Deregulation Act will improve capital market functioning throughout the 

country. State deregulation and termination of state loan programs are 

our suggestions for moving Alaska's capital markets even closer to the 

results of the competitive model.

Let us turn now to the analysis of a system of political a ll o c a­

tion of capital. This is more difficult to analyze because we lack a 

complete, detailed, theory of the economics of political systems.

However, there has developed in recent years a field of the economics 

of p'.blic choice, which provides us with some insight into matters such 

as the political allocation of capital.

Under a system of political allocation of capital (e.g. a system 

of state lean programs and state banks) basic decisions will be made 

through m aj ority rule voting, .nar >s, the legislature and, at a later 

stage, state bureaucrats, will vote on how much capital the whole 

system is to have, how much capital shall go to each funding institution,
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how much to various individual demanders, what interest rates to charge, 

w hat terms and conditions to require of borrowers, and so forth.

Public choice economics has shown that majority rule is often 

deficient as a decision mech ani sm  on such economic issues. One tec h­

nical problem, which we need not go into here, is that maj or it y  rule 

decisions taken through a series of pairwise votes may lead to no 

unique outcome, no .nique "will of the voters," but instead may vary 

with the arbitrary sequence of pairwise votes taken.

Of more practical importance is the problem that simple m aj or it y 

rule ignores the intensity of the voters preference. This is not so in 

marketplace "voting", where we each vote the intensity of our preference 

by the amount we  are w illing to pay for particular goods and services. 

But in political voting a passionate "no" counts just exactly as much 

as and no more than a mild "yes". The real danger in such voting is 

that a majority with little at stake can outvote a m i n or i ty  with much  

at stake. This means voting can lead to situations wh er e the losers 

lose more than the winners gain. In such cases no possible r e d i s t r i­

bution of winnings could compensate the losers and still leave net 

winnings. Voting can, and in the real worId frequently does, approve

projects with negative net value.

The following simple example will illustrate the point. Assume 

five voters, A, B, C, D, and E are to vote on a proposal w hi c h would 

cost $500. The costs are to be shared equally, so each would have to 

pay $100 in extra taxes to finance the project if it is approved.

Assume the benefits to the individuals, as they themselves assess them

are $105 each for A, B, and C, and $50 each for 0 and E. A, B, and 

C have a mild interest in seeing the project undertaken -  $5 net value
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to each, and will vote in favor it it. 0 and E are strongly against 

the project, since each stands to lose $50, and will vote against it.

The project passes, 3 to 2. The political system has voted in a project 

with total benefits of $415, but total costs of $500, for a negative 

net value of $85. Or, put more bluntly, the political syste m has 

voted to waste $85 worth of resources.

This example is very realistic and relevant. Real wor ld p ol it i­

cal systems involve m ore voters, more issues, logrolling, and so forth, 

but this sort of outcome is always a possibility. It is not a possi­

bility if the same decision is taken in the marketplace. The dollar 

votes of consumers A through E would total $415, cost of production 

w ou l d be $500, and no profit-seeking firm would w illingly produce the 

good. This is one reason why m ark et  decision making on production 

of private goods is likely to be superior to political decision.

In the previous example all five voters took part in the decision. 

Let us. modify tnat assumption by calling on a second insight of public 

cncice economics. This is the notion of "rational voter ignorance."

That essentially says that information necessary to make good, informed 

decisions on all issues, public and private, is costly, and that voter/ 

consumers will rationally choose to remain ignorant about issues which 

they expect to have little impact on them. On other issues where they 

have a great deal at stake they will pay the price to inform themselves, 

and will perhaps get involved in political activity once they are 

informed.

Again, an example will be useful. Assume Legislative Bill A is 

very important to one person in a thousand who expects to gc.in $1,000 

if the bill passes, but only pay $2 in extra taxes as his share of the
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get no benefit; from the bill, but will each have to pay $2 in taxes.

Now assume al' one thousand know it cost them $5 in time and nuisance 

to become informed about the effects of any bill. A person who expects 

to lose i* trivial $2 if the bill passes, will see little if any reason 

to incur a cost of $5 to understand the issue more fully. The person 

expecting a net benefit of $998, however, will be intensely interested 

in this bill, and will inform himself about it, at a cost of $5.

If this person can induce his elected representative to g et  the 

bill passed at a cost to him of less than $993, he will come out ahead.

In essence, he will be the only one voting on the bill, since the 

other 999 citizens will ignore the issue. Replicate this situation in 

the constituencies of other elected representatives, and you have the 

strong possibility of passing a bill which costs $2,000 in taxes for 

every $1,000 in benefits generated.

This is the problem of resource misallocation due to special

interests in a political system. It is especially acute in a fiscal

situation like Alaska's, where the cost to the citizen is not an out-

o f-the-pocket cost, but instead the opportunity cost of using already 

collected oil revenues. Recognition of this problem has ap pa re nt ly  led 

to Alaska's recent law requiring that interest rate subsidies be open 

and above board, rather than hidden. While this is a good law, which 

will undoubtedly m ak e  it more diff ic ul t for special interests to arrange 

subsidies, it should be noted that as long as subsidies are tied to 

individual prices they will continue to cause resource wa st e and mis- 

allocation.

A third problem with political decisions on economic ma tt ers  is
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that often they force all cit'zens to consume a standard level of 

government output, rather than having the option, as in the m a r k e t­

place to consume more or less of a good than does the average person.

I would like more national defense, you would like less, but we both 

are stuck with the me dium amount preferred by the median voter. This 

is tolerable in the case of defense, which we know cannot be produced 

in the marketplace; we are willing to put up with this imperfection of 

government in order to have some defense. It is not tolerable, though, 

when we have as an alternative a well functioning market which will

cater to individual tastes.

The state of Alaska now forces all individuals to save about 10% of 

lltheir"share of oil revenues, in the form of allocations to the P e r m a­

nent Fund. In a few minutes I will develop an alternative which would 

have allowed individual, market-d et er mi na tio n of the savings percentage. 

Can we have any doubt that there would be variety in individual savings 

decisions, rather than the uniformity we see today under political 

determination on this issue?

Another major aspect of public decision making is not related to 

voting per se, but rather to w ha t  happens after the voting, namely, 

that responsibility for actual operations is turned over to government 

bureaucracies. In order to understand what that implies about 

economic efficiency we need a theory of behavior and equilibrium 

of the bureaucracy, analogous to the theory of the business firm which 

we use in the theory of markets. Popular thought offers two theories.

On the one hand, there is the "public servant" theory. This sees 

bureaucrats as selfless, hardworking souls, whose only objective is to 

a chieve the public interest, subject to their limited budgets. In this
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theory, bureaucracies, reflecting the motives of the bureaucrats, do 

work in the public interest, which includes improving the economic p e r­

formance of the private sector. At the other extreme is the "evil 

bureaucrat" theory. This sees bureaucrats as only out for their own 

good, as parasites on the public purse and predicts bureaucracies will 

be expensive and wasteful, and will seldom if ever operate in the 

public interest.

The emerging economic theory of bureaucracy takes a more  general 

view of bureaucrats and bureaucracies. First, it assumes that b ur e au­

crats, like the rest of us, seek a variety of objectives. The public 

interest is probably one of those objectives. However, income and 

wealth, power and prestige, security, and other personal objectives are 

also sought. The theory notes that achievement of many of these p e r­

sonal objectives is positively correlated with the size of the bureau 

w hic h the b u r e a u ^ a t  works in. Thus, the bureaucrat will have a 

strong incentive to take actions which will increase the size of his 

bureau and its budget.

Up to this point, the theory could be applied to both public and 

private bureaus. However, the second m aj or  building block focuses on 

the constraints or limits which the parent system places on the bureau 

and its bureaucrats. Here, public and private bureaus part company. 

Private business firms seek profits. This gives them a relatively 

simple, straightforward yardstick to use in judging their various o p e r­

ations, divisions, and so forth. Further, the stockholders of c o r p­

orations can and do wi th dr aw  support from firms with poor profit 

performance and poor performance of stock's price. These mechanisms 

combine to keep private bureaucrats from straying too far toward 

■ubstituting their own personal objectives for those of the parent
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organization.

The same is not true of public bureaucracies. They are not judged 

on simple profitability criteria, but instead are judged in the much 

more flexible term of the public interest. Also, the ultimate "owners' 

of the public bureaucracy —  the citizens, the taxpayers -  cannot just 

consult the stock market page to find out how well their assets are 

being managed. In fact, they really have no simple way of monitoring 

bureaucratic performance. All in all, public bureaucrats are much 

more free than private bureaucrats to use the resources of the o rg an i­

zation for their own ends, rather than for the owners' ends.

Specific models of public bureaucracies tend to focus on one 

aspect of the loose control the public has over its bureaucrats. That 

is in cost control. The basic problem here is that funding agencies 

and legislative oversight committees tend to find it nearly impossible 

to determine what it really costs to produce the output they wart.

The bureaucrats themselves are the only real experts on cost and p ro du c­

tion of their output, and they are highly skilled at concealing that 

information. Astute bureaucrats are thus able to inflate their budgets 

by claiming necessary costs are higher than they actually are.

Applied to Alaska's financial sector, these models suggest that 

if Alaska replaces private, profit seeking financial intermediaries 

with public bureaucracies, the result will be (a) high cost operations, 

which will be difficult to control or correct by political means,

(b) evolution of operational procedures and paperwork requirements 

which increase staff and budget size, and place a heavy compliance 

burden on private borrowers, (c) evolution of lending policies which 

tend to increase the size of the bureau, rather than those that tend
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to maximize the social return from lending.

In very brief summary, w ithout repeating all the individual 

points made in this section, it aopears that political allocation 

of capital is likely to be far le<s efficient than m arket allocation. 

Neither system can be perfect, but the imperfections of the market 

system are slight and fairly controllable, while the imperfections of 

the political system are major and i’lmost inherent -  or, at least, 

basically u ncontrollable in our present state of knowledge about the 

economics of public choice.

