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Maine -

Oklahoma -

Utah -

Wjsconsin -

with a Ena] 1 lenders license may alternatively charge:
36% on the unpaid balance up to $300, 21% on the unpaid
balance over $300 up to $1,000, and 14.45% on the unpaid
balance over $1,000. The dollar amounts for licensed
lenders (above) have been indexed upward by regulation to
be $540 and $1,800 respectively. [K.S.A. 16a-2~401; 16a
2~401a; K.A.R. 75-6-24.]

For both open and closed-end credit., either 30% on part of
unpaid balance up to $300, 21% on part of unpaid balance
over $300 up to $1,000, and 15% on part of unpaid balance
ever $1,000, or 18% on the unpaid balance, whichever is
greater. [9-A, 2.401(2), 9-B-842(2)(R)]

For both open and closed-end credit, either 30% on part of
unpaid balance up to $600, 21% on part of unpaid balance
over $600 up to $2,000, and 15% on part of unpaid balance
over $2,000, or 21% of unpaid balance, whichever 1is
greater.

For loans involving a cash advance of $400 or less, in
lieu of above rates, a lender nay charge specified dollar
amounts scaled to size of loan. [13A-3-508(A)]

For closed-end credit, either 36% on part of unpaid
balance up to $840, 21% on part of unpaid balance over
$840 up to $2,800; and 15% on unpaid balance over $2,800,
or 18% on entire unpaid balance, whichever is greater.
Upon a finding that these charges are below the prevailing
market rates anu unduly restrict the availability of
credit to consumers, the commissioner may increase the
maximum finance charge to a rate not over 10% above the
average yield on 2-year U.S. securities during the prior 5
weeks. (Until July 1, 1985, there arc no rate maximums on
open-end credit.) [70B-3-508, 7-9-20(e), 7-1-306]

The greater of 18% per year or 6% in excess of interest
rate on 6-month U.S. Treasury bills. 0On open-end consumer
loans, parties may agree to higher rate if yield on 2-year
U.S. government securities exceeds 15% per year on 5
successive Thursdays. For loans and renewals made on or
after November 1, 1981 and before November 1, 1984 or
after Octcter 31, 1987, state-chartered credit unions o.
charg. the same rate of interest as federal credit unions.
[8422.201, 138.041(2)]

Interest rate subject to state"s usury law:

Massachusetts -

The rate on loans of $6,000 or less cannot exceed the
limit established by the small loans regulatory board
pursuant to Ch. 140, 8100. The maximum rate ol charge for
any loan of $6,000 or less is 23% per annum on die unpaid
balance, according to the actuarial method, plus an
administrative fee of $20 upon the granting of the loan.
[Ch. 140,100Q,114A, 114B; Ruling Deputy Commissioner of
Banks, Re: Order of Small Loans Regulatory®" Board, off.
10/17/80]



Missouri — On "small loans" (i.e., leans of $2,500 or less, not made
as permitted by otlier statutes, and not. secured by a lion
on real estate, non-processed farm products, livestock,
farm machinery or crops) the maximum interest rate is:
26.6% per annum on the first $800; 15% per annum on the
ne.&= $1,700. The maximum rate is 10% per annum on the
balance over $2,500. [8408.100, 408.190]

Other Acts:

Arkansas - Interest rate may not exceed that permitted by the state
constitution (17% cn consumer loans), [867-933(c),
867-916(1)]

Maryland — The permanent rate is 1-1/2% per month on the unpaid
balance. But until July 1, 19b5, a credit union may
charge up to 2% per month on the a paid balance. |If tine
rate exceeds 1-1/2% per month, certain restrictions apply
in the Commercial Law Article of a consumer protection
nature. [86-507]

North Dakota - Statute authorizes State Credit Union Board to approve a
maximum loan rate in excess of 18% per annum. The
Attorney General ruled, July 8, 1981, that the State Board
nay establish an unlimited loan rate. The State Board
issued a regulation, November 1, 1981, declaring the
credit union loan ra». may net exceed the lawiul rate of
other state regulated lenders. Such lenders have no
maximum loan rate. [86-06-18; Beg. 13-03-09-01; OAG
81-71]

Ohio - Maximum rate is 1-1/2% per month on unpaid balance. But
until January 1, 1985, a credit union may charge an annual
percentage rate up to 25%. [81733.251]

Federal pre-emption of state rate ceilings:

A 1980 Federal law provides for pre-emption of any state constitutional or
statutory usury rate provision. A credit union insured by the National CU
Ad.dnistration may charge an interest rate up to 1% in excess of the dis—
count rate on 90-day ccnmercial paper at the Federal Peserve bank in its
district or the rate allowed by its state law, whichever is areater. 112USC
205(9)1

Federal Credit Unions - Federal act provides a maximum rate of 15% per
annum cn the unpaid balance. However, the NCUA Board may authorize a higher
rate for periods up to .18 months under certain conditions. The Board lias
set 21% per annum as the maximum rate until Noveiiber 12, 1984.

(12UsC8107(5), 12CRF8701.21-1A]
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As interest-rate ceilings rise or disappear,
consumers may lose some hard-won protections.

Borrowers and lenders hoth have impor-
tant needs, described by Sir Francis Ba-
con as "the one, that the tooth of usury
be grinded that It bite not too much; the
other, that there be left open the means
to invite moneyed men to lend for the
continuing and quickening of trade."

The délicate balance of those two
needs now seems to be shifting. Driven
by eager lenders, many state [egislators
and members of Congress appear intent
on wiping the concept of usury off the
books. If they succeed, consumers will be
doubly hurt, Borrowing costs, already
extraordinarily high, could, soar higher
still; vital consumer protections, painful-
y won over recent years, could be
groded or lost altogether.

Over the last 50 Kears or so, the states
have stitched together a complex patch-
work of laws and regulations governing
consumer credit. Until recently, oné
common thread has been the existence of
a usury cmlmg-a rate of interest, set by
aw, that a lendler cannot exceed.

Within each state, lenders are subject
to different usuav_ ceilings depending on
the kind of credit activity they e_ngaqe
in—auto installment sales, retail inStall-
ment sales, revolving credit saii, bank
loars, and_finance Company loans, for
example. (The table opposite illustrates

2w state rate ceilings vary for two types

f credit transactions.), _

_The usury ceiling tied to a particular
kind of credit activity is Imked—.tron%y
in some states. less S0 in others—to the
degree of consumer protection that cred-
itors engaging In that activity must pro-
vide. In” gengral, the higher the usury
ceiling, the greater the protection.

For example, most states allow credi-
tors to charge a higher Annual Percent-
age Rate (APB)* on small loans than ou
large loans, provided that borrowers also
get more protection. The creditors can

whether to charge higher rates
and cffcr more gr)]rotectlon, or to settle for
lower t'eilings that carry less protection.

Michigan™ lenders, for instance, can
charge up to 31 percent on loans up to
$500°(13 percent above ?500). In return,
such lenders muyst calculate the interest
rate in a prescribed fashion; can lend no
more than $3000; must refrain from cer-

The Annua# Percentalge Hate most accurate-
ly expresses the Interest rate charged.
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tain advertising claims; and must not
reguwe “wage assignments,” under
wlach borrowers agrée in advance that
their pa¥ will go directly to the lender if
they detault Alternatively, lenders can
abide by a 16.5 P_ercent ceiling and
ignore those protections.

In states that tie usury ceilings and
consumer protections together, bigb-in-
terest loans often carry controls on such
provisions as permissible fees and
charges, balloon” payments, refinancing
terms, and the method of calculating the
interest rate.

Bumping the celling

As interest rates rose and stayed high,
state lawmakers, began hearmg com-
plaints from creditors that the rafes the
wanted to charge for consumer cred
were bumping up against the usury ceil-
ings. If the ceilings weren't raised (or,
more to the lenders liking, eliminated),
the lenders claimed, they Would have no
choice but to curtail codsumer credit,

There was a grain of tnith to the claim;
loans to consumt.'s have been curtailed.
During the 19 mouths from the end of
1979 fo August 1981, the amount of out-
standing consurrar installment debt-
total short-term loans (excluding mort-
ga?es)—grew from $312-hillion to 5321-

iMion, an annual increase of less than 2
percent During the 1970's, by compari-
son, outstanding installment debt grew
almost 12 percent annually.

The current credit slowdown can be
blamed, In part, on s drop In demand, a
natural result of high interest rates. But
many lenders have Testricted the supply
of consumer credit. Many banks, for
example, have become fussier al>out their
loan customers. In Wisconsin, where an
IS percent APR is the limit on consumer
loans, bankers are generally making loans
primarily to existing customers,

Other’banks use another technique. In
March of last year, Rankers Trust ol
South Carolina tightened the statistical
profile it uses to screen Credit applicants,
dropping the percentage of approvals
from 78 ercent to 70 percent

But lenders who argue that they must
curtail consumer credit to avoid” losses
protest too much. Banks that have re-
duced their level of consumer-credit ac-
tivity have done so mainly because com-

mercial lending is more profitable, not
because they can't make money on. con-
sumer credit IR T
Complaints from retailers and credit-
card issuers about low usury ceilings
should be viewed with the same skeptical
eye. In practice, retailers have been
reluctant to raise their charges for re-
volvmg credit, even when allowed to, for
fear o1 driving, customers awa¥_. New
York State furfishes an Illuminating ex-
ample of why credit-card issuers cannot
be taken literally. When New_ York re-
moved all restrictions on credit-card fi-
nance charges lati in 1980, one would
have assumed, fr-m the card issuers'
repeated claim tliav the old 18 percent
limit was oppressive, that they” would
immediaely hike their finance chc.”cs to
a much higher level. In fact, mc:t stili
charge 18 percent, _
_ InStead of raising rates, credit-card
ISSUers in manE states arc charging fcs
not in the APR calculation. Many now
charge an annual fee of $10 to $20
_ And an increasing number of card
issuers. arc charging™a transaction_fee
every time the card is used. Crocker Bank
in California, for example, already levies
a 12-cent fee. Other issuers are changin
the terms even for users who have avoid-
ed finance charges by paym%promptly.
The approach varies. Sevéral New Jersey
banks have hegun charging interest from
the date of billing to the date of payment
biinks elsewherg are chargm% Interest
from the date n purchasg is poster! to the
merchant's account. Tennessee, Ala-
bama, and Missouri residents who hold a
Visa or M _:crCard from First Tennessee
Bank in Memphis will have to pag a
monthl)é “maintenance fee" between 50C
and $1.50 if they pay off the outstanding
balance when billed.

