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A v e r a g e  Rate 

R a nge of R a tes

A v e r a g e  Ra t e  

R a n g e  of  Rates

T A B L E  32

A N N U A L  P E R C E N T A G E  RATES 
O N  C O N S U M E R  C R E D I T  

A T  R E T A I L E R S  IN N E W  Y O R K  S T A T E

In N e w  York C i t y  E l s e w h e r e  in S t a t e
uan. 2, Jan. I, Sept. 15, Jan. 2, J a n . 2, Seux. I: 
- 19Q1 1992 1932 1931 1982 1982

I n d e b t e d n e s s  of S5QQ o r  Less

1 8 .00 % 19.60 % 1 9 .60 % 1 3 .00 % 20.28 % 2 0.32 %

1 8 . 0 0 -  j.8 .00- 1 3 . 0 0 -  1 7 . 9 6 -  1 7 . 9 6 -  1 7 . 9 6 -
13.00 21.00 2 1.00 1 8 .00 "4.00 24.00

I n d e b t e d n e s s  o f  O v e r  S 5 0Q

12.00 19.60 19.60 13.09 17.39 19.02

1 2 . 0 0 -  18. 0 0 -  1 8 . 0 0 -  1 2 . 0 0 -  1 2 . 0C- 1 2 . 0 0 -
12.00 21.00 21.00 1 8 .00 2-«.00 24 . 00
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T A B L E  33

A N N U A L  P E R C E N T A G E  RATES 
O N  C O N S U M E R  C R E D I T  
S E L E C T E D  R E T A I L E R S  
IN N E W  Y O R K  S T A T E  

N o v e m b e r  1982

I n s t a l m e n t  C r e d i t  A n n u a l
or S t o r e  C h a r g e  C a r d s  Fees
C r e d i t  of C r e d i t o v e r  Or
S50Q or Le s s  $500 O t h e r  C h a r e e s

N e w  Y o r k  C i t v  R e t a i l e r s

3. A l t m a n  & Co 1 8.00 % 1 8 . 0 0  %

O h r b a c h 's , Inc 19.80 1 9 .80

J. C. P e n n e y  Co., Inc. 21.00 2 1 . 00

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

B r u c e  Hall Co r ?  
(C o o p erstown)

24.00 24.00

H a r r y  T. M a n c u n i a n , Inc 
(Rochester)

21.50 2 1.50

Carl Co. 
(Schenectady)

19.80 1 9 .80

NOTE: All of t h ese r e r a i l e r s  e i t h e r  d i d  nor o f f e r  3 0 - d a v  a c c o u n t s  cr
le v i e d  no c h a r g e s  for such accounts.
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G. A u t o m o b i l e  D e a l e r s

R e s p o n s e s  were o b t a i n e d  f r c m  53 a u t o m o b i l e  dea l e r s ,  a l m o s t  all 

of w h o m  w e r e  o u t s i d e  N e w  Yo r k  City. N o t  all the d e a l e r s  r e p o r t e d  

i n f o r m a t i o n  on all the types of a u t o m o b i l e  f i n a n c i n g  c o v e r e u  in the 

q u e s t i o n n a i r e .

Ove r a l l ,  the s u r v e y  r e v e a l e d  that a v e r a g e  rates on a u t o m o b i l e  

leans, b o t h  for n e w  and u s e d  cars, i n c r e a s e d  d u r i n g  1381 but 

d e c l i n e d  d u r i n g  1982. T h e r e  w e r e  also s u b s t a n t i a l  v a r i a t i o n s  in 

rates a m ong d e a l e r s  (Table 34).

On n e w  c a r  loans, the a v e r a g e  i n t e r e s t  rate s t a t e w i d e  was 

s l i g h t l y  o v e r  17% in J a n u a r y  1981. A  m a j o r i t y  of the r e s p o n d e n t s  

i n c r e a s e d  t h e i r  r a tes d u r i n g  1981 so that the a v e r a g e  in J a  ry 1932 

s t o o d  at 17.9%. D u r i n g  1982, h owever, a n u m b e r  of d e a l e r s  cut t h e i r  

rates so that the a v e r a g e  d e c l i n e d  to 17.5% by S e p t e m b e r  1982.

S i m i l a r  p a t t e r n s  w e r e  e v i d e n t  for us e d  c a r  loans.

V i r t u a l l y  all the r e s p o n d e n t s  i n d i c a t e d  that t h e i r  rates w e r e  

u n i f o r m  at ail t h eir pl a c e s  of b u s i n e s s  for all t h e i r  customers.

The p r e p o n d e r a n c e  of the d e a l e r s  r e p o r t e d  no l i b e r a l i s a t i o n  

of c r e d i t  s t a n d a r d s  since F e b r u a r y  1981 a l t h o u g h  26% of them 

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

since that date.

C u r i n g  the co u r s e  of 1982, the f i n a n c i n g  arms of the m a j o r  

a u t o m o b i l e  m a n u f a c t u r e r s  c u t  t h e i r  rates for v a r i o u s  p e r i o d s  of 

time for c e r t a i n  of their cars. F o r  exrnple, at the e n d  of March, 

G e n e r a l  M o t o r s  a n n o u n c e d  a 12.3% rate to b u y e r s  of its new cars 

for the next two months. In e arly N o v e m b e r , it cut its rate to



10.9%, f r o m  1S% , or. 19 82 m o d e l s  in o r d e r  t o  h e l p  r e d u c e  dealers' 

inve n t o r i e s .  F o r d  M o t o r  C r e c i u  C o m p a n y  a n n o u n c e d  a r a t e  c u t  to 

10.75% e a r l y  in N o v e m b e r  to f i n a n c e  p u r c h a s e s  of its 1982 Ford, 

L i n c o l n  and M e r c u r y  m o d e l s  w h i c h  w i l l  c o n t i n u e  t h r o u g h  D e c e m b e r  31. 

Earlier in the y e a r , F o r d  h a d  o f f e r e d  an 1 1 .9% r a t e  for s p e c i f i c  

m o d e l s  for a p e r i o d  of time. C h r y s l e r  cut its r a t e s  to 10.9% on 

c e r t a i n  1982 a n d  1983 m o d e l s  in N o v e m b e r  a n d  t h i s  rate w i l l  a p ply 

u n t i l  the end of 1982.

S i x  of t h e  s e ven car d e a l e r s  i n c l u d e d  in the s a m p l e  t e l e p h o n e  

sur v e y  in N o v e m b e r  1982 r e p o r t e d  t h a t  t h e y  h a d  r e d u c e d  t h e i r  r a t e s  

on a u t o m o b i l e  loans s i nce S e p t e m b e r  15, 1982. F o r  five of the six 

d e a l e r s , the ra t e  r e d u c t i o n s  a p p l i e d  to b o t h  n e w  cars a n d  some o l d e r  

cars (Table 35). S o m e  r a t e  v a r i a t i o n s  w a s  a l s o  i n d i c a t e d  (Table 36)

1 -  71  -
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T A B L E  34

A N N U A L  P E R C E N T A G E  R A T E S  
A U T O M O B I L E  DEALERS? IN N E W  Y O R K  S T A T E

In N e v  Y o r k  C i t v
J a n .  2, 
1 9 8 1

Jan. 2, S e p £ . 3 ,
1 S51 1S?82

E l s e w h e r e  in S t a t e  
J a n . 2~, J a n . 2~, S e c t . T 
1 9 3 1  19 8 2  19 8 2

A v e r a g e  Ra t e  

R a n e e  o f  R a t e s

A v e r a g e  R a t e  

R a n g e  o f  R a t e s

A v e r a g e  R a t e  

R a n g e  o f  R a t e s

N e w  C a r  Loan.$ 

1 6 . 5 0  % 1 3 . 6 3  % 1 3 . 2 5  Kv

1 2 . 68 -

1 3 . 4 8
1 3 . 0 0 -
1 9 . 0 0

1 7 . 5 0 -
1 9 . 0 0

1 7 . 2 2  % 1 7 . 3 1  % 1 7 . 4 3  %

1 2 . g o -
19. 34

L o a n s  o n  C a r s  L e s s  T h a n  2 Ys-ars O l d  

1 9 . 3 3

1 7 . 6 8 -
21.00

2 0 . 6 7

2 0 . 5 0 -
21.00

2 0 . 1 7

1 9 . 0 0 -  
21.00

1 9 . 9 3

1 6 . 0 0 -
.23.44

L o a n s  on  C a r s  2 Y e a r s  O l d  o r  M e re 

2 0 . 9 1  2 2 . 6 7  2 2 . 1 7  2 1 . 6 5

1 7 , 6 3 -
2 4 . 0 0

2 1 . 5 0 -
2 4 . 0 0

2 0 . CO- 
2 4 . 00

17.0,)- 
24 . A0

1 5 . 0 0 -
1 9 . 2 5

2 0 . 3 1

1 5 . 0 0 -
2 4 . 5 0

2 1 . 9 3

18 .00- 
2 5 . 0 0

13 .CO- 
1 9 . 00

1 9 . 9 1

1 3 . 0 0 -
22 .6'5

2 1 . 7 3

1 3 . 0 0 -  
2 5 . 0 0
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T A B L E  2 5

C H A N G E S  IN R ATES C H A R G E D  3Y C A R  D E A LERS 
S I N C E  S E P T E M B E R  13, 1982

R ates C h a r c e d
Sent. 1: 1 9 6 2 N o v e m b e r  1

A v c x e  C o r p o r a t i o n

N o  c h a n c e s  in rates.

C r y s t a l  O l d s m c b l l e ,  I n c .

N e w  C a r  L o a n s  

U m v e r s a l  Ford, I n c .

N e w  C a r  L o a n s
U s e d  (over 2 yrs.) C a r  L o a n s  

M i l l e r  M o t o r  C a r  C o r p o r a t i o n  

N e w  C a r  L o a n s
U s e d  (under 2 yrs.) C a r  L o a n s  
U s e d  (over 2 yrs.) Car L o a n s

G e o r g e  S m i t h  M o t ors, I n c .

N e w  Car L o a n s
U s e d  (under 2 yrs.) C a r  L o a n s  
U s e d  (over 2 yrs.) Car L o a n s

S h e r w o o d  S m i t h  Morors, I n c .

N e w  Car L oans
Us e d  (under 2 yrs.) Cay L o a n s  
Us e d  (over 2 yrs) Car L o ans

J o s e p h  S p e c t e r  C a d i l l a c

N e w  Car L o a n s
U s e d  (over 2 yrs.) C a r  L o ans

18.0 %

18 .5 
24.0

19.0
21.0 
21.0

18.0
21.0
23.0

17.6
2 2 . 0
25.0

16.75
21.0

lo . 6

1 7.75
23.0

17.0
19.0
19.0

16.0
2 0 . 0
2 2 . 0

15.5
19.0
21.0

15.75
2 0 . 0
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T A B L E  36

A N N U A L  P E R C E N T A G E  RATES 
O N  C A R  L O A N S  

S E L E C T E D  A U T O M O B I L E  D E A LERS 
IN N E W  Y O R K  S T A T E  

N o v e m b e r  1982

N e w  Us e d  Car
Car Cars U n d e r

L o a n s  2 yrs. o l d

New Yo r k  C l t v  D e a l e r s

A v o x e  C o r p o r a t i o n

C r y s t a l  O l d s m o b i l e ,
Inc.

U n i v e r s a l  Ford, Inc.

U p s t a t e  D e a l e r s

M i l l e r  M o t o r  C a r  Corp. 17.00 19.00
O i n c h a m t o n )

G e o r c e  E. S m i t h  Motors,
Inc. (3atavia) 16.00 20.00

S h e r w o o d  S m i t h  Motors,
Inc. (Johnstown) 15.50 19.00

J o s e p h  S p e c t o r  C a d i l l a c
(Syracuse) 15.75 17.50

1 9 .00 % 20.50 %

16.50

17 .75 21.00

Loans
Ca r s  2 yrs. 
ol d  or m e r e

22.50 %

23.00

19.00

2 2 . 0 0  

21.00 

20.00
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IV. B A N K I N G  D E P A R T M E N T ' S C O N S U M E R  E D U C A T I O N
PROGRAM

In l i g h t  o f  t h e  f i n d i n g s  of this s u r v e y  i n d i c a t i n g  t h a t  banks 

a r e  c o n t i n u i n g  to o f f e r  a w i d e  r a n g e  o f  r a t e s  and fees, t h e r e b y  

p r o v i d i n g  c o n s u m e r s  w i t h  a l t e r n a t i v e  cho i c e s ,  it is p a r t i c u l a r l y  

s i g n i f i c a n t  t h a t  the B a n k i n g  D e p a r t m e n t  e m b a r k e d  o n  a b r o a d  c a m p a i g n  

i m m e d i a t e l y  a f t e r  p a s s a g e  of the O m n i b u s  3 a n k i n g  Bill in N o v e m b e r  

1980 to e d u c a t e  the p u b l i c  a b o u t  the n e w  l a w  and ur g e  t h a t  c o n s u m e r s  

s h o p  for c r e dit.

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

e n t i t l e d  " S h o p p i n g  f o r  C r e d i t  - A  C o n s u m e r  G u i d e  for C r e d i t  in N e w  

Y o r k  S t a t e "  and d i s t r i b u t e d  a l m o s t  5 m i l l i o n  c o p ies. Th'* broch u r e ,  

s t r u c t u r e d  in  q u e s t i o n  a n d  a n s w e r  form, a d d r e s s e d  m a n y  o f  the 

q u e s t i o n s  c o n s u m e r s  h a v e  h a d  a b o u t  the l a w  and u r g e d  th e m  to shop 

for the b e s t  c r e d i t  d e a l  a v a i l a b l e .  The N e w  Y o r k  T e l e p h o n e  C o m p a n y  

n o t i f i e d  ail o f  t h eir N e w  Yo r k  State c u s t o m e r s  o f  the a v a i l a b i l i t y  

of th i s  "Shopping, for C r e d i t "  b r o c h u r e  and all TV, r a dio and new:, 

p u b l i c a t i o n s  l o c a t e d  in N e w  Y o r k  S t a t e  w e r e  s e n t  a c o p y  o f  the 

b r o c h u r e  w i t h  a p e r s o n a l  r e q u e s t  f r o m  t h e  S u p e r i n t e n d e n t  th a t  they 

i n f o r m  t h e i r  a u d i e n c e s  of the b r o c h u r e ' s  a v a i l a b i l i t y .

In c o n j u n c t i o n  w i t h  the d i s t r i b u t i o n  o f  the broch u r e ,  the 

D e p a r t m e n t  r e c e i v e d  g e n e r o u s  a s s i s t a n c e  f r o m  the O u t d o o r  A d v e r t i s i n g  

A s s o c i a t i o n  o f  N e w  Y o r k  S t a t e  w h i c h  a r r a n g e d  for free b i l l b o a r d  space 

t h r o u g h o u t  the S t ate u r g i n g  the public to sh o p  for c r e d i t  and i n d i c a­

ting  the a v a i l a b i l i t y  of the D e p a r t m e n t ' s  b r o c h u r e .

i



The D e p a r t m e n t  al s o  r e c e i v e d  f r o m  the N e w  Y o r k  C i t y  T r a n s i t

A u t h o r ! t v  a n u b i l e  s e r v i c e  do.-.acton o f  a d v e r c i s i n c  s o a c a  o n  s u b w a v  - f

cars for 6,000 a d v e r t i s i n g  p e s t e r s  w h o s e  c o n t e n t  was the s a m e  as 

the b i l l b o a r d  po s t e r s .

In a d d i t i o n ,  as p a r t  of o u r  o n g o i n g  p r o g r a m  o f  e d u c a t i n g  the 

c o n s u m e r  to the r a p i d l y  c h a n g i n g  w o r l d  of b a n k i n g ,  the D e p a r t m e n t  

i n s t i t u t e d  an "outreach'’ p r o g r a m  w h i c h  i n c l u d e d  a free s e m i n a r  

d e s i g n e d  to h e l p  the p u b l i c  b e t t e r  u n d e r s t a n d  ba n k i n g .  Fi v e  su c h  

s e m i n a r s  have b e e n  h e l d  a r o u n d  the S t a t e  d u r i n g  1982. The s e m i n a r s  

w e r e  d e s i g n e d  to e x p l a i n  some of  the n e w  types of  d e p o s i t  a c c o u n t s  

an d  .loans, i n c l u d i n g  se c o n d  m o r t g a g e  loans, t h a t  are b e i n g  o f f e r e d  

b y  b a n k i n g  i n s t i t u t i o n s  a n d  to a t t e m p t  to r e s o l v e  any p e r s o n a l  

p r o b l e m s  that a n y  m e m b e r  o f  the p u b l i c  m a y  h a v e  had w i t h  f i n a n c i a l  

i n s t i t u t i o n s  in N e w  Yo r k  State.
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•  '  7

AS A UNIT IN THE ORIGINAL DOCUMENT . -



JCPenney
O c t o b e r  11, 1983

S e n a t o r  Joe P. J o s e p h s o n
921 W e s t  6th A v e n u e ,  S u i t e  230
a n c h o r a g e ,  A l a s k a  9 9 5 0 1

Re: S e n a t e  B i l  No. 276

D e a r  S e n a t o r  J o s e p h s o n :

T h a n k  y o u  for t h e  c o u r t e s y  of y o u r  r e c e n t  m e e t i n g  w i t h  
L a r r y  S n i d e r ,  p r e s i d e n t  o f  the A l a s k a  R e t a i l  A s s o c i a t i o n ,  and 
m e .

T h a n k  y o u  a l s o  for l e n d i n g  me  y o u r  c o p y  o f  t h e  S e n a t e  
A d v i s o r y  C o u n c i l ' s  r e p o r t  o n  S.B. 276. I h a v e  c o p i e d  it 
a n d  a m  r e t u r n i n g  the o r i g i n a l  c o p y  w i t h  t h i s  l e t ter.

A s  I m e n t i o n e d ,  I h a v e  a c c u m u l a t e d  q u i t e  a b i t  of 
m a t e r i a l  o n  c r e d i t  d e r e g u l a t i o n  a n d  I a m  e n c l o s i n g  c o p i e s  
a n u m b e r  of i t e m s  for y o u r  use. F o r  y o u r  c o n v e n i e n c e ,  and 
to c o m p e n s a t e  for the b u l k ,  I h a v e  m a r k e d  p e r t i n e n t  p a s s a g e s  
in s o m e  of t h i s  m a t e r i a l .  T h e  e n c l o s u r e s  i n c l u d e :

- L i s t s  of s t a t e s  w h i c h  d o  n o t  r e g u l a t e  r e t a i l  r e v o l v i n g  
c r e d i t  s e r v i c e  c h a r g e  r a t e s  or  p e r m i t  r a t e s  h i g h e r  t h a n  
A l a s k a ' s  c u r r e n t  181 c e i l i n g ,  a r e l a t e d  map, a n d  a U S A  
T o d a y  a r t i c l e  on l e g i s l a t i v e  t r e n d s .

- A s t a t e m e n t  of t h e  F e d e r a l  R e s e r v e  B o a r d ' s  p o s i t i o n  
o n  s t a t e  u s u r y  c e i l i n g s .

- A D e c e m b e r  1981 r e p o r t  of  a t a s k  f o r c e  c o n v e n e d  at 
t h e  r e q u e s t  of G o v e r n o r  H a r r y  H u g h  as o f  M a r y l a n d  to s t u d y  
f i n a n c i a l  d e r e g u l a t i o n .  M a r y l a n d  s u b s e q u e n t l y  r a i s e d  its 
r a t e  c e i l i n g  for r e t a i l  r e v o l v i n g  c r e d i t  to 24ft - in e s s e n c e  
r e m o v i n g  it s i n c e  c o m p e t i t i v e  f o r c e s  h a v e  k e p t  r a t e s  w e l l  
b e l o w  t h a t  c e i l i n g .  ( J C P e n n e y ,  for i n s t a n c e s ,  c h a r g e s  1.7 5?, 
p e r  m o n t h ,  or  21? APR, in d e r e g u l a t e d  s t a t e s ) .

- 19 8 1  a n d  19 8 2  r e p o r t s  of  the N e w  J e r s e y  C o m m i s s i o n e r  
of B a n k i n g  to t h a t  s t a t e ' s  L e g i s l a t u r e  on t h e  e f f e c t s  of 
d e r e g u l a t i o n .

Legal Department

J.C. Penney Company, Inc., 833 South Hope St., Los Angeles, Ca. 90071, Tel: (213) 620-1740



- A n  e x c e l l e n t  F e b r u a r y  19S2 s t u d y  b y  t h e  F e d e r a l  R e s e r v e  
B a n k  of C h i c a n e  o n  "The E f f e c t s  of U s u r y  C e i l i n g s :  T h e  E c o n o m i c
E v i d e n c e ."

- T h e  F i n a l  R e p o r t  to t h e  C a l i f o r n i a  L e g i s l a t u r e  o f  t h e  
R e t a i l  C r e d i t  A d v i s o r y  C o m m i t t e e  a p p o i n t e d  b y  G o v e r n o r  B r o w n .

- A  s t a t e m e n t  s u b m i t t e d  to t h a t  c o m m i t t e e  by  F.W. R h o d e s  
c o n c e r n i n g  t h e  c u r r e n t  s t a t e  (or m o r e  c o r r e c t l y ,  l a c k  )of u s u r y  
laws in o t h e r  c o u n t r i e s ,  i n c l u d i n g  C a n a d a .

- A  s t u d y  o n  the e f f e c t s  of  r a t e  d e r e g u l a t i o n  in S o u t h  
C a r o l i n a .

- A  r e s e a r c h  r e p o r t  b y  Dr. R a y  M c A l i s t e r  a n d  Dr. W i l l i a m  
C. D u n k e l b e r g  o n  the e f f e c t s  of  d e r e g u l a t i o n  in N e w  York.
B o t h  a u t h o r s  a r e  n a t i o n a l l y  r e c o g n i z e d  e x p e r t s  o n  t h e  e c o n o m i c s  
of c o n s u m e r  c r e d i t .  (Dr. D u n k e l b e r g  t e s t i f i e d  b e f o r e  an 
A l a s k a  l e g i s l a t i v e  c o m m i t t e e  s e v e r a l  y e a r s  a g o ) .

- A  s u m m a r y  of  a s i m i l a r  s t u d y  by t h e  M e w  Y o r k  S t a t e  
B a n k i n g  D e p a r t m e n t .

- A  r e c e n t  s t u d y  by t h e  C r e d i t  R e s e a r c h  C e n t e r  at 
P u r d u e  U n i v e r s i t y  on the c o s t s  of c o n s u m e r  c r e d i t  in 
I l l i n o i s  and A r i z o n a  s i n c e  t h e  r e m o v a l  o f  r a t e  c e i l i n g s  
in t h o s e  s t a t e s .

I a m  s u r e  t h a t  b o t h  L a r r y  S n i d e r  a n d  D o u g  H e i k e n , 
t h e  m a n a g e r  of  o u r  A n c h o r a g e  st o r e ,  w o u l d  be h a p p y  to 
p r o v i d e  y o u  w i t h  a n y  i n f o r m a t i o n  c o n c e r n i n g  l o c a l  r e t a i l  
c r e d i t  p r a c t i c e s  w h i c h  m i g h t  be o f  u s e  to you.

P l e a s e  l e t  m e  k n o w  if I c a n  be  of  f u r t h e r  a s s i s t a n c e .

J H A / m m j

cc: D o u g l a s s  G. H e i k e n  (w/o encl.)
L a r r y  S n i d e r  ( w / e n c l .)
C o n n i e  J. S i p e  " f
D o n a l d  R. M a g n u s s o n  (w/o encl.) 
R i c h a r d  T. H a l l  "

J o h n  II. A n d r e w  
W e s t e r n  R e g i o n a l  C o u n s e l



RET7.IL R E V O L V I N G  C R E D I T  

F I N A N C E  C H A R G E  R A T E S  

1 9 8 3  L E G I S L A T I V E  A C T I V I T Y

D E R E G U L A T I O N  A D O P T E D :

I d a h o

D E R E G U L A T E D  S T A T E S  - S U N S E T  R E M O V E D :

M o n t a n a  

N e w  M e x i c o

24? C E I L I N G  S T A T E  - S U N S E T  R E M O V E D :

M a r y l a n d

21? C E I L I N G  S T A T E  - S U N S E T  R E M O V E D :

T e n n e s s e e

D E R E G U L A T E D  S T A T E  - S U N S E T  E X T E N D E D :

N e w  Y o r k  (Four Years)

21? C E I L I N G  S T A T E  - S U N S E T  E X T E N D E D :

K a n s a s  (Two Years)

1 9 . 2 ?  C E I L I N G  S T A T E  - S U N S E T  E X T E N D E D :

C a l i f o r n i a  (Two Ye a r s )

18? C E I L I N G  S T A T E  - S U N S E T  E X T E N D E D :

C o n n e c t i c u t

M A X I M U M  F L O A T I N G  C E I L I N G  L O W E R E D  F R O M  24% to 21%

T e x a s



R E T A I L  R E V O L V I N G  C R E D I T  - S T A T U T O R Y  F I N A N C E  C H A R G E  R A T E  C E I L I N G S  

as of O c t o b e r  1, 1 98*3 ,, „ .. .

'mi

V a r i a b l e  
C e i l i n g  
13% to 21%



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

S t a t e s  w h i c h  d o  n o t  r e g u l a t e  f i n a n c e  c h a r g e  r a t e s  or 
w h i c h  h a v e  c e i l i n g s  h i g h e r  t h a n  A l a s k a ' s .

1. A l a b a m a
2. A r i z o n a
3. C a l i f o r n i a
4. C o l o r a d o
5. D e l a w a r e
6. G e o r g i a
7. I d a h o
8. I l l i n o i s
9. I n d i a n a

10. K a n s a s
11. K e n t u c k y
12. M a r y l a n d
13. M i c h i g a n
:4. M i s s i s s i p p i
15. M o n t a n a
16. N e b r a s k a
17. N e v a d a
18. N e w  H a m p s h i r e
19. N e w  J e r s e y
20. N e w  M e x i c o
21. N e w  Y o r k
22. O h i o
23. O k l a h o m a
24. O r e g o n
25. R h o d e  I s l a n d
26. S o u t h  C a r o l i n a
27, S o u t h  D a k o t a
28. T e n n e s s e e
29 . T e x a s
30. U t a h
31. W i s c o n s i n  ( e f f e c t i v e  1 1 / 1 / 8 3 )
32. W y o m i n g
33. V i r g i n i a

O c t o b e r  1, 1983
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ivisory Council Member;; 
nator Kerttula, Chairman i Pouch V

nator Bennett State Capital
lator Vic Fischer Juneau, Alaska 99811

nator Fahrenkanp Phone: (907)465— 3114

SENATE ADVISORY COUNCIL

MEMORA ND UM

TO: S e na to r Josephson

FROM: Pete Jean

DATE: June 8, 1983

RE: SB276, Laregulation of Interest Rates

SB276 deregul ate s interest rates on various types of consumer loans 

that are now regulated by statutes.

Sect. 1. Deregulates the interest rate charged by a licensed "Lender 

of money" for any sum of money not exceeding $25,000. Any 

person engaged in the business of making loans of money, 

credit, etc., must be licensed under the Alaska Small Loans 

Act. The interest rate must be agreed on Ly contract.

Sect. 2. Deregulates the interest rate charged by a licensed premium 

finance company. Any person engaged in this business must 

be licensed under the Premium Financing Act. The interest 

rate must  be agreed on by contract.

Sect. 3. Deregulates the interest rate charged on funds exceeding



those deposi ted  with the court in a civil procedures at the 

time of the judgment. The ju dg men t shall include lawful 

interest?

Sect. 4. Deregulates the interest rate charged on retail installment 

contracts to a rate agreed on by contract.

Sect. 5. Der egulates the interest rati charged on a retail charge

agreement, revolving charge agreement or other retail charge 

a gr ee men t to a rate agreed on by contract.

Sect. 6. For interest rates in the state to exceed 10.5 percent a 

y e a r  it must be by express agreement of the parties in a 

contract or loan commitment.

Sect. 7. Repeals specific interest rates an open-end loans and rates 

charged by credit unions. Repeals specific interest rates 

on a contract or loan commitment on which the principal 

amount is less than $25,000.

Under existing statutes, interest rates on all of the above are 

regrlated.

Usury is lending money  at excessively high interest rates. Usury laws 

place a m a x i m u m  limit, or ceiling, on interest charges. Proponents argue 

that these laws are necessity to protect borrowers from paying excessive 

interest rates since borrowers are often inexperienced with the credit



market, un awa re  of alternatives, or not in a b a r g a i n in g position because 

borrowi ng is unavoidable. They also contend that usury laws are necessary 

to provide balance, since lenders have relatively more market power than 

individual borrowers and may even control certain ma rkets because of a lack 

of competition.

Opponents contend that usury laws do not protect oorrowers as intended 

and make credit a ll oc at ion  less efficient. When av er ag e mortgage interest 

rates rise above state usury ceilings, mo rtgage funds disap pe ar  as lenders 

invest in more pr ofi ta b le  government securities or finance mortgages in 

oth er  states wi th  less restrictive usury ceilings. And  lenders take 

measu res  to lower their  costs, reduce risks, and otherw ise  increase prof­

itability on loans that they do make by el im inating smaller-sized loans, 

shortening loan mat ur it ie s, requiring higher do wn payments, charging higher 

loan fees, and denying credit to potential borrovvers considered relatively 

high-risk. Rather  than protect b or row er s from ex c es si ve ly  high interest 

charges, opponents contend that usury laws often prevent persons who need 

credit  from b or row in g at all.

. State usury laws establish limits, or ceilings, on interest rates 

lenders may charge borrowers on various types of loans.

States can be di vid ed  into three general ca te gor ie s regarding usury 

ceilings on interest rates on mo rt gag e loans. Th ese  are: (1) states with

no ceilings, (2) states with statutory fixed-rate ceilings, and (3) states 

wit h fl oat in g-r at e ceilings. Some state usury ceilings are temporary, and 

rece ntl y en acted Federal legislation preempts all state- im pos ed mortgage



interest rate ceilin gs .*  Table I shows what type of usury ceiling was in 

effect as of pr i o r  to Federal le gi slation for each of the 50 states. There 

are floating usury ceilings in 18 states, fixed ceilings in 20 states, 

and no ceilings on m o r tg age  interest rates in 12 states.

1 HR 4998 - PL 96-161.

2
Fixed-rate cei lin gs range from 10 percent (Arkansas, Mississippi, and 

New Mexico) to 21 pe rcent (Rhode Island). Oregon's ceiling on interest 

rates on residential mort gag e loans of $50,000 or less is fixed at 12 

percent (ORS 82.010). Th er e is no ceiling on loans over $50,000.