III. Alternative Forms of Ownership for Alaska's Oil Revenues.

In the previous two sections I have come down hard against the 

idea of state loan programs. However, I actually have a great deal 

of sympathy for the business people and households who are asking for 

such programs. Some of these people desoeratelv need business 

financing, others v/ould very much like tc have housing finance. It 

must be very frustrating to see your needs unmet when your state 

government has more money than it knows what to do with -  especially 

if you believe that in a d emocracy all assets and property of government 

ultimately belong to the governed. In other words, if you believe 

that part of that mo n ey  i_s y o u r s . Under these circumstances it is 

quite u nderstandable that people ask their government to at least 

lend them some of their own money.

From my perspective, however, their frustration is misplaced. 

Instead of being frustrated with interest rates and the availability 

of capital, they should be frustrated with the way their ownership of 

oil money has been defined. This is the final issue I would like to
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explore: the issue of the economic implications of altern at iv e ways

of defining the ownership of Alaska's oil revenues.

Let us look first at the current situation. Alaska's citizens 

own the oil lands and they own the oil revenues. But, w h a t  they have 

is common property ownership: the citizens own the oil revenues in

common, as a group, and no individual can single out any part of them 

as his private property. In practice though, common property can be 

converted to private property through political action. T h a t  is 

really what is taking place each legislative s e s s i o n -, it is what is 

taking place here when Permanent Fund trustees decide how to use the 

Fund and its earnings.

Elimination of income taxes turns part of the oil revenues into 

the private property of those who get to keep the m on e y they would 

ordinarily have paid in taxes. Appropriations for various state 

bureaucracies turn part of the oil revenues into the private property 

of bureaucrats, who can use their budgets to advance their careers and 

raise their future incomes. Provison of subsidies, hidden or open, to 

various groups in the population converts part of the oil revenues 

into their private property, and so on.

Obviously, the people who win the most at this game are those who 

are politically powerful and politically astute. Also, it should be 

obvious that a certain amount of the oil money is d i ss ip at ed  in paying 

for the costs of political activity, in bureaucratic waste, and in 

production of negative net value projects for special interest. Finally, 

the broad outlines of the pattern of use of oil revenues is also clear. 

Existing arrangements and political decision making have led to 

(1) a large increase in government output relative to private output,
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12) a large increase in government's power to try to control the d e v e l­

opment of the private sector through selective credit policies, sub­

sidies and other methods and (3) a large increase in public savings, 

through the P ermanent Fund, with these resources apparently earmarked 

for provision of future government output.

Is this a set of results which best reflects the true preferences 

of the citizen-owners of the oil revenues? Are these the results of 

an allocative system wh ic h is responsive to the real needs and demands 

of the citizens? Our previous discussion of the allocative d e f i c­

iencies of the po lit ic al -bureaucratic system should m ake you doubtful 

that the answer to either of these questions is yes.

In order to put the current system in perspective, let us c o m­

pare it wit h an altern at iv e system which could have been used to 

define o wnership in Alaska's oil revenues, and then to allocate those 

revenues. The key to the current system is that individual citizens 

own the oil lands through their role as "owners" of the state of Alaska. 

The whole system and all its allocative results would have been very 

di fferent if individual citizens had owned the oil lands through their 

rights as owners of a p r i v a t e  c o r p o r a t i o n .  Imagine that the oil 

lands had been owned by a private corporation which had as its stoc k­

holders all Alaskans, and only Alaskans -  or whatever group of persons 

you want  to say has ownership rights under the current system. How 

m uch control over oil wealth would that system have given individual 

owners, and wh a t patterns of resource use would we have seen over the 

years since d i sc ov er y of oil?

Prior to the disco ver y of oil, stock in this land owning c o r p o r­

ation would have had some (perhaps low) market price. As soon as oil



was discovered, the ma rket would have bid up the price of the stock.

This would have immediately given individual Alaskans an increase in 

net worth. With each new discovery and each higher estimate of the 

size of the oil pool and each increase in the world price of oil, the 

m a rk e t would have bid the stock price even higher. Thus, all the 

f avorable events we  have seen over recent years would have increased 

the net worth of  Alaskans.

Individuals would have been free to sell the stock at any time, 

or hold it as they saw fit. Presumably the corporation would have 

periodically increased dividends, thus increasing the cash flow to 

those Alaskans who continued to hold stock. Also note there 

would have been no need for stockholders to remain in the state in 

order to receive their increases in wealth. This is in sharp contrast 

to the current system. Finally, ownership rights would have been clear- 

cut and legally erforcable, and there would have been no need to engage 

in political a ct ivity to either secure the rights or to protect them 

from encrochment by special interests and bureaucrats. Tn sum, in divi­

dual Alaskans would have had far more personal control over theii share 

of the oil we alth if it had been private property than in the current 

case wh er e it is common property until converted to private property 

through political decisions.

The patterns of resource use flowing from individual control of 

oil revenues would also have been quite different ti.^n those we have 

seen under the current system. First, there would have been a great 

increase in demand for m ark et  produced goods and services, racher than 

the current increase in government output. Second, increased market 

demand would have stimulated private investment and economic expansion
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in response to m ar ke t forces, rather than expansion in response to 

government subsidies. Third, there would have been an increase in 

private savings, rather than in public savings. This would have 

increased deposits in local financial institutions. Fourth, increased 

investment demand would have meant increased loan demand; increased 

deposits would have me a nt  increased loan capability; local financial 

institutions would have grown and achieved economies of scale and 

increased competition, rather than the opposite effect we see now 

due to crowding in by state loan programs. Fifth, there would have 

been some increased demand for public goods and services, as people 

would also want to cjnsume more of these as their incomes rise, and 

there would have been some normal increase in state revenues through 

the income tax.

But an extraordinary rate of growth of government spending would 

have been unlikely, since to achieve that the political system would 

have had to pry the money out of the hands of the citizens, rather 

than spending it before they can get their hands on it, as is now the 

case. Finally, it seems very unlikely that there would have been a n y­

thing at all like the Permanent Fund. The long run savings percentage 

in this country is less than 10% out of personal d i sp osa bl e income. 

Additional private savings out of increased private income due to oil 

revenue would have approximated this long run figure. It is almost 

inconceivable that voters would have approved an additional 25% public 

savings out of gross oil income, on top of their normal savings. The 

Permanent Fund m ay make a certain amount of sense to citizens in the 

context of current arrangments, where it is a means of removing a 

portion of wealth from the fate that awaits it in the imperfect, waste-
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political system. But it would make very little sense in the context 

of the a lternative system, where individuals would have direct personal 

control of their own oil incomes.

We have now compared the effects of two alternative ownership 

systems for Alaska's oil wealth. It has been shown that the current 

system of common property ownership has a number of serious deficiencies:

—  it does not give individuals effective control over 

their shares of the wealth;

—  it has no inherent tendency to produce economic effi­

ciency. Rather, m aj ori ty  rule voting and bureaucratic 

administration have strong tendencies to misallocate 

resources and to dissipate the wealth;

—  the mi sa ll oc at iv e effects of the current system are not 
limited to government production and output--they also 

spread to the private sector, reducing the efficiency 

of capital markets, and setting subsidized interest 

rates which make  capital look less scarce than it really 

is, thus distorting production decisions throughout the 

economy;

A private property rights system, in contrast, would perform much 

better on all these counts. Can there be any question which system 

Alaskans would choose if given a second chance?

If the current system is so flawed, why is it in use? Has it 

some great merits we have overlooked? Is this system needed because 

it is more de mo cratic than the alternatives? Are there other high 

minded j ustifications for the system?

As far as I can tell, none of these things has anything to do with 

the e xistence of  the system. The system exists by accident. It was 

historical accident which put the oil lands in the hands of the state 

of Alaska. It was historical accident in the form of custom and tradi­

tion which led to a common property definition of ownership of the 

wealth from those lands.
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Now, as a result of these accidents, economic affairs run b a c k­

wards in Alaska. The normal pattern in our society is that income is 

generated in the private sector, then some portion is taxed away to run 

the public sector. In one sense this is true in Alaska as well, since 

the oil revenue comes from taxes on the oil industry. But from the 

point of view  of the individual citizen it looks as if part of his 

income is now materializing in the public sector, from w hi ch  point 

some small portion may be passed on to him, if he is lucky.

Is there any reason why Alaskans should continue to a ll o w the 

game to be played this v/ay? Does the present system have any leg i­

timacy at all? These are questions an outsider probably should not 

ask, ana certainly should not answer. I do hope, though, you in 

Alaska will ask and answer them for yourselves.
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THE MacNEIL/LEHRER REPORT ’ Ale Date: October 5. 1981

Usury Ceilings

ROBERT M acNEiL : Good evening. Several major banks lowered their prime lending 
rate half a point today to 19%, an interest rate expected to become the standard for business 
loans across the country. At the same time, the White House urged the Federal Reserve 
Board to ease its tight money policies slightly. Deputy Press Secretary Larry Speakes said 
the administration still supported the Fed's policy of monetary restraint; it merely wanted a 
rollback of recent actions which had increased restraint on the money supply. On Capitol 
Hill concern over tight money and the high interest rates is surfacing in another way: 
proposed legislation to do away with state usury laws, or legal limits on interest rales. 
Bankers, retailers and finance companies backed the effort, claiming that low interest • 
levels art stifling credit. Removing the ceilings, they say, will cause more credit to flow. 
Consumer groups and some state officials say that argument is false, and oppose the 
legislation on the ground that it will legalize loan-sharking. Tonight, should Washington 
take the cap off state interest rates? Jim? • -

JIM LEHRER: Robin, usury is defined as the loaning of money at an unconscionable or 
exorbitant rate of interest. There arc 44 states with various laws prohibiting its practice.
But there's no uniformity to them, either in the types of loans they cover, or when the rate 
becomes unconscionable or exorbitant, and thus illegal. At one extreme is Arkansas which 
has a cap on bank consumer loans at 10%. At the other extreme is South Carolina, where - 
the cap is 24%. The others have ceilings somewhere in between. Congressman John J. 
LaFalce, Democrat of New York, wants all ceilings, all caps, in all states eliminated, and 
he's the sponsor of legislation in the House that would do just that. Congressman, why 
should state interest rate ceilings be eliminated?.   .