What’s behind the drive

Creditors are pushing to do away with
usur%cell_mgs for several reasons; ~

« Creditors would like to eliminate
any future threat that usury ceilings will
inferfere with credit activity. If ce|I|_n?s
are simply  lifted to some ‘intcnnalialc
level consistent with current market
rates, ere "itors fear that they would have
to return to state legislators, hat in hand
to ask for another increase If Interest
rates climb s'illhigher. From the crcd;-

NOVEMBER 198t



mcludmg purchases b_F credit |
Second, Arkansas retailers have raised
their prices. to offset the effect of the 10
ercent_ceiling. If an Arkansas and a
Vest Virginia Tetailer each sell a 51000
video recorder with 24-month financing,
the West Virginia retailer will |g)robably
charge an "18 percent APR. the
highest allowed in that stale. The Arkan-
sas retailer, limited to 10 ﬁercent, IS like-
ly to raise the price of the recorder by
about 582. So both retailers receive
about the sarne amount each month.
Third, most credit-card Issuers located
outside Arkansas can levy charges con-
trolled bK the state where they are based,
not by the st3te where the holder lives.
Thus “a card issuer based in New York
could charge Arkansas residents 20 per-
cent or even more. Even Arkansas-based
card issuers have continued to do busi-
ness, making up for the 15 percent limit
by rarsmg the fee charged to merchants.
“Beyond those specifics, the general
picture in Arkansas differs little from
other states. A 1981 study by the Credit
Research Center of Purdué University
analyzed the effects of the 10 percent
ceiling .on credit use and availability,
comparing credit patterns.in Little Rock
with those in similar cities in lllinois,
Louisiana, and Wisconsin. The study
concluded that, “overall, the data. .. do
not support tho, thothems that credit is
less readw available in Arkansas than in
other credit markets—and they are par-
ticularly inconsistent with the hypothesis
that low-income borrowers receive less
credit in Arkansas.*' The central reason,
the researchers found. s ihat Arkansans
have shifted 'heir credit use away from
banks and thrifts, where credit has be-
come more difficult to_obtain, to "point
of sale” sources—retailers, bank cards,
and, in some cases, pawn shops.
_The Arkansas experience was con-
firmed to some degree in West Virginia
where, until last spring, the APR fi |n%
for coasumcr loans from banks was I
percent. Yet an officer of the West Vir-
ginia Bankers Association affirmed that
many banks had netive lonn programs
before the APR went to 18 percent.

The dark side ol the coin

In states where usury ceilings have
been removed, abuses havo npj»eared—
particularly if the state did not beefup its
consuiner-protection provisions.
. Arizona, for example, removed its ceil-
ings for most kinds of loans in_April of
1950. Never known as a state with vur}_qr-
ous consumer protec-ions (“We're Liis-
scz-faire, otherwise known' as, anything
goes,” says_state hanking offici Iy
chnetze, his tone nomc?, Arizon i
become a haven for "carpethagger”
mortgage brokers from California.

These brokers arc arranging second
trust deeds (which are like second mort-
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ages) secured by the borrower's home.

he second trusts carry interest rates of
30 to 40 percent or more; the finance
c_har(_?es include excessive Ioan-oru[;lna-
ticn Tees that usually amount to 15 t0 20
percent of the loan. The loans are gener-
ally written so that payments are for
Interest only; a balloon payment for the
entire loan comes due in‘aslittle as seven
months. Ifaborrower can't make the bal-
loon payment, the usual practice is for
the broker to “flip” the loan—refinance
the whole thing—and include a new origi-
nation fee. Borrowers who may wantto
pay off the loan early must pay a heavy
prépayment penalty—a requirement that
many ‘states flatly forbid. _

. Elsewhere, some small loan companies
in Texas are charging 200 percent on cer-
tain loans. In OkJahoma, creditors can
charge more than 170 percent on one
kind'of smdl loan. By any standard, such
rates and practices are unconscionable.

What should be done?

Removing usury ceilings can easily
lead to the kind of serious abuses. now
current in Arizona. Not onI)( wouid inter-
est rates be free to soar, but, in the o?_m-
ion of some state consumer-protcction
officials, 1t might encourage wage assign-
ments and other such unsavory loan prac-
tices. What's more, it's unnecessary.
Where economic conditions clearly re-
strict lenders" ability to make |oans at a
reasonable Proﬂt,_ the remew_ is to raise
ceilings, not abolish them. Wiping Lhem
out without stongthening existing con-
s%iner protections is dolbly objéction-
able.

The Interagency Task Force on Thrift
Institutions, @ tedm of Federal bankin
officials assigned to study tho future o
thrifts, last year concluded that eliminat-
ing “restrictivelemphasis ou_rsg usury lim-
its woidd ¢ In"the publL* inferest.” But
the task force warned; ' ... it Is impor-
tant that unwary borrowers > protec ted
from unscrupulous Iciders. This is a
major reason that usury laws have per-
sisted—to protect the consumer when dis-
closure requ.reinrnts arc not a sufficient
safequard.”,

Reéconciling the needs of I>orrowcrs
and lender js entirely practicable, Maine,
for example, allows most creditors to
char%e 30 percent on loans up to 55-10,
but Tess for loans above that amount.
That's more generous than many other
states allow. But an additional provision
stipulates that if a lonn with an APR of
more, than 18 %ercent has a balance
remammg after 37 montlis, the interest
rate must then drop to 8 percent, even if
the loan is refinanced. Why? “ To prevent
consumers from getting locked into high-
interest, long-tefm lodns,” says Barbara
Alexander, stperintendent of the Maine
Bureau of Consumer Protection. With-
out such a provision, the borrowers

C%h_t end up being "flipped," as happens
In Arizona. _
The table on the previous page sug-
%ﬁsts that creditors may be far better otf
an their piteous cries would lead law-
makers to believe.

The dangers of pre-emption

Federal pre-emption of state usury
ceilings, as proposed in the Lu%ar-
LaFalCe bill, would abolish even those
state ceilings that are above current mar-
ket rates, rémove the ability of each state
to set ceilings tailored, to" its residents
ex?ose constimers to increased risk_of
default and bankruptcy because of high
credit costs, and wipe ous a host of strong
state consuiner-protection laws.

The hill, as drafted, would apparently
do away with state controls on maximum
finance charges, prepayment penalties,
the way that interest ratés are calculated,
late fees, and balloon payments. The
bill's supporters 'Lny the measure would
have such a sweeping effect, claiming
that various credit provisions wnuld be
exempted from Federal pre-c. iption.
The lanquage of the bill, however, isvery
broad. "Their intent is to make tho [an-
guage look like something other than
what It is," charges Maine's Barbara
Alexander,

The hill'Is widely opposed by consum-
er groups. Another opponent is_the
Américan Conference of Uniform C.jn-
sumcr Credit Code States, a group o 11
states th.it have adopted all of J)_ar i/ the
U-lfottn Consumer Credit Code
(11CC). The UCCC's framework of sug-
?IS ed rate ceilings and consumer protec-
lons, while balancing the needs of both
consumers and lenders, tends to “P in
favor of lenders, Even so, Kathleen
Goodpasture Smith, a South Carolina
state crmsuincr-affalrs official, speaking
for the conference, told Congress in July
that the bill would wipe out *.'cvt bor-
rower protections in JCCC states.

"Federal pre-emption of the UCCC
would be disastrous for consumers and
would not bo tho quick fix for creditors
that some may believe," she cautioned.
"State rate and charge limitations arc so
completely Intertwined with consumcr-
protcction” provisions that the two con-
cepts cannot_he separated. . . . with
higher rate ceilings, more ronstiiner-pm-
tection provisions urc necessary.”

U agrees. In their rush to accommo-
date creditors, many Federal lawmakers
seem to be overlooking the_ basic con-
sumer protections often”provided by the
same consumer-crcdit laws that govern
usury ceilings. If state ceilings ar¢ abol-
ished, as they would be under the l.ugar-
LaFalce bill, is it likely that the states
will take positive action to reinstate
those protections? Or are the people's
representaives prepared to let the tooth
of usury bite too much?
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tors' viewpoint, that's uncertain and inef-
ficient Tomorrow's politicians may be
less pliant than today’s, and relief in the
form or @ new law"can take weeks or
months, to pass. _

* Ceilings are an obstacle to, the intro-
duction and success of variable-iate
loans, in which the interest rate charged
moves up or down during the term of'the
loan in step with a ﬁ,rearran ed index,
Variable-rate loans shift the ourden of
rising interest rates from the lender to the
borrower, so creditors are_enthusiastic
about the idea. But usury CEI|In?_S prevent
loan rates from ”S-'”F without Timit

* Banks—especially Iarrqe banks—want
to operate across State fines. Interstate
consumer banking is now restricted to
Credit cards. If Interstate banking is
idlo ved at some point, it would be much
easier if the crazy quilt of state usury
endings didn't exist, since banks could
charge what they wanted, anywhere.