TABLE I

STATE USURY CEILINGS ON MORT GAG E INTEREST RATES 

(As of No vember 1979)

No Usury Ceiling (12)

Connecticut(a)

Florida 

111inois 

Kentucky

Fixed-rate Usury Ceiling (20)

Al ab am a

Ar izona

A r k an sas

Colorado

Hawai i

Idaho

Maine(a)

Maryland

Ma ss achusetts

Michigp.n(a)

Kansas

Louisiana

Mississippi

Nebraska

New Mexico

Oklahoma

New Hampshire 

North Carolina(a) 

South Carolina 

Virginia

Rhode Island 

South Dakota 

Utah

Washington

Wisconsin

Wyoming

Fl oa tinq-rate Usury Ceiling (18)

(a) Ti ed  to L o n g - t e r m  U.S. Govern me nt  Bond Rates

Georgia 

I  owe

♦ Missouri(d)

New Jersey(c)

(b) T i e d  to Federal Reserve Discount Rates

Alaska

.California(d) 

Delaware

(c) O t h e r  Indexes:

New York 

Pennsylvania(b) 

Texas(d)

West  Virginia

Montana(d)

Ohio

(1) Federal National Mortgage Association

/ (FNMA) auction rate —  Minnesota, Tennessee(c)

(2) Daily prime rate by banks -- Nevada(d)

(3") Rate on 30-month Certificates of De posit —  N. Dakota(d)

(4) Rate on 3-5 y e a r  U.S. Tr ea su ry  securities and

seasoned corporate bonds —  Vermont

Fixed ceilings apply to smaller loans ($15,000 or less) or loans by 
non-regulated lenders.



(b) Ceiling applies to loans of $50,000 or less.

(c) Ceiling may float to ma ximum fixed rate.

(d) Fixed or fl oating ceiling, wh ic h e ve r is greater/lesser.

SOURCES: A me r i c a n  Bankers Association, "Analysis of State Usury 

Statutes," No ve mbe r 29, 1979; Mortgage Bankers As so ciation of America, 

"State Floating Usur y Ceilings," November 30, 1979; T om  Parliament, U.S 

League of Savings Associations, memo to League staff, November 14, 1979



As indicated in Table I, Alaska has a fl oa ting-rate usury ceiling tied 

to Federal Reserve discount rates.

Floating usury ceilings are intended to pretect borrowers from ex c e s­

sive interest charges, while  lessening the disruptive effects usury 

ceilings may have on credit markets. Traditional fixed-rate ceilings 

require periodic adjustment as eco no mic  conditions change. Floating 

ceilings, which are tied to some economic index, fluctuate according to 

changing conditions. A statutory fo inula identifies the index and s p e c­

ifies how the ceiling will "float" in relation to the index. Percentage 

points may be added to the index rate to compensate for the varying ch ar ac­

teristics of borrowers. This permits the ceiling to function without 

excluding certain h ig he r risk borrowers who might ot herwise be prevented 

from borrowing if the ceiling were set at the same level as the index.

Among the attractions of the sy stem is that state legislatures are not 

faced with the recurring pr oblem of adjusting usury ceilings.

Economists have noted that problems associated wi th  fixed-rate 

ceilings can be avoided by floating-rate ceilings only if the floating 

ceiling remains above market interest rater. The effectiveness of 

floating ceilings depends on two factors: (1) responsiveness of the chosen 

index to ma rk et conditions and (2) the margin between the ceiling and the 

index. Some indexes are more sensitive to market conditions than others.

A recently updated survey of state usury statutes by the American Bankers

3
For example, sec-:- Jean M. L o v a t i , and R. Alton Gilbert, "Do Floating 

Ceilings Solve the Usury Rate Problem?" R e v i e w , Federal Reserve Bank of St. 

Louis, 61 (April 1979): 15.



Assoc iat ion  (ABA) shows that states with usury ceilings use a variety of 

indexes.

Some usury law opponents acknowledge that floating ceilings are an 

improvement over fixed- ra te  ceilings, but they note several problems.

Among these are that floatirg ceilings often suffer lag periods as indexes 

adjust to sudden m ar ke t changes, and that certain classes of borrowers are 

still preve nt ed from borrowing when administrative costs of lending and 

risk exceed  the legal rate of return. Also, floating ceilings still may 

require leg is lative review and adjustment.

Federal Reserve discount r a t e . According to the ABA survey, 10 states 

have floating ceilings tied to the discount rate that the Federal Reserve 

Board charges its m em be r commercial banks for advances. The states are 

Alaska, California, Delaware, Kentucky, Mississippi, Montana, New Mexico, 

Pennsylvania, South Carolina, and Tennessee. In general, these ceilings 

apply to both individual and commercial loans with the following e x­

ceptions. In California, the ceiling applies only to loans by nonregulated 

lenders; in Pennsylvania, only direct consumer and business loans; and in 

South Carolina, only commercial agricultural loans. Most of the states add 

four or five percentage points to the discount rate. And in two states, 

Kentucky and Tennessee, floating ceilings may not exceed a specified •

maximum rate. At least two states have had to adjust formulas for setting

4
floating ceilings.

Two obs ervations have been made regarding use of the discount rate. 

First, the discount rate is set by administrative action, not market

Alaska and Delaware



forces. Since the Federal Reserve Board uses the discount rate to control 

what me mber banks charge their customers, the index may be allowed to 

remain out. of line wit h other  interest rates and may not always reflect 

current m a r k e t  conditions. Second, the rate is adjusted according to 

short-term m on e y  m ar ke t rates. As a result, in about half of the states 

with floating ceilings tied to the disc ou nt  rate an ot he r type of floating 

ceiling applies to long- te rm loans, such as mortg age  loans.

Many states are looking at the usury question. In 1980, as the prime 

rate moved past 20 percent, 42 states lifted or eliminated their usury 

ceilings. O t h e r states took action in 1981 for the first time. Ten states 

now permit banks that issue credit cards to charge any interest rate. 

Thirteen states, for all intent, no longer limit the interest rates the 

banks charge on consumer loans. Several states including Delaware, Nevada 

and New Mexico have completely wi ped out all interest-rate restrictions for 

all classes of 1 .nders. A c cor di ng to the Di vision of Banking and Secu­

rities, none of the states that have e li mi na te d usury statutes have reen­

acted them. We have been unable to find specific cases where consumers 

have been ha rmed as a result of deregulation.

There are no statistics avail ab le  on the number of consumers that have 

been forced to illegal loan ma rk ets  as a result of existing laws.

If you need additional information, please do not hesitate to contact

me.
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May 24, 1983

Pete Jeans 

Senior Advisor 

Senate Advisory Council 
Pouch "V"

Juneau, Alaska 99811 

Dear Pete:

I request that the Senate Advisory Council research and report 
on the effects of passage of SB 276.

Please specifically address the impact of this legislation on 

individual consumers. In addition,an analysis of the current 
law's role in driving borrowers into the illegal loan market 
would be desirable.



LENDING STATUTES 
IN THE UNITED STATES (April, 1981)

*• ' -• 1 ft •
T* ' •

,-r tt>.» -

ALABAMA

Legal: ■ • •• t .. n  *•

- T’ %**CZs*r> <

Contract: * ' ' •

Judgment:

Small Loans:

Instalment Loans: 
Instalment Loans & Credit:

Instance Premium '• -
Finance:' •
Revolving Charge: •.-*•-**.• - . 

•• ~ ‘ er . . . . . . . .  ' I

Revolving Loan:

; ; • c

ALASKA

Legal:

Contract:

Judgment: ;

Small Loans:

Instalment l.oan Law. 
Sales Finance Act:

Insurance Premium 
Finance:
Revolving Credit Act:

Bank Credit Cards:

Open End Loans:

ARIZONA

Legal:

. • .*. •: i w . \ ,-** , -  "■

ALu Code tit.. 8 , § 8-1 •. * »' 
56 upon 5100 :.y *;
ALu Code tit. 8, § 8-1 
S8 upon $100 •  *.
Al.u Code tit. 8 § 8-10 
S5 upon S100 
A/3. Code tit. 5, § 18-1 
Snail Loan Act 
Ala. Code tit. 9. § 61 
Ala. Code lit. 5, §■ 19-1 
(§ 19-3) Consumer Finance 
A/a. Code tit. 27. § 40-1

Ala. Code tit. 8 , j j  8-14 (sur*. 
charge) Effective -."illl 
7-1-81 • * i ‘-
Ala. Code tit. 5, § 19-3C 
Consumer Finance • •
A/a. Code lit. fl, § 8-14 (sur­
charge) Elfectu0 until 
7-1-81 •
Ala. Code tit. 5. § 19-3C

Alaska Slat. § 45.45.010 
10.5%

- Alaska Stal. § 45.45.010 
For quarter beginning 
A/1/81, 18% ; any rate If 
over 5100,000 * . . . . . .
Alaska Stal. § 09.30.070 * • 

*10.5%, or as set out in in­
strument but not over 10%  
Alaska Slat. § 0l5.20.010 
Small Loans Act 
■ Alaska Slat. § 45.45.080 
Alaska Stal. § 45.10.010,
(§ 45.10.120)
Retail Instalment Sales 
Alaska Slat. § 06.40.101 
Premium Financing Act 
Alaska Slat. § 45.10.120.
(§ 45.10.120)
Retail Instalment Sales Act 

_ Alaska Slat. §
4l5.10.010. (§ 45.10.120) 
Retail Instalment Sales Act 
Alaska Star. § 06.05.208 
Revolving Credit 
Alaska Stal. § 06.20.285 
Open End Loans 
Alaska Slat. § 06.20.230 
S mall Loans Act

Aril. Rev. Stat.

' * . I'i-.i i*.
. Contract: .. .• j  ^ 

Judgment:.

Legal Interest Rate: 
Contract Rate: 
Judgment Rate: 
Small Loans: . .  -

Industrial Bank Act: 
Instalment Loan Act: 
'tulo Finance:

Other Goods Finance:..*

Revolving Loan Credit: _
*

•  -  a

Revolving Credit: ,r ^ .

ARKANSAS

Lenal Interest Rate:
Contract:  ’
Judgment; ,
Legal : . . . . . . . K,„ .  ;

*• V f-*“ r • ( : * • ,
Cootract: - , .. ”

Judgment:

CALIFORNIA

Legal Interest Rate: 
Contract:

Usury Law ol 1919: 

Judgment:

Small Loans:

^10%^’_. '  :/ ■
, Ariz. Rev. Stet.
Rale agreed to in writing 
Ariz. Rev‘. Stat.
10*/. or as set out in instru­
ment . .
Ariz. Rev. Stat. § 44-1201 
Ariz. Rev. Stat. § 44-1201 
Ariz. Rev. Slat. § 44-1201 
Ariz. Rev. Stat. § 6-601 
Cor.numer Loans Law 
At Rev. Stat. § 6-335A 
At,.'. Rev. Stat. § 44-1205 
Ariz. Rev. Stat. § 44-281 
Motor Vehicle Time Sales 
Disclosure Act ( ’
Ariz. Rev. Slat. § 44-6001, 
(§4/ 6002). ,
Refill Instalment Sa.es
T/ansactions
Anz. Rev. Stat. § 44-1205
Interest Usury •
Ariz. Rev. Stat. § 44-6001,
(§ 44-6002). '
Retail Instalment Sales 
Transactions

Ark. Const. Art. 19, § 13 
Ark. Stat. Ann. § 29-125 
Ark. Stat. Ann. § 29-125 
Ark. Slat.
6%'
Ark. Stat. *'

• 10%  '

Ark. Stat.
v %  unless otherwise 
specified in instrument up 
to contract rate.

Cat. Const, art. XV. § 1 7 %  
Cat. Conzt. art. XV. § 1 
Loan lor persona.' family 
or household uses (real 
property excluded), 10% ;  
lor other uses, 17% if loan 
or loan commitment made 
before 1-1-81, 18% if made 
on or after 1-1-81.
Cat. Gen. Laws Ann. act 
3757. § 2 (Deering)
Cat. Const, art, XV. §' 1 
7 %
Cat. Financial Code § 
24000
Small Loan Law



CONSUMER USURY AND CREDIT OVERCHARGES
. 1  »  :

• ■ —  '.* - -•I - - . .  .

Personal Properly Brokers: ' Ca/. Financial Code §
- V '  - 22000 * „I.

!*? :- • Personal Properly Brokers
• •• • . » c . , , r -  L a w  ;

IndusiTial Loa’n s : " ’~ r  Cat. Financial Code § ' *

. .. •' — a  18212 . ...
~  "• - Industrial Lo;:n Law ; __

Insurance Premium etc."} ,z$ Cat. Financial Code’'' “ 
F inance:' • . Siiir-Ca. * § 18560 Insurance Premium^ '

Financing
Auto Finance:

Omer Goods Finance:

Revolving Credit:

• -r.\

* ■: * c* a
COLORADO ...i, . .  ' . . .  *

*• V .I’***’" c-“
Legal Interest R a t e : , . ‘ .

5 L - . ,t  ” '
Contract: •

Judgment: ,
•>T

Consumer Supervised 
Loans -
Licensed Lenders: Also includes revolving 

loan provision 
Consumer Loans In 
General:

Also includes revolving 
loan provision 

Non Consumer Loans:. .

Cat. Civil Code § 2981 Auto­
mobile Sales Finance Act 
Cat. Civil Code § 1801,
(1805.1)
Retail Instalment Saies _• 
Cat. Civil Code § 1801,
(1810.2)
Retail Instalment Sales

- • • •• ;  - i i .

Colo. Rev. Slat. § 5-12-101. 
8% .  compounded annually 
Colo. Rev. Slat. §5-12-103 
As sei out in instrument, 
except as limited by UCC.C 
provisions.
Colo. Rev. Stat. § 5-12-102 
8% ,  compounded annually 
Colo. Rev. Stat. § 5-3 508 
Colo. UCCC

Colo. Rev. Slat. § 5-3-201 
Colo. UCCC

. r.i'—
Consumer Sales Credit:

Insurance Premium 
Finance: - • • • * -  -
Consumer Related Sales 

Credit:
Revolving Charge Ac­
counts

Colo. Rev. Stat. § 5-3-605 
Colo. UCCC
Colo. Rev. Stat. (} 5-2-201 
Colo. UCCC
Colo. Rev. Stat. § 5-7-101 
Colo. UCCC
Colo. Rev. Slut. § 5-2-602

Colo. Rev. Stat. § 5-2-207 
Colo. UCCC

Loans:
Auto Finance: -

Retail Instalment Sales:- 
(Other Goods) -Lj

Insurance Premium 
Finance: • - •

Non-Bank Revolving Credit: 

Bank Revolving Credit:

DELAWARE ■ •
• * r r'

Legal Inlerest Rate: _ •*

Contract: ‘ "L

Judgment:

Small Loans:

Second Mortgages:
Auto Finance: -
[§ 2901 -  Effective- until
6-1-81)
Other Goods:

Insurance Premium Financ­
ing:
Revolving Credit:

Conn. Gen. Slat. § 42-83, 
(42-85a)
Retail Instalment Sales 
Financing
Conn. Gen. Slat. § 42-83,

„ (42-B5b)
, Retail Instalment Sales 

Financing
Conn. Gen. Slat. § 38-290, 
(38-298)
Insurance Premium Financ­
ing Companies 
Conn. Gen. Slat § 42-133c 
Open End Credit 
Conn. Gen. Stal. § 42-133c 
Open End Credit

Del. Code lit. 6. § 2301 
Variable
Del. Code tit. 6, § 2301 
Variable; any rate if over
S100.000 and not secured 
by principal residence 
mortgage. Demand notes 
of S5.000 or over, with col­
lateral security, no limit. - 
Del. Code lit. 6. § 2301 
variable, unless otherv/'' « 
specified in contract ' jed 
upon.
Del. Code tit. 5. § 201 
Small Loans Act 
Del. Code tit. 5. § 2901 
Motor Vehicle Sales , 
Motor Vehicle Sales 
Finance Act 
Del. Code tit. 6 , § 4301,
(§ 4315)
Retail Instalment Sales 
Law
Del. Code til. 18. § 4801.
(§ 4807)
Del. Code tit. 6, § 4337 
Reiail Instalment Sales 
Law

CONNECTICUT

Legal Interest F.ate: -

Contract:

Judgment:

Smalt Loans:

Industrial Banks: * * •
Savings Banks Personal.

Conn. Gen. Stat. § 37-1 
8V.
Conn. Gen. Stat. § 37-4 
12V.
Conn. Gen. Stat. § 37-3a 
8Vo; on oul-ol-siate ex­
ecuted or secured con­
tracts. as agreed up to 
legal rate in that state. 
Conn. Gen. Stat. § 36-225 
Small Loan Law 
Conn. Gen. Slat. § 36-148 
Conn. Gen. Slat. § 3R-97a

DISTRICT OF COLUMBIA 

Legal Interest Raie: 

Contract:

Judgment:

Small Loans:

D.C. Code § 2E-3302 
6%
D.C. Coca § 2r-3301 
15%; secured mortgage 
loans 15 V.,
D.C. Code § 28-3302 
6% .  Unless otherwise 
specified in instrument up 
to contract rale.
D.C. Code § 26-601 
Small Loan Law



> VU 11

Aulo Finance: -

— *i . —  .

k _ * ." a  «

Instalment Loans:

: "A?*: ■••• * -.

D.C. Code § 40-901 
Instalment Sales ot Motor 
Vehicles 

• D.C. Code § 28-3601 
”—  Direct Motor Vehicle Instal­

ment Loans >
; ■""' ^  D.C. Code § 28-3308 «>---

--- '• . .  ‘ ‘ Direct Instalment Loans--
Revolving Charge: "r * D.C. Code § 28-3701,-,'. j.-—

(s a M T o z )^ .- :- . •
. ' '**”• '  ’ Revolving Credit Accounts

Insurance Premium ' " ■ D.C. Code § 35-1361.
Finance: . . .  Insurance Premium-.-

Finance Companies

FLORIDA

Legal Interest Rate:

Contract:

Judgment:

Consumer Finance Act: 
Industrial Savings Banks: 
Bank Insti Iment Loans: 
Savings Associations* Pro­
perty Improvement & 
Mobile Home Loans: 
Insurance Premium 
Finance Companies: • ’ 
Auto Finance:

Other Goods Finance:

Home Improvement Sales 
& Finance Act: •

Revolving Credit:

Bank Loan-Credit Cards: 

GEORGIA

Legal Interest Rate: 

Cunlract:

Judgment:

Small Loans: 

Industrial Loans:

Fla. Stal. § 667.01 
6%
Fla. Slat. § 637.02
18% ; over S500.000, 25% .
Fla. Stat. § 55.03
10%  or rate contracted, if ?

less. 7\-T: £  ■* - - -
Fla. Stat. §516.01 •’ * *’
Fla. Stat. § 656.17
Fla. Stat. § 659.18

Fla. Fiat. § 627.826

Fla. Stat. § 520.01,
[520.08)
Motor Vehicle Sales
Finance Act
Fla. Slat. § 520.30,
1520.34]
Retail Instalment Sales Act 
Fla. Stat. § 520.60,
[5 20 .7 8 )........ * • ;

Fla. Slat. § 520.30, ’ ~
[520.35)
Retail Instalment Sales Act 
Fla. Stat. § 663.510 
Banking Code

Ga. Code § 57-101 
7 %
Ga. Code § 57-101 
10.5%; real estate, 15.50% 
lor May, 1981; any rate II 
credit 5100,000 or more; 
commercial accounts,
1 1/2%  per month.
Ga* Code § 57-108 
10%
Ga. Code § 25-315 
Industrial Loan VJ 
Ga. Code § 25 V  s 
Industrial Loan Act

Instalment Loan Law: 
Aulo Finance:

Other Goods Finance:

•*-f * »
Second Mortgages: 
Insurance Premium 
Finance Companies:

HAWAII

Legal:

Contract:

Judgment:

Small Loans:

Industrial Loans;

Bank Instalment Loans: 

Sales Finance:

Revolving Loans:

IDAHO

Legal:

Contract:

Judgment:

Consumer Supervised 
Loans - Licensed Lenders: 
Consumer Regulated 
Loans:
Consumer Loans in 
General:
Non-Consumer or Non- 
Consumer Related Loans: 
Consumer Sales Credit:

Ga. Code §57-116 
Ga. Code § 96-1004 
Motor Vehicle Sales 
Finance Act .
Ga. Code § 96-901, ^ 
[§96-903) • • - - •
The Retail Instalment & 
Home Solicitation Sales 

Ac* • . • I~ *-• "

Ga. Code § 84-5301,
[§ 84-5310) - . . .

Haw. Rev. Stat. § 47-8-1 
6 %
Haw. Rev. Slat. § 478-3 
1%  per month.
Haw. Rev. Slat. § 478-2 
8%
Haw. Rev. Stat. § 409-1 > 
Small Loan Act 
Haw. Rev. Stat. § 408-15 
Industrial Loan Act ** .'
Haw. Rev. Stat. § 408-15 
Industrial Loan Act 
Haw. Rev. Stat. § 478-1, 
(§476-33)
Retail Instalment Sales 
Haw. Rev. Stat. § 408-2, 
(f, 408-15|)
Industrial Loan Act -

s .  •

n • 3 -  
Idaho Code § 28-22-104 (cf- 
for.tive 7/1/81)
17% on tho hundred 
Idaho Code § 28-22-105 
13% : any rate whero not 
subject to UCCC and 
amount over 525,000, ex­
cept where secured by real 
property; see rates 
specified in consumer sec­
tions of UCCC.
Idaho Code § 2&22-104 (ef­
fective 7/1/81)
18« on the hundred
Idaho Code § 28-33-508
Idaho UCCC
Idaho Code § 28-33-207
Idaho UCCC
Idaho Code § 28-33-201
Idaho UCCC
Idaho Code § 28-33-602 .
Idaho UCCC
Idaho Code § 28-32-201
Idaho UCCC “ ,
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Judgment:

Consumer Finance Act: * 
Consumer Instalment Loan 
Act: ■
Instalment Loan Law :,.,,'

" • In .T;
Revolving Credit:

* • * ", a * «• *.*.

Auto Finance:. -;, ,ir- r 
' 'j ,• ..

Other Goods:

— r • . — •«
Insurance Premium > 
Finance:--

INDIANA 

Legal:. ...
•  •Hj’I''1*  ̂| *■’* ,

Contract:. r

Judgment:

Consumer Supervised 
Loans • Licensed Lenders: 
Consumer Regulated 
Loans:
Consumer Loans In 
General:
Revolving Loan Accounts:

Non-Consumer or Non- 
Consumer Related Loans: 
Consumer Sales Credit:

IOWA .

Legal;

Contract:

III. Rev. Stal. ch. 74, § 1.
Acl of May 24. 1879. 55 
upon 5100.
III. Rev. Stat. ch. 74. § 4 .’~ 
Act of May 24, 1879. 9*/.; • 
residential no limit through 
12-31-81; 14V« maximum 
for stale banks (variable 
rate).-: '"‘ * -
III. Rev. Stet. ch. 74, § 3.
Act of May 24, 1879. 8®/..
6%  on judgments agafnsl 
governmental entities.
III. Rev. Stat. ch. 74. § 19.
III. Rev. Stal. ch. 74, § 51.

III. Rev. Stat. ch. 74. § 4a.
Acl of May 24, 1879.
III. Rev.'Stat: ch. 121 1/2 
§501 (§ 528)*.; ,
Retail Instalment Sales Aci 
III. Rev. Stat. ch. 121 I/2.1 
§ 561 -.• ' *
Motor Vehicle Retail Instal­
ment Sales Act 
III. Rev. Slat. ch. 121 I/2 
§501. (§ 527)
Retail Instalment Sales Act
III. Rev. star. ch. 73.
§ 1065.60
Insurance Code, Art. 32

Ind. Code. § 24-4.6-1 102 
8V.
Ind. Code, See rates 
specified in consumer sec­
tions of UCCC.
Ind. Code, § 24-4.6:1-101 
8V.
Ind. Code § 24-4.5-3-508 ‘ * 
Ind. UCCC
Ind. Code § 24-4.5-3-201 
Ind. UCCC
Ind. Code § 24-4.5-3-201 
Ind. UCCC
Ind. Code § 24-4.5-3-201(4) 
Ind. UCCC
Ind. Code § 24-4.5-3-601 
Ind. UCCC
Ind. Code § 24-4.5-2-201 
Ind. UCCC

Iowa Code § 535.2 
5« on the 100.
Iowa Code § 535.2 
Variable; any rate lor real 
estate, investment trusts, 
business loans of 5100,000 
or more and agricultural 
loans ol 5500.000 or more.-'

■ -iV
Small Loana:^*.'. —  — L‘—

Industrial Loans: • -,*„ - - - : --*.-*• —
■ % • 4 «  *~ ** *• *.**.9 .r---i 7-
* - ■* * nr-'-.—r. yi

Bank instalment Loans:/
• •    •>

Consumer Credit Sales:.

Revolving Charge Ac­
counts:

Consumer Loans In 
General:. - .*’ -1

* . • ■.«>• "3 - . '. • " . , »
Consumer Revolving 
Loans: - :* “V

* i  %  ■  i * .  • •  5 , "  •  «  / •

* .  “*» •». • t , 4 
Auto Finance:

KANSAS

Legal:

Contract;
• '* 1
# r

Judgment:

Consumer Supervised 
Loans • Licensed Lenders:

Consumer Loans:

Consumer Credit Sales 

Revolving Credit:

Consumer Loans in *. 
General:1 - 
Insurance Premium =*-. 
Finance: ■ - - vr** *-

Iowa Code § £35.3 
10V. per year. Unless 
otherwise specified in in­
strument up tc ' on'- , ct 
rate.
Iowa Code § 536.1 
Small Loan Law 
Iowa Code § 536A.23 
Iowa Consumer Credit 
Code
Iowa Code § 524.906 
Banking Act of 1969 
Iowa Code § 537.2101,
(§ 537.2201)
ICCC
Iowa Code § £37.2101 
(§537.2202)
ICCC
Iowa Code § 537.2101 
(§ 537.2401)
ICCC
Iowa Code § 537.2101 
(§537.2402) .
ICCC.........................  *-* '
Iowa Code § 322.1 
Motor Vehicle Dealer's 
Licensing Act

Kan. Slat. § 16-201 
10%
Kan. Stat. § 16-207 
10% ,  unless otherwise 
specified by consumer sec­
tions of UCCC, 11%  on 
residential mortgage loans. 
Kan. Stat. § 16-204 
12% . This rate applies to 
judgments rendered on or 
after 7/1/80. Judgments 
rendered before that date 
bear interest of 8%  
through 6/30/80 and 12®/. 
on and alter 7/1/80.
Kan. Stat. § 16a-2-10l 
(§ 16a-2-401) amended by 
Rules & Regulations ol the 
Consumer Credit Commis­
sioner § 75-6-24.
Kan. Stat. § 16a-2-101 
(§ 16a-2-401)
UCCC
Kan. Slat. § 16a-2-201 
UCCC
Kan. Stat. § 16a-2-201 
(§ l 6a-2-202)
UCCC
Kan. Slat. § 16a-1-301

Kan. Siat § l6a-4-l01 
UCCC

t
A
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KENTUCKY '

• • T • * ,  • * *

Looal:  ........ .............

. .  .  c*
Contract:_;

h^CZi ..Tf»I

* S *1^- J i»Vî  £®.
- .

vr-%.
. • * *T

-. *: v •*•••»
r / <:• *.

Judgment:

Small Loans:

Industrial Loans:

Bank Instalment Loans: 
Auto Finance: t

_  r" 7 ' .W
Insurance Finance: •

Bank Revolving Credit:

LOUISIANA

Legal:

Contract:

Judgment: ». *. • ■ • * 

Consumer Loani,:_ h*?.

Consumer Credit Sales: 

Auto Finance:

Revolving Charge:

Revolving Loan Account:
»*

Lender Credit Card:

Insurance Premium 
Finance: \ -.0 .

Ky. Rev: S lit. § 360.010 *'
8® / « . . .  - .  -- 

Ky. Re^ Slat. §360.010 .  ' 
"17®/. bn 515,000 and less’ ' '  
_ and 14% on bans by banks 
. and trust “companies on " . 

contracts 515,000 or less ■ 
(variable’rale); 510 / : 
minimum bn bank ioan per­
mitted; others, any rate..
Ky. Rev. Stat. § 360.040 '
8®/.
Ky. Rev. Stat. § 288.410 
Small Loan Law 
Ky. Rev. Stal. § 291.460 
Industrial Loan Law 
Ky. Rev. Slat. § 287.215 

; Ky. Rev. Stat. § 190.090 • 
Motor Vehicle Retail Instal-. 
ment"Sales Aci "; . 
Ky. Rev. Sta't.'§ 304.30.010 
Insurant Premium Financ­
ing Lvw f® ‘ * •"
Ky. Rev. Slat. § 287.710

La. Civ. Code Ann. art.
2924 (West)
10®/.
La. Civ. Cede Ann. art.
2924 (West)
8®/«; 12%  on conventional 
obligation secured by im­
movable property.
La. Civ. Code Ann. art.
2924 (West) '
10®/.
La. Rev. Stat. Ann.
§ 9:3510, (§ 9:3519) 
Louisiana Consumer Credit 
Act
La. Rev. Stat. Ann. § 9:3510, 
(§ 9:3520)
LCCA
La. Rev. Stat. Ann. § 6.951 
Motor Vehicle Sales 
Finance Act 
Lb. Rev. Stat. Ann.
§ 9:3510,
(§ 9:3523)
LCCA
La. Rev. Slat. Ann.
§ 9:3510,
(§ 9:3519)
LCCA
La. Rev. Stat. Ann.
§ 9:3510,
(§ 9:3524)
LCCA . •
La. Rev. Slat. Ann.
§ 9:3510, •
(§9:3519)
LCCA _

MAINE. .

Legal: ’ * “
• . r. s JL, •• •

Contract: . • -■"•* ". --
” ,',u.

Judgment ’ ‘ *’’
1 .•-■«: -» 'til — — ; 

-->- ' - v  B“— -v.- - w *

' i T i i i r r s c  r ’tiL* v >:

Consumer Supervised 
Loans • Licensed Lenders:

Consumer Credit Sales:

'■-.evolving Charge Ac-_ • /
counts:

, _« .A'-'1.-':
.* .. % . . . .  ' ,v‘

Consumer Loans In ' "  ' 
General: -*-■ '“ '*' “■*

Revolving Loan:

Insurance Premium "J **• 
Finance:

Auto Finance: 1

Industrial Banks: 
Home Repair Finance:

Savings Banks:

MARYLAND" ”  *

Legal:

Contract:

Judgment:

Consumer Loans: 
Auto Financ«:

Other Goods:

Insurance Premium:

Second Mortgage: 
Revolving Credit:

Me. Rev. Slat. tit. 9-B, § 432 
6®/. . .  •
Me. Rev. Star. tit. 9-B. § 432 
No maximum It in writing 
Me. Rev. Stat. tit. 14, §
1602 . T-.v.
8 %  unless otherwise 
specified in instrument up 
to contrac rate; 12%  from 
and alter judgment.
Me. Rev. Slat. tit. 9-A 
§ 2.101. (§ 2.401)
Maine Consumer Credit 
Code
Me. Rev. Slat. lit. 9-A,
§ 2.102, (§ 2.202), Maine 
Consumer Credit Code 
Me. Rev. Stat. tit. 9-A, 
§2.101, (§2.202) Maine’ 
Consumer Credit Code 
Me. Rev. Stat. tit. 9-A. 1 *
§ 2.101, (Unsupervised) ■' ‘ 
(§ 2.401) Maine Consumer 
Credit Code
Same provisions as above. 
Main Consumer Credit 
Cede
Me. Rev. Stat. tit. 9. § 4061 
The Insurance Premium 
Finance Company Act 
Me. Rev. Stat. tit. 9. § 2.201 
Maine Consumer Credit 
Code
Me. Rev. Slat. tit. 9-B, § 918 
Me, Rev. Slat. lit. 9. § 3721. 
Home Repair Financing Act 
No specillc provision

Md. Ann. Ci.de art. 12,
§ 102 
6®/.
Md. Ann. Code art. 12.
§ 103
8% .  Business loans over 
55,000, any rate; resident!;'* 
mortgages, any rate.
Md. Ann. Code art. 11.
§ 107
Md. Ann. Code art. 58A, 1 
Md. Ann. Code art. 12,
§ 601 (§ 609).
Retail Instalment Sales 
Md. Ann. Code art. 'i2.
§601 (§610).
Retail Instalmen' Sales 
Md. Ann. Code ?rt. 48A,
§ 486A
Premium Finance 
Agreements - ’ • .'
Md. Ann. Code art. 12,
§ 501 (§ 506). ■
Retail Credit Accounts /
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MASSACHUSETTS '

T  • - r  . 1 o'*'.".
• - - t '  * -

-  -------- T-.'f tt\- •**r. ’

• •*’ ..;**■ -r'A.Contract:-/iv; ---------- -
...
. :! rvv,*”>'f-;r*'.: " .