Rr a. JOHN LA FALCE: Well, 1 think there are a number of reasons. First of all, I think
that th i ocorv mic forces that are at work determining the market in* * —  —
natfoaw-'br fntematiorutl ffi *c6pc and beAr yktuilty no relation—  w

ac /. the state laws that are on the books now are really relics of ages tongj 
usury rates were set at a time when we had interest rates of perhaps 2% , and you might 
have a usury law prohibiting interest bring charged above 12%. But because of the present 
volatility of our interest rates, those usury laws have, in effect, prevented the availability of 
credit. So, if you live in a state with a restrictive usury law, you simply can’t get credit.
Your down payment for a car costing S7.000 would have to be $7,000. Your down 
payment for a home costing $100,000 would have to be $100,000. And so, really, what—

LEHRER: And that in fact is the case in states where they have usury laws?

Rep. LA FALCE: In fact th.r is the case in a great many states where they have such 
restrictive usury laws. In the state of New York, for example, it was impossible until 1980 
to obtain a residential mortgage wlien the market tales were about 20% . and you had a 
restrictive rate of around 12%. T he iuue is >»ot what tl>e interest rate should be. The market !
Will determine that. The isstte is whether or not credit will beavailable ro the eonsiymer - 
who wants to make a purchase.

LEHRER: Well, what if you take the laws off? Let’s assume dial your bill is enacted into- 
law, signed by the President and tltc whole tiling.. Wouldn't that mean that interest rates _ „ . 
would just skj xrkct for retail—

Rep. LA FALCE: No, ecause we have a classic free matket competition here in the 
United States. There arc untold numbers of lending institutions. And I think that die free 
market would have its chance to work, and would work. Would there be a few number of



abuses? That could well be the case. There would be very, very Tew. however, in my 
judgment. There are abuses now that are going unprosecuted bet of lack of proof, but 
the point is. the problem that [audio lost I  of small businesses going out of business, drying 
up the real estate market prior to the time thai the federal government did preempt the 
usury ceilings on residential mortgages. The good to be accomplished would offset what­
ever potential harm might exist by perhaps a thousandfold.

LEHRER: Congressman, let me ask you this. Let's say the people of Arkansas they
have 10% interest rates —  that the people of Arkansas want a 10% interest rate, and if they 
want to pay the S7.000. or whatever it takes to live within that law. why should the federal 
government say. "Hey. no. You've got to charge more than that?"

Rep. LA FALCE: Well, I think we have a federal problem on our hands. I would 
preserve, however, the right of the individual states to exercise their sovereignty by 
permitting them a three-year time period to reinstate that usury law if that would be their 
desire. So they would have the right to effectively veto the federal preemption.

LEHRER: But three years later?

Rep. LA FALCE: No. Within, that three-year, period of time. They could do it im­
mediately.

LEHRER: I see. Thank you. Robin?

MacNEIL: A number pCstatcs have recently raised or abolished their interest rate ceilings. 
One of them is Texas. ™  1 the experience has caused one congressman from Texas to 
oppose the Lr^aicC bill? Heis freshman Democrat Bill. Patman, also a member of the- 
Banking Committee, the committee chaired for many years by his father, Wright Patman. 
Congressman, why do you oppose the bill?

Rep. BILL PATMAN: I think this is an important state right that should be maincaired. 
We ought to let the states decide for themselves just what should be done about this 
particular issue. And I don’t believe that the take-out provision is adequate, that Congress­
man L’Falce mentioned. ^

MacNEIL: What docs that mean', the "take-out provision'

Rep. PATMAN: Where a state could exempt itself from this particular lifting of the usury 
ceiling. Because it would have to do so before April the 1st of 1983, or in that area. Wc 
don't even meet in Texas in the legislature again until January of 1983, in regular session.

MacNEIL: What happened in the Texas experience recently, partially abolishing the 
interest rate ceiling, that has caused you such anxiety?

Rep. PATMAN: Well, I think it's regrettable that the Texas legislature did act to raise the 
interest rate ceiling, but that was its option, acting with what it assumed to be the will of 
the people behind it. That same legislature may in the future decide that it wants to lower 
that rate, and passage of this bill after the take-out provision is gone will not permit it to do 
so. I think it's important to realize that tlte market rate of interest rate —  of interest —  is 
not set for the small consumer loans..We in Texas have a super high rate, of up to 109%. 
and even beyond that, on loans of 5100 and under. "Wc'rc one cf only five states in Jhe 
entire United States that authorized such abuses of the consumer. And if we pass this bill of 
the Congressman's and wc don't have some exemption of a state from that particular type 
of loan, then you’ll have, that same type of abuse prevalent throughout the United States.

MacNEIL: Give me an example of the kind of abuse you’re talking about.

Rep. PATMAN: Well, a 5100 loan for six months would lie chargeable —  cash loan —  
would have charges on it amounting to 109%. The lenders in Texas of those particular



loans actually flip them, or renew 'them every couple of months, and then charge a 
non-rcfundable acquisition charge that raises the effective yield, in some instances that we 
noticed when I was in the Texas Senate, to up to 149%.

MacNEIL: Mr. LaFalce says that his bill is necessary because credit has dried up in states 
where the usury laws keep the interest rate below a ceiling that is below current market 
rates. And so people just can’t get credit.

Rep. PATMAN: That’s a common argument of the loan companies and the finance 
companies. I ’ve followed this issue for many of the years in which I served in the Texas 
Senate, and these finance companies will go from stale to state now, and seek to jack up 
the rates. And then they’ll go around to the other stales that have not increased their rales, 
and say, “You’re out of line." We kept those rates low in Texas, or at least lower than 
some of these other states, for al least 12 yean. And all that time, these finance companies 
were promising that they would go out of. business >f ./c didn’t suddenly increase their 
rates. They made huge profits. In fact, one loan .ompany, we found by examining the 
records in Massachusetts, regarded Texas as its 11th most profitable stale out of some 38 or 
so in which it opr ated, even though wc kept our rates al whal they called a low level.

MacNEIL: Well, do you argue, then, Congressman, thai the interest rate ceilings are not 
preventing the availability of credit?

MacNEIL: Well, thank you. Jim?

LEHRER: Among those pushing for federal elimination of stale usury ceilings are small 
businesses which depend on consumer credit. This includes the retail furniture business,. 
and people like Mel Kusin of Texarkana. Texas. Mr. Kusin owns lltree furniture stores, 
two in Texas, one next door in Arkansas. He's also on the board of the National Home 
Furnishings Association, his business’s trade organization, and was to testify this week at 
hearings on the usury law issue —  hearings that have now been postponed, you discovered 
ono: you got to Washington a\vhile ago, right?

MEL KUSIN: Right.

LEHRER: Okay. Mr. Kusin, in your Texas stores, what interest rate do you charge now?

Mr. KUSIN: Presently we're charging 24%. That’s the new limit allowed by the state of 
Texas under the new legislation.

LEHRER: I see. Now, what do you charge across the—  across the street in Arkansas?

Mr. KUSIN: Well, our other store is 32 miles av> ay in Hope, Arkansas. We charge 10%.

LEHRER: Well, now, wliat's the difference in nms of what people buy, and the success ' 
of tltesc stores?

Mr. KUSIN: Well, there’s an unbelievable difference.-and it’s getting mote and more- 
pain.ul all the time. In the state of Arkansas, retail furniture prices are normally about 11% 
higher than those in surrounding states of Texas, and. I-believe, Oklahoma.

LEHRER: So you’re getting it anyhow? You just have to raise (lie price of the furniture? Is 
that it?



Mr. KUSIN: I’ll explain lo you. Wc pay—  we arc lucky to pay approximately prime bank 
interest in our area, which is about 20%. In Arkansas, with the 10% state limitation, the 
store has to make up the difference itself. Anybody in the furniture business in Arkansas 
today who deals in credit sales has to supplement the sale itself, or else raise the jjmce on it.

LEHRER: But the people in Arkansas are still buying furniture,. I guess, and doing all 
these other things. How docs it work?

aftrthet „  .....................
I , And what the stie limit b/Now. our- ’ 

position is this on the money available*for something like furniture or automobiles or that. 
We’re in the business of providing our customers with furniture. We’re not in the business 
of credit. We handle the credit more as a convenience, a necessary convenience." If a state 
could set the rate at which a business borrows money, then it would be fine to set the rate at 
which it loans the money. But we have, as businessmen, lo go by a federal existing loan 
rate, which would be the bank prime rate. But yet, within states, we are limited by the state 
law. So unless a furniture store can supplement the difference, it just won't work. And this 
b why we feel that it should—  the interest rate should follow the level of the market.

LEHRER: In other words, what you’re saying is that if you could borrow the money 
yourself in Arkansas, say, for 8% or 9% or even 10%. then you wouldn’t mind using—  
mind giving people credit at 10%.

Mr. KUSIN: Exactly. ---

LEHRER: I see. What would be the effect of Congressman LaFalce's bill — if it. in fact.
was enacted into law —  on your particular business —  or the small businessman generally._____
that deals in consumer credit?

Mr. KUSIN: Let’s say in Arkansas we could then again go to the loaning agencies, which 
would be banks or large firms —  national firms that sell such financing. They would take 
all of the so-called contracts that a furniture store or any other retailer has if they had the 
difference lo work between. If  the—  if the new law were to be passed that would allow!" 
float-up on the interest to rfjnarket pries, then we wouldn' l—  we would no longer be in the 
credit business in the furniture business. Wc would be selling furniture, as we should be.