Timing is also 5|rqn|f|cant. he current
economic climate fends some support to
the creditors’ case for eI_|m|_n_at|nﬂ cell-
ing., if interest rates fail significantly, the
lawmakers' interest in gral.;' g relief to
creditors will fall. too.
~ So,-besides Ipbb)(lng In the states, cred-
itors are pressing their case in Congress.
A bill pending inboth the House and Sen-
ate would wipe out al| state usury ceil-
ings on consumer credit, though a state
would have three years in which to over-
ride sections, of the law by passing its
own limits, lire bill has little chance of
approval on its own in the House, but its
sponsors—Representative John J. In-
Falee (D., N.Y.) and Senator Richard C.
!.uPar (ih, Ind.)—contemplate attaching
it fo another hanking bill that has gar-
nered broad support.

What the states have done

In 1980, as the prime rate moved past
20 percent, *12 states lifted or eliminated
their usury ceilings; this year some of
them went even further.”Other states
took action in 1081 for the first time. Ten
states now permit banks that issue c.edit
cauls to charge any interest rate Thir-
teen states, to ali intent, no longer limit
the interest rate that banks charge on
consumer loans. _

Several states, including Delaware,
Nevada, and New Mexico, have com-
P,Ietely wiped out all interest-mto restric-
jons “for ‘all classes of lenders. Most
states, however, have elected to lilt rath-
er than abolish their ceilings, and to
aPpIy the higher rates only~to certain
classes of creditors. o

Many states are still grappling s ith the
usury question.Nesv York lawmakers, for
example, are likely to faco a prop™j.,L to
raise or abolish the state's criminal usury
reiling of 25 percent. (Consuiner-credit
interest rates aren't specifically requlated
in Nesv York blit charging any rate above

CONSUMER REPORTS —

fdou i 7/

25 percent jsa criminal act) Alaska's leg-
islature mwill also be making a decision
whether to remove interest-rate ce|||n?_s
on all types of retail credit South Caroll-
na is likely to rewrite its consumer-credit
laws extensively next year, with a good
chance that some consumer-credit ‘ceil-
mqs will be raised. And Arkansas voters
will decide in November cf next year, in
the fourth such referendum since 1968,
whether the state's constitutional usury
ceiling of 10 percent should be lifted to
17 percent _ o
"The pressure is on to raise ceilings in
those states that have not done s0,"says
Robert EL Gibson, president of the Na-
tional Foundation for Consumer Credit,
sponsor of more than 200 nonprofit cred-
It counseling centers around the_country.
~1think thoSe states will act quickly.”
The arguments of creditors for figher
ceilings dre shaky, since usury ceilings,

even admittedly low ones, don't necessar-
|V dry uP consumer credit Moreqver,
states that have eliminate ratecomng
or raised them significantly, have at-
tracted lenders engaging in’ borderline
practices.

The case of Arkansas

. When lenders complain that low ceil-
ings_ force them_ to restrict consumer
credit, they invariably bring up Arkansas
as an example. With“a 10 percent usury
ceiling written into the state constitution,
Arkansas is hi-dly a lender's paradise—
that's true. But it needs a closer look,

First, most banks and thrift institutions
(savings-and-loan associating', primarily)
In Arkansas are permitted Ly Federal law
to lend at one percentage point above the
Federal discount rate—giving them the
right (in Sei)tember, as this is written) to
charge a 15 percent APR on loans,

How state ceiiingsVary dyg: N

The fable below lllustrates state-to-stato differences In the maximum Annual Per——*
centage Rate (APR) tor two kinds of crodlf transactions—bank porsonai loans and
retail installment purchases. The first column shows tho highest legal APR for a *
r_ll%l]pothetical personal loan of $2000, repaid over 24 mrnths. takon from a bank. ”
0 second column shows tho highest legal APR tor a.hypothetical purchasa of
$500. financed for 12 months, from a retail store. Tho table was compiled with tho
hoip of Financial Publishing Co.. a supplier of consumer credit Information to the
tinanclal trade. All terms woro current as of lolo Soptombor.
5

i Bonk Retail Bank Retair
porsonai Installment * personal Installmont

State loan purchase Stalo loan purchase
Alabama 21.55% 26,60% Montana No limit No limit
Alaiko 19 19 Nebraska 19% 16% .-l
Arlxono No limit No limit Nevada No limit No limit
Arkansas 15ifl 10 Now Hampshire No limit Nollmll
Calllornla 22.76 19.72 Now Jersoy f 30 30
Colorado 22.95 24.03 Now Mexico!?) 45 -“45
Connecticut No limit 21 New York (3 25 25 .
Delaware No limb' No Umll North Carolina 22.05(3 24
District ol Columbia 1513 No limit North Dakota No limit - No limit *
Florida 20.05 21 46 Ohio 22.42 21.80 -m=m
Oeorglo 16 43 23,19 Oklahoma 24 6/ 30 ¢ -
Hawaii 31 13 28.00 Oregon No Hmit No limtt » -
Idaho 28 43 36 Pennsylvania + - 15 m 24 < »
Illinois No limit No limit Rhode Island 21 21
Indiana 27.15 36 South Carolina 24.76 3491
lowa 21 21 South Dakota 18 7 21.46
Kansas 17/3 >0 43 Tennnisoo 151) ' 17.96
Kentucky 18.02 No limit Toxas 24W . 243 -
Louisiana 34 84 24 UlahldJ 45 -45
Maine 24 67 30 Vermont 20.53 18 « *
Maryland 2335 22 Virginia No limit 21
Massachusetts 23 21.46 Washington 20.051il 22.05(sl
Michigan 1513 21.43 Woit Virginia 18 18 -1 *
Minnesota 18 5 No limit Wisconsin 14 4 18 T A
Mississippi 21 57 24 Wyoming 22.95 33.03
Missouri 2178 26,62 VI [
0) redorakyinsurodbanks. (hulls, ctndil unlc-'t con charge an APRol 101 (IZ above We
"Fodotatdiscountrate'), although tho stalo colling islowoi. * L > .

[2 No spac.i/lc tabulation ol consumer-credit Intoiost lafos. but charging any APR above
amount indicated constitutes criminalusaty ... . y

151 Rate on 6-month Treasury hills (16,051, os ot Septorr.bnr 16)plus'6%, or 16%,whichovor Is |
more. .0 . ) >V xVvi'.rf,
(3 Twice thorato >n 6-month Treasury bills, hut no loss than 10% or more Wan 26%,

[J Rato on 6-month Troasiry bi'ls plus 6t >V. A O I S '«
(3 Rate on 6-month Treasury bills plus 6%. _ (B AR}
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AMERICAN FINANCIAL SERVICES ASSOCIATION
SUMMARY OF CONSUMER CREDIT LAWS AND RATES

Addendum June 1, 1983

Arizona Disability (l4-dayretro.): $1.82 - 12 mos.;
$2.57 - 24mos.;
$3.23 - 36 mos.

California Consumer Financelender and Personal Property

Broker: rates deregulated over $5,000.
Effective Jan. 1, 1984.

Georgia Loans deregulated over $3,000; Second Mortgage
Loan Act repealed. $10 NSF charge.

Hawai i Industrial Loan Act: points allowed but APR
may not exceed maximum permitted rate.

lIdaho U3C: All rates deregulated.
Kansas 21% alternate rate extended to 7/1/85.
Maryland New sales and loan laws: 24% per annum for

installment and open-end credit.

Michigan Deregulated rates for home mortgages extended
to 4/1/85.
Minnesota Regulated Loan and Industrial Loan Act-c:

points allowed but APR may not exceed
maximum permitted rate.

Mississippi Alternate usury rate: 5% over FRB discount
rate.

Montana Consumer Finance: APR rebates over 61 mos.
No max. ceiling. Sales and Other Regula-—
ted Lenders: "Sunset"™ on deregulated rates
deleted.

Loans and Sales: APR rebates over 61 months.
Usury Rate (New): 5% over Prime Rate.

New Mexico "Sunset” on deregulated rates deleted.
Small Loan Law: No precomp.

New York Rate deregulation and other "sunsets"
extended to 5/30/87.

* Addendum to be inserted in the American Financial Services
Association®s Summary of Consumer Credit Laws and Rates, dated
January 1983.



North Carolina

Ohio

Oklahoma

Rhode Island

South Dakota

Texas

Utah

Consumer Finance Act: Rate "sunset" deleted.
Alternate® rate (84 mos. max.): APR equivalent
of 30-18% per year @ $1,000 to $7*500 and 18%
per year to $10,000. $10 NSF charge.

Consumer Finance Act (correction): No max.
maturity; no C & A; max. $5,000.

U3cC: Dollar amounts increased 10% (7/1/83).

Small 1loan lav; ceiling increased to $5,000,
maximum maturity 60 months. Second Mortgage
Loan Law: points allowed but APR may not
exceed maximum permitted rate.

Consumer Finance Act: Ceiling deleted.

Dollar amounts increased effective July 1,
1983: (a) add-on loan rates 18% to $840, 8%
to $7,000; (b) other goods 12-10-8% @ $1,400
and $2,800; (c) revolving sales 1 1/2-1%

@ $1,400.

03C: Alternate rate 19.6% until 60 days after
1985 session adjourns.
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EXPLANATORY NOTE

This chart is compiled on the basis of (1) the laws. (2) official
administrative interpretations, (3) legal opinions of attorneys who
are personally familiar with the laws in the different states, and (4)
pers ",dl Km. pledge of operating routines. It was necessary lo over-
simplify aU (generalize to present the information in this
abbreviated chart form. Local counsel may be consulted for further
information as to each state statute and details shov non this chart.
There are statutory and official administrative ruii-s as to advertis-
ing, other and related businesses, security, other cnarges (such as
security recording fees), record-keeping, disclosures to customers
and similar matters.

The maximum rate shown in the second column from the left
under CONSUMER FINANCE AND RELATED LOAN LAWS is the
monthly or yearly rate on unpaid principal balances unless other-
wise slated. "Precompulation” means that the unpaid balance rate
or rates may be precomputed on scheduled monthly balances in-
stead of actual balances, suoiect to rebate for prepayment in full
"Add-on" and "Discount” rates are for the contract period without
regard to installment payments. Add-on is computed on and added
to the original amount lent. Discount Is computed on and deducted
from the face amount of the note. When there are two sets of rales
stated in the second column, the first is the statutory maximum
fixed by tho consumor finance (small loan) law; and the second is
the maximum established by another law under which consumer
finance licensees frequently operate.