. .-*1 *-■ J-'Vr.i.-'*tr - >•!- ■ 
j-jagment-y - *,. *. « ’' • r  .*•*“ •*
S’naii uoans:

r.'.CiXr'* "t ~
•»| *■ — - — —

Small Loan Law Rate Order
Industrial Banks:

'I

Savings Banks Instalment

•* •
Loans

w- • •

Insurance Premium 
Finance:.;*;-- I*  ~ ’L ’ *"
■ v ^ . * n s -c® ■
. •V't.W'tlVj; *... *s 

s-rV.i-: - __.. .
SecondMongages:'
• _  ;44 .iiic . ‘ *'

Auto Finance: „ . ”
* fc *• * *’

• «•* *. • ••*

•. * . , **• *« ,.•« . 
• T *  w-r — -•

Other Goods Finance:
•t j ju . : .  . .

Revolving Credit:

—" .-trr- V.CV--—
MICHIGAN . . . . .  . 

L e g a t . . - 

Contract

Judgment:

— > - j- ••
Small Loans:
Bank Instalment Loans:

Autos:

Other Goods: ~  IT  .

• • -.«V -

Mass. Gen. Laws Ann. ch. -
107 § 3 — .

SB on oach 51(X) lor year. -• - 
Mass. Gen. Laws Ann. ch.*- .
107,§ 3 -

_  No limit. r, ; ,'t
No statutory provisions.'-:- 
Mass. Gen. Laws Ann. ch. - ~ 
140 § 96 • - / . . .  -' .
Rate set by administrative 
Mass. Gen. Laws. Ann. ch. "" 
172 A. § 9
Banking Company Act.
Masi.- Gen. Laws. Ann. ch. 
166. § 37
Rate determined by Small 
Loan Law, above 
Mass. Gen. Laws. Ann. ch. 
256C § 1 -  v . . ;V ^ > T V:. • 
Rate set by Administrative ’
Rate Order‘T  1 '• ‘M» •• • •• • ,, 

Mass. Gen. Laws. Ann. ch.
140 § 90 ’ ■
Mass. Gen. Laws. Ann. ch.
255B ,§ 1 . ’.
Motor Vehicle Retail Instal­
ment Sales "" ‘ .

. *|p -J.' w
Mass. Gen. Laws. Ann. ch. 
255D, § 1 (§11)-
Retail Instalment Sales 
and Services
Mass. Gen. Laws. Ann. ch. 
255D, §1 (§27) .
Retail Instalment Sales & 
Services • 1 ■

. . . .   .

Mish. Comp. Laws § 438.31 
S5 upon S100 lor year 
Mich. Comp. Laws §438.31 
7 % ;  any rale for certain 
business loans: special 
provisions lor mortgage 
ioans and land contracts 
Mich. Comp. Laws 
§600.6013 — . t
1 2 %  (unless otherwise 
specified in instrument up 
to contract rate) Irom dale 
of compalint to satisfac- . 
lion ol judgment; 13% 
alter judgment date.
Mich. Comp. Laws § 493.1 
Mich. Comp. Laws
§ 487.305 ........... ...
Mich. Comp. Laws 
§ 492.101_ .
Motor Vehicle Sales 
Finance Act 
Mich. Comp. Laws ' "v 
§445.851,. (§445.857);

’ Retail Instalment "Sales Act"'

Improvement Loans:

, Insurance Premium ■...
■ Finance:^" ' * " **"1t "f « •  a "*
• • yit • * f * IT *■ I •

Revojving Credit: .

J-Iji,'' -p» .0 .
^*4 ^  ^  » ( —  ^

** « ■ *■ 1 •

MINNESOTA 

Legal: . .  .

Contract:

• ’ V . l t  • w
% »• - • d

\ ♦ £*, A Za v
, i r i  ' ,

, W* • w  , •

ri.-L uy : . •* 
Judgment:"

Small Loans: 

Industrial Loans:

Bank and Savings Bank 
Loans: _  "
Auto Finance:

Insurance Premium 
F i n a n c e : . . .fj,c >

Revolving Credit:

Revolving Loan:

MISSISSIPPI

Legal:

Contract:

Judgment:

*• •
• * *

Small Loans:
1 ' fi

Bank and Trust Company 
Loaiis:
Instalment Loans:
Mobile Home Loans:
Auto Finance:
Other Goods: - 
Revolving Credit: a
Revolving Loans:

Mich. Comp. Laws 
§ 445.865
Home Improvement 
Finance Act _
Mich. Comp. Lbws

§ 500.1501 ....................
Insurance Premium . 
Finance Companies 
Mich. Comp. Laws 
§ 445.851. (§ 445.862) 
Retail Instalment Sales Act

Minn. Slat. § 334.01 
S6 upon S100 lor year 
Minn. Stal. § 334.01 
S8 on S100 lor year no 
limit on loans ot S100.000 
or more; home mortgages, 
variable; rate; business and 
agricultural loans, .17.5%; 
loan by bank or savings-- 
bank ,1 4%>  Li-..*'
Minn. Stal. § 549.09 
Variable rate; rate may not 
be less than 8 %  lor year. - 
Minn. SI a t. § 56.01 ■"
Small Loan Law 
Minn. Stal. § 53.04 
Industrial Loan & Thrift 
Company Law 
Minn. Slat. § 4Q.15j

Minn. Stat. § 168.66 
Motor Vehicle Retail Instal­
ment Sales Act 
Minn. Stat. § 59A.01 
Insurance Premium • • •  
Finance Companies 
Minn. Stat. § 334.16 
Open End Credit 
Minn. Stat. § 48.185 
Open End Loan Account 
Arrangements

Miss. Code Ann. § 75-17-1 
8 %  until 7-1-82.
Miss Code. Ann. § 75-*7-1 
18*/* until 7-1-82.
Miss. Code Ann. § 75-17-7 
8 %  unless olherwise 
specified in instrument up 
to contract rate.
Miss. Code Ann. § 75-17-1 
Finance Charge Law

Miss. Code Ann. § 81-5-79 
Miss. Code Ann. § 75-17-1 • 
Miss. Code Ann. § 63-1943

Miss. Code Ann. § 75-17-1 , 
Miss. Code Ann. § 75-17-1



I • * « .r*  -  *  « • ■ -
Apper.;'MxV: Lending Statutes in the United States (April, 1981)

;ouw . v -
.. *■- •*» 

-  • ■»*.!
• * -  t  ••

IL

* r f-V4-^'*.
. -  • v''—
’ •• ‘ " . r r T v - ^
1 " ■ ' V

V--«• * ‘ . —t

► *

- j i l  Leans: ‘ ~
„  , !t ••

;*o Finance: .  * :  -
* :• *. > *t * • *. •

‘ i « V

-i/i »nd Investment •
” . . • —  •>

om panics: Vi* i — *"
-Off Goods Finance:

, v  v

rrohnng Credit: j  -■ 

■rroiving Loam 1 '■ 

.rcond Mortgages: v .:.*

■ •/'.v.tr.*-.
. . . j . - - ,  :■

Mo. Rev. S/a/. § 408.020 ' 
g*/r .*
Mo. Rev. S/a/.' § 408.030 i  

’ 15.2% for quarter beglrin-* 
ing 4-1-81, any rate for.;*r.; 
securities pledged as col­
lateral, business loan of^ 
55000 or more, loan of; 
55000 or more secured by * 
negotiable instrument.
Mo. Rev. Stat. § 408.040;
9 %  unless otherwise
specified in interest up to
contract rate. -
Mo. Rev. Stat. § 408.100
Small Loan Law
Mo. Rev. Stat. § 355.010
Motor Vehicle Time Sales

Mo. Rev. Stat. § 368.040 --. ..;.
---

Mo. Rev. Stat. § 408.250 
Retail Credit Sales.'
Mo. Rev. Stat. § 408.300 
Mo. Rev. Stat. § 408.200

NEBRASKA

Legal: * *
' r — ;  ■

. « » . » •  -,i % , ***

V-. C o n t r a c t : ' „ '--
\jn k ««»»•• - * ; c  | * ■»*»

. I

' -i :Ct’:XV
- - * •• r* *

Judgment:

Small Loans:

Industrial Loan and
. . . »

Investment Companies:^

Bank Instalment Loans: 
Instalment Sales, All 
Goods:
Revolving Credit:

Neb. Rev. Stat. § 45-102 
12% pe ’ annum i - '* 
Neb. Rev. Stat. § 45101_-03~ 
16% per annum an;.' rate', 
corporate loans, guaran* ~ 
tors or sureties of cor- 
porate loans, loans witha. ?. 
aggregate principal . -
amounts over 525,000, 

p federally insured loans, .. 
loans made upon 
securities pledged as col­
lateral. . .
Neb. Rev. Stat. § 45-103 
12% per year upon 5100. 
Unless i therwise specified 
irv instrument up to con- . . 
tract rate. -’- V .-  ^ 
Neb. Rev. Stat. § 45-*114 ' • . ?  
Small Loan Law 
Neb. Rev. Stat. § 8-435 '•
Loan and Investment Com-/ 
panies . - . ^  *
Neb. Rev. Stat. § 8-820 
Neb. Rev. Slat. § 45-334 
Instalment Sales Act • .
Neb. Rev. Stat. § 45-204

. . , « « . W

Revolving Charge 
Agreements

MONTANA
I • » •

w*gal: ;

1 J 5 » ” •*

Contract: •- ■ “
> • • • », • *

» » *' * "r  •> 

Judgment:

Small Loans:

'ndustrial (Morris Plan)! 

Auto Finance:

Olher Goods Finance:

f •«

Revolving Credit:

• u- — • --

Instalment Loans:

Mont. Rev. Codes Ann.
§ 31-1-106 
6%  "  "  -

Mont. Rev. Codes A nn :"  ’
§ 31-1-106
Up to 5150,000. 1 7 % : over
5150,000 to 5300.00, 1 8 % ; 
over 5300.000. any rate. * • 
Mont. Rev. Codes Ann.
§ 25-9-205
10% where judgment in­
volves contract, at rate 
specilied in contract.
Mont. Rev. Codes Ann.
§ 32-5-101
Consumer Loan Act 
Case law may allow dis­
count basis using 
§-31-1-106 rate?
Mont. Rev. Codes Ann.
§ 31-1-201, (§ 31-1-241)
Retail Instalment Sales Act 
Mont. Rev. Codes Ann.
§ 31-1-201, (§31-1-241)
Retail Instalment Sales Act 
Mont. Rev. Codes Ann. 
§31-1-201, (§ 31-1-241) ‘ ’
Retail Instalment Sales Act 
Mont. Rev. Codes Ann.
§31-1-436 . ' . ..............*“ ‘
(suspended until 7/1/83) ‘

NEVADA

Legal:

Contract:

Judgment:

Instalment Loan and 
Finance Act:
Bank Loans:
Thrift Company Loans:

Sales Finance. All Goods:

Revolving Credit:

NEW HAMPSHIRE 

Legal:

Contract:

Nev. Rev. Stat. § 99.040
8%
Nev. Rev. Slat. § 99.050 
1 8% ; variable rate for 
secured mortgages *' 
Nev. Rev. Stat. ~
Appears to be controlled * 
by Legal Rate

Nev. Rev. Stat. § 675.010 
Nev. Rev. Stat. § 662.165 
Nev. Rev. Stat. § 677.730 
Nevada Thrill Companies 
Act
Nev. Rev. Stat. § 97.015,
(§ 97.195)
Retail Instalment Sales of 
Goods and Services.
Nev. Rev. Stat. § 97.015,
(§ 97.245)
Retail instalment Sales of 
Goods and Services

A/.H.-flev. Stat. Ann. § 336:1 
56 on 5100 a year. ■- • . »
N.H. /.,jv, Stat. Ann. § 336:1 
No limit *1. •;£

•% 
fi



 ,----------------
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JbjdgmOTC

? J i ! . v  V
N.H. Rev. Stat. Ann. § 336:1
6 %  unless otherwise
specified In Instrument up
to contract rate.r '

c_ , . i  (nans: ' • -‘1‘ ’ 1"' N.H. Rev. Stat. A nn ..
Ssuii -.§ 399. ^ - —  —  ■ -  -

•■■•*» • *• '* * 

Small Loan Law - ,
\;. 0 ̂  v  • • « * —

...........................

.•f.«

Swings & Leans'and
C oop e ra t iv e  Banks V*. ^  : ;.r>‘

SKand M o r tp g e s '"  
’ Auto F-nancC

),;IV  JERSEY

Legal:

Contract:

Judgment: . - - i -  .
Small Loans: • •• ■-

* « 
Bank Instalment Loans:
Sales Finance Direct: . ,

Auto Finance:

Omer Goods:

•v ' «* c l  !•» *. i.

Home Repair ■

Second Mortgage Loans: 
improvement Loans by 
Savings and Loans Ass'ns: 
mjurance Premium 
finance:

•  • 
tank Revolving Loan 
Ci edit:
^evolving Charge:

'i£ W MEXICO

Ltjafc

Contract:

N.H. Re.. Stat. Ann.
' § 381-A:1
Retail Instalment Sales of 
Motor Vehicles

N.J. Rev. Slat. No statutory 
provision 

. NJ. Rev. Stat. 11 •
_ 1 4 % ; 14 .5% on loans *_-• 
’’secured by realty w ith-! to 
6 dwelling units; no limit . 
for loans purchased by 
governmental organiza- _ 
tions.
N.J. Rev. Stat.
No statutory provision 
NJ. Rev. Slat. § 17:10-1 
Small Loan Law 
N.J. Rev. Stat. § 17:3B-1 ' ’ ' 
N.J. Rev. Stat. § 17:16C-1,
(§ 17:1601)
Retail Instalment Sales Act 
of 1960
NJ. Rev. Stat. § .17:1601,
(§ 17:16041)
Retail Instalment Saies of 
1960 -
N.J. Rev. Stat. § 17:1603,’
(§ 17:16041) '
Retail Instalment Sales Act 
OM960
N.J. Rev. Stat. § 17:16062 
Home Repair Financing 
Act

N.J. Rev. Slut. § 17:16D-1. 
Insurance Premium Financ­
ing Company Act 
N.J. Rev. Stal. § 17:9A-59.6

NJ. Rev. Stat. § 17 
Retail Charge Accounts 
•Laws 1971, ch.s 409

N.M. Slat. Ann. § 56-8-3
10%' 1 • ' ----

. N.M. Stat. Ann. § 56-8-11 
...Variable; home loan rate 

higher * . ’ "

Judgment:

Small Loans: '* - * ^

i.s ■ ■
—  • • —  • • r* «  —  » —

Bank Instalment Loans:' 1 
Auto Finance:’. L‘ ‘ r

Other Goods: “

Insurance Premium 
Finance:

Revolving Credit: . .

Bank Credit Card: '

NEW YORK 

Legal:

Contract:

Judgment:
• e -  n  -  • ^
« • it 'K*

Small Loans:

Bank Personal & Improve­
ment Loans:
Improvement Loans by 
Savings Banks & Savings & 
Loan
Associations:

Auto Finance:

Other Goods Finance: 
Insurance Premium 
Finance:

Revolving Credit:

Education Loans: 
Bimk Loan Revolving 
Credit: . . . .   ! .

N.M. Stat. Ann. § 56-8-4 * 
10%
N.M. Stat. Ann. § 5815-1 
Small Loan Business 

. , '  N.M. Stat. Ann. § 58-15-31 
Small Loan Act of 1955 

, .  N.M. Stat. Ann. § 58-7-1 
; ^  N.M. Stat. Ann. § 58-19-1 

'Motor Vehicle Sales 
Finance Act
N.M. Stat. Ann. § 56-1-1,
(§ 56.1-2.1 effective until 
7-1-81)
Retail Instalment Sales 
N.M. Stat. Ann. § 59-8-1,
(§ 59.8-7.1 effective until 
7-1-81)
Insurance Premium Financ­
ing Act 

- N.M. Stat. Ann. § 56-1-1,
(§ 56-1-3.1 effective until .: 
7-1-81):
Retail Instalment Sales 
N.M. Stat. Ann. § 58-7-4.

N.Y. Gen. Oblig. Law § 501 
(consol.)
N.Y. Banking Law § 14-a 
(consol.)
Banking Board Regulations 
§ 304.1 - Interest rates.
16%  absolute limit 
18%  on business and 
agricultural loans over 
S25,uu0 by banks or trust 

. companies; no limit, loans 
over S2J> million.
N.Y. Civ. Prac. Law § 5004 
(consol.)

" 6 %  '*
N.Y. Banking Law § 44.340 
(consol.)
Small Loan Law

N.Y. Pers. Prop. Law § 301 
(consol.)
Motor Vehicle Retail Instal­
ment Sales Act

N.Y. Banking Law § 554 
(consol.)
Insurance Premium 
Finance Agencies 
N.Y, Pers. Prop. Law §
401, (§ 413) (consol.)
Retail Instalment >ales Act
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i  * » i .  * • .  - « « «

NORTH CAROLINA 

Legal:

C ontract: .  . .

\  .> - ' * 
Judgm ent:f ... . . .

Small Loans:

Industrial Bank Loans:

Sank Instalment Loans: 
Instalment Loans: 
Instalment Sales:

Second Mortgages on 
Dwellings:
Auto Loans By Licensed' 
Lenders:
is u ra n c e  P re m iu m  

F inance :

Revolving Credit:

NORTH DAKOTA 

Legal:

Contract:

Judgment:

nail l .o a n s :

.mall Loan Law 
Consumer Finance Act:

lank Instalment Loans: 
Repealed etfective 7-1-81) 
uto Finance:

ithe'r Goods:

evolving Credit:

HIO

egat:

Contract:

N.C. Gen. Slat. § 24-1 :  .
8 % *  V -  ...
N.C. Gen. Stat. § 24-1,1 
12% , 325,000 or less; any. 
rate, over 325.000.
N.C. Gen. Stat. § 24-VVT  
§ 24-5 . : ' \ i :
8 % . 6*/. tor judgments •- 
entered prior to 7-1-80. ....
N.C. Gen. Stat. § 53-164 
Consumer Finance Act 
N.C. Gen. Stat. § 53-141 
Industrial Banks 
§ N.C. Gen. Stst. 53-43(1)
N.C. Gen. Slat. § 24-1.2 
TJ.C. Gen. Stat. § 25A-1 
(§ 25A-15)
Retail Installment Sales 
Act - : *" 1

, v ' y '.> . •_ ,

N.C. Gen. Stat. § 53-176.1 .
; . i. K  • •■tjs ■

N.C. Gen. Stat. § 58-55 
Insurarice Premium Financ­
ing
N.C Gen. Stat. § § 24-11

N.D. Cent. Code § 4704-05 
6 % .
N.D. Cent. Code § 47-14-09 
1 2 % , state banks, 1 4 % ; 
any rate on business loans 
over 335,000. [Variable rate 
e(lective7-1-81)
N.D. Cent. Code § 28-20-34 
6 % .-Unless otherwise 
specified In Instrument up 
to contract rate. [12% 
unless specified, effective 
7-1 -81J
N.D. Cent. Code § 13-03-01

N.D. Cent. Code § 13-03.1-1 
Consumer Finance act 
N.D. Cent. Code § 13-04-01

N.D. Cent. Code § 51-13-01, 
(§ 51-13-03.02)
"Retail Instalment Sales Act 
N.D. Cent. Code § 51-13-01, 
(51-13-03,02) r 
Retail Instalment Sales Act 
N.D. Cent. Code § 51-14-01 
Revolving Charge Accounts

n. b .
Judgment:

Small Loans:

Instalment Sales:

Second Mortgage:
Bank Instalment Loans:

Insurance Premium 
Finance: ■

-f-.-v

Revolving Credit:

Bank Revolving Credit: 

Open End Loans:

OKLAHOMA

Legal:

Contract:

Judgment:

Ohio Rev. Code Ann. 
§ 1343.03
8 %  ' '  *'v ’ •

Supervised Loans:

Regulated Loans: 
Consumer Loans in 
General:
Revolving Loan::

Non-Consumer or Non- 
Consumer Related Loans: 
Consumer Sales Finance:

Revolving Credit:
-n> -

Ohio Rav. Code Ann.
§ 1343.01
8 % ; any rale on loans over 
3100.00; any rate lor 
securities pledges as col­
lateral; real estate mort­
gages. 16% .
Ohio Rev. Code Ann. ; *
§ 1343.02 .. ,7 . . , ; ,
8 % . Unless otherwise , . •

. specified in instrument up 
to contract rate.
Ohio Rev. Code Ann.
§ 1321.01 
Small Loan Law 
Ohio Rev. Code Ann.
§ 1317.01
Retail Instalment Sales

Ohio Rev. Code Ann.
§ 1107.26

. Ohio Rev. Code Ann.
.§ 1321.71
Insurance Premium 
Finance Companies 
Ohio Rev. Code Ann. 
§1317.01, (§1317.11)
Retail Instalment Sales 
Ohio Rev. Code Ann. 
§1107.27
Ohio Rev. Code Ann.
§ 1321.16 
(effective 7-14-81)

Okla. Slat. tit. 15. § 266 
.6 %
Okla. Stat. tit. 15. 5 266 
See rales specified in con­
sumer sections ol UCCC. 
Okla. Stat. tit. 12. § 727 
10% uness otherwise 
specified in interest up to 
contract rate: personal in­
jury damages, 6 %  added 
(or period ol suit.
Okla. Slat. tit. § 14A.
§ 3-508
Oklahoma UCCC 
No provision
Okla. Slat. tit. 14A. § 2-201
Oklahoma UCCC
Okla. Stat. tit. 14A. § 3-201
Oklahoma UCCC
Okla. Stat. tit. 14A, § 3-605
Oklahoma UCCC
Okla. Stat. tit. 14A. § 2-201
Oklahoma UCCC
Okla. Stat. tit. 14A, § 2-207
Oklahoma UCCC

9
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OREGON 

Legal: ..y.

Contract:- <, ;v»L 
• *• •

Judgment:

Consumer Finance Act: 
Bank Instalment Loans: 
Auto Finance:

Insurance Premium 
Finance: .  . . -. •
Revolving Loan:

PENNSYLVANIA : 

Legal:

%

Contract:

Judgment:

■Consumer Discount Loan 
Act:

Bank Instalment Loans: ”

Auto Finance:

Other Goods:

Or. Rev. Slat. § 82-010
9 % ...... ..................................

^Or. Rev. Stst. § 82-010 ..
• 10% ; any rate, more than 

A 550.000; no limit lor loans
purchased by government 

^.organizations from na- ' 
Jional or state banks; 1 2 %  
loans secured by real 
estate.
Or. Rev. Stat. § 82.010 
9 %
Or. Rev. Slat. § 725.010 
Or. Rev. Stat. § 708.480 
Or. Rev. Stat. § 83.510 
Motor Vehicle Retail Instal 
-ment Sales Act 
Or. Rev. Stat. § 746.405 
Premium Financing

• Or. Rev. Stat. § 2 Laws 
*1977 S.B. 1085
Or. Rev. Stat. § 725.340 
Consumer Finance Act

•: -Pa. Stat. Ann. tit. 41, § 101,
• • (§ 201) (Purdon) Act ol 

January 30, 1974 
6 %  to S50.000 
Pa. Stat. Ann. tit. 41, § 101, 
(§ 301) (Purdon) As of 

• January 30, 1974 *
Variable rate for residential 
mortgages; no rate, prin­
cipal obligations over 

■••• 550,000, secured principal 
amount ol 550,000 or less - 
other than residential, cor­
porate loans, unsecured 
noncollateralized loans 
over 535,000 and business 
loans over 510,000; state 
banks 14% and institu­
tions 18% .
Pa. Stat. Ann. tit. VI. § 782 
(Purdon) Act ol 1700 
6%
Pa. Stat. Ann. lit. 7. § 6201,
(§ 6213) (Purdon) Consumer 
Discount Company Act 6 %  
Pa. Stat. Ann. tit. 7, § 309 
(Purdon)
Banking Code ol 1965 
Pa. Stat. Ann. tit. 69, § 601 
(Purdon)
Motor Vehicle Sales 
Finance Act
Pa. Slat. Ann. tit. 69, § 1101, 
(§ 1501)%
(Purdon)

' • Goods and Services Instal­
ment Sales Act - —

Improvement Loans:

- Revolving Loan Credit: . .

Revolving Charge Credit:.

Bank Revolving Loan:

PUERTO RICO 

Legal:

Contract:

Judgment:

Small Loan: , ..-

Auto Finance:

Retail Instalment Sales:

Personal Loans: 

Revolving Credit:

Pa. Stat. Ann. tit. 73,
§ 500-101 (Purdon)
Home Improvement 
Finance Act - 
Pa. Stat. Ann. tit. 7, § 6201, 
(§ 6217.1)

(Purdon) Consumer Dis- 
. count Company Act 
■Pa. Stat Ann. tit. 69, § 1101, 
(§ 1904 )" . \
(Purdon)
Goods and Services Install­
ment Sales Act 
Pa. Stat. Ann. til. 7. § 309 
(Purdon)
Banking Code ol 1965

P.R. Laws Ann. tit. 31, 
§4591
65 each 5100 ..
P.R. Laws Ann. tit.
Personal loans 17%; instal­
ment loans 9 1/2%; mort­
gage loans, variable rates; 
all other loans. 17% . In­
terest Rate and Fint-icing 
Charges Regulatory Board, 
Regin No. 21-A, Art. 3.
P.R. Laws Ann. tit. 31, 

...§4591.
.36 on 5100 
P.R. Lows Ann. tit. 10,
§ 941
Small Personal Loan Act 

: Rules and Regulations ol 
Puerto Rico. Title 10, 
Chapter 36 Maximum 
Credit Service Charges in 
Instalment Sales ol Motor 
Vehicles. Part I, § 1-3.
Rules and Regulations ol 
Puerto Rico. Title 10, 
Chapter 36.
§ 773-61: Household Fur: 
niture . ”
Pari I, § 1-2 Industrial,
Agric. & Construction 
Machinery
§ 773-61: Commcrial Elec­
tric Fixtures
Usury Preemption Override 
- Laws 1980, Act 3, Eight 
Special Session. § 3.
Rules and Regulations ol 
Puerto Rico. Title 10,
Chapter 36
Maximum Service Charges: 
for Revolving Account 
Credit Plan. Part I, § 1-5. ■■ -
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RHODE ISLAND

Lega|: . . .

Oontraet: .

ju d g m e n t :
■ ,r * .« •

Sm all L e an s :

Loans and Investment: 
C om pan ies

Savings Eank Instalment 
Loans:
Second Mortgages: 
Insta lment Sales Finance:

Revolv ing Credit:

SOUTH CAROLINA 

Legal:

Contract:

Judgment:

Restricted Loans:

Supervised Loans:

Consumer Credit Sales:

Consumer Loans in 
General:
Nl.i Consumer Loans:

r

Bank and Other Instalment 
Loans:
Auto Finance:

insurance Premium 
Pwa.ice:

Revolving Charge:

Revolving l.oan:

Bank Revolving Loan:

SOUTH DAKOTA

R.l. Gen. Laws § 6-26-1 
65 on 5100 •
R.l. Gen. Laws § 6-26-2“-*.
21%
R.l. Gen. Laws § 6-26-1 ;■
56 on 5:00 unless other-"-/* • 
wise specified in instru*4'*'-7̂ -/ 
ment up to contract rate.
R.l. Gen. Laws § 19-25-1 
Small Loan Law 
R.l. Gen. Laws § 19-20-9 
Loin and Inveslment Com­
pany Instalment Loans 
R.l. Gen. Laws § 19-9-5(b)

R.l. Gen. Laws § 6-27-1,
(§ 6-27-4) '
Truth-in-Lending and Retail 
Selling Act •- -- 
R.l. Gen. Lews § 6-27-1,' '" 
(§ 6-27-4)
Truth-in-Lending and Retail 
Selling Act

Legal:

r \ . \

Contract:.'-'-
• vii-Vr'- ' z

r i v ,  rr
t ' * . ? •  W •  « •  ^  * •  • m

Judgment: '

S.C. Code § 34-31-30 
6 %
S.C. Code § 34-31-30 
8 % ; more over 550.000, no 
limn over 5500.000; pom- ~ 
mercial banks, variablo 
S.C. Code § 34-31-20 
8 .75% -
S.C. Code § 34-29-140 
Consumer Finance Law 
S.C. Code § 37-3-503 
Consumer Protection Code 
S.C. Code § 37-2-201 
Consumer Protection Code 
S.C. Code § 3/-3-201 
Consumer Protection Code 
S.C. Code § 37-3-605 
Consumer Protection Code 
S.C. Code § 37-8-233 
Consumer Protection Code 
S.C. Code § 37-2-211 
Consumer Protection Code 
S.C. Code § 38-27-10 
Insurance Premium Service 
Companies 
S.C. Code § 37-2-207 
Consumer Protection Code 
S.C. Code 37-3-201 
Con.*■ , -jr Prolection Code 
. Jooe § 34-13-120 
Consumer Protection Code

Small Loans:

• 1 .

•  if K ’ •

Instalment Loan Act: f; -- 

Instalment Sales:

Auto Finance:

Bank Revolving Loan 
Credit: . . •

* 1 * 
’•*'

Revolving Charge:
. • I.

TENNESSEE

Legal:

Contract:

Judgment: 

Industrial Loans: "

Bank Instalment Loans: 
Revolving Credit: • •

* - — ! • I : ‘ '< *
• \ . .