'U
LEHRER: I see. You do not shore Congressman Patman's fear that this thing will be 
abused, and could lead to some serious abuses in terms of the amount of—  the exorbitant 
rate of interest that could eventually be charged?

tkr. KUSIN: No, we don't think so^ 
itself b  a very competitive business!

lit. Today in states like Arkansas, when f.tmiture dealers have to withdraw from the 
market because they can't support it anymore with those high interest rates, the consumer * 
b the one who really suffers, either through high prices, or through the, really, the almost 
lack of availability within a market place of furniture. _ .

LEHRER: ‘I see. Thank you, Mr. Kusin. Robin?

MacNEIL: A number of consumer organizations, led by tin 
• AptericJt. oppose the usury legislation. Another witness who Was In Washington to I 
IftJanSra Reid Alexander, superintendent of the Maine Bureau of Consumer Credit 
Protection, a state agency. Ms. Alexander, why do you oppose these bills? L should say.



Ms. ALEXANDER: Generally 18%, with higher rates allowed for smaller transactions.

MacNEIL: And what_efTeet is that having on consumer credit —  on the availability of 
consumer credit? .

1. ; . • , i
Ms. ALEXANDER: I think that most credit is available in Maine at the maximum rates 
right now, and I think the

rate of increase for 1980 
—  all of 1980 —  of only 1%.

M acNEIL: You mean, credit availability—  credit is growing faster this year than it was 
last year?

M s. ALEXANDER: That's correct, sir.

MacNEIL: Even with the high interest rates?

M s. ALEXANDER: And that's because most all states have made changes in their interest 
rate ceilings. Seven to 10 states have totally deregulated interest rates, except for a 
criminal usury statute that prevent loan-sharking, bills and legislation which would also be 
totally obliterated by HR-7501. Every time we increase rates nationally 1% in this country, 
we're costing consumers S3 billion. That's money that doesn't go into economic growth

there is also a bill in the Senate, correct?

BARBARA R. ALEXANDER: There is. Many state rcgulatpra and people associated 
with the state agencies that control consumer credit around the country oppose these bills 
because our stale l/.ws are the product of a very delicate balancing between the decision as 
to what interest rate should be mandated, and what consumer protections should be 
garnered in retun for high interest rates. Consumer prortections are lmxed to high rates in 
most states. They ccrtainly'are in Maine. If Congress enacts these bills, we will find that 
many important consumer protections, that our stale legislatures thought were crucial in 
the regulation of credit, will be destroyed.

MacNEIL: I  Jti* what?
M s. ALEXANDER: Well," for tbeprivifege of higher rates in. many nates, we regulate 
substantive contract terms, and limit late fees, attorneys’ fees, closing costs, default 
charges. We require a rebate of interest when a consumer prepays a contract early. Wc 
prohibit prepayment penalties. We limit the amount that the creditor can increase a con­
tract when the consumer has troubles and comes in to refinance that contract. All of those 
protections are gone when we enact'HR-2501, which is sponsored by Congressman 
LaFalce.

MacNEIL: What do you say to a dealer like Mr. Kusin in the retail business, who said that 
if you don’t allow the interest rates to rise to the market Ievd_that dealers are going to have 
to get it another way, simply by putting supplemental prices on their product?

M s. ALEXANDER: It’s interesting that we find ourselves talking about Arkansas in this 
program. They arc the state that is used to push this bill —  and has been used to push bills 
like this for some



and development or capital expenditures to expand our economy. That's money that goes 
into retiring debt service, which is really not what I think Congress should be about at the 
present time.

MacNEIL: Well, thank you. Jim?

LEHRER: Congressman?

Rep . LA FALCE: Yes, let me make a number of points. First of all. I think that everyone 
here, and probably everyone in Washington, is against high interest rates, and we want to 
do all that we possibly can to bring those interest rates down. Secondly, I think there is 
true—

LEHRER: Yeah, but to her point. Her point, basically, is that it’s high interest rates —  
period —  that are causing people not lo buy cars and furniture from Mr. Kusin, and all the 
usury laws don’t have a thing in the world to do with it.

Rep . LA FALCE: Well, it’s true that high interest rates arc causing that, and I have been 
criticizing high interest rates and calling for actions to cope with high interest rates. But it 
is also true that regardless of the high interest rales we have right now, if the market 
interest rales are, say, double the usury ceiling, you’re going to have a total closure of the 
window on credit. And that has happened historically, and that still is happening now for 
individuals who do bclieye that they can afford the going interest rates.

LEHRER: Do you agree with that. Congressman Patman?

Rep . PATMAN: No, I  certainly don’t. The market does not set the small loan rates. The 
small loan rates are set up to the maximum that the lender can charge. Now, I don’t know 
what's going to happen when this happens —  when wc pass this bill, if it passes. Mel 
mentioned going up to 24%, Obviously he did that as soon as he had the opportunity.

LEHRER: What was it. before ft was—  you said that it’s now, in Texas law— 24% is what 
you’re now allowed. What was it before the law?

Mr. KUSIN: Eighteen.
LEHRER: Eighteen. So you went up 6%  overnight?

. M r. KUSIN: Yes. Well, we do financing throughGeneral Electric Credit Corporation and 
the banks and the—  everybody in the state followed the law-as it allowed. It eased the 
pinch, but not completely. Now, that's an interesting thing, because we still—  when we 
sell our accounts receivable through financing companies, we still have to pay a discount. 
With that 24%—

LEHRER: Let inc make sure wc explain what that means. You—  somebody walks into 
your furniture st me, they buy furniture, you give them credit. You take that paper and then 
you sell it to a finance company. All right, now, what do you sell it to them? Now, if you 
charged the customer 24%, what tlo_you sell it to the finance company for?

■ *' Mr. KUSIN: Today in Texas I  believe the approximate discount that the store has to pay,—
the store has to pay —  is about 4% . . . .  - - -

Rep. LA FALCE: So that store is either going to take a loss or it's going to pass dm 
difference on to the customer in some camoflagcd way, rather. thandirccL1̂  rather than 
openly. Another point—  -

Rep . PATMAN: But the point is, though, that these loan companies always charge the 
maximum, whether it’s 31 W%, as it is under the Uniform Consumer Credit Code in some 
states, or some—  or a higher amount, often 45%. It's gotten grossly out of proportion.

I '
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LEHRER: Ms. Alexander, let me ask you. If you— if the usury law in Maine suddenly
went away tomorrow— it’s now 18%. right?
M s. ALEXANDER: Generally, yes.
LEHRER: What do you think, if the market were allowed to work its magic, where do you 
think it would go? -
M s. ALEXANDER: I don’t know what it would do in Maine, but wc know somethin**

a little bit about

LEHRER: Well, what’s the market in— Yeah, go ahead.
M s. ALEXANDER: I  wasn’t characterizing the increase. You asked what happened. That 
is what happened.
LEHRER: Right.

LEHRER: Make sure we understand, now. Arizona was a sate that had a usury law, hada 
cap. removed it —  deregulated —  and that’s what you’re— what about that. Congress­
man? ..
R ep . LA FALCE: Well, first of ah, she’s complaining about a 30% interest rate, whereas 
the state of Maine, for small loans, has a 30% usury ceiling. I have no doubt that an 
individual could always point to a spccific’instancc —  a specific example — and say here is 
an example o f abuse. But I can also point to 99% of the cases where I think the classic 
competition that exists within our free market would work, and I could also point out 
literally hundreds of thousands o f  small businesses that have failed, in large part due to 
restrictive usuty laws that are on the books. .,  ,
M s. ALEXANDER: I don’t know where the Congressman’s getting those statistics. Ten 
thousand small businesses close every year, and it doesn’t have anything to do with interest 
rates they’re able to charge consumers. It has to do with rates that are imposed on them by 
banks so that they can operate. It’s the prime rate of 19%. 20% and 21% we were talking 
about before. But let me get back to—  the issue here is not whether or not 1 can sit heie and 
defend any one stale's scheme of things. The point is that the sa te  of Maine has a scheme; 
it’s very happy with that scheme. It’s reviewed every year in our legislature. It forms a 
delicate balance between credit availability, which we want to have available, generally^, 
and consumer protections. And if the legislature and the people in the state of Maine have 
decided that that approach which we have is the one for Maine. 1 question whether it’s 
proper for Congress to step in and erase that balance without really .understanding the 
impact of it.
R ep. LA FALCE: If I could address myself to that issue, first of all. a great many state



legislators in states that have the restrictive usury ceilings, have said. “ We Itope Congress 
will bail us out because this is a tough political issue. You can't sell it back home. You do 
the dirty work.”  Secondly, we do give the states the right to revoke the federal pre­
emption. Third, the Congress has the power, and I think the obligation, to act to effectuate 
the interstate commerce laws. If this isn't interstate commerce. I don't know what is. In a 
great many instances, the Congress has already preempted usury ceilings. We've done it 
for business loans; we’ve done it for agricultural Joans: we've done it for residential loans, 
etc. In preempting usury ceilings on those type of loans, and permitting credit, therefore, 
to flow to those type o f loans, wc have engaged in credit allocation, and we've denied that 
type o f credit, therefore, to the consumer and to the small businesses. -----------   ~
LEHRER; Congressman Patman?
R ep . FATMAIN? It’s ’'.gal for the Congress to do this; but it is wrong; We should never 
have preempted the uates’ rights— the stales’ right to operate in these other areas, end I 
really believe that we're going to be getting in this— in legalizing loan-sharking through­
out the United States by passing this bill. That will be—

< . •
LEHRER: How docs it legalize loan-sharking?
R ep. PATMAN: Well, loan-sharking is the charging of a rate that is illegal. Right now, or 
at least when I left the legislature, loaning money over 18% in certain transactions was 
loan-sharking. I Loaning money at 25%, in the other states, was loan-shaxking. E >t we're 
going to be taking off the lid entirely, and nothing will be loan-sharking. We'U be like 
legalizing burglaries, and permitting them and licensing them. —  ** "* '
LEHRER; But if you have the market rale up a! 20%. how could that be loan-sharking/1 
mean if  ill’s costing that much as a result o f the economy, and the prime rate is at 20%—  -
R ep. P/iTMAN!: Well; the amount that’s charged fluctuates from state to state, pechaps. 
It’s something tliat every stale legislature ca r examine carefully. Sure, it’s a tough issue. 
But the people ought to have a right to talk to folks on the local level about these matters.
LEHRER: Wc just have a few seconds. Speaking of the local level, back to you, Mr. 
Kusin. Do you think that the people in Arkansas do not have— should not have the right to 
do what tliey w int to do in their state, right?
Mr. KUSIN: I bdieve they should certainly Itavc the right, but the merchants from whom 
they buy tlie goods cannot operate under a system where they have to supplement by fully 
10% whal the interest is.
LEHRER;: Thank you. Robin?
MacNEIL; Yes, that’s the end of our time this evening. Thank you all for joining us in 
Washington. Good night, Jim.
LEHRER: Good night, Robin.
MacNEIL: Thai's all for tonight. We will be back tomorrow night. I'm Robert MacNc I. 
Good night.