Default, Deferment, Conversion. One-time default charges (com-
monly 5% of installment or based on Rule of 78) are generally per-
muted atlor a grace period (commonly 10 days). Deferment charges
(instead of default charges, lo bring an account up to date) generally
are based on the Rule ol 78 or tno equivalent Finance Charge for the
determent period. "Conversion" allows charging the contract rate or
Federal APR on the original or net balance (instead of default or
defermont charges). The general method for rebating unoarned
Finance Charges upon prepayment In full Is shown; some states re-
quire additional rebates for prepayment before first duo date or for
substantial partial prepayment. Foes are usually not rebated. "APR"
rv_>hates are based on the Truth in Lending Annual Percentage Rato.

ir tho Credit Insurance column. "NAIC" refers to statutes which
give Insuranco Commissioners some control of credit insurance
premiums and which are based on a model bill of the National
Association ol Insurance Commissioners. Unless otherwise stated,
the life rate is charged per S100 per year c.i the total amount
repayable: the disability rate is charged per S100 of the total amount
repayable n at not per year). The credit insurance rates which are
stated are the highest rate generally charged by the Insurance com-
panies which provide insurance to consumer finance licensees.
Generally speaking, these credit insurances rates are also the
prevailing rates for other consumer installment credit.

nclal Services Association

In the first column under OTHER CONSUMER LOAN LAWS.
"Revolving Loan and Credit Card Law" refers lo laws which permit
lenders to charge monthly rates on unpaid balances tor cash ad-
vances and for credit sales. This chart does not include the various
state laws which permit or involve special rates lor credit unions,
savings banks, savings and loan associations, pawnbrokers, and
similar types of special cases. It does include the recent state laws
authorizing or limiting insurance premium financing and loans
secured by second mortgage on dwellings. The tumor mortgage
lending laws are designated ‘ Second Mortgage Loan Law

SALES FINANCE AND REVOLVING CREDIT RATES
Unless otherwise indicated:

(1) Sales finance rates are annual dollar add-on ratec. The term
“unpaid balance rale" refers to the same method o com-
puting rales on unpaid balances as under consumer fu ance
laws

(2) Two or more motor vehicle rates show first the new car rate
followed by tho higher rates lor older models. Each rate is a
flat (not graduated) rate that applies (o the entire contrac,'.

(3) The rates for all gcod or other good3 are graduated r® the
size statos. with tho highest rale applicable to any amount
financed up lo the first amount stated and the lower rale or
rates applicable to any portion or portions of the amount
financed in excess thereof

(4) The revolving credit rato is computed on monthly unpaid
balances graduated tie the size stated.

(5) A bracketed figure following the maximum rata is the
minimum (mIn.| or the acquisition (acq.) charge or both as may
be indicated.

In the case of revolving credit, the brackoted figure is the
minimum monthly charge.

®

=

(7) “AH goods" refers to a law which applies to automobiles and
other consumer goods. "Other goods" refers to a law which
Qu.. not apply lo automobiles.

The su nmary of USURY LAWS omits many exceptions, such as
business loans or loans to corporations. Rates are yearly, unpaid
balanco ratos, unless otherwise stated. Tho now Federal "usury
law" (offoctive April 1,1980) is summarized on page 22.

State Disclosure Law s which seek !o conform state requirements to
federal requirements are indicated in boldface on the left hand

page.



CONSUMER FINANCE AND RELATEO LOAN LAWS

STATE
AD
SUPERVBON

ALABAMA
Super/,sor,
Bureau of
Loans, Slate

Banking Dept.

ALASKA
Department
of Commerce

ARIZONA
Superin-
tendent of
Banks

CALIFORNIA
Commis-
sioner ol
Corporations

MAXIMUM RATE

3% to $200, 2% to $749. On
loans ol $75 or less $1 for
each $5 loaned.

Consumer Credit Act: 15%
per year add-on to S750,10%
lo $2000, and 8% over $2000;
or 18% per year on unp.-'d
balances. Revolving Credit;
1% %m!%% @ 5750.

Interest Surcharge: 2%
(max. $20) for all loans.

3% to $850 and 2% to
510,000; or APR equivalent
O\er $10,000, no limit.

3% to $300, 2% to $600. 1% %
fo $1000. Over $1000: 2% % to
$300, 2% to $1000, 1% % tc
$1500, 1% to $10,000; or
1.625%. To $1500, 1% docu-
ment preparation fee.

See Usury Law

Consumer Finance Lender
2% % to $225, 2% to $900,
1% % to 51650, 1%. APR
equivalent; or 1.6%. Variable
rato basod on FRB discount
rato to 510,000; 5% fee (max.
$50) to $2500 until 1/1(84.
Revolving credit not permitted,
No max. abovo $10,000. Com-
panion "Small Loan Law" Is
Inoperative.

Complitnci with Rtgultllon Z Misties sties limnce
disclosure provisions.

MAXIMUM
MATURITY

25 mos.

24% mos.
to $300.
36% mos.
to 51000.
None
over
$1000.

24% mos.
to $1000,
48% mos.
to 52500.
60% mos.
to $5000.

None over

$5000.

24% mos.
to $1000.
36% mos.
to $2500.
48% mos
to $4000.
60Vi mos.
to 56000.
None over
$6000

24% mos.
to $1500,
36% mos.
to $2500,
48% mos.
to $4000,
60% mos.
to $6000,
84% mos.
to
$10,000.

PRttOMP OEFAUIT

ADPON OffERMBIT

DISCOUNT CONVERSION REBATE

m " lomp. Default Rule ot 70
Deferment
Conversion

Add-on Default Rule of 78
Deferment

No Default

Precomp. Default APR
Deferment
Conversion

Yes Default Rocom-
Determent putatlon
Conversion

C

ere

rock”" -

LOAN SIZE
CIA  UMT
Yes $749

No None

Yes $25,000

MO 510.000

No None

CREDT UFE AND
DISABILITY INSURANCE
WHERE PBIMTTED

Life. S1.00. Disability
(14-day retro.);
S220-12 mos.
53.00-24 mos.
53.80-36 mos.

Lite, 60c. Disability
(l4<'ay retro):
5220-12 mos.
$3.00-24 mos.
$3.80-36 mos.

Life. 44c. m'isability
(14-day retro,i.
$2.43-12 mos.
$3.4324 mos.
$4.30*36 mos.
NAIC

Life, 75c. Disability
(1/Lday retro.):
$2.39-12 mos.
53.16-24 mos.
$3.69-36 mos,

Life, 40c-50c
depending

ori Insurance
volume.
Disability
(14-day rotro.):
S242-12 mos.
$3.43-24 mos.
54.30-36 mos.
(higher rates for real
cstato loans)



SALES FINANCE AND

USURY

OTHER CONSUMER LOAN LAWS REVOLVING CREDIT LAWS LAWS
STATI ANO
LOAN SZE MAXIMUM
KMO Of LAW PRMCm CHAKSES UMT UM3 OF LAW MAXIMUM RATE RATI
Consumer [Bank and other financial institutions may None All Goods S15108 ® $750. ALAZAMA
Credit Act charge rates on opposite page.| (Consumer $2000 (min. S4-6 B%;
Credit Act) @ S25) NC limit over
$5,000 (after
7/1/87. over
Insurance S10 plus 9% per year add-on ($20 max.) None Revolving Credit 1%%-17i% ® $750 $15,000).
Premium (Consumer (min. 50c/mo.)
Credit Act)
Revolving 1>/4% per month to S750 and 1V i% on any None
Loan remainder plus S15 annual credit canl fee.
Installment 6% per year discount (max. 11.8% per $10,000 All Goods $103 ® $1000 ALASKA
Loan year on unpaid balances). (Applies to (min. $12-10 <8 5%
banks and others). C mos.) (acq. $25 above
motor veb., $10 Federal
othor goods) Reserve
discount rato;
Bank Credit 17j% per month on first $1000, 1% on any None Revolving Credit 1V», 1% (or varlablo) $25,000 or
Card remainder ($1 per month min.) plus fee of the © $1000 (min. more,
lesser of 3% of cash dvance or $12 (min. $1/month) no limit.
$3).
Insurance $10 plus 15% per year on unpaid None
Premium balances
Industrtal Bank 10% per year (discount for one year) $1000 Motor Vohiclo No limit. ARIZONA
No limit
Installment No limit. APR rebate $5000 Other Goods No limit.
Loan
Revolving Credit No limit.
Revolving Loan No limit. Nono
Insurance $15 plus any agreed ralo None
Promium
See Usury ARKANSAS
Law 5% over FRB

discount rato;
17% por year
for consumor

loans and sales.

Motor Vehicle 1.2% per mo. add-on CALIFORNIA
to $3,000 and 1.1% 18%; 10% for

on ontlro balance consumer loans,

2% per month to $1000 and 1% on any
remalndor. on unpaid balances; 1.6% on
unpaid balances; or variable rate based on

5% of capital
and surplus
except 20%

Industrial Loan

FRB discount rato to 1/1/85. Foe of 5% (max. for secured over $3,000 to 1/1/84; except
$50) to $2500 Irom 1/1/83 to 1/1/85. loans or 1.6% per mo. on real estate.
Revolving credit permitted unpaid balances lo Banks and
1/1/84. other are
Insurance 2% per month to $1000. 1% on None exempt by
Premium fomaindor ($'5 min.). Constitution
Personal Samo as Con imor Finance Nono Other Goods $11 (after 1/1/84.
Property Lenders, exce | lor fee and $10)8 © $3000 (after
Brokers variable rate 1/1/84, $1000) (min,
$12-'0 © 6 mos.)
Commercial No limit fc commercial loans of Nono Revolving Credil 1.6% (alter 1/1/84,
Flnanco $5000 or roro. 15%). 1% at $3000
Lenders (after 1/1/84. $1000)

(min. 11/month)



CONSUMER FINANCE AND RELATED LOAN LAWS

STATE

ARC
SUPERMSCR
COLORADO

Attorney
General

MAXIMUM RATE

UCCC: 36% per year to S630,
21% to S2100.15% to
$25,000. or 21% per year.