S.D. Compiled Laws Ann.
' §54-3-5 

Until 7-1-81 12% ; alter 
7-1-81,18%
S.D. Compiled Laws Ann.
§ § 54-3-7; until 7-1-81 12% . 
,.D . Compiled Laws Ann. 
j  54-3-5: after 7-1-81 18% . 
S.D. Compiled Laws Ann.
§ 54-3-5 until 7-1-81, 12% . 
S.D. Compiled Laws Ann.
§ 54-3-5: until 7-1-81. 12% . 
7-1-81 7-1-82. 15% Laws 
1981 § 1.
After 7-1-82 10% , Laws 
1981 §3
S.D. Compiled Laws Ann.
§ 54-4-1 ;
Instalment Repayment ‘ 
Small Loan and Consumer 
Finance Act
S.D. Compiled Laws Ann.
§ 54-5-2
S.D. Compiled Laws Ann.
§ 54-3A-1 (§ 54-3A-3 effec­
tive until 6/30/83)
Consumer Instalment
Sales Contracts
S.D. Compiled Laws Ann.
§ 54-7-1 (§ 54-7-36 effec­
tive until 7-1-83)
Motor Vehicle Instalment 
Sales Law
S.D. Compiled Laws Ann. 
§51-24-12 (§ 51-24-13 ef­
fective until 7-1-81)
Bank Loans
S.C. Compiled Laws Ann.
§ 54-11-5 (rate listed in 
§ 54-n-6.3 charges on
7-1-83)
Revolving Charge Accounts

Tenn. Const. Ann. an XI, 
§7
■i0%
Tenn. Const. Ann.
§ 47-14-103
18%; state banks, 14%. 
Variable rate lor home 
loans.
Tenn. Const. Ann.
§ 47-14-121 
8%
§ 8(2). Laws 1979. Ch. 204" 
Industrial Loan and Thnlt 
Companies Aci 
Tenn. Code Ann. § 45-433 
Tenn. Code Ann.
§47-11-101. (§47-11-l04C)
Retail Instalment Sales Act



Savings £ Loan improve­
ment;
Loans
Goods Finance: . —

_ « . ‘wT’- • * '4 n'*.r ■£> -’r* "* »»'

Insurance Premium 
Finance Law: c V

**»•■» •• **V* ^
T E X A S ' : -V:--; V .»•

Legal: • • •-
— r . -- .

Contract:

Tenn. Code Ann ' ' '  ' - 
§ 47-14.202 • • • •" "
Home Loan Interest Rates'^ " 
Tenn. Code Ann:"-*' ».•*-*"*••• 
§47-11-101, §47-11-103d; : r-- 

"  Retail Instalment Sales Act 
Tenn. Code Ann. § 56-6-301
1 • - o - s / > ^

Consumer Loans In 
General:

Revolving Loans: ^

Judgment:

Small Loans:
r

Instalment Loans: ! "
-x: ■

Auto Finance: " 7

Other Goods Finance:

* V. •» * A

Manulaclured Homes:-

Insurance Premium 
Finance:

Second Mongages: 7 
Revolving Loans & Revolv­
ing Cr<?dii Cards (actuarial): 

• *

Revolving Credit: 1 — - •1

UTAH

Legal:

Contract:

Judgment:

Consumer “Supervised" 
Loans:

Consumer "Regulated" 
Loans;

Tex. Rev. Civ. Stat. Ann. tit.
79. art. 1.03: 6 % .
Tex. Rev. Civ. Stat. Ann. tit.
79, art 1.02. 10% ; \8% lor
S250.000 or more: variable 
rale lor home loans.
Tex. Rev. Civ. Stat. Ann. tit.
79. art. 1.04; 9 %  * * - •
Tex. Rev. Civ. Stat. Ann tit.
•79. art 3.01. * ,
Tex. Rev. Civ. Sfaf. Ann. art

• 4.01(1) (Vernon).'...'.
- Tex. Rev. Civ. Stat. Ann. tlt? ' “*'
• 79. art. 7.01 (Vernon)

Tex. Rev, Civ. Stat. Ann. tit.
79. art. 6.01 (art. 6.02) (Ver- 
non)’
Consumer Credit - Retail 
Instalment Sales

— Tex. Rev. Civ. Stat. Ann. tit.
79, ar*. 6A.01 (Vernon) 
Manuiaciured Home Credit 
Sales
Tex. Rev. Civ. Stat. Ann. 
art. 24,01 (Vernon)
Insurance Code

•» •

Tex. Rev. Civ. Star. Ann. * ■
• art. 15.01 ’ '
-Revolving Loan Accounts'**"
•Tex. Rev. Civ. Stat. Ann. art 
6.01 (art. 6.03) * •'
Consumer Credit - Retail 
Instalment Sales

Utah Code Ann. § 15-1-1 
10%
See rates specified in con­
sumer sections ol UCCC. 

JJlah Code Ann. § 15-1-4 
12%  unless otherwise 
specilied in instrument up 
to contract rate.
Utah Code Ann. ...
§ 70B 3-508
Utah Uniform Consumer 
Credit Code 
Utah Code Ann.
§ 70B-3-513 * .
Utah Code Ann.'-< 'T 
§ 708-3-201
Utah UCCC ' ' ' *

Consumer Sales Finance
^  .  ' V . l "  < _  *  ‘

Revolving Charge: ‘

Non-Consumer or Non- '

Consumer Related Loans:

VERMONT

Legal:

Contract:
Judgment:
Small Loans: „ 7

C:

Instalment Loans:

Auto Finance:

Other Goods Finance:

Revolving Credit:

VIRGINIA

Legal:

Contract:

Judgment:

Small Loans: 

Industrial Loan Act:

Utah Code Ann. 
§ 70B-3-201 
Utah UCCC ... 
Utah Code Ann. 

. § 70B-3-201 
Utah UCCC 
Utah Code Ann 

' § 70-B-2-201 .  ..
Utah UCCC 

* Utah Code Ann. 
§708-2-207 _  . 
Utah UCCC 
Utah Code Ann. 
§ 70B-3-605 
Utah UCCC

Vt. Stat. Ann. tit. 9 § 41a 
12%  .
See legal rate 
No statutory provision 
W. Stat. Ann. tit. 8. § 2201 
Licensed Lenders 
Vt. Stat. Ann. tit, 9,
§41 a(b)(5)
Vt. Stat. Ann. tit. 9,
§ 2351, (§ 2556a)
Vt. Stat. Ann. tit. 9,
§ 413(b)(4)
Motor Vehicle Retail Instal­
ment Sales Financing 
Vt. Stat. Ann. tit. 9.
§ 2401, (§ 2405)
Vf. Stat. Ann. tit. 9.
§ 4la(b)(2)
Retail Instalment Sales 
Vt. Stat. Ann. tit. 9,
§'2401. (§ 2406)
2Vt. Slat. Ann. tit. 9.
§ 413(b)(2)
Retail Instalment Sales

Va. Code § 61-330.9 
6 Vo
Va. Code § 61-330.11 
8 % ; state banks. 14% ; any 
rale on non-agricultural 
loans secured by first 
mortgage on realty, in- 
luding over 25 years.
Va. Code § 6.1-330.10 (ef­
fective 7/1/81)
(6%  until 7/1/81) 10% 
unless otherwise specilied 
in insirumenl up lo con­
tract rate.
Va. Code § 61-2.24 
Consumer Finance 
Va. Code § 6.1-330.15 
(rale changes ettective 
7/1/81)
Industrial Loan Associa­
tion Law ...



Appendix V: Lending Statutes In the United States (April, 1981)

Insta lment Loans: 
Savings £ LoanHome: 
Bfpair L o a n s  •• .

instalment SalesL~T

. * I
* insurance Premium Financ­

ing: . . . . - s . Y
* . ; 7 ,*.»• * •

Va. CodeS 6.1 *330.13:1 ..

*  .  V -  *

Second M o r t g a g e s : - .- .L , . '  

f Bank C heck  C r e d i ^ *  . . .

» ‘ .
R evo lv ing  Loan & Charge 

Credit: *

V/flG/A/ ISLANDS 

Legal Rate:

Va. Code § 5.1*330.21 
Consumer Credit -. ;

* Va. Code §38.0-735V- 
Insurance Premium^ 
Finance Companies

*»V • .  s . - * - . . .J

: j rr.
v v  1

WASHINGTON •’ '

Legal:. „ .

“  . W  •

** t- i.
C ontract:

judgment:

Consumer Finance Act:

In du s tr ia l L o a n s :

i,c ' ’ • -

Instalment Fiance - All 
"Goods:

Insurance Premium 
Finance:

Revolving Credit: 

WEST VIRGINIA

*V
Legal:

Contract:

Judgment; 
Small Loans:

Industrial Loans:- .—

 .........• *r-  -  .

Va. Code § 6.1 •330.19 
Consumer Credit 
Va. Code § 6.1-330.20 
Consumer Credit.. . i

V.l. Code til. 11 § 951 et. 
seq.:
Tit. 13 § 347

■v.

Wash. Rev. Code 
§ 19.52.010 '

.6%  . . 
Wash. Rev. Code
§ 19.52.020   r
12%
Wash. Rev. Code § 4.56.110 
10% unless contract pro­
vides otherwise up to 12% . 
Wash. Rev. Code 
§ 31.06.010
Consumer Finance Act 
Wash. Rev. Code 
§ 31.04.100
Industrial Loan Company 
Law
Wash. Rev. Code •
§ 63.14.010, (§ 63.14.130) 
Credit Disclosure Act 
Wash. Rev. Code 
§ 48.56.010 
Insurance Premium 
Finance Company Act 
Wash. Rev. Code §
63.14.010, (§ 63.14,130)
Credit Disclosure Act

W. Va. Code § 47-6-5 -
56 upon 5100 
W. Va. Code § 47-6-5 

. 58 upon 5100; variable rate 
tor nonprecomputed 
secured loans; state banks, 
14%.
No statutory provision
IV. Va. Code §
46A-1-101. (§ 46A-4-107)
West Virginia Consumer 
Credit & Protection Act 
W. Va. Code § 31-7-11 - - 
West Virginia Industrial 
Bank and Industrial Loan 
Company Act -•

Bank and Other Instal­
ment: - • •
Second Mortgages: . 
Instalment Sales • Other. 
Goods:

Auto Finance: •

Revolving Charge & Loans:

Revolving Loan: 

WISCONSIN . . .

- Legal: 

Contract:

Judgment:

Discount Loan Act: 
Consumer Act:

Instalment Loans: 
Insurance Premium 
Finance:— ---

Auto Finance: 
Revolving Credit:

WYOMING

Legal:

Contract:

Judgment:
Consumer Supervised 
Loans; Licensed Lenders: 
Consumer Regulated 
Loans:
Consumer Loans in 
General:
Non-Consumer & Non- 
Consumer Related Loans: 
Consumer Sales Credit: 
Consumer Related Sales 
Ci edit:

W. Va. Code § 47-6-5a.

W. Va. Code § 46A-1-101, 
(§ 46A-3-101)
West Virginia Consumer 
Credit & Protection Act 
W. Va. Code § 46A-1-101.. 
(§ 46A-3-101(6)) V i V 
W. Va. Code § 46A-1-101,- 
(§ 46A-3-103)
West Virginia Consumer 
Credit & Protection Act 
W. Va. Code § 46A-1-101. 
(§ 46A-3-106)
West Virginia Consumer 
Credit & Protection Act.

Wis. Stat. § 138.04 
55 upon 5100; state banks, 
federal loan rate.--.'.' :*•* 
Wis. Stat. § 138.05—
512 upon 5100; rate inap­
plicable to loans made on 
or after 4/6/80 and before 
11/1/81, unless made by a 
savings and loan, or to 
loans over 5150,000 except 
where secured by one-to- • 
lour family residence.
Wise. Stat. § 814.04 
12%
Wise. Slat. § 138.09 
Wise. Stat. §421.101, . . .
(§ 422^01)
Wisconsin Consumer Act 
W/sc. Stat. § 138.05 
Wise. Stal. § 128.12(1) 
Insurance Premium 
Finance Companies 
tV/'sc. Stat. § 218.01 
Wise. Stat. § 421.101, 
§422^01 ",
Wisconsin Consumer Act-

Wyo. Slat. § 40-14-106 
7 %
See rates specified in con­
sumer sections of UCCC. 
No statutory provision. 
Wyo. Stat. § 40-14-348 
Wyoming UCCC 
Concept not adopted by 
Wyoming
Wyo. Star. § 40-14-310. 
Revolving loan included. 
tVyo. Slat. § 40-14-358

Wyo. Stat. § 40-14-212 
Wyo. Sfaf. § 40-14-257

m m
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I. I N T R O D U C T I O N  A N D  S U M M A R Y

By at least the b e g i n n i n g  of the 1970s the p e r s o n a l  c r e d i t  card 

ha d  b e c o m e  a f i x t u r e  in the n a t i o n ' s  e c on o m y .  Card use had spr e a d  r a p i d l y  

a f t e r  W o r l d  W a r  II, and a c c e l e r a t e d  w i t h  the d e v e l o p m e n t  of the b a n k  credit 

card in the late 1950s. T o d a y  a l m o s t  6 0 0  m i l l i o n  c r e d i t  card  a c c o u n t s  exist 

in the U n i t e d  S t a t e s ,  and s e v e n  out of ten h o u s e h o l d s  p o s s e ss  at least one 

c r e d i t  card. O u t s t a n d i n g  b a l a n c e s  on c re d i t  card a c c o u n t s  total m o r e  than 

$75 billion.

D e s p i t e  the w i d e s p r e a d  use of cre d i t  cards, o p i n i o n  has been 

d i v i d e d  on their e c o n o m i c  s i g n i f i c a n c e .  In r e s p o n s e  to a C o n g r e s s i o n a l  

r e q u e s t  for a report on the e c o n o m i c  impact of credit c a r d s — d e e m e d  n e c e s s a r y  

to e v a l u a t e  a law that e n c o u r a g e d  the o f f e r i n g  of price d i s c o u n t s  for payment 

by c a s h — this s t u dy  e x a m i n e s  the impact of credit cards on the costs that 

m e r c h a n t s  and c r e d i t o r s  incur, on the p r i c i n g  of goods sold by r e t a i l e r s ,  

and on the v o l u m e  of re t a i l  sales. T h e  C o n g r e s s  asked for i n f o r m a t i o n  on 

these issues to h e l p  a s c e r t a i n  w h e t h e r  and to what e x t e n t  credit car d  users 

are s u b s i d i z e d  by c a s h  c u s t o m e r s  w h e n  both pay the same pri c e s  .or g oo d s  and 

s e r v i c e s .

1.1. S cope o f  S t ud y

W h i l e  some b a c k g r o u n d  is pr o v i d e d  (in C h a p t e r  2) on the history, 

c h a r a c t e r i s t i c s ,  and use of d i f f e r e n t  types of cr ed i t  cards, he p r i m a r y  

focus of the s t u d y  is on the costs to r e t a i l e r s  a s s o c i a t e d  w i t h  cr e d i t  card 

t r a n s a c t i o n s ,  c o m p a r e d  w i t h  the costs of cash and c h e c k  t r a n s a c t io n s ,  and on 

the q u e s t i o n  of ho w  c r e d i t  c a r d s  affect the sales of r e t a i l e r s — topics that
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w e r e  o f  c e n t r a l  c o n c e r n  in the d i s c u s s i o n s  that led to the s t u d y  r e q u e s t .

T h e  s t u d y  a l s o  s e e k s  to p r o v i d e  the C o n g r e s s  w i t h  u p - t o - d a t e  i n f o r m a t i o n  on 

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

r e t a i l e r s  a n d  c o n s u m e r s  to w a rd  s u c h  p r o g r a m s .  T h e  s t u d y  p r o v i d e s  no r e c o m­

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

for c r e d i t ,  in v i e w  of the C o n g r e s s i o n a l  r e q u e s t  for an i n f o r m a t i o n a l  r a t h e r  

t han an  a d v i s o r y  study.

T h e  r e p o r t  d r a w s  u p o n  e x i s t i n g  s t u d i e s ,  w h e r e  a p p l i c a b l e ,  an d  a l s o  

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

e x p r e s s l y  for this r e p o r t .  T h e  F e d e r a l  R e s e r v e  B o a r d  s p o n s o r e d  q u e s t i o n s’ 

a b o u t  c o n s u m e r  r e s p o n s e  to d i s c o u n t s  for c a s h  on two r e g u l a r  h o u s e h o l d  

s u r v e y s  c o n d u c t e d  by the S u r v e y  R e s e a r c h  C e n t e r  at the U n i v e r s i t y  of M i c h i g a n .  

T h e  B o a r d  a l s o  c o m m i s s i o n e d  a s u r v e y  of r e t a i l  o r g a n i z a t i o n s  A b o u t  t h e i r  

p e r c e p t i o n s  of r e l a t i v e  co s t s  of cash, check, a n d  c r e d i t  c a r d  t r a n s a c t i o n s ,  

an d  o n  t heir p r a c t i c e s  a nd  v i ew s  c o n c e r n i n g  the o f f e r i n g  o f  p r i c e  d i s c o u n t s  

to c u s t o m e r s  w h o  p a y  cash.

1.2. O r i g i n  of S t u d y

In 1974, the C o n g r e s s  a m e n d e d  the C o n s u m e r  C r e d i t  P r o t e c t i o n  A c t  

( m o r e  c o m m o n l y  r e f e r r e d  to as the T r u t h  in L e n d i n g  Act) to e n c o u r a g e  m e r c h a n t s  

to o f f e r  d i s c o u n t s  to c u s t o m e r s  w h o  pa y  for p u r c h a s e s  w i t h  c a s h  i n s t e a d  of 

c r e d i t  cards. The a m e n d m e n t s ,  c o n t a i n e d  in the F a i r  C r e d i t  B i l l i n g  Act o f  

1974, w e r e  b a s e d  on a c o n v i c t i o n  that c r e d i t  c a r d  t r a n s a c t i o n s  w e r e  m o r e  

c o s t l y  for m e r c h a n t s  to h a n d l e  than w e r e  c a s h  t r a n s a c t i o n s .  R e c o g n i z i n g  

a l s o  that in the long r u n  s e l l i n g  c o s t s  m u s t  be r e c o v e r e d  in the p r i c e s  that 

m e r c h a n t s  c h a r g e,  the C o n g r e s s  c o n c l u d e d  that c a s h  b u y e r s  w e r e  s u b s i d i z i n g  

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

- 2 -



p r i c e  for a g i v e n  item at a g i v e n  store. The a m e n d m e n t s  sought to e n c o u r a g e

d i s c o u n t s  by (1) p r o h i b i t i n g  c a r d  issu e r s  f rom c o n t r a c t u a l l y  f o r b i d d i n g

m e r c h a n t s  to o f f e r  cash d i s c o u n t s  and (2) e x e m p t i n g  cash d i s c o u n t s  of up to

five p e r c e n t  f r o m  the r e q u i r e m e n t  of d i s c l o s u r e  as fina n c e  char g e s u n d e r
%

federal law.  ̂ T he F e d e r a l  R e s e r v e  B oard was to a d m i n i s t e r  these p r o v i s i o n s  

as part of its g e n e r a l  r e s p o n s i b i l i t i e s  u n d e r  the T r u t h  in L e n d i n g  Act.

In i m p l e m e n t i n g  the e x e m p t i o n  of cash d i s c o u n t s  fro m t r e a tm e n t  as

f i n a n c e  c h a r g e s  u n d e r  the T r u t h  in L e n d i n g  Act, the B o a r d  e n c o u n t e r e d  the

q u e s t i o n  as to w h e t h e r  the C o n g r e s s  i n t e n d e d  this s p ec i a l  t r e a t m e n t  to a p pl y

to b oth d i s c o u n t  and s u r c h a r g e  p r i c i n g  systems. The B o a r d r e q u e s t e d  g u i d a n c e

f r o m  C o n g r e s s  o n  its l e g i s l a t i v e  intent, and the C o n g r e s s  r e s p o n d e d  in 1976

by s p e c i f i c a l l y  d e f i n i n g  the terras " d i s c o u n t "  and " s u r c h a r g e "  as, r e s p e c t i v e l y ,

a r e d u c t i o n  from and an a d d i t i o n  to the " r e g u l a r  p r i c e . "  " R e g u l a r  pr i c e "  w a s

not d e fined, b u t  the C o n g r e s s  c l e a r l y  s p e c i f i e d  that a d i s c o u n t  was not

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

F e b r u a r y  27, 1979. T h e  p a r t i c u l a r  m e c h a n i c s  of e s t a b l i s h i n g  a t w o - t i e r  price

s y s t e m  h a d  to i n v o l v e  d i s c o u n t s  from the c r e d i t  p rice for cash c u s t o m e r s

r a t h e r  than s u r c h a r g e s  to the c a s h  p ri c e  for credit c u st o m e r s .  In addition,

the 1976 a m e n d m e n t s  p r o v i d e d  that d i s c o u n t s  o f f er e d  in a c c o r d a n c e  w i t h  the

act and r e g u l a t i o n  w o u l d  not be c o n s i d e r e d  c r e d i t  c h a r g e s  u n d e r  any state

u s u r y  or d i s c l o s u r e  laws. Th e  s u r c h a r g e  p r o h i b i t i o n  was e x t e n d e d  in 1978

for an a d d i t i o n a l  two ye a r s ,  u nt i l  F e b r u a r y  27, 1981, w i t h o u t  change.

1. T h e  T r u t h  in L e n d i n g  A c t  r e q u i r e s  e x t e n d e r s  of credit to o r o vi d e  b o r r o w e r s  

w i t h  i n f o r m a t i o n  on the cost of cr e d it  e x p r e s s e d  on a s t a n d a r d i z e d  basis to 

f a c i l i t a t e  c o m p a r i s o n  s h o p p i n g  a m o n g  c r e d i t o r s .  Thi s  act and F e d e r a l  R e s e r v e  

r e g u l a t i o n s  s p e c i f y  w h a t  s h o u l d  and s h o u l d  not be treated as a finance c h a r g e  

in c a l c u l a t i n g  the a n n u a l  p e r c e n t a g e  rat e to be disc l o s e d . In general, in 

c r e d i t  sale t r a n s a c t i o n s  any d i f f e r e n c e  b e t w e e n  the cash price and the c re d i t  

p r i c e  is to be t r e a t e d  as a f i n a n c e  charge. U n d e r  these c i r c u m s t a n c e s ,  es- 

s p e c i a l l y  in light of s t a t e  laws s e t t i n g  m a x i m u m  interest rates on c o n s u m e r  

c redi t ,  m e r c h a n t s  and c a r d  i s s u e r s  w e r e  r e l u c t a n t  to price goods s e p a r a t e l y  for 

s ale by c a s h  or by credit.
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In 1981 C o n g r e s s  f u r t h e r  a m e n d e d  th e  c a s h  d i s c o u n t  p r o v i s i o n s  in 

the T r u t h  in L e n d i n g  Act and o n c e  a g a i n  e x t e n d e d  the s u r c h a r g e  p r o h i b i t i o n .  

T h e  p r i n c i p a l  a m e n d m e n t s  (1) e l i m i n a t e d  the 5 p e r c e n t  l imit on d i s c o u n t s  that 

w e r e  e x e m p t  fro m  t r e a t m e n t  as a f i n a n c e  c h a r g e ,  thus a u t h o r i z i n g  u n l i m i t e d  

d i s c o u n t s ,  and (2) r e m o v e d  l a n g u a g e  that d i r e c t e d  the B o a r d  to i s s u e  r e g u l a­

tions c o n c e r n i n g  the o f f e r i n g  of d i s c o u n t s .  T h e  s u r c h a r g e  p r o h i b i t i o n  w a s  

e x t e n d e d  u n t i l  F e b r u r y  27, 1984, but o n l y  a f t e r  c o n s i d e r a b l e  d e b a t e  a n d  the 

a d d i t i o n  to the Act o f  a r e q u i r e m e n t  that a s t u d y  b e  p r e p a r e d  b y  the F e d e r a l  

R e s e r v e  B o a r d  c o n c e r n i n g  c r e d i t  c a r d s . 1

W h i l e  the p r i m a r y  focus o f  d e c i s i o n  in e a r l y  1984 a p p a r e n t l y  w a s  to 

be w h e t h e r  to c o n t i n u e  or to r e m o v e  the s u r c h a r g e  p r o h i b i t i o n ,  the C o n g r e s s  

r e q u e s t e d  a s t u d y  that w o u l d  go b e y o n d  a c o m p a r i s o n  o f  s u r c h a r g e s  and d i s­

co u n t s  to a f u n d a m e n t a l  e x a m i n a t i o n  of the e c o n o m i c  m e r i t s  of t w o - t i e r  

p r i c i n g — by w h a t e v e r  m e c h a n i s m  a c h i e v ed .  It w a s  r e m a r k e d  s e v e r a l  t imes in 

the S e n a t e  floor d i s c u s s i o n  that r e l a t i v e l y  l i t t l e  e v i d e n c e  h a d  b e e n  put 

f orth to s u b s t a n t i a t e  the b e l i e f  that c r e d i t  t r a n s a c t i o n s  w e r e  m o r e  c o s t l y  to 

r e t a i l e r s  than c ash t r a n s a c t i o n s ;  that, in fact, the m a i n  s t u d y  of c r e d i t  

c a r d s  f a m i l i a r  to the s e n a t o r s — a 1968 F e d e r a l  R e s e r v e  s t u d y — h a d  found that 

c r e d i t  c a rd s  e x e r t e d  li t t l e  u p w a r d  p r e s s u r e  on c o s t s  of r e t a i l e r s . 2

1. F o r  the c u r r e n t l y  e f f e c t i v e  a m e n d m e n t s  to the T r u t h  in L e n d i n g  A c t  r e g a r d i n g  

d i s c o u n t s  for cash, see: 15 U . S . C .  § 1 6 6 6 f ( 1982) (Pub. L. No. 9 0 - 3 2 1 ,  T i t l e

1, §167, as a d d e d  Pub. L. No. 9 3 - 4 9 5 ,  T i t l e  III, §306, O c t o b e r  28, 1974, and 

a m e n d e d  Pub. L. No. 9 4 - 2 2 2 ,  5 3 ( c ) ( 1 ) ,  F e b r u a r y  27, 1976, 90 Stat. 197; Pub.

L. No. 9 7 - 2 5 ,  T i t l e  I, §101, J u l y  27, 1981, 95 S t a t .  144.) T h e  text of the 

C a s h  D i s c o u n t  Act of 1981 is p r o v i d e d  in A p p e n d i x  A.

2. B o a r d  o f  G o v e r n o r s  of the F e d e r a l  R e s e r v e  S y s t e m ,  H a n k  C r e d i t  C a r d s  and 

C h e c k  C r e d i t  P l a n s  ( B o a r d  o f  G o v e r n o r s ,  1968), pp. 5f — 59. T h i s  c o n c l u s i o n  w a s  

b a s e d  in c o n s i d e r a b l e  p a r t  on the c osts to r e t a i l e r s  s t e m m i n g  f r o m  b a n k  c r e d i t

c a r d s  c o m p a r e d  w i t h  the o p e r a t i n g  c os t s  of store-carc' pl a n s .  If b a n k - c a r d

t r a n s a c t i o n s  p r i m a r i l y  s u b s t i t u t e  for s t o r e - c a r d  t r a n s a c t i o n s ,  a r e t a i l e r  

w o u l d  li k e l y  e x p e r i e n c e  no c h a n g e  (or som e  d e c l i n e )  in c o s t s .  T h e  1968 s t u d y

n o t e d  that " u p w a r d  p r e s s u r e  on pri c e s  w o u l d  a r i s e  f r o m  a n y  m a s s i v e  s h i f t  of

c a s h  c u s t o m e r s  to the us e  of c r e d i t  c a r ds  if t h e r e  w e r e  no o f f s e t t i n g  i n c r e a s e  

in the v o l u m e  of t r a n s a c t i o n s , "  but found l i t t l e  e v i d e n c e  that s u c h  a s h i f t  

from c a s h  was likely.



Thus, u n d e r  T i t l e  II o f  the C a s h  D i s c o u n t  Act of 1981, the present

s t u d y  w a s  coramissioned to p r o v i d e  the C o n g r e s s  w i t h  a rep o r t  on wha t  is

k n o w n  about the impact of c r e d i t  c a r d s  on the e c o nomy, p a r t i c u l a r l y  wit h

r e g a r d  to the c os t s  i n c u r r e d  by r e t a i l e r s  and the p r i c i n g  of g oods and

se r v i c e s . Th e s p e c i f i c  i n s t r u c t i o n  f r o m  C o n g r e s s  was as follows:

"the Board o f  G o v e r n o r s  of the F e d e r a l  R e s e r v e  S y s t e m  s hall 

p r e p a r e  a study, on the b a s i s  of a r e v i e w  and a n a l y s i s  of 

such da t a  and s t u d i e s  as it finds a p p r o p r i a t e . . .on the 

e f f e c t  of c h a r g e  c ar d  t r a n s a c t i o n s  upon  card issuers, 

m e r c h a n t s ,  and c o n s u m e r s ,  i n c l u d i n g  to the e x t e n t  p o s s i b l e —

(1) the e f f e c t s  of c h a r g e  c ard t r a n s a c t i o n s  on 

r e t a i l  sales;

(2) the e f f e c t  of c h a r g e  c a r d  u s a g e  on c o n s u m e r s  

and on m e r c h a n t s ,  in c l u d i n g  the e f f e c t s  on m e r c h a n t  

cost; and

(3) the e f f e c t  of c h a r g e  c a r d  u s a g e  on the p r i c i n g  

of g o o d s  and s e r v i ce s ,  with a c o m p a r i s o n  of the c osts 

r e s u l t i n g  fro m  p a y m e nt  by (A) c u r r e n c y  and coin,

(B) by p e r s o n a l  c h e c k  or s i m i l a r  i n s t r u m e n t ,  (C) b y  

i n - h o u s e  c r e d i t  plans, and (D) by cha r g e  car d . "

1. j . S u m m a r y

As o b s e r v e d  above, the f u n d a m e n t a l  thesis u n d e r l y i n g  the C ash 

D i s c o u n t  Act is that c r e d i t  card t r a n s a c t i o n s  are mo r e  c o s t l y  to r e t a i l e r s  

than cas h or c h e c k  t r a n s a c t i o n s ,  and that the h i g h e r  c osts of c r e d i t  cards 

are i n c o r p o r a t e d  in the p r i c e s  of g o c d s  and s e r v i c e s  paid by all custo m e r s ,  

r e s u l t i n g  in a s u b s i d y  of c r e d i t  b u y e r s  by c a s h  p u r c h a s e r s .

The m o s t  b a s i c  c h a l l e n g e  to this v i e w  w o u l d  be the a s s e r t i o n  that, 

p r o p e r l y  m e a s u r e d ,  t r a n s a c t i o n s  c osts for cr e d i t  c ards do not d i f f e r  from 

o t h e r  m e a n s  of p a y ment, or that the m a g n i t u d e  of d i f f e r e n c e  is n eg l i g i b l e .  

A n o t h e r  c o u n t e r - a r g u m e n t  s o m e t i m e s  p r o p o s e d  to the s u b s i d y  thesis is that 

cr e d i t  c a r d s  g e n e r a t e  i n c r e m e n t a l  s ales for retai l e r s ,  so that the a d d i t i o n a l  

pr o f i t s  t h e r e b y  a t t r i b u t a b l e  to c a r d s  e l i m i n a t e  any n eed to r e c o v e r  the cost
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of c r e d i t  c a r d s  in p r i c e s  of g o o d s  and s e r v i c e s .  The f o l l o w i n g  c h a p t e r s  

d i s c u s s  t h e s e  issue s ,  and a l s o  e x a m i n e  the c u r r e n t  p r a c t i c e s  and a t t i t u d e s  

of r e t a i l e r s  t o w a r d  o f f e r i n g  d i s c o u n t s  for cash.