Transcript produocd b Journal Graphics. Inc.. New Yori.'N .Y , • —
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USURY LAW 

FACT SHEET

WHAT IS USURY?

Usury is a law which l im it ;  the rate of i teres: a lender can charge consumers for borrow ing money.

HOW DO MISSOURI BANKS COMPARE IN THE LOAM MARKETPLACE W ITH BANKS IN 

UNREGULATED  STATES?

Missouri b?r\k; ipnH c inr ihram ly less to consumers than banks in unregulated states. As a matter of 

fact, banks in Missout • lend about 20 percent less to consumers than banks in those unregulated states. 
There are 15 states wnich h3ve eliminated loan rate ceilings.

HOW MANY D IFFERENT USURY CE IL INGS ARE THERE IN MISSOURI?

We have 22 usury ceilings in Missouri which affect the consumer. They include:

1) Small Loan Act — Installment lending

2) Second Mortgage Act — Second mortgages or, homes

3) Retail Credit Sales Act -  Retailer financing

4) Motcr Vehicle Time Sales Act — Financing by car dealers

5) General Usury — Regulates anything that does not fit into the above four categories 

IF THE USURY LAW CEIL INGS ARE TOO RESTRICTIVE . WHAT W ILL  HAPPEN?

1) Some consumers will find it more difficult or impossible to secure financing.

2) Lenders wii i d o  encouraged to find um jyulated aieas to fincuce. For e/.arnple, most banks w il l 
loan money to business because business loans are unregulated by rate.

WHO BENEFITS FROM THF. USURY LIM IT?

The well-to-do consumers, those with high incomes and a long rc o rd  of credit worthiness are financed. 
People with lower incomes are not financed and arc,’ subsequently, hurt by low usury limits.

DOES THE USURY CEIL ING HAVE AN EFFECT ON THE PRIDE OF GOODS?

It sure does. If the cost of money a retailer borrows is higher than the interest he can charge customers 
who finance through him, then the retailer has to increase the price of goods.



IF THE USURY LAW IS DEREGULATED , W HAT WOULD KEEP INTEREST RATES FROM GOING 

THROUGH THE HOOF?

First of all, the lenders w il l be in a competitive situation, Financial institutions want to loan money 
and will use innovative approaches to get the consumer's business.

Secondly, the rates of interest keep pace with inflation and the general cost of money. If the cost of 
money to the bank goes up, so w il l the interest rate charged to the consumer. Likewise, if the rate 
declines, so w il l the rate banks charge.

There are no national ceilings on home loans, yet Missouri's interest rates remain below the national 
average. That says something for competition among thousands of Missouri lenders.

W HY iS IT IMPORTANT TO DERF.GULATE MISSOURI'S USURY LAW OR EL IM IN A TE  IT 

ALTOGETHER?

It is important to raise the limit on usury or abolish the lav.' altogether because it restricts a lender's 
ability to loan money to high credit risk consumers.

The banking marketplace should be competitive. For example, a price ceiling is not set on retail goods, 
yet the marketplace sets competitive prices on those goods. The same should apply to lenders.

There are over 1200 bank locations. 370 savings and loan branches, thousands of retail outlets,
38 mortgage banking companies, 90 agricultural credit cooperatives, and a number of federally 
subsidised loan programs.

WHAT DO LENDERS DO WHEN THE USURY CEILING-) L IM IT THEIR. A B IL ITY TO LOAN MONEY?

Ceilings have encouraged lenders to use such credit rationing devices as higher down payments, shorter 

maturities, end higher fees for related non-credit services which increase the effective interest rate.
They have curtailed the amount of credit available to lower income and higher risk borrowers, harming 
primarily those individuals whom the ceilings are intended to benefit.

HAS THE MISSOURI LEG ISLATURE EVER INCREASED THE USURY C E IL ING ?

Yes. Each time the cost of money rises, the Legislature has been asked to raise the usury ceiling. The 
last time, 1979, raised the general usury coiling from a fixed 10 percent lo  a quarterly floating rate 
lied to long-term government bonds.

MISSOURI BANKERS ASSOCIATION 

F O. Box 596 

JEFFERSON C ITY , MISSOURI 65102 

314/636-8151
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COMPOSITE of key indicators of future 
economic activity rose in February to 
14S.3% of the 1967 average from a revised 
146.2% In January, the Commerce Depart­
ment reports. (See story on page 3.1

John Waters', films 
Have Low Budgets, 
Large Leading L ady 
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‘M aster of Bad Taste ' Repels 
Critics but Reaps Profit”" 
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By Trish Ham.
St af f  Repar t t  r o/ T i i k Wal l  St i i ket  Journal
“One of th,1- most vile, stupid and repul­

sive films ever made," said Variety, the 
show-ousinrs blble, in Its 1974 review of 
John Watt.s’s "Pink Flamingos."

To Mr. Waters, the film's screenwriter 
and director, that was praise of <hc highest 
order. After all, he was tel|ir" the story of 
two families contesting for the title of "The 
Filthiest People Ailve." What's more, the 
nature of Variety's superlatives doubtless 
helped the Cim to become a staple on col­
lege campuses and at midnight movie 
bouses. "Pink Flamingos" may not have 
played well In Peoria, but today It Is In its 
eighth year At the same Los Angeles the­
ater. -i J
!'*r Mr.-Waters'* five other feature-length 
aporirs-**Moodo Trasbo.' "Multiple Man!- 
aca,**‘eF'tnale Trouble. * "'Desperate Uv- 

"IVtfyrstrr'-tuve been variously 
aukd depraved, violent and sacrile­
gious. ‘‘lyiiink thrv re trash." says critic 
Rex Reed of the Waters oruirr. They have 
no redeeming social value whatsoever. They 
represent the final Insult to sane and ration­
al soclefy-the ultimate nose thumb."

Tha^theydb; and,therein lies their ap­
peal tqla steadily growing audience. For If 
the JG-jVnrrOld Mr„ Waters Is still unknowp 
to most y.S. moviegoers, his films are none­
theless profitable—something of a feat Inan 
Industry plagued by expensive duds. For ex- 
:arople, "Polyester," his most recent movie, 
cost J30O.000 to make and, since Its 1981 re­
lease. has grossed more than $2 million at. 
the box office
The Yoi*’ . id the Jaded

J L  j  S Jans~ who tend to be young, 
rebellious and, some would say, a bit 
jaded-regard him as America's Indisputa­
ble master of bad (aste. To Mr. Waters, that 
js as u should be. as long as they also find

,1 wam pcople 10 lau8h and 
be repulsed at the same time," he says. "If

^  o#arnr' their armsCut olf funny. I m all for it."
He Is also all for sets that are deliber­

ately. although affectionately, tacky ("God 
Bless Our Mobile 
Home" aligns and 
leopard-sldn wallpa- 
perl; plot lines that 
are tenuous; and 
characters that are 
for the moat part un­
attractive. if not 
downright rroteso'-,.-.
His leading lady is 
nearly alwav. play.ij 
hv IllVln.. a ■»!«•

Business Bulletin
A Special Background Report 

On Trends in Indush/ 
And Finance

DIVIDEND GROWTH v/UI probably slow 
more before turning up.

Corporations’ dividend outlays will rise 
less than 7% this year. Merrill Lynch's chief 
economist predicts; a rise of under 4% is 
seen by a Data Resources economist. Last 
year, according to the Commerce Depart­
ment. the recession cut the growth in divi­
dend outlays to 8%. from 12% In 1981. By 
Standard & Pc ''s count, only 1,590 compa- 
nies-36% fewer than in 1981-increased 
their dividend rates last year; but 573 com- 
panles-90% more than In 1981-reduced or 
r milted payments.

Although the recession is believed aver, 
economists expect most companies to rein In 
dividend growth so that financial reserves 
can recover from rrcent profit declines. 
"Companies will want to Improve their bal­
ance sheets." says Morris Cohen, an eco­
nomic consultant in Hackensack, N.J. 
Standard & Poor's says the portion of corpo­
rate ea’.nings paid out as dividends has 
soared to about 55%. from 43% a year ngo. 
Many corporate managers will aim to re­
duce that ratio well below 50% again, ana­
lysts suggest.

The strength of the stock market pos­
sibly removes one rationale for increas­
ing dividends: to lift stock prices.

« » •

PLEASURE TRAVFL this spring will be 
stronger (han last year.