(min, $15. $25 @ $500)
Revolving credit: 21% per year
(except 18% for purchases
unless "tree period” provided).

MAXIMUM
MATURITY

25 mos.
to $630.
37 mos.
to $2100.
None
over
$2100.

UCCC requires time disclosures is RegulsticmZ. Regulitlon

Z disclosures dtomtit compliance with stitt jiiscfrsure.

CONNECTICUT
Stale Bank
Commissioner

General liw requires seme disclosures is Regulation Z.

Add-on rale: S17 a year per
S100 to SSOO and $11 on
remainder tor secured loans
(but not auto or household
goods) to $1,800 or
unsecured loans to $5,000;
$11 on entire amount it
secured by real estate (over
$1,800) or personal property
(but not household goods.'
12% per year on unpaid
balances atter maximum
maturity. Revolving credit:
18% per year

Real estate loans; No maximum
over $5000, except 24% APR
tor small loan licensees’

affiliates, and licensing required

Grimed FRB exemption.

DELAWARE
State Bank

Commissioner

Discouni Act; no limit.

Compliance with Regulation Z sitlslles comparable
provisions ol siles Ilnince end revolving credit lews.

DISTRICT OF
COLUMBIA
Commis-
sioners ot
District of
Columbia

FLORIDA
State
Compuollor

Small Lonn Law Is inoporattve.

30% por year to $500. 24% to
$1000. 18% to $2500;

1B% over $2500

10% per year one

year altor maturity.

24Vj mos.

to S1000.

36Vj mos.

to $1800.
72Vi
months
to $5,000

36 mos
to $1500
60 mos
to SS000

None over

$5000

24Vi mos.

lo $600.

36Vi mos

to $2500
No limit
ovor
$2500

Interest Parity Liw : Any licensed or chirtered lender may chirge
the mixImum ntis permitted pirsons under other stite lews,
subject to the restrictions lather thin regulitory) In those lews.

PREGWR
AOOCN

discount

Yes

Add-on

Precomp.

No

DEFAULT
DEFERVENT
CQONVERSON
Default

Deferment
Conversion

Default
Determent

Dolautt
De'crment

Default

REBATE

APR

Rule of 78
to 48Vj
mos.: APR
over 48V»
mos

APR

CiA

NO

Yes

No

No

LOAN SZE
uMT

$25,000

No limit it
secured Dy
real estate.

$5000

None

10% of
capital over
$10,000:
otherwise
$500

$25,000

CREDIT UTE ANO
(USABILITY INSURANCE
WHERE PERMTTED

Life. 70;. Disability
(14-day retro.i
$2.20-12 mos.
$3.00-24 mos
$3.80-36 mos

NAIC

Lite only. 50c,
NAIC

Ule. 65«. Disability
(14-day relro |
$2.2012 mos.
S300 24 mos

$3 8036 mos

NAIC

(By regulation)

Lite. 60c. Disability
(14-day retro.);
$1.40-12 mos.
$2.20-24 mos
$3.00-36 mos

NAIC



OTHER CONSUMER LOAN LAWS

XMOOFUW

Uniform
Consumer
Credit Code

Industnai
Bank

Savings Banks

'nsuranco
Premium

FkvoMng
Credit

Bank Consumer
Loan

Second Mortgage
Loan

Bank
Revolving
Credit

Installment

Loan

Insurance
Premium

Industrial Bank

Bank Consumer
Loan

Bank Revolving
Loan and Credit
Card

Insuranco
Premium

POTICPAl QVARCES

[Banks, industnai loan corporations, and

other supervised financial organizations may
charge the maximum rates stated on oppo-

site page.]

(1) 6% per year discount. /2) $1 for each
S50 or fraction thereof lo'it but not more
than $10.

No limit

16% per year (after 1/1/84, 12°/i per yeah
plus $10 per agreement.

18% (after 3/1/83,15%) per year on unpadd
balances.

No limit.

No limit

No limit.

21% per year on unpaid balances: 15%
for real estate loans (applleu to banks
and S & L’s).

6% per year add-on plus $10.

(1) 18% per yoar on unpaid balance
(2) 2% of loan ($50 max.)

(1) 18% per year on unpaid balancos.
(2 2% of loan ($50 max.)
(3) min. $15; $10 for singlo payment.

1Vi% per month on unpaid balances.

$20 plus 12% per year add-on (Special
rates for financing by Insurance com-
panies and agents).

LOAN SEE
LMT

$25,000

No Limit

if secured

by real estate.

$10,000

(or based
on capital
or deposits)
$15,000

None

None

None

None

None

Nono

None

Secured loana—
25% of capital
and surplus;
unsecured
Joans—

10% same

$50,000

S10,000

None

SALES RNANCE AND
REVOLVING CREDIT LAWS

WHO OFUW MAXIMUM RATES
All Goods Unpaid balances
(uccoe) rate: 25Vo per year

tp $630. 20% to
$2100, 15% to
$25,000: or 21%
per year. (min. $5,
7.50,15 @ $75 4
$500)

21% per year
(min. 50c/mo.)

Revolving Credit
(ucce)

Precomputed on
unpaid balances:
18M9%-2iy»%

Motor Vehicle

after 10/1/83,(16-16%.

21Vi% per year)

Precomputed on
unpaid balances;
21% per year (afler
10/1/83,18% per
year) (min., acq. $15)

Other Goods

1% % (after 10/1/83,

Revolving Credit

1%%)

USURY
LAWS

STATE AKO
MAXIMUM
RATE

COLORADO

45%

except super-
vised loan
rates for "con-
sumer related”
loans to
$30,000.

CONNECTICUT
12%

Banks and
S&L associa-
tions are
exempt:

no limit over
$5,000 for
real estat’
loans.

° Same rate for mofor vehicle purchase loans.

Motor Vehicle

Other Goods

Revolving Crodit

Motor Vehicle
(unpaid balance
rates)

Revolving Crodli

Motor Vehicle

Othor Goods

Home Repair

Revolving Credit

No limit.

No limit.

No limit, (min.

S1/mo.)

21.5-23.5-27-2B.33%

(min. $25)

1% %

$10-11-15-17
(min. $25)

$12 (min. $12-7.50-
5 <& $50 & $25;
acq. $15)

$10 ($25 min.)

1% %
(min. Si/mo.)

DELAWARE

5% over
Federal Re-
serve discount
rate; no limit
over $100,000
except for
home
morlganes.

DISTRICT OF
COLUMBIA
8%; 15% for
real estate
mortgages.

FLORIDA
18%; 25%
over
$500,000.



CONSUMER FINANCE A ID RELATED LOAN LAWS

STATE
AD

suretvtson

GEORGA
Industrial

Loan
Commissioner

HAWAII
Director of
Regulatory
Agencies.
Deputy Bank
Examiner

MAXIMUM RATE

Industhal Loan Act: 10% a
year discount for 18 months.
add-on for longer maturities:
fee of 8% of first $600 and 4%
ol excess plus 52 per month;
5% for default of 5 days.

3% % to 5100, 2Vi% to $300.

Industnal Loan Act: 14% per
year discount for first 18
months, 105% for next 12
months, 7% for next 12
months, 4% for remaining
months to 48 months: transfer
of equity fee; or 24% per year
on unpaid balances. Revolving
credit: 24% per year.
(Temporary rate increase to
7/1/85.)

PRECOVP
ADO-ON
DISCOUNT

MAXIMUM
MATURITY

Discount
and fee

36\V2
months

20 mos. NO
72 mos. to Discount
55000

(unsecured)

and $7500

(pers.

prop.);

15 yrs. for

real estate

and other

secured

loans.

Regulation Z made controlling ovor onto disclosure lows.

IDAHO
Comml3-
sionor of
Finance

UCCC 38% per vear to $840
24% to $2800. 18% to
S70.000: or 21% per year.
Revolving credit: 21% per year.

25 mos. Yes
to S840,

37 mos.

to S2800.

None over

$2800

UCCC requires stmt disclosures ts Regulation Z. Regulation
Z disclosures deemed compliance with state disclosures.

ILLINOIS

Department
of Financial
Institutions

Consumer Finance Act:
no limit.

Consumer Installment Loan
Act: no limit. (Applies to
banks)

Compliance with Regulation 7 satisfies comparable
provisions ol consumer credit laws.

None

121 mo3.

Precomp.

Precomp.

Offr™tT
DEFERVENT
CONVERSION

Default

Default
Deferment

Default
Deferment
Conversion

Default
Deferment
Conversion

Dofault
Deferment
Conversion

REBATE CAA
Rule of 78. Yes
not over
5% per
month

Yes
Contract Yes
Rate

Rule of 78 No
to 61 mos.:

APR over

61 mos.

Rule of 78 Yes

Rule of 78 No

LOAN SZE
UMn

$3000

S300

None

$70,000

No limit if
secured by
real estate.

$3000

$10,000

CREDT UfE AVD
DISABILITY INSURANCE
WHBtE PERVITTED

Die 75c decreasing
term, S1.70 level term
Disability (3day retro.l:
53.05 per year per

$5 monthly benefit:
(7-day retro.): $2.10 per
year per $5 monthly
benefit.

Life. 60c. Disabil.ty
(14-day retro.):
52.61-12 mos.
$3.53-24 mcs.
54.18-38 mos.