F o l l o w i n g  a b r i e f  o v e r v i e w  in C h a p t e r  2 d e s c r i b i n g  the types of 

c r e d i t  c a r d s  a v a i l a b l e  and the i n c i d e n c e  of t h e i r use a m o n g  h o u s e h o l d s ,

C h a p t e r  3 e x a m i n e s  the b r o a d  q u e s t i o n  o f  the im pa c t  o f  c r e d i t  c a r d s  on sales 

of r e t a i l e r s .  M a n y  o b s e r v e r s  w o u l d  a r gu e  that b e c a u s e  c o n s u m e r s  are e n a b l e d  

b y  c r e d i t  c a r d s  to s p e n d  b e y o n d  the i m m e d i a t e  li m i t s of c a s h  or c h e c k i n g  

a c c o u n t  b a l a n c e s ,  they are m o r e  1il- ly to m a k e  i l l - c o n s i d e r e d  p u r c h a s e s  and, 

in g en e r a l ,  to s p e n d  m o r e  m d  s ave less than t h e y  w o u l d  in the a b s e n c e  of 

c r e d i t  cards.

T h i s  idea w a s  e x a m i n e d  in two ways: first, t h r o u g h  a s u r v e y  of

h o u s e h o l d s  on " i m p u l s e "  p u r c h a s e s  t r a n s a c t e d  by c r e d i t  c a r d s ;  a n d second, by 

a r e v i e w  of a v a i l a b l e  r e s e a r c h  on the link b e t w e e n  c r e d i t  c a r d s  and a g g r e g a t e  

s p e n d i n g ,  on the g r o u n d s  that a n y  b r o a d  i n c r e a s e  in s p e n d i n g  i n d u c e d  by 

c r e d i t  c a r d s  w o u l d  be e x p e c t e d  to b o o s t  a g g r e g a t e  c o n s u m p t i o n  a n d  to r ed u c e  

the a g g r e g a t e  s a v i n g  rate. H ow e v e r ,  n e i t h e r  the h o u s e h o l d  s u r v e y  no r  the 

m a c r o e c o n o m i c  '.tudies s u g g e s t  that a n y strong, c o n s i s t e n t  r e l a t i o n s h i p  

e x i s t s  b e t w e e n  c r e d i t  c a r d s  and i n c r e m e n t a l  s ales a m o n g  r e t a i l e r s  as a g r o u p . I  

T he s u r v e y  found that m a n y  u n p l a n n e d  p u r c h a s e s  w e r e  t r a n s a c t e d  by cash, an d 

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

u n d e r t a k e n  e v e n  w i t h o u t  a c c e s s  to a c r e d i t  card. The l i m i t e d  a m o u n t  of 

m a c r o e c o n o m i c  r e s e a r c h  a v a i l a b l e  has fa i l e d  to e s t a b l i s h  a n y  m e a s u r a b l e  

imnact of c r e d i t  c a i d s  on the a g g r e g a t e  s a v i n g  rate.

1. W h e t h e r  c a r d - h o n o r i n g  r e t a i l e r s  a t t r a c t  sales f rom o t h e r  r e t a i l e r s  who 

d o n ' t  a c c e p t  c r e d i t  c a r d s  is t r e a t e d  as a m i n o r  issue, in v i e w  of the w i d e­

s p r e a d  a c c e p t a n c e  of c r e d i t  cards. U n l e s s  i n d u s t r y - w i d e  s a l es  are i n creased, 

g a i n s  and l o s s e s  f r o m  c r e d i t  c ard sales w i l l  net out a m o n g  r e t a i l e r s ,  y i e l d i n g  

n o  net a d d i t i o n a l  r e v e n u e s  to o f f s e t  the h i g h e r  c o s t s  of c r e d i t  cards.
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C h a p t e r  U  e x a m i n e s  Che c osts a s s o c i a t e d  w i t h  c re d i t  c a r d s  and o t h e r

m e a n s  of p a y m e n t t and s u m m a r i z e s  a n u m b e r  of r e l e v a n t  studies. It also

r e p o r t s  on the r e s u l t s  of a s u r v e y  of r e t a i l e r s  c o n d u c t e d  this y e a r  c o n c e r n i n g

t heir p e r c e p t i o n s  of the r e l a t i v e  c osts of cr e d i t  cards, cash, and checks.

T h e  w e i g h t  of the e v i d e n c e  from the s u r v e y  and o t h e r  s t u d i e s  is that total

net c osts to r e t a i l e r s  a s s o c i a t e d  w i t h  cr e d it  c a r d s — i n c l u d i n g  p o i n t - o f - s a l e ,

s e c u r i t y - r e l a t e d ,  and f i n a n c i a l  c o s t s — are in fact h i g h e r  t han for o t h e r

types of t r a n s a c t i o n s ,  t y p i c a l l y  by a b o u t  2 to 3 p e r c e n t  of the t r a n s a c t i o n

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

s e r v i c i n g  fee paid by m e r c h a n t s  to issuers of t h i r d - p a r t y  c r e d i t  c ards (or

the net cr e d i t  d e p a r t m e n t  d e f i c i t s  of r e t a i l e r s  that issue t heir own credit

c a r d s ) .  For m o s t  r e t a i l e r s ,  the costs of c h e c k  t r a n s a c t i o n s  a p p e a r  to be

s m a l l e r  than for cr e d i t  cards, and e i t h e r  a b o u t the same or larger than for

%
cash. L a r g e  r e t a i l e r s  w e r e  m o r e  likely than small r e t a i l e r s  to rate both 

c h e c k s  and c r e d i t  c a r d s  as m or e  c o s t l y  than cash.

In C h a p t e r  5, the issue of w h e t h e r  the h i g h e r  c o st s  of credit c a rd s

a r e  i nc l u d e d  in re t a i l  pr ic e s  is d i s c us s e d .  F r o m  a m i c r o e c o n o m i c  p e r s p e c t i v e ,  

it is c o n c l u d e d  that pr i c e s  in the long run w o u l d  r e f l e c t  all such c osts 

that w e r e  not r e c o v e r e d  d i r e c t l y  from c r e d i t  card users, but that the size 

o f  the price e f f e c t  w o u l d  be small. In total, t h e' n e e d  to c o v e r  c r e d i t -  

r e l a t e d  c osts w o u l d  likely boost the price of a g i v e n  i tem by less than 1 pe r­

cent. This m i n i m a l  impact owes in part to the r e l a t i v e l y  small s hare of 

s ales t r a n s a c t e d  by credit cards ( a r o u n d  15 percent t h r o u g h  t h i r d - p a r t y  cards 

in the a reas of g e n e r a l  m e r c h a n d i s i n g  u nd e r  study).

F r o m  a m a c r o e c o n o m i c  p e r s p e c t i v e ,  cr e di t  c a r d s  c o u l d  p o t e n t i a l l y  

af f e c t  e c o n o m i c  a c t i v i t y  by a l t e r i n g  the a g g r e g a t e  p r o p e n s i t y  to c o n s u m e

a n d / o r  the t r a n s a c t i o n s  d e m a n d  for money. Some impact on the e q u i l i b r i u m
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l e v e l  of p r i c e s  d u r i n g  a p e r i o d  of  a d j u s t m e n t  to the i n t r o d u c t i o n  of c r e d i t

c a r d s  is h e l d  p o s s i b l e ,  b u t  a v a i l a b l e  e v i d e n c e  s u g g e s t s  tha t  s u c h  an e f f e c t

w o u l d  be s m a l l  an d  m o s t l y  i r r e l e v a n t  to the l o n g - r u n  p r o c e s s e s  of e c o n o m i c

g r o w t h  or i n f l a t i o n .

F r o m  C h a p t e r s  3 t h r o u g h  5, it c a n  be c o n c l u d e d  tha t  c r e d i t  c a r d

t r a n s a c t i o n s  c o s t  m o s t  r e t a i l e r s  m o r e  t h a n  c a s h  (or c h e c k )  t r a n s a c t i o n s ,  a n d

that this c o s t  is not o f f s e t  by h i g h e r  r e t a i l  s a l e s  v o l u m e ,  but  is r e f l e c t e d

in the level of p r i c e s .  As a r e s u l t  it c a n  be s a i d  that c a s h  b u y e r s ,  at l e a s t

to s ome e x t en t ,  s u b s i d i z e  c r e d i t  car d  u s e r s  by p a y i n g  i d e n t i c a l  pric e s .

C h a p t e r  6 e x a m i n e s  two p o s s i b l e  m e t h o d s  of m i n i m i z i n g  the s u bs i d y :

(1) r e m o v a l  of g o v e r n m e n t - i m p o s e d  a r t i f i c i a l  b a r r i e r s  to c o v e r a g e  of c r e d i t

c a r d  c os t s  v i a  f i n a n c e  c h a r g e s  a n d  o t h e r  u s e r  fees, an d  (2) e s t a b l i s h m e n t  o f

a t w o - t i e r  p rice s t r u c t u r e  i n v o l v i n g  d i s c o u n t s  for c a s h  or s u r c h a r g e s  for

%
c r e d i t .

B e c a u s e  of r e v i s i o n s  in s t a t e  u s u r y  laws an d  o t h e r  s t a t u t e s ,  c a r d  

i s s u e r s  h a v e  b e e n  in p o s i t i o n  to s hift m o r e  of the cos t  o f  c r e d i t  c a r ds  o n t o  

u s e r s  r e c e n t l y .  A d o p t i o n  of t w o - t i e r  p r i c i n g  a p p e a r s  f e a s i b l e  for most 

r e t a i l e r s  o n l y  if th e y  siraulraneously r a i s e  the b a s e  p r i c e  f r o m  w h i c h  d i s­

c o u n t s  w o u l d  be c a l c u l a t e d ,  so that the " n e w "  c r e d i t  p r i c e  is a b o v e — and 

the d i s c o u n t e d  c a s h  p r i c e  o n l y  s o m e w h a t  b e l o w - - t h e  " o l d "  s i n g l e  p r i c e . *

Th i s  c o n c l u s i o n  is b a s e d  on r e s u l t s  f r o m  s u r v e y s  of c o n s u m e r  r e a c t i o n  to 

a c t u a l  t w o - t i e r  p r i c i n g  j f g a s o l i n e  and to h y p o t h e t i c a l  d i s c o u n t s  for c a s h  

on d u r a b l e  g o o d s  and c l o t h i n g ,  as w e l l  as i m p l i c a t i o n s  f ro m  the f i n d i n g s  on 

cc.'cts i:: C h a p t e r  4.

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

t o w a r d  d i s c o u n t s  for cash, r e p o r t e d  in C h a p t e r  6, f ound that in the s p r i n g  of

1. T w o - t i e r  p r i c i n g  t h r o u g h  s u r c h a r g e s  for c r e d i t  w o u l d  o r d i n a r i l y  r e s u l t  in

the s ame s t r u c t u r e  of c r e d i t  and c i s h  p r i c e  as u n d e r  a d i s c o u n t - f o r - c a s h  
a p p r o a c h .
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1 983 ca s h  d i s c o u n t s  w e r e  t y p i c a l l y  the e x c e p t i o n  r a t h e r  than the r ule for 

t ypes o f  b u s i n e s s  l i k e l y  to a c c e p t  c re d i t  c a r d s  in a d d i t i o n  to o t h e r  m e a n s  of 

p a y m e n t .  A b o u t  25 p e r c e n t  of g a s o l i n e  s t a t i o n s  a n d  5 p e r c e n t  of o t h e r  r e t a i l e  

o f f e r e d  d i s c o u n t s ,  w i t h  a r ou n d  40 p e r c e n t  of all r e t a i l e r s  s u r v e y e d  d e s c r i b i n g  

d i s c o u n t s  for cas h  as "a good i d e a . 1' A bo u t  t hree out of e v e r y  ten r e t a i l e r s  

t h o u g h t  that s u r c h a r g e s  for c re d i t  c o n s t i t u t e d  a b e t t e r  a p p r o a c h  to t w o - t i e r  

p r i c i n g  than d i s c o u n t s  for cash} 70 p e r c e n t  t h o u g ht  s u r c h a r g e s  an i n f e r i o r  

a p p r o a c h .
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2. E C O N O M I C  C H A R A C T E R I S T I C S  OF C R E D I T  C A R D  P L A N S

C r e d i t  ca r d  p l a n s  in t o d a y ' s  m a r k e t p l a c e  o f f e r  c o n s u m e r s  a d i v e r s e  

m e n u  of f i n a n c i a l  s e r v i c e s .  As b a c k g r o u n d  for the e n s u i n g  a n a l y s i s ,  the 

p r e s e n t  c h a p t e r  c o m p a r e s  the s e r v i c e s  c u r r e n t l y  o f f e r e d  by five m a j o r  t y p e s  

o f  c r e d i t  ca r d s ,  the co6t  i m p l i c a t i o n s  and p r i c i n g  o f  t h e s e  s e r v i c e s ,  a n d  

t r e n d s  in the h o l d i n g  an d u s e  of e a c h  type o f  card.^

2.1. G a s o l i n e  C o m p a n y  C r e d i t  Ca r d s

G a s o l i n e  c r e d i t  c ards are " t w o - p a r t y "  a r r a n g e m e n t s — c r e d i t  c a r d s  

t hat a r e  i s s u e d  b y  a v e n d o r  for c u s t o m e r s  to us e in m a k i n g  c r e d i t  p u r c h a s e s  . 

p r i m a r i l y  or e x c l u s i v e l y  at the r e t a i l  o u t l e t s  of the i s s u i n g  c o m p a n y . 2 

M o s t  g a s o l i n e  c o m p a n y  c r e d i t  card p r o g r a m s  p r o v i d e  c r e d i t  for a o n e - m o n t h  

b i l l i n g  p e r i o d  w i t h  no p r o v i s i o n  for e x t e n d i n g  - e p a y m e n t  o v e r  a l o n g e r  period. 

Some g a s o l i n e  c o m p a n i e s  o f f e r  o p c i o n a l  e x t e n d e d  p e r i o d s  to pa y for p u r c h a s e s  

o f  m o r e  e x p e n s i v e  items s u c h  as tires, b a t t e r i e s ,  or r e p a i r s .

As a r e s u l t  of the short r e p a y m e n t  p e r i o d , the g r o s s  e x p e n s e  to the 

g a s o l i n e  c o m p a n i e s  o f  f i n a n c i n g  t h e s e  r e c e i v a b l e s  is lower, r e l a t i v e  to t^e 

d o l l a r  v o l u m e  o f  c r e d i t  b i l l i n g s ,  than for c r e d i t  c a r d  p r o g r a m s  that o f f e r  

e x t e n d e d  r e p a y m e n t  t e r m s . 2 H o w e v e r ,  the r a t h e r  l o w  a v e r a g e  a m o u n t  of c r e d i t  

p u r c h a s e s  at g a s o l i n e  s t a t i o n s  impl i e s  that c o s t s  of p r o c e s s i n g  c r e d i t  c ard

t r a n s a c t i o n s  ten d  to be f a i r l y  h i g h  p e r  d o l l a r  of c r e d i t  sales. A l t h o u g h

p r o c e s s i n g  c o s t s  are s u b j e c t  to some d e g r e e  of c o n t r o l ,  p a r t i c u l a r l y  t h r o u g h

1. F o r  f u r t h e r  d i s c u s s i o n  of h o l d i n g  and us e  of c r e d i t  c ar d s ,  see T h o m a s  A. 

D u r k i n  and G r e g o r y  E. E l l i e h a u s e n ,  1977 C o n s u m e r  C r e d i t  S u r v e y  (Board of 

G o v e r n o r s  of the F e d e r a l  R e s e r v e  S y s t e m^  1978).

2. Som e  g a s o l i n e  c o m p a n y  c r e d i t  c a r d s  c a n  be u sed to m a k e  p u r c h a s e s  at s t a­

tions o p e r a t i n g  u n d e r  d i f f e r e n t  b r a n d  nam e s .  Also, a c c o m m o d a t i o n s  and m e a l s  

at s p e c i f i e d  l o d g i n g  e s t a b l i s h m e n t s  and r e s t a u r a n t s  ca n  be c h a r g e d  on som e  

g a s o l i n e  c o m p a n y  c r e d i t  cards.

3. An o f f s e t t i n g  fa c t o r is the r e l a t i v e l y  low a m o u n t  o f  f i n a n c e  c h a r g e  r e v e n u e

g e n e r a t e d  by this type of cre d i t  c a r d  plan.
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i m p l e m e n t a t i o n  of m o r e  e f f i c i e n t  a u t o m a t e d  p r o c e d u r e s  that c a p t u r e  e c o n o m i e s  

o f  scale, f i n a n c i a l  c o s t s  are m a i n l y  d e t e r m i n e d  by m a r k e t  c o n d i t i o n s  and are 

l a r g e l y  b e y o n d  the c o n t r o l  of c r e d i t  c ard issuers.

P r i c i n g  of g a s o l i n e  c r e d i t  c ards has c o n s i s t e d  m a i n l y  of a finance 

c h a r g e  a p p l i e d  to p a s t - d u e  b a l a n c e s .  Thus, there has b e e n  no e x p l i c i t  ch a r ge  

for c r e d i t  s e r v i c e s  u s e d  by c re d i t  c u s t o m e r s  that p a y  in full w i t h i n  the 

i n i t i al  b i l l i n g  p e r i o d .  In the past few years, h o w e v er ,  some g a s o l i n e  • 

c o m p a n i e s  h a v e  o f f e r e d  a u t o  or travel clubs, for w h i c h  m e m b e r s h i p  fees are 

c h a r g e d ,  c o n s i s t i n g  of c r e d i t  c ard plans c o m b i n e d  w i t h  t r a v e l - r e l a t e d  services. 

A p a r t  fro m  this s p e c i a l i z e d  d e v e l o p m e n t ,  no g a s o l i n e  c o m p a n y  has yet ini t i a t e d 

a c a r d h o l d e r  fee for its r e g u l a r  credit car d  progr a m .

S i n c e  late 1981, some g a s o l i n e  c o m p a n i e s  ha v e  b e g u n  p r o grams that 

o f f e r  lower p r i c e s  to custoraerr w h o  pay in c ash r a t h e r  than by credit card. 

D e a l e r s  w h o  c h o o s e  to p a r t i c i p a t e  in t hese p r o g r a m s  g e n e r a l l y  c h a r g e  c u s t o m e r s  

a b o u t  3 to 5 c e n t s  per g a l l o n  less than the p o s t e d  p r i c e  if p a y me n t  is m a d e  

in cash; as a resu l t ,  all c r e d i t  card u s e r s  h e l p  to d e f r a y  at least part of 

the cost of p r o v i d i n g  c r e d i t  c ard ser v i c e s .  Seve r a l g a s o l i n e  c o m p a n i e s  ha v e  

a l s o  b e g u n  c h a r g i n g  their d e a l e r s  a h a n d l i n g  fee— t y p i c a l l y  about 3 percent 

of a m o u n t s  due from c u s t o m e r s — for p r o c e s s i n g  c re d i t  card  billings.

T h e  p r o p o r t i o n  of f a m ilies that h o l d s one or m o r e  g a s o l i n e  c o m p a n y  

cr e d i t  c a r d s  h a s r e m a i n e d  stable, o v er a l l ,  in re c e n t  y e a r s  at s l i g h t l y  a bove 

o n e - t h i r d  ( t a b l e  2.1). Th e  d r o p o f f  in 1981 to 30 p e r ce n t  likely r e flects 

s h o r t - t e r m  a d j u s t m e n t s  r e s u l t i n g  from the 1979-80 g a s o l i n e  s h o r t a g e  and 

a s s o c i a t e d  p r i c e  incre a s e s , as w e l l  as the t e m p o r a r y  impact o f  the c o n s u m e r  

cr e d i t  r e s t r a i n t  p r o g r a m  that was in e f f e c t  d u r i n g  the first h a l f  of 1980.

U s e  of g a s o l i n e  c r e d i t  c a r d s  has f o ll o w e d  a g e n e r a l l y  s i m i l a r 

p a t t e r n  (t ab l e  2.2). A b o u t  o n e - t h i r d  of f a m ilies has used g a so l i n e  c o u p a n y
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T A B L E  2.1

C R E D I T  C A R D  H O L D I N G  

( F a m i l i e s  H o l d i n g  Cards as P e r c e n t  of Al l  F a m i l i e s )

T y p e  of Y e a r

C r e d i t  Card 1977 1978 1981 1982

A n y 63 64 66 70

G a s o l i n e 34 34 30 35

B a n k 38 40 45 51

G e n e r a l  p u r p o s e 3 8 10 14 14

R e t a i l  store 53 50 57 63

O t h e r ^ 6 5 7 n. a.

1. T r a v e l  and e n t e r t a i n m e n t  cards.

2. I n c l u d e s  a i r l i n e  cards, c a r - r e n t a l  c a r d s ,  and 

e l s e w h e r e .

n . a . — n o t  a v a i l a b l e

Sour c e :  D a t a  c o l l e c t e d  for the F e d e r a l  R e s e r v e  

Cent e r ,  U n i v e r s i t y  of M i c h i g a n .

o t h e r s  not c l a s s i f i e d  

B o a r d  b y  the S u r v e y  R e s e a r c h

T A B L E  2.2

t
( F a m i l i e s

C R E D I T  C A R D  U S E  

U s i n g  C a r d s  as P e r c e n t  of Al l  F a m i l i e s )

T v p e  of Y e a r

C r e d i t  Car d 1971 1977 1978 1981 1982

A n y 5 0 3 60 62 62 n.a.

G a s o l i n e 33 31 32 27 31

B a n k 19 35 37 39 47

G e n e r a l  p u r p o s e - 5 7 9 12 13

R e t a i l  store 45 50 48 51 57

O t h e r ^ n.a. 4 3 5 n. a.

1. T r a v e l  and e n t e r t a i n m e n t  cards.

2. I n c l u d e s  a i r l i n e  c a r d s  and c a r - r e n t a l  carJs.

3. D a t a  for 1970. 

n . a . — no t  a v a i l a b l e

Sour c e :  1970 S u r v e v  o f  C o n s u m e r  F i n a n c e s ,  1971- 72 S u r v e v s  o f  C o n s u m e r s , and

d a t a  c o l l e c t e d  for the F e d e r a l  R e s e r v e  

C e n t e r,  U n i v e r s i t y  of M i c h i g a n .

B o a r d  by the S u r v e y R e s e a r c h



credit cards s i n c e  the e a r l y  s e v e n t i e s .  Some i n d i c a t i o n  of r e d u c e d  u s a g e  

in 1981 li k e l y  r e f l e c t s  the a f t e r e f f e c t s  of g a s o l i n e  s h o r t a g e s  and g o v e r n m e n t  

p o l i c i e s  to r e s t r a i n  c e r t a i n  types of cre di t  use.

2.2. Bank C r e d i t  C a r d s ^

By c o n t r a s t ,  b a n k  c r ed i t  c a r d s  are " t h i r d - p a r t y "  a r r a n g e m e n t s  in 

w h i c h  the c o m p a n y  that p r o v i d e s  the fi n an c i a l  s e r v i c e  has no a f f i l i a t i o n  

w i t h  the b u y e r  or the s e l l e r  of the g oods and s e r v i c e s  p u r c h a s e d  w i t h  the 

cr e d i t  card. B a n k  c r e d i t  c ards o f f e r  h i g h l y  f l e x i bl e  c re d i t  terms. C u s t o m e r s  

w h o  ca n  q u a l i f y  for a fairly large cr ed i t  l i m i t — those w h o  h a v e  a good c r ed i t  

h i s t o r y  and a d e q u a t e  i n c o m e — can incur r e l a t i v e l y  large i n d e b t e d n e s s  on such 

an account. Also, by c h o o s i n g  to pay less than the e n t i r e  b a l a n c e ,  ac c o u n t  

h o l d e r s  can s t r e t c h  out r e p a y m e n t s  o v e r  an e x t e n d e d  p e r i o d  of time. Thus, 

the b a n k  credit c a r d  ca n  be used to s a t i s f y  fairly large n ee d s  for i m m e d i a t e  

credit, a n d — if d e s i r e d — to s cale r e p a y m e n t s  to a v a i l a b l e  income. F u r t h e r­

more, b a n k  c r e d i t  c a r d s are w i d e l y  a c c ep t e d  for p u r c h a s e s  o f  a large v a r i e t y  

of goods and s e r v i c e s ,  and can a lso be used to o b t a i n  cash at m a n y  f i n a n c i a l  

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

T h e  g r o s s  f i n a n c i n g  cost incurr e d  by a typical b a n k  cr e di t  card

issuer per d o l l a r  of cr e d i t  b i l l i n g s  likely e x c e e d s  that of most  g a s o l i n e

c r e d i t  card p r o g r a ms ,  since a lower p r o p o r t i o n — s l i g h t l y  less than three-

fi f th s — of b a n k  car d  c u s t o m e r s  u s u a l l y  pays the e n L i r e  b a l a n c e  w h e n  billed.

P r o c e s s i n g  c o s t s  are lower r e l a t i v e  to the v o l u m e  of b a n k  c r e d i t  card b i l l i n g s ,

o w i n g  to the la r g e r  a v e r a g e  d o l l a r  amount of b ank cr e d i t  car d  t r a n s a c t i o n s .

1. A l t h o u g h  the ter m  "b a n k"  cr e d i t  car d  is c o m m o n l y  used, it o b s c u r e s  the 

g r o w i n g  d i v e r s i t y  of i n s t i t u t i o n s  and o r g a n i z a t i o n s  o f f e r i n g  such s e r v i c e s .  

"B a n k "  cards n o w  are issued by fina n ce  c o m p a n i e s  ( t h r o u g h  c o m m e r c i a l  b a n k s 

that m a y  b' s u b s i d i a r i e s ) ,  s a v i n gs  and loan a s s o c i a t i o n s ,  and credit unio n s .  

S o m e  nonfi.^ancial o r g a n i z a t i o n s  s uch as the A m e r i c a n  A u t o m o b i l e  A s s o c i a t i o n  

h av e  m a d e  a r r a n g e m e n t s  w i t h  c o m m e r c i a l  banks :o issue b ank c r e d i t  cards to 

m e m b e r s  in the n a m e  of the o r g a n i z a t i o n .
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B a n k s  p r o c e s s i n g  c r e d i t  card r e c e i v a b l e s  d e d u c t  a p e r c e n t a g e  of all 

c r e d i t  car d  b i l l i n g s — c a l l e d  a " m e r c h a n t  d i s c o u n t "  f e e — for h a n d l i n g  c r e d i t  

c a r d  s li p s  s u b m i t t e d  b y  the r e t a i l e r s .  In turn, c a r d - i s s u i n g  b a n k s  c h a r g e  

o t h e r  b an k s  an " i n t e r c h a n g e "  fee for c l e a r i n g  t r a n s a c t i o n s  b i l l e d  to the 

a c c o u n t s  of c u s t o m e r s  of  the c a r d - i s s u i n g  bank. S u c h  fees h e l p  c o m p e n s a t e  

c a r d - i s s u i n g  i n s t i t u t i o n s  for e x p e n s e s  o f  r e c o r d  k e e p i n g ,  b i l l i n g  c u s t o m e r s ,  

n o n - p a y m e n t  by c u s t o m e r s ,  a n d  f r a u d u l e n t  u se  of c r e d i t  ca r ds .

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

in r e c e n t  years. B e f o r e  the m i d - 1 9 7 0 s ,  m o s t  b a n k s  r e l i e d  e n t i r e l y  on a 

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

the i n i t i a l  b i l l i n g  period. R e c e n t  c h a n g e s  in f i n a n c i a l  an d  r e g u l a t o r y  

c o n d i t i o n s  h a v e  c a u s e d  nk'ny b a n k s  to i m p l e m e n t  p e r i o d i c  fees £or m a i n t a i n i n g  

c u s t o m e r  c r e d i t  car d  a c c o u n t s .  As m a r k e t  i n t e r e s t  r a t es  i n c r e a s e d  d u r i n g

1
the late 1970s, the c o s t s  o f  f u n d i n g  c r e d i t  c ard s e r v i c e s  r o s e  s i g n i f i c a n t l y .  

A l t h o u g h  faced w i t h  r i s i n g  c o s t s ,  b a n k r  in m a n y  s t a t e s  w e r e  u n a b l e  to i n c r e a s e  

r e v e n u e  d e r i v e d  f rom f i n a n c e  c h a r g e s  b e c a u s e  of b i n d i n g  s t a t u t o r y  rat e  c e i l i n g s .

A  r e l a t e d  f a c t o r  w a s  the g r a d u a l  p h a s e o u t  of r e g u l a t o r y  l i m i t a t i o n s  

on d e p o s i t  r a t e s  m a n d a t e d  by the D e p o s i t o r y  I n s t i t u t i o n s  D e r e g u l a t i o n  and 

M o n e t a r y  C o n t r o l  A c t  of 1980. T h e  c o s t s  of funds a c q u i r e d  f r o m  b a n k  c u s t o m e r s  

i n c r e a s e d  as b a n k s  b e g a n  to p a y  h i g h e r  r ates to a t t r a c t  a n d  r e t a i n  s a v i n g s  

an d  time d e p o s i t s ,  and as b a n k s  s t a r t e d  to o f f e r  n e w  t r a n s a c t i o n s  a c c o u n t s  

t h a t — u n l i k e  r e g u l a r  c h e c k i n g  a c c o u n t s — pai d  i n t e r e s t  on d e p o s i t s .  F i n a l l y ,  

f r o m  M a r c h  1980 t h r o u g h  e a r l y  J u l y  1980, the c r e d i t  r e s t r a i n t  p r o g r a m  

a d m i n i s t e r e d  by the F e d e r a l  R e s e r v e  at the d i r e c t i o n  o f  P r e s i d e n t  C a r t e r  

i m p o s e d  a s p e c i a l  d e p o s i t  r e q u i r e m e n t  that c a u s e d  s ome b a n k s  and o t h e r  c r e d i t  

c a r d  i s s u e r s  to e x p e r i e n c e  a d d i t i o n a l  c o s t s  of p r o v i d i n g  r e v o l v i n g  c r e d i t .
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To o f f s e t  t hese c o s t  p r e s s u r e s ,  m a n y  b anks a d o p t e d  p e r i o d i c  fees in 

an e f f o r t  to b o o s t  c u r r e n t  r e v e n u e s  and to r e - p r i c e  cr ed i t  card s e r v i c e s  on 

a b a s i s  b e t t e r  s u i t e d  to an e n v i r o n m e n t  in w h i c h  c u s t o m e r  d e p o s i t  races are 

u n r e s t r i c t e d . 1 Some b a nk s  h a v e  p u r s u e d  m e a n s  of b o o s t i n g  r e v e n u e s  other than 

t h r o u g h  i m p o s i n g  p e r i o d i c  fees, suc h  as c h a r g i n g  for ea c h  t r a n s a c t i o n  b i l l e d  

co a cr e d i t  c a r d  a c c o u n t  and a s s e s s i n g  p e n a l t i e s  for late p a yments, for r e p l a c e­

me n t  of lost cards, or for b a l a n c e s  that e x c e e d  c r e d i t  limits. O t h e r  banks 

ha v e  in c r e a s e d  m e r c h a n t  d i s c o u n t  fees or c u s t o m e r  finance charges, w h e r e  c o m­

pe t i t i v e  and r e g u l a t o r y  c o n d i t i o n s  h a v e  p e r m i t t e d  such action, or hav e  star t e d  

c h a r g i n g  i n t e r es t  f r o m  the d a t e  that t r a n s a c t i o n s  are posted to an a c c ou n t  

r a t h e r  than a f t e r  an i n i t i a l  b i l l i n g  cycle.