Bookings are 20% to 30% ahead of a year 
ngo for All Seasons Travel, Charlotte, N.C. 
South Dayton (Olilol Travel Agency says 
business is up 10%. And Terry Beaty, owner 
of Regency Travel in Memphis, says busi­
ness Is "staggeringly booming-we can 
hardly take It all." Consumer parsimony ap­
pears to be waning as the economy 
strengthens. Says an American Express 
travel-agency executive In New York: "Peo­
ple seem to feel now that a vacation is no 
longer a luxury-It's a necessity."

The robust U.S. dol'ar prompts more peo­
ple to travel abroad. Mexico, whose peso is 
especially weak, altracts the most bookings 
at Liberty Travel In *l”'v York. “Everyone 
thinks the country . on sale," a Liberty 
marketer says. Wor.d Travel Center, Cleve­
land. reports strong bookings for travel In 
the South Pacific and China. Bookings for 
Europe-especially France. -' Italy and 
Grcece-rtse at JB's World. New York.

' . * * * w p s "

- UANK-TO-B iNK NETWORKS spring up 
to Link automated tellers,

Plus System Inc., Denver,--will connect 
the banking machines of 35 Institutions 
throughout the U.S.. including Bank of 
America in California and Chase Manhattan 
Bank in New York. The system expects to 
start up In May with 10,000 machines; plas­
tic cards Issued by each member bank will 
activate every member's machines. Clrrhus 
System, Chicago, founded by 13 banks, 
started up in January when a Detroit bank's 
customer used a cash machine in Chula 
Vista, Calif. At least seven such nationwide 
networks of automated rellers are in opera­
tion or pending, says the Electronic Funus 
Transfer Association.

Access to various Institutions' machines 
makes banking much easier for travelers. 
Such access "is what customers want-lt en­
hances the value of the ca'd," says an offi­
cer of First American Bank. Kalamazoo, 
Mich. Thus, the bank has joined a regional 
network called Magic Line, which connects
1.300 machines in Michigan and itself be­
longs to Natlonet, a national network. 

m. Ef’wtually. all banking machines 
might t,e accessible to every customer, 
os telephone bootns already arc. . ^

■ * * 'v$-7-r;.v£C
Being BEARISH proves fatal for the

Exchange Insiders R ppd h  •>

Handling Money
Some Unlikely Places 
Benefit F r o m  the Boom 
In Financial Ser vices
Sioux Falls'Becomes a Center 

For Credit Cards; Banks 
Head for Delaware Cities

New York City Fights Back
By R andall  Sm it h

S ta f f  Repo rte r o f Th e  Wa u .  S t u t r r  J o u r n a l
SIOUX FALLS, S.D.-This windblown 

prairie city (population 81.0001 is 1.376 miles 
from New York. 569 miles from Chicago and 
1,785 miles from Los Angeles. The middle of 
nowhere, some might think. But all of a sud­
den It has become a banking eentei of sorts, 
and a lot of local people's lives have 
changed as a result.

Melissa May. whose husbanl attends di­
vinity school here, was hard pul to find tem­
porary jobs as a waitress or saes clerk at 
the minimum wage of $3.35 an hiur. Then a 
year ago she began work at Citibank N.A.’s 
new credit-card operations center here, 
fielding toll-free telephone Inquiries from 
MasteriCard holders all over the country. 
She got a raise last fall and now makes 
more than $5 an hour, plus health Insurance 
and other benefits. "The word arouno Is that 
this is a good place to work." she says.

Greg Hanson, 21. also is working at a Job 
he never dreamed existed a few years ago. 
His two brothers are employed at the local 
John-Morrell & Co. meat-packing plant, one 
of Lite nation’s largest slaughterhouses and 
still the city's largest employer, with 2,800 
Jobs. But Morrell has done little hiring since 
Greg got out of high school a few years ago. 
For a while, he worked repairing trucks but 
had been laid off before he started working 
at Citibank In August 1981. At first, he oper­
ated machines that Insert bills and promo­
tional fliers into 200,000 envelopes dally. He 
has since been promoted to the post of clerk 
in charge of the vault containing blank, unis­
sued credit cards.
Providing Jobs v ., > r

More than 40% of the employees at the 
credit-card center were unemployed before 
they came to work at the long, slab-shaped 
modernistic building on the Outskirts of 
town, near a truck stop and a mobile-home 
dealership. There are currently about 800 
full-timers on the Job, and Citibank oventu-. 
ally plans to have a work force of 1,500.

Sioux Falls Is prospering as a result. Its 
December unemployment rate was 5.4%, the 
sixth lowest In the nation among 221 metro­
politan areas over 50.000 population, and 
Mayor Rick Knobe thinks the rate would 
have been two or three percentage points 
higher without the Citibank operation. John 
Belmore, manager of the local Dayton's de­
partment store, attributes two years of 
healthy'sales Increases to the bank's pres­
ence. /, ‘

What's happening In Sioux Falls has been 
happening here and there all over the eco­
nomic landscape as the nation’s financial 
services companies have reached out to hire 
more people to help with their burgeoning 
money-handling and paper-work 'chores.

"Flnancial-services employment has 
been among the fastest-growing of all U.S. 
industries and continues to be an extraordi­
narily dynamic sector." says irvlng Leve- 
son, director of economic studies at the Hud­
son Institute, a Westchester. N.Y., think 
tank. . 1 • h - ? - *- r -

More Bankers Than Steelworkers .
|Frorn'l973 to 1982, according to'the L'u- 

reau"of Labor Statistics, the number ot Jobs 
In finance,s Insurance and real estate rose 
32% to 5.4 million, while iobs in iner.il wort--

■r,



handling Money: Some Unlikely Places Benefit 
?rom the Continuing Boom in Financial Services -
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Cdniinued From First Page 
my ot Citibank, said it plans to buy a 
nail bank in another South Dakota town, 
apid City. By using a new state law allow- 
g state-chartered banks to sell Insurance, 
di apparently aims to skirt a federal law 
irring national banks from the Insurance 
isiness.
Wherever it's possible, the” emerging fi- 

tnclal supermarkets such as Citibank, 
errill Lynch, BankAmerlca Corp. and 
merican Express Co. are targeting low- 
st Sun Belt areas for future growih. much 
industrial companies did decades ago 

Yen they moved from the Northeast to the 
mlh. They seek places where labor, land, 
ectricily and taxes are cheap. And they 
un some of the older cities in the East and 
e Midwest where unions, high imemploy- 
nt and crumbling old roads and bridges 
-se the threat of higher tax costs later 
I. n
Advances In telecommunications have al- 

wed clerical operations to be movea al- 
ost anywhere. When American Express 
■elded tu move its traveler's check opera- 
ins out of New York, It screened several 
'es for cost advantages before- finally 
ooslng Salt Lake City. The other finalists: 
.n Antonio and Austin, Texas; Little Rock, 
k.: Nashville and Memphis. Tenn., and 

1 cksonvllle. Fla.
Citicorp actually owns Its own satellite 

l-mmunlcntions system with four earth-re­
iving stations (Including one here at Sioux 

| ills).
Jnlons have had little success organizing 

Je growing army of financial-servlce work- 
s. "It’s the last frontier, and wc aren't do- 
g too well," says AFL-CIO spokesman Rex 
irdesty. He observes that most of the 
allable Jobs wouldn't be too attractive as 
placement Jobs for lald off production-line 
irkers anyway. Clerks in financial ser- 
:es typically earn between $10,400 and $18,- 
1 a year, while comparable production-line 
iges average $22,000 for auio workers. $23,- 
i  for steelworkers and $21,000 In tracking, 
r. Hardesty says..
Sioux Falls attracted Citibank during a 

40 dispute between bankers and New York 
ate over the 12% New York Interest-rate 
ding. South Dakota Gov. William Janklow 
t his slate legislature to remove most In 
rest-rate ceilings entirely, and then It In- 
ted the New York-based bank Into the 
ite. New York later lifted Its ceiling, but 
then It was too 'ate.

The operation moved here from Hunting- 
li. N.Y., a New Ycrk City suburb. Although 

higher-level people were relocated here

Iim Huntington, many of the belter Jobs 
ve also been won by local people, Includ- 

Mayor Knobe's wife. Beverly. Kamie 
|;rd, wife of a local Judge, supervises about 

customer-servlce agents. Robert Mazur, 
:e president of transaction services, came 

|)m the Federal Reserve Bank In Omaha, 
b. There he ran check processing; at Cltl- 
nk he gels the checks to the Fed and paid 
quickly as possible-usually within 36 

urs. This Is a vital part of a business 
lere a day's "float" on five million charge

accounts means thousands of dollars In in­
terest.

Delaware won 1,800 new bank jobs by not 
only abolishing Interest ceilings but also of­
fering a sllding-scaJe tax on bank profits 
thafstarts at 8.7% for profits up to $20 mil­
lion and drops to 2,7% for profits over $30 
million. Among the dozen new bank offices 
that were opened In Wilmington as a result 
are those of New York's five biggest bank­
ing institutions. Thanks partly to such 
moves, state development director Nathan 
Hayward III notes that employment grew 
2.6% In Delaware in 1982, while falling 1.6% 
nationally. The state's unemployment rate, 
now 8.7%, sank below the national average 
last year for the first time since 1973.

In New York City, the growth of all types 
of financial services has helped resuscitate 
the local economy since its brash with disas­
ter in 1975 when the city was suffering from 
a mass exodus both of major-company head­
quarters and factories. Now the fear is that 
(inancial-service jobs, particularly clerical 
"back-office" functions, aiso eventually will 
flee the high-cost urban environment to the 
suburbs and beyond. . , ■
Foreign Banks Arrive s *'.*

So far, though, while some of the major 
Institutions have dispatched back-office 
work to nearby Long Island and New Jer­
sey, total bank employment Is still rising In 
the city. It Increased 29% In the years 1977- 
82. while total employment rose only 5% and 
manufacturing jobs declined 15%. In 1982, 
Jobs in financial services there exceeded 
jobs in manufacturing for the first time. 
Scores of out-of-town and foreign banks have 
taken space In Manhattan, in anticipation of 
deregulated interstate banking and to tap 
the Eurodollar market In ihe new Interna­
tional banking zone that was set up last 
year.