Life. 60c. Disability
(14-day retro ):
S$2.20-12 mos
530*.-24 mos
$3.80-38 mos.
NAIC

Life, 65c. Disability
(14-day retro ):
$2.20-12 mos.
$2.80-24 mos.
53.35-36 mos.
$3.9048 mos.
NAIC



OTHER CONSUMER LOAN LAWS

WHO CF LAW

Installment
Loan

Bank Crediit
Card

Second
Mortgage Loan

Insurance
Premium

Bank Consumer
Loan

Credit

Card

Installment
Loan

Uniform

Consumer
Credit Code

Installment
Loan

Revolving Loan

Insurance
Premium

tOAN SZE
MVICVL CHARGES WT

9= per year addon. (Applies to banks and None
others))

1) 1\&% per month on unpaid balances. (2% Nor-a
f:xgr adyan?:% or5% mereoP up to $25. 3 e
Caollection suit expenses. (4) S12 annual fee.

D9% per addon. (2 10% of loan or None

ggo to gfﬂ%e%r expenses. (3) no limit over

$5000.

$20 plus 12% per annum addon. None

Industnal Loan Act rates. See Sec. 308
— 147

1% % per month on unpaid balances None

until 7/1/%

6% per year discount. (Applies to banks and ~ $3500
others)

[Banks and other supervised financial $70,000
organizations may charge the maximum rates No limit I
Hated on tho opposlto page, Others may secured by
charge 18% per year simple interest for loans real estate.
and revolving credit.)

(D 9% per year add-on* or APft $25,000
equivalents ($15 min. on loans of $300 or
more repayable In 6 to 181 months.)

(@ $50r loans up to $300.

(D) 2% % per month.* (2) 25c per each loan or None
credit extension or $20 annual fee (applies to
banks and others).

10% per year add-on plus $20 If amount None
financed 1s less than $500, $30 to M0OO, and

$40 over $1000.

SALES FINANCE AND
REVOLVING CREDIT LAWS

KKDOf LAW
Motor Vehicle

Oth', Cods

Revolving Credit

All Goods

Revolving Credit

All Goods
(ucco

Revolving Credit
(Voo

Motor Vehicle
Other Goods
Revolving Credit

*No limit on rate for loans by banks, S & L's, credit unions, and licensed lenders.

MAXIMUM RATES

SI0-13-15-17
(min. $25)

13* per $L (min. &
$12.750,5 @ $50
& $25; acq. $15)

1.75% (min. $/mo)

Industrial loan
rates (min. $10 on
balances under
$100, acqg. $10)
72 Mos. max
maturity.

2% (1%% for credit
cards), until 7/1/&

Unpaid balance
rate: 36% per year
to $840, 24% fo
$2800, 18% to
$70,000; o(r %1%
per year. (min.
$5-750 @ $7)

21% per year
(min. 50c/mo)

No limit, (acq. $25)
No limit, (acqg. $12)

No limit.

USURY
LAWS

STATE ANO
MAXIMUM
RATE

ERA
107a%,

2\j% over
long term US.
bond rate

for real estate
loans: S100.000
or more, N0
limit.

HAAA

12%; no

limit over
$750,000

or for purchase
money home
mortgages.

IDAHO

Unless covered
to UCCC. 13%
for home
mortgages;
21% for
*‘consumor
related"" loans
to $70,000.

ILLINOS

9%: no limit on
residential real
estate loans
and Installment
sales; max. 3%
points If rate
over 8%.



CONSUMER FINANCE ANO RELATED LOAN LAWS

STATE
AND MAXIMUM
SUPSVISOR MAXIMUM RATE MATLRITY
INDI/ANA UCCC. 36% per year to 25 mos. to
De nt 660, 21% to S2200,15% 5660. 37
of Financial ~ to 555,000; or 21% per year. mos. to
Institutions ~ Revolving credit; 21% or 52200.
graduated rates. None over
52200.

UQOC requires same disdosures as Regulation Z. Regulation
Z disclosures daamed conplianca with state disclosure.

IOWA 3% to 5500, 2% to 51200, 25 mos.
Superin- 1%% to52000, (Rate 3etby  to $300,
tendent of State Banking Board.) 37 mos.
Banking to 51000.
None
State Industrial Loan Act: 10% over
Auditor par year discount plus fee 51000.
of 51 per 550 (540 max.)
KANSAS 36% per year to $540, 25 mos.
Consumer 21% 10 $1800,14.45% to to 5420
Credit 525000: or 21% per year (after 37 mos.
Commissioner 7/1/83 18%) Revolv- to 51400,
ing loans permitted, (min. None
55-750 & $75. over
$1400,
UGOC requires same disclosures as ation Z. No penalties
allowed I creditor conpiles with Adﬁﬁ?jstrators rules.
KENTUCKY 3% to 51000, 2% to 53000. 60% mos.
Commis- Over $3000, 2% on entire to $3000.
sloner of balance. 120 mos.
Banking to $1500.
Industrial Loan Act: 8% See Bank
per year addon or discount  Loans on
plus fee of $L per $50 to opposite
$2000; 5% urp to $5 per page.
Installment for default of
10 days. (See AG. Cn. No.
72374 re rates)

Generd Law requires same disdosures as Regulation Z
Reg disclosure deemed conpliance with state disclosure.

LOUSAA 36% per year t0 $1400, 27% to None
State Bank ~ $4000, 24% to $7000, 21% on
Commissioner  any remainder; plus $25 fee

(min. 515525 & $200). Rate

limited to 18% per year 12

month3 after maturity.

Revolving credit permif.ed.

Licensed lenders and athers mey charge above rates on sao
contracts lother than auto) acquired within .75 days ol sale.

PRECOMP.
AD-N
DISCOUNT
Yes

Precomp.

Discount
and fee

Yes

Precomp

Interest
ano fee

Yes

DEFALLT
DETERVENT
CONVERSON
Default

Doferment
Conversion

Default
Deferment

Default
Deferment

Default
Deferment
Conversion

Default
Deferment
Conversion

Default
Defer

Dofault
Deforment
Conversion

REBATE CM
Rule of 78 No

APR Yes

ARP Yes

Rule of 78 No
to 6l

mos; APR

over 61

mos.

Rulo of 78  Yes

Rule of 78 Yes

Rule of 78 No

LOAN SZE
LiMfl

555,000
No limit
if secured

Dy real
estate.

52000

20% of
capital.

$25,000

No limit if

secured by
real estate.

S15000

510,000

None

CREDT UFE ANO
OtSABIUTY INSURANCE
WHERE PERMTTED

Life, 65r. Disability
(14-day retrot
5220-12 mos.
5300-24 mos.
33.8036 mos.
MAIC

Ii'fe, 65¢C. Dis)ability
4—dai/: retro.):
g220— mos.
5300-24 mos.
5380-36 mos.

Life, 65;. Disability
glf—d retro.).

20-12 mos.
i.t00-24 mos.
$3.8036 mos.

Life, 60c. Dis)ability
14-cay retro).
g202—12 mos.
$293-24 mos,
$0.8536 mos.
NAIC

Life. $1 00. Disability
& retro.).

20-12 mos.
$300-24 mos.
$3.8036 mos.



OTHER CONSUMER LOAN LAWS

KUO OF LAW

Uniform
Consumer
Credit Code

Consumer
Crr It
Code

Revolving
Loan

UCCC

Inst ice
Premium

Bank Consumer
Loan

Insurance
Promium

Bank Revolving
Credit

Consumer
Credit

Credit Cefd

Motor Vehicle
Loan

Insurance
Premium

PRKCPAL CHANCES

[Banks, Industrial loan corporations and other
supervised financial organizations may
charge the maximum rates stated on the
opposite page.]

21% per /ear on unpaid balances. (Applies
to banks and other supervised financial
organizations.)

1Vi-1v*% per month O $500 (min. SOtTno.).

18% per year to $1000, 14.46% to $25,000;
or 21% per year to 7/1183. (Applies to
supervised financial organizations.)

$10 plus 12% per annum ,ddon.

(1) 0% por year discount (up to 5 yrs. and
32 days) or addon (up lo 10 yrs. and 32
days). (2) $1 for each $50 or fraction
thereof nn first $800.

$10 plus 8% per year addon.

17i% por n.onth.

[Banks and other supervised financial

organizations may charge the ma-'mum rates

stated on tho opposite pago. Oth 'i mau
chargo 10% por year simple Interost ]

1% % per month plus fee of 4% of cash
advance.

Motor vehicle sales finance rates apply to
auto loans made within 60 days of purchaso.

$10 plus maximum mtcs stated on opposite
pare.

UMN SUE
UMT

$55,000
No limit
If secured
by real
estate.

$25,000.

$25,000

No limit If
Secured by
real estate.

None

None

Nonr

None

Nono

Nono

Nono

Nono

SALES FINANCE AND
REVOLVING CREDIT LAWS

WHO CF LAW

All goods (UCCC)

Revolving Credit
(ucce)

Motor Vehicle

Other Goods

Revolving
Credit

All Good3

Rovolving Credit

Motor Vehicle

Cthor Gooc.s

Rovolving Credit

Motor Vehicle
(procomputod
on unpaid
balances)

Other Goods
(unpaid balance
rate)

Revolving Credit

MAXIMUM KATES

Unpaid balance
rate: 36% per yen
to $660, 21% to
$2200, 15% to
$55,000, or 21% per
year. (min. $5-7.50
® $75)

21% per year
(min. SOc/mo.)

Precomputed
monthly Interest
1%-2-2%%

21% per year on un-
paid balances (min.
$5-750 & $75)

1%-1%% @ $500
(min. oOc/rno.,.

Unpaid balance
rates: 21% per year
to $300. 10% to
51000. 1445% to
S25.000: or 21% to
7/1/83 (n.In. $5-7.50
0 $75)

1.751.5-1.2% per
month & $300 &
$1000); or 1.75% lo
7/1/83 (min. 50cmo)

$11-1515 (acq.525)

No limit
(acq. $10)

No limit.