A v a r i a n t  of the b a n k  c r e d i t  card o f f e r e d  by tome i n s t i t u t i o n s  is 

the s o - c a l l e d  " g o ld  card." T h i s  s p e c i a l i z e d  type of " p r e m i u m "  b a n k  credit 

car d co m b i n e s  the f e a t u r e s  of the r e g u l a r  b a n k  c r e d i t  card w i t h  a larger credit 

line and a p a c k a g e  of a d d i t i o n a l  s e r v i c e s  that ma y  include a c c i d e nt  insurance, 

lost credit c ard s e r v i c e ,  h o t e l  a n d  ca r  ren t a l  d i s c o u n t s ,  and free t r a v e l e r s  

checks. Fees c h a r g e d  c a r d h o l d e r s  for g o l d  c a r d  s e r v i c e s  t y p i c a l l y  ex c e e d  the 

r ange of fees on r e g u i a r  b a n k  c r e d i t  c a r d  a c c o u n t s ,  but o r d i n a r i l y  are less 

than the fees c h a r g e d  for g e n e r a l  p u r p o s e  (travel and e n t e r t a i n m e n t )  cards.

O n e - h a l f  of all f a m i l i e s  in the U n i t e d  States n o w  h o l d s  one or m o r e  

b a n k  credit cards, up from n e a r l y  t w o - f i f t h s  in 1977 (table 2.1). The p r o p o r­

tion of f a milies h o l d i n g  a b a n k  c re d i t  c ard has e x p a n d e d  c o n t i n u a l l y ,  as 

has the p e r c e n t a g e  of fa m i l i e s  that u ses b a n k  c r e d i t  cards, w h i c h  rose from 

o n e - f i f t h  in 1971 to n e a r l y  o n e - h a l f  in 1982 (table 2.2).

1. As p r o v i d e r s  of " t h i r d - p a r t y "  c r e d i t  card s e r v i c e s ,  issuers of b a n k  cre d i t  

cards cannot fall b a c k  on p r o f i t s  f rom the sale of g oods and s e r v i c e s  f i n a nc e d  

w i t h  s uch cr e di t  c a r d s  to c o v e r  som e  c o o t s  of p r o v i d i n g  cr e d i t  card services.
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2.3 G e n e r a l  P u r p o s e  C r e d i t  C a r d s !

T h i s  type of t h i r d - p a r t y  c r e d i t  ca r d  is o r i e n t e d  t o w a r d  m o r e  

a f f l u e n t  c u s t o m e r s  a b l e  to pay a l a r g e r  a n n u a l  m e m b e r s h i p  fee for a c c e s s  to 

p r e m i u m  c r e d i t  c a r d  s e r v i c e s .  S i n c e  h i g h e r  i n c o m e  r e q u i r e m e n t s  m u s t  be m e t  

to q u a l i f y  for g e n e r a l  p u r p o s e  c r e d i t  cards, an e l e m e n t  o f  p r e s t i g e  m a y  be 

a t t a c h e d  to c a r r y i n g  s u c h  c a r d s  as w e l l  as s o m e  p r e s u m p t i o n  that c a r d h o l d e r  

c r e d i t w o r t h i n e s s  is less s u b j e c t  to q u e s t i o n  than w i t h  o t h e r  c r e d i t  c a r d s .  

T h e r e f o r e ,  t h e s e  p r o g r a m s  a p p e a l  to c u s t o m e r s  w h o  tr a v e l  a n d / o r  e n t e r t a i n  

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

c r e d i t  limit ca n  be e s p e c i a l l y  c o n v e n i e n t .

A  v a r i e t y  of a n c i l l a r y  s e r v i c e s  is t y p i c a l l y  o f f e r e d  as p a r t  of a 

g e n e r a l  p u r p o s e  c re d i t  c a r d  p a c k a g e .  T r a v e l  a c c i d e n t  i n s u r a n c e ,  d i s c o u n t s  

o n  tr a v e l e r s  c h ec k s ,  on h o t e l  a c c o m m o d a t i o n s ,  and on ca r  r e n t a l ,  and a c c e s s  

to c h e c k  c a s h i n g - o r  cas h  a d v a n c e s  f r o m  c o m p a n y  or a f f i l i a t e d  o f f i c e s  or f r o m  

c a r d - a c t i v a t e d  c a s h  d i s p e n s e r s  are e x a m p l e s  of t hese a d d i t i o n a l  s e r v i c e s .

In a d d i t i o n  to m e m b e r s h i p  fees, c a r d  issu e r s a l s o  d e r i v e  r e v e n u e s  

f rom m e r c h a n t  d i s c o u n t  c h a r g e s  p a i d  by r e t a i l e r s .  A n o t h e r  i m p o r t a n t  feat u r e  

of g e n e r a l  p u r p o s e  c r e d i t  c a r d s  is the r e q u i r e m e n t  that b a l a n c e s  be r e p a i d  

w i t h i n  30 d a y s  a f t e r  b i ll i n g .  T h u s ,  a l t h o u g h  the a v e r a g e  b a l a n c e  for suc h  

a c c o u n t s  m a y  be large, c r e d i t  r e m a i n s  o u t s t a n d i n g  for o n l y  a r e l a t i v e l y  

s h o r t  pe r i o d  o f  time, so that g r o s s  f i n a n c i n g  c o s t s  i n c u r r e d  b y  the ca r d  

i ssue r s  are k e p t  f a i r l y  low in r e l a t i o n  to the v o l u m e  of b i l l i n g s .

" G o l d  c a r d s "  for a s e l e c t  c l i e n t e l e  w e r e  first d e v e l o p e d  as v a r i a n t s

of g e n e r a l  p u r p o s e  c r e d i t  cards. As w i t h  b a n k  c r e d i t  c a r d  p l a n s  that l a t e r

a d o p t e d  this s t r a t e g y ,  these gol d  c a r d  p l a n s  p r o v i d e  a d d i t i o n a l  s e r v i c e s  and a

lar ge r  c re d i t  limit at a h i g h e r  fee and w i t h  a m o r e  s t r i n g e n t  i n c o m e  r e q u i r e m e n t .

1. A l s o  f r e q u e n t l y  r e f e r r e d  to as " t r a v e l  and e n t e r t a i n m e n t  c a r d s . "  M a j o r  

i s s u e r s  of suc h  c r e d i t  c a r d s  i n c l u d e  A m e r i c a n  E x p r e s s ,  C a r t e  B l a n c h e ,  and 
D i n e r ' s  Club.
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G o l d  c ards a l s o  p e r m i t  r e p a y m e n t  of b a l a n c e s  ove r  an e x t e n d e d  period, in 

c o n t r a s t  to r e g u l a r  t r a v e l  and e n t e r t a i n m e n t  c a r d s  that r e q u ir e  p a v m e n t  

w i t h i n  30 d ays of bi l l i n g .

G e n e r a l  p u r p o s e  c r e d i t  c ar d s  are held by al m o st  15 perc e n t  of 

f a milies, up s h a r p l y  f r o m  o n l y  8 p e r c e n t  in 1977 (table 2.1). The p e r c e n t a g e  

of fa m i l i e s  that uses g e n e r a l  p u r p o s e  cre d i t  c ards has almost d o u b l e d  since 

1977 (table 2.2).

2.4 Ret a i l  S t o r e C r e d i t  C a r d s

T w o - p a r t y  c r e d i t  c a r d s  issued by retail st or e s  are the m o s t  w i d e l y  

h e l d  and u se d  type of c r e d i t  card. O v e r  t h r e e - f i f t h s  of f a m i l i e s  in the 

U n i t e d  S t a t e s  h e l d  s ome k i n d  of r e t a i l  s tore credit c ard in late 1982 (table 

2.1), and m o s t  of t h e s e  f a m i l i e s  used  such cards to some e x t e n t  (table 2.2). 

H o l d i n g  and use o i  r e t a i l  s t o r e  c a r d s  have  c o n t i n u e d  to ex p a n d  in recent 

years, e v e n  t h o u g h  r e t a i l  c r e d i t  c ar d s  h ave long b een a v a i l a b l e  and d e s p i t e  

i n c r e a s i n g  c o m p e t i t i o n  f r o m  t h i r d - p a r t y  credit cards, some of w h i c h  n o w  are 

a c c e p t e d  by m a n y  l e a d i n g  d e p a r t m e n t  st or e s  and s p e c i a l t y  shops.

R e t a i l  s t o r e  c a r d s  t y p i c a l l y  o f f e r  l ower c r e d i t  limits and have 

less d e m a n d i n g  c r e d i t  q u a l i f i c a t i o n  r e q u i r e m e n t  •* :.n c o m p a r i s o n  w i t h  third- 

p a r t y  c r e d i t  cards. O f  c o u r s e ,  use of retail c r e d i t  c a r d s  is limited to the 

v a r i e t y  of m e r c h a n d i s e  c a r r i e d  by the s s u i n g  m e r c h a n t .  Retail r e v o l v i n g  

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

p e r i o d  of time. T y p i c a l l y ,  t h r e e - f i f t h s  of retail credit c ard c u s t o m e r s  u s u a l l y  

p a y  the en t i r e  b a l a n c e  b i l l e d  to t h e i r  a c c o u n t s , about the same p r o p o r t i o n  of 

n o n - r e v o l v e r s  as is found w i t h  b a n k  cr e d i t  cards.

R e t a i l  c r e d i t  c a r d  p lans m a y  be a d m i n i s t e r e d  and f i n a n c e d  e i t h e r  

" i n - h o u s e "  by the r e t a i l e r  or by an o u t s i d e  firm that c o n t r a c t s  w i t h  the 

r e t a i l e r  to f u r n i s h  " p r i v a t e  label" c r e d i t  car d s e r v i c e s .  All c osts of
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o p e r a t i n g  i n - h o u s e  c r e d i t  c ar d  p l a n s  are  b o r n e  d i r e c t l y  by the r e t a i l e r .  

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

c a r d  b a l a n c e s  that are not r e p a i d  b e f o r e  the end of a b i l l i n g  cycle. R e t a i l e r s  

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

p e r i o d i c  fees for a c c e s s  to c r e d i t  c a r d  s e r v i c e s .  To som e  e x t e n t ,  r e t a i l  

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

c r e d i t  car d  s e r v i c e s ,  s i n c e — e x c e p t  u n d e r  c o n d i t i o n s  of i n t e n s e  p r i c e  

c o m p e t i t i o n — som e c o s t s  o f  p r o v i d i n g  c r e d i t  c a r d s  m a y  be r e c o u p e d  f r o m  p r o f i t s  

on s a l e s  of m e r c h a n d i s e .

E x c e p t  for the fact that c r e d i t  c a r d s  b e a r i n g  the r e t a i l e r ' s  name 

are i s s u e d  to its c u s t o m e r s  in b o t h  cases, p r i v a t e  l abel and i n - h o u s e  c r e d i t  

c a r d  p l a n s  d i f f e r  in m o s t  r e s p e c t s .  I n d e e d,  p r i v a t e  label r e t a i l e r  c r e d i t  

c a r d  p l a n s  m o r e  c l o s e l y  r e s e m b l e  b a n k  c r e d i t  ca r d  p r o g r a m s .  A b a n k  or a 

f i n a n c e  c o m p a n y  v e n d o r  a g r e e s  to c o n d u c t  and f i n a n c e  a c r e d i t  c a r d  p r o g r a m  

for the r e t a i l e r ,  in r e t u n  for a fee a n a l o g o u s  to the m e r c h a n t  d i s c o u n t  fee 

p a i d  to b a n k s  by r e t a i l e r s  v h o  a c c e p t  b a n k  c r e d i t  c a r d s .  P r i v a t e  label 

c r e d i t  c a r d  p lans are used m a i n l y  by s ^ a l l -  and m e d i u m - s i z e d  r e t a i l  firms 

tha t p r e f e r  to p u r c h a s e  the m a n a g e r i a l  experie:.ce and the legal and f i n a n c i a l  

r e s o u r c e s  of a l arge f i n a n c i a l  o r g an i z a t i o .  i n s t e a d  of b e a r i n g  the e x p e n s e  

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

2.5 O t h e r  C r e d i t  C ar d s

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

s p e c i a l i z e d  and a p p e a r s  to be g r o w i n g  s l o w l y .  Su c h  c r e d i t  c a r d s  m a i n l y  a r e  

i s s u e d  by some a i r l i n e s  and <~ar-rental firms. A b o u t  7 p e r c e n t  o f  f a m i l i e s 

h e l d  this type of c r e d i t  c a r d  in 1981 ( t a b l e  2.1) and a b o u t  5 p e r c e n t  u s e d  it 

to some e x t e n t  ( t a b l e  2.2).
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T h e  larger c a r - r e n t a l  firms o f f e r  credit c a r d  a c c o u n t s  that h a v e  no 

a nnual fees and r e q u i r e full paym e n t  by the end of each b i l l i n g  period. Some 

c o m p a n i e s  p r o v i d e  credit c ard a c c o u n t s  onl y  ff'r b u s i n e s s e s .  A n u m b e r  of 

m a j o r  a i r l i n e s  p r o v i d e  cr e d it  card plans that are a v a i l a b l e  to i n d i v i d u a l s ,  

p e r m i t  e x t e n d e d  pay m e n ts ,  and h a v e  no p e r i o d i c  fees. In a d d i t i o n , m a n y  

c a r r i e r s  a c c e p t  U n i v e r s a l  A i r  T r a v e l  P l a n  credit cards, a l t h o u g h  this a c c o u n t  

is m a i n l y  a v a i l a b l e  for b u s i n e s s  travel and r e q u ir e s  full p a y m e n t  d u r i n g  

e ach b i l l i n g  period.

T h e  r e venue, cost, and u sage c h a r a c t e r i s t i c s  a r s o c i a t e d  w i t h  the 

m a j o r  types of credit card plans r e v i e w e d  in this c h a p t e r  r e f l e c t  e f f o r t s  

by car d issuers to p r o v i d e  fina n c i a l  s e r v i c es  that appeal to c u s t o m e r s  with 

v a r i e d  f i nancial r e q u i r e m e n t s .  To s i m p l i f y  the d i s c u s s i o n  in the f o l l o w i n g  

c h a p t e rs ,  the a n a l y s i s  d i s t i n g u i s h e s  m a i n l y  b e t w e e n  t h i r d - p a r t y  credft cards 

and i n - h o u s e  cr e d i t  cards, w i t h  some s e p a r a t e  a t t e n t i o n  to g a s o l i n e  c o m p a n y  

credit cards. In the next chapter, in addition, the c o n t r a s t  is s h a r p e n e d  

b e t w e e n  t r a n s a c t i o n s  u s e — a feature of all credit c a r d s — and l o n g e r - t e r m  

b o r r o w i n g , w h i c h  oc cu r s  only w i t h  credit cards that permit e x t e n d e d  payment 

t e r m s .
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3. I M P A C T  O F  C R E D I T  C A R D S  O N  C O N S U M E R  S P E N D I N G

3.1. P a t t e r n s  of C r e d i t  C a r d  U s a g e

A p p r o x i m a t e l y  t w o - t h i r d s  of the h o u s e h o l d s  in the U n i t e d  S t a t e s  h o l d  

c r e d i t  cards of some type, as n o t e d  in C h a p t e r  2, but the use  m a d e  of t h e s e  

c r e d i t  c a r ds  v a r i e s  s u b s t a n t i a l l y  a m o n g  h o u s e h o l d s .  T w o  b a s i c  c o n t r a s t i n g  

p a t t e r n s  o f  u s a g e  m a y  be d e s c r i b e d  as " c o n v e n i e n c e  u s e "  for t r a n s a c t i o n s  p u r­

po s e s  and " i n s t a l l m e n t  use "  for b o r r o w i n g  a c t i v i t y .

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

p a y m e n t  basi s ,  To so m e  c a r d  h o l d e r s ,  e s p e c i a l l y  " c o n v e n i e n c e  u s e r s , "  the 

s i g n i f i c a n c e  of this p a y m e n t  d e f e r r a l  m e c h a n i s m  is that it p e r m i t s  t h e m  to 

c a r r y  s m a l l e r  a m o u n t s  of c a s h  than m i g h t  o t h e r w i s e  be n e c e s s a r y  (or to o b t a i n  

c a s h  less f r e q u e n t l y ) ,  s o m e t i m e s  p r o v i d e s  an e a s i e r  m e a n s  of t r a n s a c t i n g  a 

p u r c h a s e  tha n  a p e r s o n a l  c h e c k ,  and g e n e r a t e s  r e c e i p t s  that m a y  f a c i l i t a t e  

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

p r o v i d e s  s h o r t - t e r m  " b r i d g e "  c r e d i t  b e t w e e n  p a y c h e c k s  or in a d v a n c e  o f  o t h e r  

r e c e i p t s  of funds.

B r i d g e  c r e d i t  in sm a l l  a m o u n t s  is e s s e n t i a l l y  a c o n v e n i e n c e  that 

h e l p s  a c a r d  u s e r  to a d a p t  to n o n s y n c h r o n o u s  flows of income and e x p e n d i t u r e s .  

T o  the " i n s t a l l m e n t  u s e r , "  the c r e d i t  c a r d  o f f e r s  an a t t r a c t i v e  m e a n s  to 

o b t a i n  c r e d i t  on a m o r e  e x t e n d e d  basis. P a y m e n t  for p u r c h a s e s  m a y  be s t r e t c h e d  

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

c o m m o n l y  r e q u i r e  m i n i m u m  p e r i o d i c  p a y m e n t s  o f  5 to 10 p e r c e n t  of the total 

a m o u n t  owed. In this r e s p e c t ,  c r e d i t  c a r d s  are m o r e  an a l t e r n a t i v e  to f i x e d -  

a m o u n t  i n s t a l l m e n t  s a l e s  c o n t r a c t s  or p e r s o n a l  loans than to d r a w i n g  d o w n  

c a s h  or c h e c k i n g  a c c o u n t  b a l a n c e s .



T h e  a d v a n t a g e s  of b o r r o w i n g  b y  cre d i t  cards are several. For 

instance, card u s e r s  m a y  b o r r o w  in the exact amount they w i s h  to spend (wit h i n  

t heir cr e d i t  limit). In c o n t r a s t ,  p e r s o n a l  loans g e n e r a l l y  are a v a i l a b l e  only 

for some m i n i m u m  a m o u n t .  I n s t a l l m e n t  sales c o n t r a c ts  are l i k e w is e  u s u a l l y  

limi t e d  by c r e d i t o r s  to some m i n i m u m  f e a s i b l e  size, such as for a m a j o r  

a p p l i a n c a  or set o f  f u r n i t u r e .  Also, c r e d i t  card users m a k e  o n l y  one c r e d i t  

a p p l i c a t i o n ,  at the time t h e y  r e q u e s t  a card, and t h e r e a f t e r  c an  b o r r o w  wit h  

ease (as long as they m e e t  a m i n i m u m  p a y m e n t  sche d u l e ) ;  i n s t a l l m e n t  sales 

c o n t r a c t s  and p e r s o n a l  loans, on the o t h e r  hand, u s u a l l y  r e q u i r e  a s e pa r a t e  

t i m e - c o n s u m i n g  p r o c e s s  o f  a p p l i c a t i o n  an d a p p r o v a l  for e a c h  e x t e n s i o n  of 

c r e d i t .

Of f u r t he r  b e n e f i t  to i n s t a l l m e n t  users of c r e d i t  c a r d s  is the 

p a y m e n t  f l e x i b i l i t y  of m o s t  c r e d i t  card ac counts. Card h o l d e r s  m a y  r o u t i n e l y  

r e p a y  any portion o f  the b a l a n c e  owed, from the m i n i m u m  a m o u n t  r e q u i r e d  up 

to the e n t i r e  b a l a n c e ,  at an y  time. O t h e r  forms of i n s t a l l m e n t  cr e di t  

g e n e r a l l y  s p e c if y  a f ixed m o n t h l y  p a y m e n t  e s t a b l i s h e d  at the s i g n i n g  of the 

c on t r a c t . On such loans, a s m a l l e r  tha n  s c h e d u l e d  p a y m e n t  m a y  p l a c e  the 

loan in d e l i n q u e n t  s t a t u s  and t r i g g e r  p e n a l t y  fees. P a r t i a l  or full p r e­

pa y m e n t s  may res u lt  in r e b a t e s  of p r e p a i d  interest on a b a s i s  rot p a r t i c u l a r l y  

a d v a n t a g e o u s  to the b o r r o w e r .  E v e n  for ins t a l l m e n t u s e r s ,  then, " c o n v e n i e n c e "  

is an impo r t a n t  a t t r i b u t e  of c r e d i t  c a r d s — c o n v e n i e n c e  in b o r r o w i n g ,  p r i m a r i l y ,  

r a t h e r  than c o n v e n i e n c e  in t r a n s a c t i n g .

Not e v e r y  c a r d  h o l d e r  fits n e a t l y  into one u s a g e  c a t e g o r y  or the 

other. C o n v e n i e n c e  u s e r s  w h o  o r d i n a r i l y  pay credit c a r d  b i l l s  in full m a y  

s o m e t i m e s  repay b y  i n s t a l I m t n t s — for e x a m p l e ,  after m a k i n g  an e s p e c i a l l y

I

large purchase. I n s t a l l m e n t  users, in turn, ma y  at t i m e s  pay off cr e d i t  card 

debts in full— for e x a m p l e ,  a f t e r  r e c e i v i n g  a large tax refund. N e v e r t h e l e s s ,
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ca r d  h o l d e r s  g e n e r a l l y  c a n  be c l a s s i f i e d  i nto one c a t e g o r y  or  the o t h e r  

a c c o r d i n g  to t h e i r  c u s t o m a r y  p a y m e n t  h a b i t s .  F r o m  r e s p o n s e s  to q u e s t i o n s  

c o n c e r n i n g  r e p a y m e n t  p r a c t i c e s  on c r e d i t  ca ^ d  a c c o u n t s  c o n t a i n e d  in the B o a r d ' s  

1977 C o n s u m e r  C r e d i t  S u r v e y ,  it a p p e a r e d  that a b o u t  h a l f  of U . S .  c a r d  h o l d e r s  

w e r e  c o n v e n i e n c e  u sers a n d  the o t h e r  h a l f  i n s t a l l m e n t  users.

3.2. I m p a c t  o f  Credit C a r d s  on E x p e n d i t u r e s

I s o l a t i n g  the i m p a c t  o f  c r e d i t  c a r d s  on c o n s u m e r  s p e n d i n g  is d i f f i­

cult. Cre d i t  c a r d s  are s o  w i d e l y  h eld, an d  the v o l u m e  of b u s i n e s s  t r a n s a c t e d  

t h r o u g h  c a r d s  is so l a r g e ,  that it s e e m s  o n l y  r e a s o n a b l e  to s u p p o s e  that 

c r e d i t  c a r d s  a f f e c t  the w a y  p e o p l e  spend. U s i n g  a c r e d i t  c a r d  to m a k e  s o m e  * 

u n p l a n n e d  pu r c h a s e ,  or a p u r c h a s e  l a r g e r  than i n t e n d e d , is p e r h a p s  a w i d e l y  

s h a r e d  e x p e r i e n c e .  Y e t  the p r e c i s e  n a t u r e  and m a g n i t u d e  of th e c r e d i t  c a r d ' s  

impact on s p e n d i n g  r e m a i n  a l u s i v e .  Do c r e d i t  c a r d s  in fact c a u s e  o v e r a l l  

s p e n d i n g  to be larger t h a n  w o u l d  o t h e r w i s e  b e  the c a s e ?  Or d o  the y  p r i m a r i l y  

a f f e c t  the t i m i n g  of p u r c h a s e s ?  O r  p e r h a p s  the c o m p o s i t i o n ,  r a t h e r  than the 

total a m o u n t ,  of c o n s u m e r  s p e n d i n g ?

T h e  r e l e v a n c e  o f  t h e s e  is s u e s  to the d i s c o u n t - f o r - c a s h  d e b a t e  

s t e m s  m o s t  d i r e c t l y  f r o m  the p o s s i b l e  o f f s e t  to c r e d i t  card c o s t s  at c a r d -  

h o n o r i n g  r e t a i l e r s  that m a y  a r i s e  f rom a ny  i n c r e a s e  in sales v o l u m e  a s s o c i a t e d  

w i t h  a c c e p t a n c e  of c r e d i t  ca r d s .  Any e f f e c t  of c r e d i t  cards o n  i n d i v i d u a l  

s p e n d i n g  b e h a v i o r  w o u l d  s e e m  to c a r r y  some  i m p l i c a t i o n s  for a g g r e g a t e  s p e n d i n g  

as w e ll .  E x a m i n i n g  the r e l a t i o n s h i p  b e t w e e n  c r e d i t  cards an d  a g g r e g a t e  c o n­

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

c a r d  us e  and sales v o l u m e  at r e t a i l  s t o r e s  is s i g n i f i c a n t .  If use of c r e d i t  

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

i n c r e a s e d  sales; but if c a r d  use h a s  no a p p r e c i a b l e  impact o n  total s p e n d i n g ,  

t h e n  r e t a i l e r s  as a g r o u p  w o u l d  r e a l i z e  no net s a le s  gain  to o f f s e t  the
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i n d u s t r y - w i d e  costs o f  h o n o r i n g  c r ed i t  cards. Of course, m e r c h a n t s  w h o  

h o n o r  c r e d i t  cards m i g h t  g a i n  s ales f r o m  t h o s e  w h o  do not a c c e p t  them, but 

that s i t u a t i o n  b e c o m e s  less l i k e l y  as c r e d i t  cards reach a m a t u r e  s tage of 

d e v e l o p m e n t  and r e t a i l e r  a c c e p t a n c e  of c r e d i t  c ards b e c o m e s  w i d e s p r e a d .

The m a c r o e c o n o m i c  impact of c r e d i t  cards is an i m p o r t a n t  issue in 

its own right. A n y f a c t o r  that m a y  i n f l u e n c e  s p e n d i n g  h a b i t s  of c o n su m e r s  

is r e l e v a n t  to pu b l i c  p o l i c y  c o n c e r n s  f o c u s e d  on the g e n e r a l  level of prices 

and the scale of e c o n o m i c  a c t i v i t y . H o w e v e r ,  these i s s u e s — to be d i s c u s s e d  

b r i e f l y  in C h a pt e r  5 — a p p e a r  s e c o n d a r y  to the fu n d a m e n t al  c o n c e r n  w i t h  c o n s u m e r  

e q u i t y  e m b o d i e d  in t h e  C a s h  D i s c o u n t  Act, w h i c h  is to i d e n t i f y  and to m i n i m i z e  

any p o s s i b l e  s u b s i d y  of c r e d i t  card u s e r s  by c as h  users.

M i c r o e c o n o m i c  e v i d e n c e . O n e  w a y  to g a i n  insights into h o w  credit 

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

p e r s o n s  about their s p e n d i n g  an d  car d use h a b i t s .  Some i n f o r m a t i o n  of this 

type was su r v e y e d  in C h a p t e r  2, and m o r e  r e c e n t  survey r e s u l t s ,c o n c e r n i n g  

u n p l a n n e d  purchases ar e d i s c u s s e d  below.

Cr e d i t  c a r d s  are s o m e t i m e s  b e l i e v e d  to induce p e o p l e  to sp e n d  m ore 

than they o t h e r w i s e  w o u l d  b y  w e a k e n i n g  the d i s c i p l i n e  on s p e n d i n g  imposed by 

i n - p o c k e t  cash or c h e c k i n g  a c c o u n t  b a l a n c e s .  A c c o r d i n g l y ,  m a n y  r e t a i l e r s  feel

that they can b oost t h e i r  s a l e s  by a c c e p t i n g  c r e d i t  cards, and c r i t i c s  s o m e­

times assail the c a r d  for p r o m o t i n g  i l l - c o n s i d e r e d  o u t l a y s  that co u l d  lead

to f i n a n c i al  p r o b l e m s  for sor e  h o u s e h o l d s .

As s u g g e s t e d  ab o v e ,  h o w e v e r ,  the c o m m o n  v i e w  that cr e d i t  cards 

i n f l u e n c e  s p e nding d o e s  not n e c e s a r i l y  i m p l y  g r e a t e r  s p e n d i n g  in total, for 

e i t h e r  a g i v e n  h o u s e h o l d  o r  in the a g g r e g a t e .  It m a y  be t hat o n l y  the timing 

or the c o m p o s i t i o n  o f  s p e n d i n g  is a f f e c t e d .  The c o n v e n i e n c e  user, for e x am p l e ,  

m a y  bu y  on one day w h a t  he w o u l d  o t h e r w i s e  w a i t  a we e k  or s o  to buy, wit h  no
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d i f f e r e n c e  in hi s  t otal s p e n d i n g  d u r i n g  the p e r i o d .  T h e  i n s t a l l m e n t  user, of 

c o u r s e ,  w o u l d  l i k e l y  a l t e r  the t i m i n g  of his p u r c h a s e s  m o r e  s u b s t a n t i a l l y ,  

s i n c e  w i t h o u t  a c r e d i t  c a r d  he m i g h t  h a v e  to sav e for a p u r c h a s e  for a c o n­

s i d e r a b l y  l o n g e r  time t h a n  w o u l d  a c o n v e n i e n c e  user.

For an y c r e d i t  c a r d  p u r c h a s e ,  a c o m p o s i t i o n a l  e f f e c t  m a y  be l i n k e d  

w i t h  the t i m i n g  e f f e c t .  I n s o f a r  as the c r e d i t  c ar d  p u r c h a s e  m u s t  u l t i m a t e l y  

be p a i d  for by t r a n s f e r r i n g  funds, the c a r d  us e r  m a y  at s o m e  p o i n t  cut b a c k  

on o t h e r  e x p e n d i t u r e s ,  w i t h  n o  d i r e c t  l o n g - t e r m  impact on h i s  o v e r a l l  s p e n d i n g.  

An a r t i c l e  of c l o t h i n g  p u r c h a s e d  by c r e d i t  c a r d — p e r h a p s  on i m p u l s e — m i g h t  

be " p a i d  for" l a t er  b y  f o r g o i n g  an a l t e r n a t i v e  c l o t h i n g  p u r c h a s e ,  or by 

s a c r i f i c i n g  som e  u n r e l a t e d  e x p e n d i t u r e ,  suc h  as an e x p e n s i v e  d i n n e r .