Banks occupy about 15% of all Manhat­
tan office space, up from abcut 10%> as re­
cently as 1979, estimates Stephen Siegel, 
president of the office leasing firm of Cush­
man & Wakefield Inc. Institutions that have 
completed, or are planning moves Into new 
or expanded quarters Include Manufacturers 
Hanover Corp., Chemical New York Corp., 
J.P. Morgan & Co.. Republic New York 
Corp., Irving Bank Corp., EankAmerica, 
Continental Illinois Corp., Mellon National 
Corp.. National Westminster Bank and 
Lloyds Bank. "The New York market would 
be seriously overbuilt without the financial 
institutions," says Mr. Siegel.

In addition, lnvestment-banker Goldman, 
Sachs & Co. and Continental Corp.. an Insur­
ance company, are finishing separate $100 
million-plus headquarters in lower Manhat­
tan. and American Express is planning what 
may be the *.ity's most expensive building 
ever at about $450 million.

Nevertheless, iJanlel Costello, who left 
American Express a year ago to head Bank- 
America's real-estate department, believes 
that, aside from political and social Issues, 
when It comes to costs. "It's cheaper to lo­
cate back rooms outside cities." He is al­
ready setting up a $100 million operations

1 :  '■ 'v - V t- ■

f o r  m m  b u s in e s s
- - __________

t g f f g ^ g  p le a s u r e

S  n u r a . -. OUHHIN U

0  \ v - r r ...

‘TRAVEL-STUDY
‘ O P E N  T O  A L L  A D U L T S

- O ld San Francisco 
* charm at entirely 
out-of-date prices.
r —  r . t t . .  u p  . • •

center for the bank at Concord, Calif., about 
an hour's drive from BankAmerica's head­
quarters city of San Francisco.

S u b u r b a n  C a m p u s e s  „
Other companies, such as Merrill Lynch 

and Prudential, are trying to decentralize 
their computer operations-(rom one big 
mainframe to smaller machines In several 
"regional operations centers" abound the 
country, closer to branch offices. Merrill 
Lynch, which has a mammoth Manhattan 
mainframe, in the future will have most “of 
our growth outside Manhattan," according 
to Joseph Grano, the investment firm's 
branch service manager. Merrill Lynch is 
also preparing to move 1,000 people to a 
campus-style executive training center in 
Princeton, N.J., and Citibank has built a 
conference center In Westchester County, 
north of New York City.

"You can talk about bucolic environ­
ments. but cows can't work the computers," 
protests Kenneth Upper, New York City’s 
new deputy mayor for finance and economic 
development. Nevertheless, Mr. Upper, who 
was formerly an official of (he Wall Street 
firm of Salomon Brothers, believes that the 
city's major financial-servlce firms face 
critical location decisions in the next five 
years and that New York, must somehow 
"anchor" both the headquarters and back 
offices of these firms.

•To help persuade Equitable Ufe Assur­

ance Society of the L'.S. t< 
hattan headquarters, the 
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surance rules and is lobb 
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ifficlal of the Wall Street 
'.rothers, believes that the 
inclal-service firms face 

Decisions In the next five 
few York, must somehow 
e headquarters and back 
irms. ..'V.,*- 
ide Equitable Life Assur­

ance Society of the U.S. to build a new Man­
hattan headquarters, the city recently “vol­
untarily identified" some "archaic" state in­
surance rules and Is lobbying state officials 
to change them, Mr. Upper says. He adds 
that groups from banking and securities 
firms, as well as Insurance companies, are 
planning to draw up their own wish lists "of 
those matters which would make New York 
continue to be the financial capital of the 
world."

Partially offsetting the steady rise in fi- 
nanclal-services employment has been the 
wave of mergers of major insurance compa­
nies and the financial problems of the sav­
ings banks and savmgs-and-loan institutions 
that have resulted in hundreds of forced con­
solidations in recent years. The melding of 
the two Insurance titans Connecticut Gen­
eral CorpI and INA Corp. fnto Cigna Corp. 
alone has triggered 2,000 layoffs

Moreover. Mr. Leveson of the Hudson In­
stitute says the big drop in the current infla­
tion rate threatens some of the industry's 
future growth, and he predicts that growth 
will slow. There are signs that automation 
and the new pressures of deregulation have 
already had some effect on bank employ­
ment.

However, Norman Robertson, chief econ­
omist at Mellon Bank in Pittsburgh, sees 
even greater gains in the future for the fi­
nancial services industry with the formation 
of more financial supermarkets, as deregu­
lation Increasingly blurs the barriers be­
tween banking, securities trading, real es­
tate and other businesses.

Already, American Telephone & Tele­
graph Co., free to compete more widely un­
der its divestiture of regional companies. Is 
building a slock-and-bond operation near

Jacksonville, Fla., ostensibly to serve its 
shareholders and those of seven regional 
holding companies that will be spun off. 
AT&T won’t confirm or deny it. but bankers 
in New York see the five-building campus­
like facility as possible future competition 
for the stock-transfer services that the 
banks now provide to non-AT&T compa­
nies.

Mellon Bank's Mr. Robertson notes that 
even some of the smokestack industrial 
firms are diversifying into financial ser- 
vices-including American Can Co., Armco 
Inc., Deere & Co. and National Steel Corp. 
"I don't think we're near ti.; saturation 
point yet," he says,

Ford Holders to Vote 
On Profit Sharing Plan

B p  a  W a l l  S t r e e t  J o u r n a l  S t a f f  R e p o r t e r

DETROIT-Ford Motor Co. will ask its 
shareholders to approve a prollt-sharing 
plan for white-collar employees who aren't 
eligible under the company's executive bo­
nus olan.

In proxy material for the meeting, 
scheduled for May 12, Ford said the plan is 
similar to the one adopted for blue-collar 
employees under the contract it negotiated 
with the United Auto Workers union last 
year. The auto maker said that, as of Dec. 
31. it had 52,129 employees who would qual­
ify to participate In the new profit-sharing 
plan.

"This follows our usual practice of pass­
ing on benefits to our white-collar work 
force that we have promised to hourly em­
ployees,", a Ford spokesman said.

T H E  W ALL ST R E E T  JOURNA L 
T hursday , M arch 31, 1983

Canada Budget Speech 
Is Slated for April 19

B p a  W a l l  S t r e e t  J o u r n a l . S t a f f  R e p o r t e r

OTTAWA-The Canadian government sc 
a date of April 19 for its formal budge 
speech,.the minister of finance, Marc L: 
londe, said yesterday.

Canadian budget speeches generally coi 
tain a wide range of taxation and expend 
ture measures, as well as forecasts of tl 
nation's expected economic performanc 
Their contents remain a carefully guardt 
secret until the speech is given.

Many of the tax measures take effecffr 
mediately under executive authority. Parli 
raentary approval of the measures Is almo 
certain, because Prime Minister Pierre Tr 
deau's party holds a majority of the seats 
Parliament.

Mr. Lalonde said his budget meayun 
will be designed "to strengthen the recovo: 
that Is taking place." His first preoccup 
lion, he said, will be the creation of Jobs I 
private industry, which he said must be "t! 
pump primer" of economic recovery.

Mr. Lalonde's remarks appear to susta 
his repeated rejection of calls for major gf 
emment Job-creation programs. Howevi 
iie indicated that the stimulative bud{ 
measures will widen a budgetary deficit ci 
rently estimated at 130 billion (Canadia 
for the year ending March 31,1984. The dr 
clt for the fiscal year ending today is a  
mated at S27.2 billion.
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MEMORANDUM

T0; Legislative Budget Review Committee 

Office of the Governor

State of Alaska

a*** April i; 1983

fiLENO:.. :

"• THRU: Richard A. Lyon, Commissioner
Department of Commerce & Economic TCLEPH0NEN0;
Development

FW5M: Willis F, Kirkpatrick* subject: summary/HB 246
Division of Banking & Deregulation of (Loan)

•. Interest Rates . .

. .  ,  .V i  iii>  •• v v ,\ r * { * . • ,• '  *^ V "11 .*  V  j*v 'ijt'j: i .*  V *”*. v?

Recommendation ...... :................................!..*"1 l .

It Is recommended that the Administration endorse the bill. If passed 
HB 246 would effectively do awa y with any State limitation on the 
Interest rates charged on loans. 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. Ho 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 institutions* 
policies as money ts consistently lent out tower than usury rates.

.3* Ceiling rates too low can dry up credit. This was noted In the 

■pearly 1970's when the Legislature failed to set u^ury fate therefore 
limiting housing loans to the State rate of 8*.n.̂ L , ..I———— .— j—- -* * --......J. ! T—J.— —  i * . --'.t. .i.V.1.1*?

Rates should be determlned. byr h ;v " ?

''a. cost o f  money to l e n d ' tfH i-t iftytndyf ‘I;’"".;.. ,.1
b* risk involved In lending

^competition' (supply & demand). 7, 1 V;

■V»* *• •• 'I 'I*

In 1900 as the prime rate grew past 20X, 42 states lifted or eliminated 
their usury ceilings. Thirteen states have essentially eliminated 
altogether tho interest rates that banks can charge on consumer loans, 
j^have not bean able to, at this time, Identify apy state that has ; ; ;

repealed its usury provisions taking any action on consumer abuse to ...
reinstate;them;-r?;i5S : A ^ " •••;i*C»

The Administrations of both South Dakota and Delaware have removed the 
usury rates from their statutes in order to aliow out-of-state banks to

in talking to Delaware 
on March 31, 1983, they report no abuse or problems since their, repeal 

^ o f  usury. in 1982*. Since the. repeal they. have picked up five-banks Jr o m  

fork, two. banks from Pennsylvania and four banks from. Nary land.
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Uieless proflUble-(otnethlng of a feat lrrvan 
Iddnstry plagued by expensive duds. For ex­
ample. ••Polyester." his most recent movie, 
cost $300,000 to make and, since its 1931 re­
lease. has grossed more than $2 million at 
the box office. ? - , u .
The Young and the Jaded 
• Mr. Waters’s fans-who tend to be young, 
rebellious and. some would say, a bit 
Jaded-regard him as America's Indisputa­
ble master of bad taste. To Mr. Waters, that 
is as it should be. as long as they also find 
him amusing. "I want people to laugh and 
be repulsed at the same time." he says. “If 
you can make somebody getting their arms 
cut off funny. I’m all for It."