IVij-2-2%-2% % (after
9/30/84.
1%-1%-2%-2%%)
plus $25 fee (min
$25)

24-1812% por year
® $1750 & $5000

to $25,00u, or 18%.
plus $25 toe ($25
acq. for first half of
term) (mm. $57.50 <t
575)

17,%

USURY
LAWS
ATE ANO
MAXIMUM
KATE

INDIANA

Only UCCC
21% rate

for "consumer
related”

loans to
$55,000.

IOWA

2% ovur U.S.
bond rate; over
$25,000, any
rate for
consumer loans
or real estate
purchases or
Improvements.

KANSAS

15%: 1% over
yield on federal
mortgages for
real estite
loans and sales;
no limit for
variable rate
real estate
loans

KENTUCKY

4% over FRB
discount rale
(19% max.|, no
limit over
$15,000.

LOUISIANA

12%; no limit
on discount for
business loans;
17% tor home
seller loans.



CONSUMER FINANCE AND RELATEO LOAN LAWS

STATE
AVD MAXIMUM
SUPERVISCR MAXIMUM RATE MATURITY
MANE 18% per year. (min. $5, $7.50. 25 mos.
Supeiin- $25 & $75-250) Revolving to S660
tendent of credit permitted. Unique 37 mos.
Bureau of restrictions make hlgher rates  to $2200.
Consumer general inoperative (30% per None over
Protection ,21% to $2200.
15% to $55000) Most
licenses have ceased
business.
Genenl liw requires simt disclosures is Regmdon Z.
Dnntcd FRB Exemption.
MARYLAND To $2000: 2% to 51000. 2% 30°A >33
Bank to $2000. Over $2000: 2%.  to $700.
Commissioner  (Temporary rate Increase until  36% mos.
71/%) to $2000,
72% mos.
to $6000
MASK 23% Fg)er yoar plus $20 annual  None
Commis- o Fixing Board. (6% a
sioner of yoar 12 months aftor maturity.)
Banks
General Intorost Law: 20% per Nono
yoar over S6000 oxcopt for
Second Mortgage Loan Law or
If notify Attomey General,

Genenl disclosure liw Is ilmosti copy ol Regulillon Z.
Gnnted FRB exemption.

MICHIGAN 31% For yoar to $500. Nono
Financial 13% lo $3000*. or
Institutions 18% on entire balance.
%reau,
partment
of Commorce

“oxcept loans socurod by motor vehicles 2 or loss modol years old.

Complimco with Regulillon Z sillsllas consumer llnince, silos
lImnce. md home Improvement liw disclosure provisions.

OSCOUHT
Yes

No

DEFAULT
DETERVENT
CONVERSION

Default
Deferment
Conversion

Precomp.  Default

No

Delerment

REBATE
Rule of 78

to 48 mos.;

APR over

48 mos.

Rule of 78

to 54 mos,,

APR over
54 mos.

CiA

No
No

Y03
%,e)

No

No

LOAN SIZE
UMIT

555.000
No limit if
if secured

by
real estate.

None

S8

CREDT UFE AVD
DISABILITY INSURANCE
WHERE PERVITTED

Life. 43c. Disability
(14-aay retrO)

Life, 56¢ (52e over 48

lo 96 mos.) Disability
14day retro):
(00-12 mos.
$273-24 mos.

Lifo and Disability
each 50c per $100 per
year.

Lilo only, S0c.

Disahility (1

retro). 12 mos-$220
%actuarlal equivalent
or longer maturities)



OTHER CONSUMER LOAN LAWS

KKO CF LAW
uccC

Credit Card

Installment
Loan

Credit Card

Second Mort-
gage Loan

Insurance
Premium

Bonk Consumer
Lean

Revolvi
Crodll A

Industrial
Loan

Second Mori-
gago Loon

Insuranco
Promium

Bank Install-
ment Loan

Second Mort-
gage Loan

Bank Rovolvi
Loan and Credit
Card

Insurance
Promlum

PRHCPAL CHARGE

(Barks, Industrial banks, and other
supervised financial organizations may
charge the maximum rates stated on the

opposite page]

1vi% per month.

24% per year on unpaid balances If not
secured by real estate (after 7/1/85,18%).
(Applies to banks and others.)

2% (after 7/1/851Vi% per month on first

$700,1% on any remainder).
financial Institution Including

%Aae\plllse)s to any

(1) 24% per year on unpaid balances (after
7/1/8516%). (2) 2% fee or S250.

$20 plus discount of 1.15% per mo.

Same as for consumer finance companies to
$6000; no limit over $6000.

1'/j%perrr nth.

12 -s/a por year ® $500 discount.

1 .per month on loans ovor $1500,
assessed value of homo not ovor $40,000.

23\0 per year on unpaid balancos plus

$16 lee.

1) 12.83% por yoar (2 2% fee ($15 max.)
é Max. maturity 84 moa. and 32 days.

Ovor $3000, 18% por yoar on unpaid balances
(after 12/31/83 15%) plus 2% foo (max. $200).

1'/i% por month on unpaid balances; max.
5% sailor discount fo' credit cards, plus

annual fee.

$18 plus 12% por year add-on, excopt $15 or

$17 on amounts less than $100.

LOAN SIZE
umrr

$55,000

No limit if

secured by
real estate.

None
None

None

None

$30,000 (ell.
1/1/84 $S0,000)
Nono

$10,000

Nono

(ovor $1500)

Nono

10% of capital
and surplus

Nono

10% of capital
and surplus

Nono

SALES FINANCE ANO
REVOLVING CREDIT LAWS

KWD OF LAW
Motor Vehicle

Home Repair

Other Goods

Revolving Credit
Motor Vehicle
(unpaid balance
rates)

Other Goods

(unpaid balance
rale)

Home Repair

Revolving Credit
Motor Vehicle
Othor Goods

Revolving Credit

Motor Vehicle
(unpaid balanco
rates)

Other Goods

Home Repair

Revolving Credit

MAXIMUM RATES

Unpaid balance

rate: 18%-20%-235%

18% on unpaid

balances (min. $5)

(15% after ¥7/83)

Unpaid balance

rates: 30% per year

to $660, 21% to
$2200,15% to
$55,000. or 18%

%nin. $5. $7.50, $25
S788250)

vi% (min. 50t/mo)

24% (after

T/1/85 21.823.5>27%

24% per yoar (aftrr
7/1/8 22-18% pev
year @ $1000) Smin.

$108 @ 8 mos.

None

2% (after 7/1/%
17i-1% <t $700

$12

$12

1A% (min, 50r,mo.)

165-19-22% (attar

12/183 12.83-16.25

21.25%) (min. $15)

$12-10 (3$500
m(l)r)1 $10, acq.

$8 (min. $12) or
alternate rates

17% por mo.
(min. 70t/mo))

USURY
LAWS

STATE AND
MAXIMUM
RATE

VAINE
None

VARYLAND

8%:; no limt
for first home
mortgages,

no limit over
$5000 for
business loans.

MASS

20%, Banks and
other regulated

londors exempt.

MCHGAN

7% except
certain home
mortgages or
land contracts
until

1



CONSUMER FINANCE AND RELATED LOAN LAWS

CTATE
AVD
JUPERISCR

MINNESOTA
Commissioner
of Banks

MISSISSIPPI
State
Comptroller
of Banks

mi'souri
State
Comptroller
of Banks

MAXIMUM RATE

Regulated Loan Act: 33% per
year to 5350,19% over $350;
or 21.75% on entire balance.

36% per year to $800. 33% to
$1800.24% to $4500,12%
over $4500. Dollar amounts
subiect to changes based on
FRB discount rate to 6/30/84.

2.218% ($15 per $100 a

year add-on) to $800, 1.25% to
$2500, 10% per yoar on
balances over $2500, plus fee
of 5% (max. $15).

MAXIMUM
MATURTT

None

None
execept 3
to 12
mos. to
$99

No?"

Re Reg. 1 and stale disclosure compliance, see 1969 Missouri
Atiorney General Opinion No. 271.

MONTANA
Department
of Business
Regulation

NEBRASKA
Director of
Banking

Add-on rate: $20 a year per
$100 to $500, $16 to $1000 and
S12 to $7500. 2% per month on
unpaid balances over $7500. On
loans of $90 or loss $1 for
each $5. Revolving credit; 24%

per year.

24% por yoar to $1000, 23%

on romalndor (after 9/30/85,
24% to $1000, 18% to $5000,
16% o-'or $5000), plus 7% foe
to S2f m and 5% over {max. $500)
Revolving credit

permitted. (See also usury law.)

21 mos
lo $300
25 mos.
over $300
to S1000;
37 mos.
to $2500.
None
ovb.-
$2500

36 mos.

to $3000.
nono

over $3000.

PRECOVP.
AD-GN
DISCOUNT

Precomp.

Precomp.

Precorrr,.

Add-on

Precomp.

DEFALLT

DEERVENT

CONVEROON REBATE CM

Default APR Yes

Deferment

Conversion

Default Rule of 78 Yes
(by
reg.)

Default Rule of 78 No

Deferment

Conversion

Default Rulo of 78 No

Deferment

Default Contract Yos

Deferment Rato

Conversion

Cinirtllew requires disclosure ol annual or monthly Interest rate or annual add-on rate.

12

LOAVISIZE
LUMT

$35,000

None

None

$25,000

None
($7000 after
9/30/85)

CREDIT LIFE AND
DISABILITY INSURANCE
WHEHE PERMTTED

Life, 60c. Disability
(14-day retro.):
S2.61-12 mos.
$3.12-24 mos.
$3.52-36 mos.
NAIC

Loans over $99 only
Life. 90c. Disability,
(by regulation)

Life. 60c. Disability
(14-day retro.):
$2.18-12 mos.
NAIC

(proposed)

Life over $300, 60:
Disability over $300
(14-day retro.):
$2.20-12 mos.
$3.00-24 mos.
$3.80-30 mos.