T o  o b t a i n  s o m e  n o t i o n  of thii p o s s i b l e  link b e t w e e n  c r e d i t  cards, 

u n p l a n n e d  or i m p u l s i v e  p u r c h a s e s ,  and c h a n g e s  in a h o u s e h o l d’s total s p e n d i n g ,  

the F e d e r a l  R e s e r v e  c o m m i s s i o n e d  the S u r v e y  R e s e a r c h  C e n t e r  to i n c l u d e  s e v e r a l  

s p e c i a l  q u e s t i o n s  on this s u b j e c t  in its J a n u a r y  1983 m o n t h l y  s u r v e y  of h o u s e­

holds. T h e  a n s w e r s  to t h e s e  q u e s t i o n s  did not i n d i c a t e  an e s p e c i a l l y  s t r o n g  

c o n n e c t i o n  b e t w e e n  c r e d i t  c a r d  u sa g e  and h o u s e h o l d  s p e n d i n g ,  a r e s u l t  c o n­

s i s t e n t  w i t h  the f i n d i n g  f r o m  o t h e r  s u r v e y s  that a bout one h a l f  of c a r d -  

h o l d i n g  h o u s e h o l d s  t y p i c a l l y  use c a r d s  for c o n v e n i e n c e  r a t h e r  than to a u g m e n t  

p u r c h a s i n g  p o w e r  on a l o n g e r - t e r m  ba s i s  t h r ou g h  i n s t a l l m e n t  use.

In the J a n u a r y  1983 survey, r e s p o n d e n t s  w e r e  first a s k e d  if in the 

p ast t hree m o n t h s  t hey h a d  m a d e  an y  p u r c h a s e  l a r g e r  tha n  $20 that t h e y  "had 

not p l a n n e d  to s h o p  for w h e n  [they] w e n t  int o  the s t o r e . "  R e s p o n d e n t s  w e r e  

the n asked, for e a c h  i n s t a n c e  m e n t i o n e d ,  w h a t  they had p u r c h a s e d ,  the p r i c e  

of the item, w h y  they ha d  m a d e  the p u r c ha s e ,  and w h e t h e r  they h a d  d o n e  so 

w i t h  c ash, ch e c k , oi c r e d i t  card. T h o s e  w h o  had u s e d  a c r e d i t  c a r d  w e r e
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then a sked if t hey w o u l d  h a v e  p u r c h a s e d  the item ha d  they not had a cr e d i t  

card, and, if not, w h e t h e r  t h e y  w o u l d  h a v e  p u r c h a s e d  the i t e m  w i t h i n  the 

n e x t  few m o n t h s .

F o r t y - o n e  p e r c e n t  of the s u r v e y  r e s p o n d e n t s  in d i c a t e d  that they had 

m a d e  at least one u n p l a n n e d  p u r c h a s e  o f  $20 or la r g e r  in the p r e c e d i n g  three 

m o n t h s .  A b o u t  A O  p e r c e n t  of those r e s p o n d e n t s  r e p o r t e d  m o r e  than one u n p l a n n e d  

pu r c h a s e . The m o s t  c o m m o n  u n p l a n n e d  p u r c h a s e  fell in the broad c a t e g o r y  of 

c l o thing, j e w e l r y ,  and p e r s o n a l  items, f o ll o w e d  by h o u s e h o l d  items i n c l u d i n g  

m a j o r  d u r a b l e s .  Ho b b y ,  r e c r e a t i o n a l ,  and e d u c a t i o n a l  items c o m p r i s e d  the next 

l a r g e st  cat e  ory. T h e  p u r c h a s e d  items c o v e r e d  a b r o a d  p rice range. T w e n t y -  

five and t h i r t y  d o l l a r s  w e r e  the m o s t  f r e q u e n t l y  m e n t i o n e d  a m o u n t s  (for the 

first p u r c h a s e  d i s c u s s e d ) ,  but 35 p e r c e n t  m e n t i o n e d  p u r c h a s e  a m o u n t s  of $100 

or more, and a l m o s t  7 p e r c e n t  r e p o r t e d  p u r c h a s e s  o f  $ 5 0 0  or more.

F o r  eac h  u n p l a n n e d  p u r c h as e ,  r e s p o n d e n t s  w e r e  a s k e d " what was the 

m a i n  r e a s o n  that y o u  d e c i d e d  to p u r c h a s e  the item at that time ? " ^  Not
t

s u r p r i s i n g l y ,  n e a r l y  h a l f  the r e s p o n d e n t s  a n s w e r e d  that they " n e e d e d / w a n t e d /

li k e d "  the i t e m  p u r c h a s e d .  A f t e r  all, any pu r c h a s e  p r e s u m a b l y  is m ade in

o r d e r  to m e e t  s o m e  p e r c e i v e d  need or desire, e v e n  if the p e r c e p t i o n  of that

ne e d  d e v e l o p s  o n l y  a few m o m e n t s  in a d v a n c e  of the p u r c h as e .  Some of the

o t h e r  r e s p o n s e s  w e r e  a l s o  n e e d - r e l a t e d — for •. imple, some said the item was

p u r c h a s e d  to e p l a c e  an o l d e r  item that was " w o r n  out "  or " n e e d e d  r e p l a c i n g

a n y w a y . "  The  p r i m a r y  r e a s o n  for p u r c h a s e  not d i r e c L l y  r e l a t e d  to need was

a t t r a c t i v e  p r i c i n ^  of the item,, v a r i o u s l y  d e s c r i b e d  as b e i n g  "on sale," a

" b a r g a i n , "  or a " g o o d  d e a l . "  T h i r t y  p e r c e n t  of the r e s p o n d e n t s  c ited this

reason. T h i r t e e n  p e r c e n t  s a i d  they b o u g h t  the ite m  as a gift or "to s u r p r i s e

1 R e a s o n s  g i v e n  for p u r c h a s e  w e r e  u n p r o m p t e d ;  i.e., r e s p o n d e n t s  a n s w e r e d  in 

any m a n n e r  they chose, and not, for instance, by s e l e c t i n g  their a n s w e r  from 

a list of p o s s i b l e  r e a s o n s .
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s o m e o n e . "  R e a s o n s  m e n t i o n e d  by less t h a n  2 p e r c e n t  of the r e s p o n d e n t s  w e r e  

that they " h a d  e x t r a  m o n e y "  or tha t  the i t e m  "was h a r d  to f ind" e l s e w h e r e  or 

at o t h e r  times.
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T A B L E  3.1

U N P L A N N E D  P U R C H A S E  A C T I V I T Y

1

I N u m b e r  of 

1 R e s p o n s e s

1 As P e r c e n t  of:

I C a t e g o r y  T o t a l  

R e s p o n s e s  R e s p o n s e s

T o t a l  R e s p o n s e s 644 100.0 100.0

No u n p l a n n e d  p u r c h a s e 380 59.0 59.0

M a d e  u n p l a n n e d  p u r c h a s e 264 41 . 0 4 1 . 0  .

».j w  Pa i d  for U n p l a n n e d  P u r c h a s e 2591 100.0

" O t h e r " 8 3.1 1.2

C a s h 135 52.1 21.0

C h e c k 46 17.8 7.1

C r e d i t  card 70 27.0 10.9

B e h a v i o r  If H a d  N o  C r e d i t  C a r d 70 100.0

Bu y  at same time 40 57.1 6.2

No p u r c h a s e  at time 30 4 2 . 9 4.7

S u b s e a u e n t  B e h a v i o r -30 100.0

P u r c h a s e  w i t h i n  few m o n t h s  

No p u r c h a s e  at all

19

11

6 3 . 3

36.7

3.0

1.7

1. F i v e  r e s p o n d e n t s  m a k i n g  u n p l a n n e d  p u r c h a s e s  did not p r o v i d e  i n f o r m a t i o n  

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

R e s p o n s e s  to h o u s e h o l d  s u r v e y ,  1983.

A p a r t i c u l a r l y  i n t e r e s t i n g  r e s u l t  of the s u r v e y  is that o n l y  s l i g h t l y  

m o r e  than o n e - f o u r t h  of  t h o se  m a k i n g  an u n p l a n n e d  p u r c h a s e  u s e d  a c r e d i t  c a r d  

to do so (see t able 3.1). U n f o r t u n a t e l y ,  no " c o n t r o l  g r o u p "  d a t a  e x i s t  on the 

p r o p o r t i o n  of p l a n n e d  p u r c h a s e s  m a d e  by c r e d i t  card in the r e l e v a n t  c a t e g o r i e s  

( c l o t h i n g  and p e r s o n a l ,  h o u s e h o l d  goods, h o b b y  and r e c r e a t i o n a l ) .  Still, a fre­

qu e n c y  of one car d  p u r c h a s e  in four w o u l d  not s e e m  to e s t a b l i s h  a p a r t i c u l a r l y



s t r o n g  r e l a t i o n s h i p  b e t w e e n  u n p l a n n e d  p u r c h a s e s  and c r e d i t  card u se.l 

A  full 70 p e r c e n t  of the u n p l a n n e d  p u r c h a s e s  w e r e  m a d e  e i t h e r  by c ash 

(52 p e r cent) or by c h e c k  (18 per c e n t ) .  A b o u t  3 p e r c e n t  w e r e  mad e  by other, 

u n i d e n t i f i e d ,  m e a n s .  W h e n  p u r c h a s e s  w e r e  c l a s s i f i e d  by size, the i n c i d e nc e  

of c a r d  use a p p e a r e d  to i n c r e a s e  as p u r c h a s e s  b e c a m e  larger, but not to a 

s t r i k i n g  e x t e n t.  For u n p l a n n e d  p u r c h a s e s  a b o v e  $100, 31 p e r c e n t  we r e  t r a n s­

act e d  by c re d i t  c a r d  c o m p a r e d  w i t h  25 p e rc e n t  for t r a n s a c t i o n s  of S 100 or less.

In all ( c o n s i d e r i n g  o n l y  the first item m e n t i o n e d ) ,  70 r e s p o n d e n t s

m a d e  an u n p l a n n e d  p u r c h a s e  by cr ed i t  card. F o r t y  of these p u r c h a s e r s  

(57 p e r c e n t )  said t h e y  w o u l d  h av e  m a d e  the p u r c h a s e  at the time eve n  if they 

ha d  not -.arr'ed a cr e d i t  c a r d — they w e r e  not asked h o w — and 30 r e s p o n d e n t s  

(43 p e r c e n t )  sai d  the y  w o u l d  not hav e  m a d e  the p u r c h as e  at that time w i t h o u t  

their c r e d i t  card. F i n a l l y ,  the 30 r e s p o n d e n t s  wh o  w o u l d  not have  m a d e  the 

p u r c h a s e  w e r e  a s k e d  if the y  w o u l d  h a v e  m a d e  it w i t h i n  the next few m o n t h s —

19 said ves, they w o u l d  h a v e , and 11 said no.

R e s p o n s e s  to h y p o t h e t i c a l  q u e s t i o n s , of course, h a v e  c o n s i d e r a b l e  

l i m i t a t i o n s .  S t a t e m e n t s  as to w hat one w o u l d  do if c i r c u m s t a n c e s  wer e  d i f­

ferent en t a i l  v a r y i n g  d e g r e e s  of r e l i a b i l i t y  for d i f f e r e n t  r e s p o n d e n t s .

Still, in th'' a b s e n c e  of a c o m p e l l i n g  re a s o n  to susp ec t  a large bias in the 

answers, p r o v i d e d ,  le s u r v e y  resu l t s  sugg e s t  that in only a small n u m b e r  of 

c a s e s  m i g h t  c r e d i t  c a r d s  u l t i m a t e l y  prove d e c i s i v e  in the c o m p l e t i o n  of an 

u n p l a n n e d  p u r c h a s e.  S e v e n t y - t h r e e  percent of the u n p l a n n e d  pur c h a se s  s t ud i e d  

w e r e  t r a n s a c t e d  by m e a n s  o t h e r  than credit card; a n o t h e r  15 percent w o u l d

1. In the B o a r d ' s  198 3  s u r v e y  of r e t a i le r s ,  a mong stores a c c e p t i n g  cre d i t  cards, 

a b o u t  22 p e r c e n t  of total s ales at c l o t h i n g  stores w e r e  t r a n s a c t e d  by card, and

ab o u t  16 p e r c e n t  of f u r n i t u r e  and a p p l i a n c e  store sales w e r e  by card. This

s u r v e y  is d i s c u s s e d  in C h a p t e r s  4 and 6.
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h a v e  b e e n  m a d e  at the s a m e  time e v e n  w i t h o u t  a c c e s s  to a card; a n o t h e r  

7 p e r c e n t  w o u l d  h a v e  b e e n  c a r r i e d  ou t  at some l a t e r  time. O n l y  4 p e r c e n t  of 

all the c o m p l e t e d  p u r c h a s e s  (11 o f  259), or 16 p e r c e n t  of c r e d i t  c a r d  p u r­

ch a s e s  (11 o f  70), w o u l d  n e v e r  h a v e  b e e n  m a d e  w i t h o u t  a c r e d i t  card, in the 

j u d g m e n t  of the p u r c h a s e r s  t h e m s e l v e s .

U n p l a n n e d  p u r c h a s e s ,  of c o u rs e ,  r e o r e s e n t  o n l y  a f r a c t i o n  of total 

p u r c h a s e s .  If the a b o v e  p r o p o r t i o n s  are r e a s o n a b l y  a c c u r a t e ,  it s eems l i k e l y  

t hat far less tha n  4 p e r c e n t  o f  all p u r c h a s e s — p l a n n e d  and u n p l a n n e d — c o u l d  

be d e s c r i b e d  as s a l e s  t hat w o u l d  n e v e r  h a v e  t a k e n  p l a c e  at all w i t h o u t  c r e d i t  

ca r ds .  M o r e o v e r ,  e v e n  for t h o se  u n a n t i c i p a t e d  p u r c h a s e s  i d e n t i f i e d  as e n t i r e l y  

d e p e n d e n t  on c r e d i t  car d s , it is still n o t  p o s s i b l e  to sa y  that t h e y  r e p r e s e n t  

a net a d d i t i o n  to total s p e n d i n g .  In the a b s e n c e  of the c a r d - d e p e n d e n t  p u r­

ch a s e s  and s u b r e q u e n t  p a y m e n t  for them, it m a v  be that d i f f e r e n t  p u r c h a s e s  

w o u l d  h a v e  be e n  m a d e  at s o m e  point, so that th* t otal s p e n d i n g  an d  total 

s a v i n g  of the i n d i v i d u a l s  w o u l d  h a v e  b e e n  the s a m e  o v e r  time in e i t h e r  case.

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

as a r e s u l t  of h o l d i n g  c r e d i t  cards, s u m m a t i o n  of i n d i v i d u a l  o u t l a y s  s h o u l d  

r e s u l t  in a c o r r e s p o n d i n g  a l t e r a t i o n  of a g g r e g a t e  c o n s u m p t i o n  s p e n d i n g .  If 

su c h  a l ink c o u l d  be d e t e c t e d ,  it w o u l d  tend to s u b s t a n t i a t e  the a r g u m e n t  that 

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

c r e d i t  c a r d  t r a n s a c t i o n s  ( t h e r e b y  m a k i n g  it less c e r t a i n  that c r e d i t  c a r d  

c o s t s  are i m b e d d e d  in r e t a i l  p ri c e s ) .

As d i s c u s s e d  in the p r e c e d i n g  s u b s e c t i o n ,  c r e d i t  c a r d s  c o u l d  g e n e r a t e  

c h a n g e s  in the timing, the c o m p o s i t i o n ,  or the a m o u n t  of s p e n d i n g .  C r e d i t  

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

s h o r t  p e r i o d  (e.g., b e t w e e n  p a y d a y s )  and h a v e  Cew s i g n i f i c a n t  m a c r o e c o n o m i c
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e f f e ct s .  1 Or, t h r o u g h  h o u s e h o l d  e x e r c i s e  o f  the b o r r o w i n g  function, they 

c o u l d  as s i s t  a m o r e  f u n d a m e n t a l  l o n g e r - t e r m  shift in the t i m i n g  a n d / o r  the 

c o m p o s i t i o n  of p u r c h a s e s .

Th e  m o s t  d i r e c t  w a y  in w h i c h  cr e d i t  c a r d s  m i g h t  i n f l u e n c e  the 

total of c o n s u m p t i o n  s p e n d i n g  w o u l d  be by i n c r e a s i n g  c o n s u m e r  p r o p e n s i t i e s  

to s pend ( r e d u c i n g  c o n s u m e r  p r o p e n s i t i e s  to save). If c o n s u m e r s  are c o n­

sid e r e d  to h a v e  some d e s i r e d  r a t e  of s a v i n g  in a c a r d l e s s  e n v i r o n m e n t ,  then 

total s p e n d i n g  c o u l d  be e n l a r g e d  b y  the existence, of c ards o n l y  if actual 

s a v i n g  by c o n s u m e r s  fell b e l o w  the init i al  d e s i r e d  level. T his o u t c o m e  

m i g h t  s e e m  to h i n g e  u p o n  a w i d e s p r e a d  lack of c o n s u m e r  s e l f - d i s c i p l i n e  in 

saving, r e s u l t i n g  in a c o n d i t i o n  of c h r o n i c  o v e r i n d e b t e d n e s s .  An a l t e r n a t i v e  

e x p l a n a t i o n ,  a d v a n c e d  by T. R u s s e l l  and also te st e d  by E. M o n t g o m e r y ,  is 

that p r i o r  i m p e r f e c t i o n s  in c r e d i t  m a r k e t s  m a y ha v e  c r e a t e d  a s i t u a t i o n  in 

w h i c h  c o n s u m e r  b o r r o w i n g  and t otal c o n s u m p t i o n  w e r e  c o n s t r a i n e d  to lower 

than d e s i r e d  levels. 2 To the extent, that cr e d i t c ards s e r v e d  to m i t i g a t e  

these i m p e r f e c t i o n s ,  t hey w o u l d  tend to reduce the s a v i n g  rat e  and boost 

c o n s u m p t i o n .

1. C h a n g e s  in the t i m i n g  of p u r c h a s e s  due to card use c o u l d  t h e o r e t i c a l l y  

af f e c t  the c y c l i c a l i t y  of a g g r e g a t e  c o n s u m p t i o n  spending, and t h e r e fo r e  

e c o n o m i c  a c t i v i t y  in g e n e r al .  S i n c e  cr e d i t  cards (like all c o n s u m e r  credit 

i n s t r um e n t s )  m a k e  p o s s i b l e  a g r e a t e r  d i c h o t o m y  b e t w e e n  c u r r e n t s p e n d i n g  and 

c u r r e n t  income, they c o u l d  tend to be c y c l i c a l l y  d e s t a b l i z i n g  by b o o s t i n g  

s p e n d i n g  e v e n  furt he r  d u r i n g  a b o o m  period, or by r e t a r d i n g  s p e n d i n g  at o t h e r  

times as r e p a y m e n t  o b l i g a t i o n s  im p o s e  a c o m p e t i n g  c l a i m  to s p e n d i n g  as an end 

use of c u r r e n t  income. On the o t h e r  hand, credit c ards c o u ld  just as well 

s erve a s t a b i l i z i n g  f u n ction, for instance, by e n a b l i n g  h o u s e h o l d s  to m a i n t a i n  

a d e s i r e d  l o n g - r u n  s p e n d i n g  p ath d u r i n g  p e ri o d s  of t e m p o r a r y  u n e x p e c t e d  s h o r t­

falls in income. T h e r e  is l i t t l e  d o c u m e n t a t i o n  to s u g g e st  that these p o s s i b l e  

c y c l i c a l  e f f e c t s  are v e r y  i m p o r t a n t  in a ct u a l i t y .  It is a l s o  p o s s i b l e  that 

i n d i v i d u a l  c y c l e s  of c r e d i t  car d  use and r e p a y m e n t  are d i f f e r e n t l y  pha s e d  and 

l a r g e l y  ca n ce l  out, r e s u l t i n g  in little o v e r a l l  impact on e c o n o m i c  a g g r e g a t e s .

2. T h o m a s  R u s sell, The E c o n o m i c s  of B ank Cr e d i t  Cards ( Ne w  Y ork, P r a eger, 

1975).

E d w a r d  B. M o n t g o m e r y ,  " T e s t s  of A l t e r n a t i v e  E x p l a n a t i o n s  of the D e c l i n e  in the 

P e r s o n a l  S a v i n g  Rate" (Ph.D. d i s s e r t a t i o n ,  H a r v a r d  U n i v e r s i t y ,  1982).
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lf c r e d i t  c a r d r  s t i m u l a t e  t otal s p e n d i n g — w h e t h e r  by  r e l a x i n g  

c a p i t a l  m a r k e t  c o n s t r a i n t s  on c o n s u m p t i o n  or by u n d e r m i n i n g  the c o n s u m e r ' s  

w i l l  p o w e r  to s a v e — the i m p a c t  s h o u l d  be e v i d e n t  in a d e c l i n i n g  a g g r e g a t e  

s a v i n g  r a c e  as c r e d i t  c a r d s  b e c o m e  m o r e  p r e v a l e n t .  D u r i n g  the 1970s, t h i r d -  

p a r t y  c r ed i t  c a r d s  w e r e  g a i n i n g  b r o a d  d i s t r i b u t i o n  and u s e  and, b y  a n d  large, 

the s a v i n g  rate d i d  d r o p  s o m e w a a t  f r o m  e a r l i e r  levels. B y  itse l f ,  h o w e v e r ,  

w i t h o u t  r e g a r d  to the m y r i a d  o t h e r  f a c t o r s  that i n f l u e n c e  s p e n d i n g ,  this 

fact is of li t t l e  a n a l y t i c a l  va l u e .

R u s s e l l ' s  d i s c u s s i o n  of the lin k  b e t w e e n  c r e d i t  c a r d s  and the 

s a v i n g  ra t e  wa s  l a r g e l y  t h e o r e t i c a l  in the c o n t e x t  o f  a m o d e l  in w h i c h  

the c o n s u m e r  a r r i v e s  at an o p t i m a l  a l l o c a t i o n  of l i f e t i m e  i n c o m e  o v e r  time. 

C r e d i t  c a r d s  are i n t r o d u c e d  i nt o  the m o d e l  as one m e t h o d  of d i m i n i s h i n g  

r e s t r a i n t s  on the a b i l i t y  of y o u n g e r  c o n s u m e r s  to b o r r o w  in a n t i c i p a t i o n  of 

f u t u r e  income. F o r  the U.S. e c o n o m y ,  h o w e v e r ,  w i t h  its a l r e a d y  w e l l - d e v e l o p e d  

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

a d i f f i c u l t  e m p i r i c a l  q u e s t i o n  as to w h a t  e x t e n t  c r e d i t  c a r d s  m i g h t  i n t r o d u c e  

a n y  f u r t h e r  a p p r e c i a b l e  r e l a x a t i o n  of c a p i t a l  m a r k e t  c o n s t r a i n t s .  Also, it 

s h o u l d  be not e d ,  the R u s s e l l  m o d e l  w o u l d  r e s u l t  on l y  in a r e d i s t r i b u t i o n  of 

c o n s u m p t i o n  s p e n d i n g  o v e r  time, u nl e s s  total d e s i r e d  l i f e t i m e  c o n s u m p t i o n  

is a l t e r e d  by the e x i s t e n c e  of c r e d i t  cards.

In on e  of  the few e x p l i c i t  m a c r o e c o n o m i c  s t u d i e s  of this issue, 

M o n t g o m e r y  c a l c u l a t e d  a m a x i m u m  p o s s i b l e  r e d u c t i o n  ir. the sa\ri n g  r a t e  o f

0 . 3  p e r c e n t a g e  p o i n t s  d u r i n g  1978 that m i g h t  be a s s o c i a t e d  w i t h  c r e d i t  c a r d s . ^  

He a l s o  c o n c l u d e d  f r o m  c r o s s - s e c t i o n a l  d a t a  that c r e d i t  c a r d s  a p p e a r e d  to 

e x e r t  m o r e  of a d o w n w a r d  i m p a c t  on the s a v i n g  r a t e  in 1977 t h a n  in 1970

1. M o n t g o m e r y ,  " A l t e r n a t i v e  E x p l a n a t i o n s , "  p. 26.
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b ut that the m a g n i t u d e  of the im p ac t  w a s  p r o b a b l y  v e r y  s m a l l . ^  G. G a r c i a ,  

s u m m a r i z i n g  h e r  i n v e s t i g a t i o n  of the l i t e r a t u r e  in this area, c o n c l u d e d  in 

1980 that ’’the i ssue  of the e f f e c t s  of c r e d i t  cards on c o n s u m p t i o n  r e m a i n s  a 

s u b j e c t  for f u r t h e r  r e s e a r c h . . .The r e l a t i o n s h i p  of c r e d i t  to the e x p a n s i o n  

o f  and i n f l a t i o n  in the e c o n o m y  r e m a i n s  1:0 be a d e q u a t e l y  e x p l a i n e d  b o t h  at 

the t h e o r e t i c a l  and e m p i r i c a l  l e v e l . "2

On the w h o l e ,  the h o u s e h o l d  s u r v e y  on u n p l a n n e d  p u r c h a s e s  d i s c u s s e d  

a b o v e  as w e l l  as e x i s t i n g  m a c r o e c o n o m i c  r e s e a r c h  p r o v i d e  little g r o u n d s  for 

b e l i e v i n g  that c r e d i t  c a r d s  g e n e r a t e  i n c r e m e n t a l  sales in s u f f i c i e n t  v o l u m e  

to off s e t  c r e d i t  ca r d  c o s t s  to an y  m e a s u r a b l e  degree.

1. I b i d . , p. 166.

2. G i l l i a n  G a r c i a ,  " C r e d i t  Cards: An ..nterdisciplinary S u r v e y , "  J o u r n a l  of 

C o n s u m e r  Res e a r c h ,  vol .  6 ( M a r c h  1980), p. 333.
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4. E F F E C T  O F  C R E D I T  C A R D  T R A N S A C T I O N S  ON  C O S T S  O F  R E T A I L E R S

In S e c t i o n  2 0 2  of the C a s h  D i s c o u n t  Act, the C o n g r e s s  d e s i g n a t e d  

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

m e r c h a n t  c o s t s , "  as a m a j o r  t o p i c  to be e x a m i n e d  in the F e d e r a l  R e s e r v e  

study. T h i s  p a r t  o f  the r e p o r t  p r i m a r i l y  a d d r e s s e s  the q u e s t i o n  of the 

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

f u r t h e r  d i s c u s s i o n  o f  the i m p a c t  of c r e d i t  c ar d s  on m e r c h a n t  r e v e n u e s .

4 . 1 .  The I n c e n t i v e  to E n g a g e  in C r e d i t  C ard T r a n s a c t i o n s

A n  i n d i v i d u a l  m e r c h a n t  has two o b v i o u s  p o s s i b l e  m o t i v a t i o n s  to sei l

g o o d s  and s e r v i c e s  on c r e d i t .  On e  is to i n c r e a s e  sales: w i t h o u t  c r e d i t ,  a

p a r t i c u l a r  s ale m i g h t  n o t  be c o m p l e t e d  at all; in a d d i t i o n ,  the p r o v i s i o n  of 

c r e d i t  t h r o u g h  the m e r c h a n t ' s  own c r e d i t  p l a n  m i g h t  e s t a b l i s h  a b o n d  w i t h  the 

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

m e r c h a n t  to sell on his o w n  c r e d i t  p l a n  m i g h t  be to e n h a n c e  r e v e n u e s  by e a r n i n g  

f i n a n c e  c h a r g e s  on r e c e i v a b l e s .  M o s t  e m p i r i c a l  s tu dies, h o w e v e r ,  h a v e  c o n c l u d e d  

that the d i r e c t  v a r i a b l e  and o v e r h e a d  e x p e n s e s  of o p e r a t i n g  a c r e d i t  p r o g r a m  

( i n c l u d i n g  the c o s t  of funds) h a v e  not b e e n  fully c o v e r e d  by f i n a n c e  c h a r g e  

r e v e n u e s .  In p r a c t i c e ,  the s a l e s  g e n e r a t i o n  m o t i v e  a p p e a r s  to h a v e  b e e n  the

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

T h e  p r o v i s i o n  o f  o p e n - b o o k  c r e d i t  to k n o w n  and t r u s t e d  c u s t o m e r s  is 

a p r a c t i c e  p e r h a p s  as o l d  as r e t a i l  t rade itself. The b r o a d e n i n g  and  f o r m a l­

iz i n g  o f  c h a r g e  a c c o u n t  c r e d i t  w a s  p i o n e e r e d  by the l arge f u l l - l i n e  d e p a r t m e n t  

s t o r e s  in the i940s and  1950s w i t h  the i s s u i n g  of c r e d i t  c a r d s  to c u s t o m e r s  

for use in the i s s u i n g  s t o r e  and its b r a n c h e s .  I n i t i a l l y ,  c o n v e n i e n c e  was 

the p r i m a r y  a t t r a c t i o n  to c o n s u m e r s  of the s t o r e  c r e d i t  c a r d  a c c o u n t ,  s i n c e  

m o s t  s to r e s  r e q u i r e d  full p a y m e n t  w i t h i n  the b i l l i n g  p e r i o d  o f  30 to s o m e t i m e s  

9 0  days. In time, m a j o r  r e t a i l e r s  a d o p t e d  the p r a c t i c e  of p r o v i d i n g  q u a l i f i e d
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custoraers an e x t e n d e d  p a y m e n t  o p t i o n  (with finance ch a r g e s  a c c r u i n g  on u n p a i d  

b a l a n c e s ) .  As a resu l t ,  o p e n - e n d e d  " r e v o l v i n g  c r e d i t "  b e g a n  to s u b s t i t u t e  for 

l o n g e r - t e r m  c l o s e d - e n d  c r e d i t  as w ell as for cash t r a n s a c t i o n s .  T h i r d - p a r t y  

c a r d  issuers s u b s e q u e n t l y  e n t e r e d  the field b y  o f f e r i n g  c a r d s that c o u l d  be 

u s e d  at any b u s i n e s s  that c o n t r a c t e d  w i t h  the issuer for this purpose.

F o r  b o t h  i n - h o u s e  and t h i r d - p a r t y  credit car d plans, g e n e r a t i o n  of 

i n c r e m e n t a l  s a l e s  a b o v e  the c a s h - o n l y  v o l u m e  was the d o m i n a n t  c o n s i d e r a t i o n  

u n d e r l y i n g  t h e i r  a d o p t i o n .  In m a n y  instances, the s t r a t e g y  m a y  hav e  b e e n  

d e f e n s i v e — to a v o i d  l o s i n g  sales to c a r d - h o n o r i n g  c o m p e t i t o r s — but was n e v e r­

theless a t t u n e d  to a c h i e v i n g  h i g h e r  sales than d e e m e d  o t h e r w i s e  p os sible. It 

w a s  g e n e r a l l y  b e l i e v e d  that a c a r d - h o l d i n g  c us tomer, u n f e t t e r e d  by the l i m i t a­

tion of pocket c a s h  or c u r r e nt  c h e c k i n g  acco u n t  b a l ance, w o u l d  spend larger 

a m o u n t s  than o t h e r w i s e  likely.