He is also all for sets that are deliber­
ately. although affectionately, tacky ("God 
Bless Our Mobile 
Home” signs and
leopard-skln wallpa­
per) ; plot lines that 
are tortuous: and
characters that are 
for the most part un­
attractive. If not
downright grotesque. 1 j
His leading lady is 1 *■. t «* 11
nearly always played , JfL
by Divine, a 300-,; j A 
pound man In drag. /fjij. f l f l l
""Everything Is re- M e JKraa 

versed In my mov-
les," Mr. Waters says. "Good Is bad, ugly is 
beauty. Everything is backwards, so you’re 
laughing: but you're laughing with an 
edge."

It Is a style of cinematic humor without 
Imitators-fortunately, some say-ami one 
that defies categorizing. Robert Shaye, the 
president of New Line Cinema Corp.. the 
New York company that distributes Mr. Wa­
ters’s films, explains It this w; •: "It’s not 
quite black humor, but lough humor. It’s 
gritty. Funny, but scary."

.tilth all that, Mr. Waters says he Is aim­
ing to make movies that, while still celebrat­
ing his sense of the absurd, appeal to what 
might be called normal people. It looks as if 
he might be succeeding. "Polyester" won 
him his first positive reviews in mainstream 
publications; Newsweek, (or example, 
called the ,'ilm "a rancidly hilarious slice of 
American." As a result, the movie has 
drawn audiences that hadn’t seen previous 
Waters films. It Is Just now opening In Eu­
rope and Asia and going Into U.S. homes via 
cable.
Ultim ate Soap Opera

"Polyester" celebrates everything Mr. 
Waters finds fascinating In American life. It 
Is the ultimate soap opera, where every sub­
urban nightmare comes true: the daughter 
pregnant by a punk, the son wiped out on 
drugs and getting Ills kicks by stomping on 
women's feet, the husb..nd a cheat and a 
pomographer whose business brings pickets 
to the family home. In the midst of that, the 
long-suffering wife, played by the humun­
gous Divine, falls in love with every 
woman's dreamboat, a character played by 
Tab Hunter. The action Is enhanced by 
"Odorama" cards, which viewers are In­
structed to scratch and sniff at various 
points during the film; suffice It to say that 
the olfactory sensations aren l entirely plea­
surable.

Small wonder that Mr. Waters’s fans fre­
quently ask him two questions: Do you have 
parents? And do you live in a house just like 
a normal person? His answer to both is 
yes. » .

In fact. Mr. Waters is “In many wavs ex- 
Please Turn lo Page 15. Column I

 y a x em  u ic . ,  EH:nv*?r,"win co n n c c i
the banking machines of 35 Institutions 
throughout the U.S., Including Bank of 
America in California and Chase Manhattan 
Bank in New York. The system expects to 
start up in May with 10,000 machines: plas­
tic cards Issued by each member bank will 
activate every member's machines. Cirrhus 
System, Chicago, founded by 13 banks, 
started up in January when a Detroit bank’s 
customer used a cash machine in Chula 
Vista. Calif. At least seven such nationwide 
networks of automated tellers are in opera­
tion or pending, says the Electronic Funds 
Transfer Association.

Access to various Institutions' machines 
makes banking much easier for travelers. 
Such access "is what customers want-lt en­
hances the value of the card," says an offi­
cer of First American Bank. Kalamazoo. 
Mich. Thus, the bank has Joined a regional 
network called Magic Line, which connects
1,300 machines in Michigan and Itself be­
longs to Nationet, a national network.

Eventually, all banking machines 
might be accessible la every customer, 
as telephone booths already are.

# • «

BEING BEARISH proves fatal for the 
Exchange Insiders Report, a stock-market 
newsletter published In Pinohurst, N.C. 
"You can’t afford to miss a bull market. . . 
and that, unfortunately, I vhat I did," says 
Dudley Bohlen, the cdito aiding the publi­
cation after a 65% drop i. circulation.

* * *

THREE-DIMENSIONAL copies are pos­
sible on a Minolta copier being tested in 
Europe. The machine reproduces Braille 
writing and ralsed-rellef maps, Minolta 
says.

PERSON AL-COMPUTER USERS spend 
$1)08, on average, on initial purchases of soft­
ware, or programming, Frost & Sullivan 
market researchers say The average outlay 
for additional software purchased during the 
first year of computer ownership: $139.

0 • •

OPERATING RATES begin to recover 
for many manufacturers.

LTV's steel plants now run at about 65% 
of capacity, up from 41% In Hie 1982 fourth 
quarter. Campbell Soup’s operating rale, at 
alKiut 70%, Is up from HO1’’.' eight months 
ago. Preway Inc., a Wisconsin maker of 
fireplaces, operates at 68% of capacity, up 
from 48% a year ago. The latest (February! 
Federal Reserve Board measure of capacity 
utilization for U.S. manufacturing Is 68.3%, 
up from 67.4% Inst November. (Three years 
ago. well before the latest recession, the 
rate was 87.2%.I

Higher operating rales put companies on 
track toward renewed or Improved profit, 
but not necessarily soon. Gifford-HIII, a 
Dallas cement producer, expects "a lot 
more gravy on the profits side" at cement 
plants if operating rates reach 80% or more: 
but the rates, despite recent Improvement, 
are still only in the 70%-to-75% range.

Hiring picks up as plants use more 
capacity. Preway, fa r one, has restored 
nearly WO of the 300 jobs it pared in the 
recession.

BRIEFS: It's the thought that counts: 
Tappan’s Quaker Maid db'lsion In Leesport, 
Pa.. Issues a two-page news release on Its 
plans to give "over $325.00 worth of grocer­
ies" to an Atlanta center for the elderly.. . .  
A remote-controlled robot will stand in for 
New Jersey's governor at a ground breaking 
ceremony in Princeton April 14.

- J e f f r e y  A . T a n n e n i u u .m

—. — * **
O u x 'K a i is  i s  p ro sp e r in g -  a s  a  r e s u lt .  I ts

December unemploym°nt rate was 5.4%, the 
sixth lowest In the nation among 221 metro­
politan areas over 50.000 population, and 
.Mayor RJck Knobe thinks the rate would 
have been two or three percentage points 
higher without the Citibank operation. John 
Belmore, manager of the local Dayton's de­
partment store, attributes two years of 
healthy sales increases to the bank’s pres­
ence. / | f t  I I

What’s happening In Sioux Falls nas been 
happening here and there all over the eco­
nomic landscape as the nation's financial 
services companies have reached out to hire 
more people to help with their burgeoning 
money-handling and paper-work chores.

"Financial-servltes employment has 
been among the fastest-growing of all U.S. 
Industries and continues to be an extraordi­
narily dynamic sector." says Irving Leve- 
son, director of economic studies at the Hud­
son Institute, ,i Westchester. N.Y., think 
tank. ^

More Bankers Than Steelworkers
From 1973 to 1982, according to the Ru- 

reau'bf Libor Statistics, the number of Jobs 
In finance, Insurance and real estate rose 
32% to 5.4 million, while Jobs in metal work­
ing, autos and textiles were declining 38% to 
2.4 million. During this span, Jobs In banking 
and credit have enjoyed the strongest 
growth, surging 40% to 2.2 million.

While the growth of (lie service sector as 
a whole has been well publicized, the expan­
sion of financial services has been greater 
than many people realize because it has 
come gradually. For example, since the end 
of World War II, the number of branch 
banks lias Increased from 4,000 to more than 
•13,000. In the same period, according to Fed­
eral Reserve figures, the net acquisition of 
financial assets by U.S. households has 
soared from SI2.6 billion a year to $226 bil­
lion. Inflation alone would account for less 
than one-fourth ot that Increase.

With real Incomes rising year after year, 
many A m e r ic a n  families for the first time 
discovered they had a nest egg to conserve 
and manage. The arrival of double-dlgll In­
flation In the 1976s quickly made the tradi­
tional 4% and 5% Interest rates on savings 
Inadequate, and much of this hoarded 
money began to move toward Institutions 
that offered Innovative, inflation-sensitive 
products such as money funds and Invest­
ment-oriented Insurance.

The flnnnclal-services boom has s '-ved 
to shelter major money-market cllles ’.ior,i 
the full Impact of the recession that has 
been felt so harshly by such smokestack cit­
ies as Youngstown, Gary and Detroit. 
Throughout the recession, for example. New 
York City has been In Hie midst of a record- 
breaking office-building spree, and in Con­
necticut, Hartford's Insurance offices are 
spilling over Into such nearby towns as En­
field, Middletown and Simsbury.

D elaw are Lures Bankers
Some financial work Is being farmed out 

to much more out-of-the-way places. In Co­
lumbus, Ohio, Banc One Corp., which pro­
cesses transactions for New York-based 
Merrill Lynch & Co.'s Cash Management 
Accounts, has Loitered the local economy 
with hundreds of new jobs. And Wilmington, 
Del., lias won a dozen small offices of big 
out-of-state banks since Delaware reduced 
its taxes on banks. Several slates now are 
aggressively changing their state laws to at­
tract financial-servlces firms, while the big­
ger cities are battling back to keep what 
they have.

Just this week. Citicorp, the parent com- 
Please Turn to Page 17, Column I
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