T o  b u s i n e s s e s  issu i n g  their own card, the b u i l d i n g  of c u s t o m e r  

l o y a l ty  was an i m p o r t a n t  s a l e s - s t i m u l a t i n g  aspect of cre d i t  cards. P e op l e  

in p o s s e s s i o n  of a s t o r e ' s  c r e d i t  card m i g h t  h a b i t u a l l y  g r a v i t a t e  to that 

s t o r e  to shop, and the m o n t h l y  b i l l i n g  s t a t e m e n t  s e r v e d  as a c o n v e n i e n t  

v e h i c l e  for p r e s e n t i n g  i n f o r m a t i o n  about n e w  p r od u c t s  and se r v i c e s ,  spec i a l  

sales, or a n y t h i n g  e l s e  d e s i g n e d  to spur a d d i t i o n a l  p u r c h a s e s .

To s m a l l e r  b u s i n e s s e s ,  the h o n o r i n g  of cre d i t  c a r d s  issued by banks 

or o t h e r  third p a r t i e s  e x p a n d e d  their sales p o t e n t i a l  w i t h o u t  the n e c e s s i t y  

for m e r c h a n t s  to m a n a g e  their o wn  credit: car d  plans. E x p e n s e s  of a p p l i c a t i o n  

r eview, billi n g , and c o l l e c t i o n  w o u l d  be h a n d l e d  for a fee by the t h i r d - p a r t y  

i s s u e r  o p e r a t i n g  w i t h  the a d v a n t a g e  of c o s t - m i n i m i z i n g  e c o n o m i e s  of scale. 

Today, any c l o t h i n g  b o u t i q u e  or s i m i l a r  o c c u p a n t  of the m o d e r n  s h o p p i n g  mal l

t

w o u l d  likely s u f f e r  a d e c i d e d  c o m p e t i t i v e  d i s a d v a n t a g e  if it d i d not ac ce p t  

credit cards. E v e n  so, it is q u e s t i o n a b l e  w h e t h e r  the e x i s t e n c e  of c r e d i t
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c a r d s  g e n e r a t e s  any i n c r e m e n t a l  r e v e n u e s  for the r e t a i l i n g  i n d u s t r y  as a 

w h o l e .

As d i s c u s s e d  in C h a p t e r  3, li t t l e  s u p p o r t  has b e e n  f o u n d  for the

v i e w  that c a r d - h o l d i n g  c o n s u m e r s  o v e r  the l o n g e r  r u n  s p e n d  m o r e  (save less)

o f  t heir i n c o m e  t h a n  th e y  w o u l d  w i t h o u t  c r e d i t  cards. B u t  if t he y  do not,

the n it w o u l d  s e e m  that c a r d - h o n o r i n g  m e r c h a n t s  can b e n e f i t  o n l y  at the

e x p e n s e  of n o n h o n o r i n g  m e r c h a n t s .  On the o c h e r  h a n d ,  if m o s t  m e r c h a n t s

h o n o r  c r e d i t  cards, as m a y  be true today, t hen n o n e  e n j o y s  an a d v a n t a g e  o v e r

a n y  o t h e r  by d o i n g  so, and c o m p e t i t i o n  m u s t  focus u p o n  o t h e r  f a c t o r s  s uch as

p r o d u c t  d i f f e r e n c e s ,  p r i c i n g ,  and m e r c h a n d i s e  r e t u r n  policieis.l In this

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

s e l l i n g  for cash, cciuld be r e g a r d e d  as a net a d d i t i o n a l  cost;, in v i e w  o f  the

a b s e n c e  of any o f f s e t t i n g  i n c r e m e n t a l  s a l e s  r e v e n u e  for the i n d u s t r y  as a

%

w h o l e .2

A  g o o d  a n a l o g y  to the impact o:i c r e d i t  c a r d s  on r e t a i l e r s  m i g h t  be 

f o u n d  in the g r o c e r y  s t o r e  i n d u s t r y ' s  i s s u a n c e  of t r a d i n g  s t a m p s  s e v e r a l  

y e a r s  ago. T h e  f ir s t  s t o r e s  to o f f e r  s t u m p s  a p p a r e n t l y  w e r e  a bl e  to a t t r a c t  

c u s t o m e r s  f r o m  c o m p e t i n g  stor e s ,  and to m e r e  than c o v e r  the c o s t s  of s t a m p s  

t h r o u g h  i n c r e m e n t a l  s a l e s v o l u m e .  H o w e v e r ,  w h e n  o t h e r s  f o l l o w e d  suit in s e lf -  

d e f e n s e ,  it b e c a m e  q u e s t i  n a b l e  w h e t h e r  a n y  s t o r e — or the i n d u s t r y  as a w h o l e —  

b e n e f i t t e d  f r o m  g i v i n g  out s t a mp s ,  since it i.s u n l i k e l y  that p e o p l e  b e g a n  to 

eat m o r e  in o r d e r  to o b t a i n  stamps. In time, g r o c e r y  s t o r e s  g r e w  d i s s a t i s f i e d

1. G i v e n  the p r e s e n t  s t a g e  of w i d e s p r e a d  c r e d i t  c a r d  p o s s e s s i o n ,  it is not 

e v e n  c l e a r  that c a r d - h o n o r i n g  m e r c h a n t s  as a g r o u p  take ne t  s a l e s  a w a y  f r o m  

n o n - h o n o r i n g  m e r c h a n t s  as a group. If n o n - h o n o r i n g  m e r c h a n t s  are a b l e  to 

a p p e a l  to p r i c e - s e n s i t i v e  c a s h  b u y e r s  by o f f e r i n g  l o w e r  p r i c e s ,  the n  they m a y  

g a i n  as m u c h  in s a l e s to s u c h  c u s t o m e r s  as t hey lose f r o m  c r e d i t  u s e r s  fo r c e d  

to s h o p  e l s e w h e r e .

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

r e t a i l e r s ,  but this r e s u l t  m i g h t  be l a r g e l y  rand o m ,  and l i k e l y  to " e v e n  out "  

for g i v e n  r e t a i l e r s  o v e r  a p e r i o d  o f  time.



w i t h  the e x D e n s e  o f  a d m i n i s t e r i n g  s t a m p  g i v e a w a y s ,  and m a n y  c u s t o m e r s  b e c a m e  

s u s p i c i o u s  that the c ost of the s t a m p s  m i g h t  be i m be d d e d  in the p r i c e s  they 

w e r e  paying. C u s t o m e r s  w h o  d i s l i k e d  the b o t h e r  of c o l l e c t i n g  and r e d e e m i n g  

st a mp s  m i g h t  l e g i t i m a t e l y  h a v e  c o m p l a i n e d  that they w er e  s u b s i d i z i n g  the avid 

s t a m p  c o 1 lectors by p a y i n g  the sam e  p r i c e s  for their g r o c e r i e s .  In r e s p o n s e  

to all these n e g a t i v e  a s p e c t s ,  some s t o r e s  d r o p p e d  their s t a m p  p r o g r a m s  and 

b e g a n  to a d v e r t i s e  h e a v i l y  a p o l i c y  of lower prices. E v e n t u a l l y ,  n e a r l y  all 

g r o c e r y  st o r e s  a b a n d o n e d  t r a d i n g  s t a m p  issuance.

This a n a l o g y  by no m e a n s  impl i es  that r e t a i l e r s  w i l l  some day  

a b a n d o n  cr e d i t  car d s ,  or e v e n  that they w o u l d  be w i s e  to do so. It m a y  wel l 

be that the c o n s u m e r  b e n e f i t -  of credit c a r d s — the a b i l i t y  to a l t e r  the 

t i m i n g  of their p u r c h a s e s ,  to c a r r y  m i n i m a l  a m o u n t s  of cash, to b o r r o w  for 

short periods, and so o n — are of m o r e  s u b s t a n c e  than the p e r c e i v e d  b e n e f i t s  

of r e c e i v i n g  t r a d i n g  s ta m p s  from  g r o c e r y  stores, w h i c h  was, in e s s e nc e ,  an 

i n e f f i c i e n t  m e a n s  for c o n s u m e r s  to o b t a i n  p rice d i s c o u n t s .  T h e  p r i m a r y  D oint 

of the a n a l o g y  is to i l l u s t r a t e  that the a p p a r e n t  g ains tc p a r t i c u l a r  

r e t a i l e r s  from o f f e r i n g  s o m e  s e r v i c e  can e v a p o r a t e  if c o m p e t i t o r s  o f f e r  an 

i d e n t i c a l  s e r vice, r a i s i n g  c o s t s  but l e a v i n g  total i n d u s t r y - w i d e  sales 

unaffected.

If, in fact, the b e n e f i t  of a dded sales v o l u m e  fro m  c r e d i t  c a r d s  is 

largely i l l u s o r y  on an i n d u s t r y - w i d e  basis, the c r u c i a l  c o n s i d e r a t i o n  to the 

s u b s i d y  issue b e c o m e s  w h e t b ' r  c r e d i t  car d  t r a n s a c t i o n s  are m o r e  c o s t l y  to 

c a r r y  out than cas h  (or check) t r a n s a c t i o n s .  If they are m o r e  costly, and 

t hose costs are not c o v e r e d  by the finance c h a r g e s  and u ser fees paid by car d  

h o l d er s ,  then it w o u l d  a p p e a r  that c a s h  buy e r s  m a y  ind e e d  s u b s i d i z e  card u sers

f

by p a y i n g  ide nt i c a l  p r i c e s ,  or that r e t a i l e r s  as a g r o u p  m a y  a c c e p t  s m a l l e r 

profit m a r g i n s  than o t h e r w i s e  a v a i l a b l e ,  or some c o m b i n a t i o n  of these o u t c o me s .
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4.2. C o s t s  to R e t a i l e r s  o r  C r e d i t  C a r d  T r a n s a c t i o n s

C o m p a r a t i v e  c o s t s  to r e t a i l e r s  of  a c c e p t i n g  d i f f e r e n t  m e a n s  of 

p a y m e n t  h a v e  b e e n  e x a m i n e d  in a s m a l l  n u m b e r  of e a r l i e r  s t u d i e s .  Also, in 

c o n n e c t i o n  w i t h  this r e p o r t  to C o n g r e s s ,  the F e d e r a l  R e s e r v e  B o a r d  c o n d u c t e d  

a s u r v e y  o f  r e t a i l  b u s i n e s s e s  o n  the c o s t s  of a c c e p t i n g  c ash, ch ec k ,  a n d  

c r e d i t  cards. T h e  r e s u l t s  o f  this s u r v e y  ar e  d i s c u s s e d  b e l o w . 1

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

c a r d  t r a n s a c t i o n s  are m o r e  c o s t l y  t ha n  o t h e r  m e a n s  of p a y m e n t  i n s o f a r  as

m e r c h a n t s  pa y  s o m e  p e r c e n t a g e  o f  t h e i r  t h i r d - p a r t y  c r e d i t  c a r d  s a l e s to the 

c a r d  i s s u e r s ,  or i n c u r  v a r i o u s  c o s t s  in o p e r a t i n g  t h e i r  o w n  c r e d i t  c a r d  

p l a n s  that h a v e  no c o r o l l a r y  in cas h  t r a n s a c t i o n s .  M a n y  r e t a i l e r s  tend to 

v i e w  the c os t s  of handling c a ^ n  t r a n s a c t i o n s  as e q u i v a l e n t  to the c ost of 

d o i n g  b u s i n e s s — a s a l e s  c l e r k ,  for i n s t a n c e ,  m u s t  be on h a n d  to c o n d u c t  

t r a n s a c t i o n s  of w h a t e v e r  type. T h u s  there is a t e n d e n c y  to r e g a r d  the m a r­

ginal cost o f  s e l l i n g  for c a s h  as zero, but this v i e w  s h o u l d  not be a d o p t e d  

w i t h o u t  c r i t i c a l  e x a m i n a t i o n .

T h e r e  are m a n y  e l e m e n t s  of cos t  a s s o c i a t e d  w i t h  the h a n d l i n g  of  a 

sales t r a n s a c t i o n .  Some c o s t s  m a y  be h i g h e r  for c h e c k  or c r e d i t  c a r d  t r a n s­

acti o n s ,  bu t  o t h e r s  m a y  be h i g h e r  for cash. I n c l u d e d  a m o n e  f ie r e l e v a n t

cost c o n c e p t s ,  for e x a m p l e ,  w o u l d  be the time r e q u i r e d  to c o m p l e t e  a t r a n s­

action, w h i c h  m a y  in tur n i n f l u e n c e  the n u m b e r  of c h e c k - o u t  s t a t i o n s  and 

sales c l e r k s  that a s c o r e  n e e d s .  C r e d i t  car d  t r a n s a c t i o n s  a b s o r b  tim e  

because: c r e d i t  s l i p s  m u s t  be w r i t t e n  and f r e q u e n t’y som e  sor t  of a u t h o r i z a t i o n  

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

p r e c a u t i o n a r y  steps, suc h  as i n s p e c t i n g  a n d  c o p y i n g  d o w n  i d e n t i f i c a t i o n  d a t a

1. A p p e n d i x  B p r o v i d e s  s o m e  i n f o r m a t i o n  on the specific.^tions of this s u r v e y  

c o n d u c t e d  in the s p r i n g  of 1983.
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or s u m m o n i n g  a m a n a g e r  f r o m  e l s e w h e r e  in the store to a p p r o v e  a c c e p t a n c e  o f  

the check. C a s h  t r a n s a c t i o n s  m o s t  l i k e l y  c o n s u m e  less time than c h e c k  or 

c r e d i t  c ard t r a n s a c t i o n s ,  but the c o u n t i n g  of c ash r e c e i v e d , the m a k i n g  of 

chan g e ,  and the s t o c k i n g  an d  r e p l e n i s h m e n t  of cash r e g i s t e r s  w i t h  c u r r e n c y  

and c o i n  are c a s h - r e l a t e d  a c t i v i t i e s  that o c c u p y  an e m p l o y e e ' s  time. T i m e  

c o n s u m e d  in r e c o n c i l i n g  s a l es  r e c o r d s  w i t h  cash, chec k s,  and c r e d i t  s li p s  on 

h a n d  m a y  v a r y  w i t h  the p r o p o r t i o n  of sales t r a n s a c t e d  by e a c h  m e a n s ,  and 

f r o m  one b u s i n e s s  to a no t h e r .

S e c u ri t y - r°lated e x p e n s e s  c o m p r i s e  a large fa m i l y  of costs in w h i c h  

f u r t h er  v a r i a t i o n  m a y  be f ound a m o n g  the d i f f e r e n t  m e a n s  of p a y m e n t .  I nc l u d e d  

n such  a c o n c e p t  w o u l d  be  bot h  d i r e c t  e x p e n s e s  of s e c u r i t y  p r e c a u t i o n s  plu s  

an a l l o w a n c e  for an y  u n c o v e r e d  r i s k  a s s o c i a t e d  w i t h  eac h  t r a n s a c t i o n  m e d i u m .

A n  o b v i o u s  risk, for e x a m p l e ,  is the p o s s i b i l i t y  of theft. T h i s  p a r t i c u l a r  

ri s k  is Likely to be m o r e  p r o n o u n c e d  for cash b e c a u s e  the full n e g o t i a b i l i t y  

of c a s h  m a k e s  it an a t t r a c t i v e  target. A c c e p t a n c e  of p e r s o n a l  c h e c k s  e n t a i l s  

the r i s k  that the c h e c k  m a y  be u n c o l l e c t a b l e ,  b e c a u s e  the w r i t e r  m a y  not 

h a v e  s u f f i c i e n t  funds on d e p o s i t  or for some o t h e r  reason. S e c u r i t y  risks 

b o r n e  by o p e r a t o r s  of i n - h o u s e  c r e d i t  card p lans incl u d e  the c o s t s  a s s o c i a t e d  

w i t h  d e l i n q u e n t  and u n c o l l e c t a b l e  a c counts.

For a fee, of c o u r s e ,  m e r c h a n t s  can g e n e r a l l y  p r o t e c t  t h e m s e l v e s  

fr o m  m a n y  of these risks. E m p l o y m e n t  of i n - store s e c u r i t y  p e r s o n n e l ,  ren t a l  

of a r m o r e d  c ar  s e r v i c e ,  use of m o r e  t e c h n o l o g i c a l l y  s o p h i s t i c a t e d  e q u i p m e n t ,  

p a y m e n t  of b o n d i n g  and i n s u r a n c e  fees, and s u b s c r i p t i o n  to a c h e c k  g u a r a n t e e  

s e r v i c e  all r e p r e s e n t  c o s t s  that r e t a i l e r s  can incur to m i n i m i z e  losses f r o m  

theft, fraud, and oth<.r caus e s.  T h e  costs a r i s i n g  from loss and p r o t e c t i o n
f

a g a i n s t  loss m a y  w e l l  d i f f e r  a m o n g  the types o f  p a y m e nt  and a m o n g  d i f f e r e n t  

b u s i n e s s e s ,  and it is by no m e a n s  o b v i o u s  w h i c h  m e a n s  of t r a n s a c t i o n  c a r r i e s
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che h i g h e s t  s e c u r i t y - r e l a c e d  costs, or h o w  c o n s i s t e n t  the a l l o c a t i o n  of  suc h  

c o s t s  by t r a n s a c t i o n  t ype w o u l d  be f r o m  f i r m  to firm.

S t i l l  o t h e r  c o s t s  to r e t a i l e r s  ca n  be a s s o c i a t e d  vrith the m e t h o d  o f  

t r a n s a c t i o n .  E v e r y  m e t h o d  o t h e r  than c a s h  i n v o l v e s  some  d e l a y  in r e c e i p t  of 

funds by the r e t a i l e r ,  a nd  t h e r e f o r e  an i m p l i c i t  f i n a n c i n g  cost in f o r g o n e  

i n t e r e s t  on the f u n ds  e v e n t u a l l y  to be t r a n s f e r r e d .  A n d  i n - h o u s e  c r e d i t  card 

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

e x p e n s e s ,  o f  c o u r s e ,  m a y  be o f f s e t  at least p a r t i a l l y  b y  f i n a n c e  c h a r g e  

r e v e n u e s .

P e r h a p s  the m o s t  v i s i b l e  t r a n s a c t i o n s  cos t  to r e t a i l e r s  is a 

f a c t o r i n g  fee c a l l e d  the " m e r c h a n t  d i s c o u n t " — the fee p a i d  by r e t a i l e r s  to 

t h i r d - p a r t y  c a r d  i s su e r s ,  f i g u r e d  as s ome p e r c e n t a g e  of the v o l u m e  of c r e d i t  

c a r d  sales. This fee g e n e r a l l y  v a r i e s  b e t w e e n  1 and  5 p e r c e n t  for d i f f e r e n t  

m e r c h a n t s ,  d e p e n d i n g  c h i e f l y  on total c r e d i t  card s ales v o l u m e  and per unit 

t r a n s a c t i o n  size. It c a n  be thou g h t  of as p a r t l y  c o v e r i n g  v a r i o u s  o p e r a t i n g  

e x p e n s e s  that are s h i f t e d  f r o m  the m e r c h a n t  to the car d  issu e r ,  s uch as 

b i l l i n g  and c o l l e c t i n g  c o s t s  that m i g h t  o t h e r w i s e  a r i s e  if i n - h o u s e  ca r d  

p l a n s  w e r e  m a i n t a i n e d ,  or the cost of loss and loss p r e v e n t i o n  a s s o c i a t e d  

w i t h  c a s h  and c h e c k .  H o w e v e r ,  s i nc e  the c a r d  i s s u e r  o b t a i n s  the r e v e n u e s  

f r o m  f i n a n c e  c h a r g e s  and r e l a t e d  fees as w e l l  as a b s o r b i n g  the c o s t s  of 

p r o v i d i n g  c r e d i t ,  the e x i s t e n c e  of the m e r c h a n t  d i s c o u n t  m a y  a l s o  r e f l e c t  

s o m e  d e f i c i e n c y  in the c a r d  i s s u e r ' s  c o v e r a g e  of c r e d i t  c o s t s  s o l e l y  t h r o u g h  

f i n a n c i n g  income.

E m p i r i c a l  s t u d i e s . A n u m b e r  of s t u d i e s  h a v e  e x a m i n e d  the c o s t s  of 

c r e d i t  car d  o p e r a t i o n s ,  or c o m p a r e d  some a s p e c t s  of c r e d i t  c o s t s  w i t h  the 

c o s t  of c a s h  and c h e c k s .  T h e s e  i n c l u d e  a s t u d y  by T o u c h e  R o s s  & Co. of 

c o s t s  and r e v e n u e s  f r o m  r e v o l v i n g  c r e d i t  at d e p a r t m e n t  s t o r e s  in N e w  Y o r k ,  a
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s t u d y  b y  P a y m e n t s  S y s t e m s ,  Inc. of c o m p a r a t i v e  costs for cash, c h e c k  an d  

c r e d i t  t r a n s a c t i o n s ,  and a s t u d y  by R. G r a n t  c o m p a r i n g  the costs cf  these 

m o d e s  of t r a n s a c t i o n s  in G r e a t  B r i t a i n . ^

T h e  T o u c h e  Ross s t u d y  c o l l e c t e d  d e t a i l e d  cost and r e v e n u e  d a t a  for 

a 1 2 - m o n t h  p e r i o d  in 1972 - 7 3  fro m 17 r e t a i l  firms in N e w  Y o r k  S tate o p e r a t i n g  

i n - h o u s e  r e v o l v i n g  c r e d i t  p lans ( g e n e r a l l y  linked to a s t o r e - i s s u e d  cr e d i t  

card). The a n a l y s i s  c o v e r e d  all coses r e l a t i n g  to n e w  a c c o u n t s  p r o c e s s i n g ,  

a c c o u n t  servi c i n g ,  c o l l e c t i o n ,  space and e q u i p m e n t ,  payroll, and m a n a g e m e n t .  

T o u c h e  Ross a l s o  c a l c u l a t e d  the cost of c a p i t a l  a s s o c i a t e d  w i t h  e a c h  s t o r e' s  

i n v e s t m e n t  in r e c e i v a b l e s  u s i n g  two a l t e r n a t i v e  m e t h o d s — one b a s e d  on eac h  

firm's own c a p i t a l  s t r u c t u r e  and one b as e d  on an a s s u m e d  c a p i t a l  cost r ate 

of 8 percent.

T h e  p r i n c i p a l  f i n d i n g  of the s t u d y was that " r et a i l  stores in N e w  

Y o r k  do not c o l l e c t  s u f f i c i e n t  finance ch a r g e  r e v e n u e s  on their r e v o l v i n g  

c r e d i t  a c c o u n t s  to c o v e r  the c osts of e x t e n d i n g  and s e r v i c i n g •such acc ou n t s .  

For the 17 s t o r e s  sur v e ye d ,  the d e f i c i e n c y  total l e d . . .3.71 p e r c e n t  of 

c r e d i t  sales. Ea c h  o f  the 17 stores i n c urred d e f i c i t s  on t heir r e v o l v i n g  

a c c o u n t s . S u m m a r y  cost i n f o r m a t i o n  from t .e T o u c h e  Ross s t u d y  is p r e s e n t e d  

in table 4.1. As the table indi c a t es ,  the cost of capi t a l  was the largest 

c o m p o n e n t ,  a c c o u n t i n g  for a b o u t h a l f  of total credit c osts (based on the

1. P a y m e n t s  S y st e m s ,  Inc. Cost of Cash: A S t r a t e g i c  A n a l y s i s  (Atlanta, 1981).

T o u c h e  Ross & Co. " E c o n o m i c s  o f  N e w  Y o r k  State Retail S tore R e v o l v i n g  Cr e di t  

O p e r a t i o n  for the F i s c a l  Y e a r  E n d e d  J a n u a r y  31, 1973," in R o b e r t  P. Sh a y  and 

W i l l i a m  C. D u n k e l b e r g ,  Re ta i l  S t o r e  Cr e d i t C ard Use in N e w  Y o r k . S t u di e s  in 

C o n s u m e r  Cred i t ,  No. 4 (G r a d u a t e  School of Bu s i n es s ,  C o l u m b i a  U n i v e r s i t y ,  

1975).

R o b e r t  M. Gr a nt ,  " T r a n s a c t i o n  C o s t s  to R e t a i l e r s  of D i f f e r e n t  M e t h o d s  of 

P a y m e n t .  Result of a P ilot S t u d y "  (Report p r e p a r e d  at The C i t y  U n i v e r s i t y ,  

L ondo n ,  1982; p r o c e s se d ) .

2. S h a y  and D u n k e l b e r g ,  Retail S tore Credit Card Use in N e w  York, p. 9.
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i n d i v i d u a l i z e d  e s t i m a t e  o f  c a p i t a l  cost). P e r s o n n e l  c o s t s  and b a d  d e b t  

los se s  w e r e  the n e x t  l a r g e s t  e l e m e n t s  of cost.

T A B L E  4 . 1

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

A T  17 N E W  Y O R K  R E T A I L  S T O R E S  

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

All

A m o u n t

S(000)

S t o r e s  (17)

P e r c e n t  

o f  S a l e s

N E T  R E V O L V I N G  C R E D I T  S A L E S  ( e x c l u d i n g

f i n a n c e  c h a r g e  r e v e n u e ) $ 7 7 6 , 4 5 3 . 5 1 0 0 . 0 0 %

F I N A N C E  C H A R G E  R E V E N U E  (net) 5 9 , 0 3 3 . 9 7 . 6 0 %

C R E D I T  COSTS: 

P e r s o n n e l  co s t s :

N e w  a c c o u n t s 3 , 9 1 4 . 3 .50%

A c c o u n t  s e r v i c i n g 8 , 0 6 0 . 9 1.04

A c c o u n t  c o l l e c t i o n 3 , 2 6 5 . 9 .42

A d d i t i o n a l  s a l e s  p e r s o n n e l 9 9 9 . 1 .13

S u p p o r t i n g  s e r v i c e s 8 6 6 . 8 .11

M a n a g e m e n t 3 76.7 .05

D a t a  p r o c e s s i n g 1 , 9 4 1 . 2 .25

T o t a l  p e r s o n n e l  c o s t s 19 ,424.9 2 . 5 0 %

D a t a  p r o c e s s i n g  e q u i p m e n t 1,26 1 . 0 .16

C r e d i t  i n v e s t i g a t i o n 1,075.8 .14

Bad deb t  losses 1 0 , 8 5 3 . 5 1.40

C o l l e c t i o n  a g e n c y  fees 1,329.1 .17

C r e d i t  s p a ce  and e q u i p m e n t 1 , 5 5 5 . 4 .20

P o s t a g e 3 , 0 7 8 . 0 .40

Comraunicat ion 1. 161.5 .15

S u p p l i e s  and o t h e r 3 , 6 0 2 . 5 .46

C o s t  of c a p i t a l 4 4 , 5 3 3 . 6 5. 7 3

T o t a l  c r e d i t  c a r d s 8 7 , 8 7 5 . 3 1 1 . 3 1 %

E X C E S S / ( D E F I C I E N C Y )  O F  R E V E N U E  O V E R  C O S TS $ ( 2 8 , 8 1 4 . 4 ) ( 3 . 7 1 ) %

E X C E S S / ( D E F I C I E N C Y )  O F  R E V E N U E  O V E R  C OSTS

(at 3 p e r c e n t  c o a t  of c a p i t a l ) $ ( 1 6 , 8 3 5 . 9 ) ( 2 . 1 7 ) %

Source: T o u c h e  R o s s  & Co., '‘E c o n o m i c s  of R e v o l v i n g  C r e d i t f rom e x h i b i t  II,

n . 76.



T h e  T o u c h e  Rcss s t u d y  r e f l e c t e d  c o n s i d e r a b l e  e f f o r t  to de t e r m i n e  

r e l a t i v e l y  p r e c i s e  cost e s t i m a t e s  f rom a c c o u n t i n g  reco r d s and fro m  e x t e n s i v e  

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

tion was n e c e s s a r y  to a l l o c a t e  c e r t a i n  types of costs b e t w e e n  credit and 

n o n - c r e d i t  sales, the s t u d y  d id  a c r e d i b l e  job of e s t a b l i s h i n g  that the costs 

to r e t a i l e r s  of r e v o l v i n g  cr e d i t  o p e r a t i o n s  e x c e e d e d  f i n a n c i n g  r e ve n u e s  at the 

st o r e s  e x a m i n e d . 1 T h e  s t u d y  d i d  not a d dr e s s  the issue of i n c r e m e n t a l  sales 

r e v e n u e  that m i g h t  be a t t r i b u t a b l e  to cr e d i t cards, nor did it e v a l u a t e  the 

s t o r e - c a r d  as a m a r k e t i n g  tool. The r e l a t i o n s h i p  of the d e f i c i t s  i n cu r r e d  

on c r e d i t  c ard o p e r a t i o n s  to the o v e r a l l  profit m a r g i n  on g o o d s  sold on 

cr e d i t  was a l s o  o u t s i d e  the scope of the study.

In 1980, P a y m e n t s  S y s t e m s ,  Inc. (PSI) m a d e  an e x t e n s i v e  s t u d y  of 

the c osts a s s o c i a t e d  w i t h  cash t r a n s a c t i o n s ,  m e a s u r e d  on a per t r a n s a c t i o n  

basis. T h e  s t u d y  c o m p a r e d  c e r t a i n  a s p e c t s  of these costs, te rm e d  " h a n d l i n g  

c o s t s , "  w i t h  c o r r e s p o n d i n g  c os t s  for ch e c ks  and cre d i t  cards, .and c o n c l u d e d  

that "the per r e t a i l  ' a n s a c t i o n  cost of c r e d i t  c ar d s  and c a s h  is n e a r  the 

s a m e — a b o u t  $ . 4 5 — and c h e c k s  o n l y  c a r r y  a small m a r g i n  o f  h i g h e r  c o s t s . "

PSI a s s e r t e d  that "the c o s t s  of h a n d l i n g  cas h  are m a n y  times h i g h e r  than 

p r e v i o u s l y  b e l i e v e d . . . ( thus) r e t a i l e r s  s h o u l d  take a n e w  look at o p e r a t i n g  

e f f i c i e n c i e s  in p a y m e n t  a c c e p t a n c e  and at the c o m p a r a t i v e  a c c e p t a n c e  

of n e w  p a y m e n t  m e t h o d s . "2

1. In e v a l u a t i n g  a n  e a r l i e r  T o u c h e  R oss & Co. study u s i n g  s i m i l a r  m e t h o d o l o g y ,  

the N a t i o n a l  C o m m i s s i o n  on C o n s u m e r  F i n a n c e  found the a l l o c a t i o n  p r o c e d u r e s  

u s e d  by T o u c h e  R 0 9 S to be r e a s o n a b l e ,  and a c c e p t e d  the T o u c h e  Ros s  findi n g  . 

that in - h o u s e  r e v o l v i n g  c r e d i t  p l a n s  o p e r a t e  at a d e fi c i t .  W h i l e  the T o u c h e  

Ros s s t u d i e s and N a t i o n a l  C o m m i s s i o n  c o m m e n t a r y  are at least 10 y ears old, 

s u b s e q u e n t  i n c r e a s e s  in the c ost of c a p i t a l  in e x c e s s  of fina n c e charges

h a v e  lik el y  p r e s e r v e d  the v a l i d i t y  of those e a r l i e r  findin s. See N a t i o n a l  

r i m mission, C o n s u m e r  C r e d i t  in the U n i t e d  S ta t e s  ( G o v e r n m e n t  P r i n t i n g  Office,

1972) p. 145.

2. P a y m e n t  S y s t e m s ,  Inc., Cost of Cash: A S t r a t e g i c  A n a l y s i s , p. viii.
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