NAIC

Life, 64c. Disability
(14-day retro.):
$2.20-12 mos,
$3.00-24 mos.
$3,80-36 mos.
NAIC



OTHER CONSUMER LOAN LAWS

KMD OF LAW

Bank Consumer
Loan

Industrial
Loan

Insurance
Premium

Bank
Revolving
Credit

Installment
tjoan

Bank Consumer
Loan

Revolving
Credit

Installment Loan

Second Mort-
gage Loan

Credit Card

Regulated
Lenders

Bank Consumer
Loan

Insurance
Premium

Industrial Loan
& Investment
Company

Bank Consumer
Loan

Bank Creiit
Card

SALES FINANCE AND

LOAN SZE
PRWOPAL CHAALS LMT WND OF LAW
12% per year on unpaid balances; or S35000 ($25,000  Motor Vehicle
4%% over FRB discount rate. for savings)
See opposite page for rates permitted. 10% of capital
and surplus
$10 plus 8% per year addon to $300, None Revolving Credit
6% over $300.
1% per month plus $15 annual credit card None
charge: ur 1%% per month.
7% per year (after /30/84 6%) addon. None Motor Vehicle
(Applies to banks and others))
1) 12% per year addon (after 6/3/84 10%) or $2500
c por month on loan up to $100515
{nm. (2 $1 for each $100 or fraction thereof
ent.
) Other Goods
Same as revolving sale rates. None
Mobile Homes
Revolving Credit
*or 5% over FRB discount rate to 6/3/84
See opposite page. (Applies to banks and None Motor Vehicle
others.)
1.67% per month on unpaid balances, plus ~ None Other Goods
2% fee
22% per year to $1000, 10% None Revolving Credit
por year over $1000.
No limit until 7/1/83 (does not apply to con-  None Motor Vehicle
sumer finance llcensos).
After 7/1/8 annual discount rates; 11% on ~ None Other Goods
first $300, 9% on noxt $700, and 7% on
any remainder ($20 min.)
$1250 plus 21% per yea -on unpaid None Revolving Credit
balances.
19% per year on unpaid balances—precom- 20% of capital All Goods

putation permitted. surplus, capital

notes and

debentures
19% per on unpaid balances— pre- None Revolving Credlit
compLFfat)(ggr perrritt%d (min. $7.50). P
18% per year plus $20 annual fee. None

REVOLVING CREDIT LAWS

MAXIMUM RATES

$10 (after 7/31/83
]_1—1% plus S3 for %
older models (acg,
$19)

1Vj% or. if yearl
sales less than
mill., 1 %%

&Unpaid balance rates)
4*-21-26.75-28.7h
gr year- (after

| 14-1846-24-
28.75%) (min. $25,
acqg. $10).

24-21% per year @
$2500

25% per year to
$1000, 18% to $2500,
15% over $2500*
1%% (after /334

1%-1%-1% @ $800.
$1200) (min. 50t/mo)

$10-13 to $7500 (min.
$25, acq. $25)

S1S12-10 @ $750 &

$1000, no$!i7rggoo(n _
part over min.
$12)

18% per year (min.
FX110)]

No limit (after 7/1/83
$7-9-11-min. $20)

No limit (after 7/1/33
$11-9-7 @ $300,
$1000min. $20)

No limit (after 7/1/83
1\t%-min. 50</mo)

Unpaid balance
rates; 18% $fer
year (min. $10)

1V V% per mo.
tfj $500

USURY
LAWS

STATE ANO
MAXIMUM
RATE

MN\ESOTA
8%; no limit for
first home

mortgage until
L Or over
$100,000.

MSSSSPA
10%*; 15%
over $2500 to
corporations
and over
$250,000 to
partnerships.

MSOLR

10%; or 3%
over US. long-
term bonds,

MONTANA

10%; or 4%
over FRB dis-
count rate to
$150,000 or 5%
over to $300,000.
No limit over
$300,000 or for
banks and
others.

NEERASKA

16% ; no limit
for real estate,
business or
agricultural
loans by
regulated
lenders or over
$25,000. (min.
$10)



CONSUMER FINANCE ANO RELATED LOAN LAWS

STATE
AND
SUPBWBOfl

NEVADA
Superin-
tendent ol
Banks

NEW
HAMPSHIRE
Bank
Commissioner

MAXIMUM RATE

No limit.

2% to $600. 1Vi% to 51500,
no limit on larger loans. (Rate
drops to 12% a year 3 months
after maturity.)

PRECOMP
ADDON
DISCOUNT

MAXIMUM
MATURITY

24 V: mos.
to $1000.
36'/! mos.
to $2500.
48Vi mos.
to $4000.
60'/i mos.
to $6000.
72°/i mos.
to $7500.
84°i mos.
to $10,000,

Precomp.

24 mos. No
to $600.

36 mos.

to $1500.

none

over

f.1500

Denerel tew requires disclosure ol "linence chtrves, expressed In dollsrs,
rete ol interest, or monthly nto ol chsrgo, or e combinedon thereol".

NEW JERSEY
Commis-
sioner ol
Banking &
Insurance

30% per year. Revolving credit
permitted.

Complbnce with Regulitlon | sstislles Inconsistent
disclosure provisions ol tews noted herein.

NEW MEXICO
Commis-
sioner ol
Banking

Regulitlon Z disclosure deemed complitnce with sties linsnce disclosure provisions.

NEW YORK
Superin-
tendent ol
Banks

14

No limit (alter 7/1/83. 3% to
$150. 2V?% to S300. 17/t% to
$1000, 1'’A% to $2500). Rate
drops to 10% a year one year
alter maturity, entry ol judg-
ment. 90 days alter a bank-
ruptcy adjudication followed by
discharge, or 90 days alter
borrower's death.

Installment Loan Law: No limit
(alter 7/1/83, 8.75% per year
addon: min. $2 per month or
$10; $15 fee).

No limit (alter 6/30/83, 2'/i% to
$100, 2% to $300,1Vi% to
$900, 1’A% to $2500).

Licensed lender second mort-
gage loans (by rule): No limit,
until 6/30/83.

36’/i mos. No
to $1000.

48'/z mos.

to $2500,

60Vi mos.

to $5000

None Precomp.

None Preuomp.

24'li mos.
to $300,
36Vi mos.
to $1400.
48'/! mos.
to $2500,
60 mos.
over $2500
(by regulation)

Precomp,

None Precomp.

DEFAULT
DEFERMENT
CONVERSION RERATE C4A
Default Rule ol 78 Yes
Delermeni
Yes
Yes
Default APR Yes
Delermeni
Conversion
Default Rule ol 78 No
Defemiont
Default Rule ol 78 Yes
Deferment
Default APR Yes

LOAN SEE
LIMIT

S10.000

$10,000

$5000

S$2500

None

$4000 (alter
6/30/83,
$2500)

None
(over
$4000)

CREDIT LIFE AND
DISABILITY INSURANCE
WHERE PERMITTED

Lile. 65c. Disability
(14-day retro.i:
$220-12 mos
53.00-24 mos.
53.80-36 mos-
NAIC

Life, based on term:
47¢ -12 mos.

89c -24 mos.
51.29-36 mos.
Disability (14<Jay
retro.):

$1.96-12 mos.
$2.43-24 mos.
$2.73-36 mos.

NAIC

Life. 44c-64c depending
on insurance volume.
Disability (14-day
retro.):

$1.80-12 mos.

$2.16-24 mos.

$2.38-36 mos.

NALI'

Life. 65c. Disability
(14-day retro.i:
$2.35-12 mos.
$3.2524 mos.
$4.1536 mos.
NAIC

Lile, 49c. Disability
(14-day retro.);
$3.1512 mos.
$4.44-24 mos.
$5.34-36 mos.
(litigation pending)

NAIC



OTHER CONSUMER LOAN LAWS

UNO CF LAW

Bank Consumer
Loan

Thntt
Companies

Mortgage
Broker

Second Mori
gage Loan

Insurance
Premium

Bank Consumer
Loan

Bank Revolving
Loan

Second Mort-
gage Loan

Insurance
Premium

Installment

Loan

Revolving Credit

Insurance
Premium

Bank Installment
Loan

Bank Revolving
Loan

Insurance
Premium

PRNCPAL CHARGES

8% per year discount on loans up to S500.
and 7% on larger loans.

No limit.

12% per year or 3.5% over
pnmB (if over 9%).

No limit: max. 18% per year 6 mos. after
maturity. Revolving credit permitted.

No limit.

30% per year.

(1) 30% per year. (21 $15 annual lee.

30% per year

30% per year

See opposite page. (Applies to banks and
others.)

No limit (after 7/1/83, 1'/j% per month to
$500. 1Vj% on remainder; 1'/j% for cash
advances).

No limit (atter 7/1/83, 8.75% per year add-on-
S2 por month or $10 min ).

No limit (aftor 6/30/83, 6% per year discount
to 37 months. 5.25 » to 61 months. 5% over
61 months-$10 min.).

No limit on rate or card fee (after 6/30/83.
1v:% to $500. 1% on remainder).

14% per year addon plus $10 (after 6/30/83.
10% plus $8) ($15. $12, $10. and $8 min.).

LOAN SZE
uMT

$1500

15% of capital
and surplus

$200,000

$35,000

None

$25,000

None

None

None

None

None

None

$25,000

$25,000

None

SALES FINANCE AND
REVOLVING CREDIT LAWS

KINO CF LAW

All Gooos

Revolving Credit

Motor Vehicle

Motor Vehicle

Other Goods

Home Repairs

Revolving Credit

Motor Vehicle

Other Goods

Revolving Credit

Motor Vehicle

%
Other Goods

Revolving Credit

MAXIMUM RATES

No limit

No limit

No limit (min. S25.
acq. $25)

(LInpaid balance rates)
30% per year tmin.
$12-10 @ 8 mos..
acq. S15)

30% per year (min
$12-10 & 8 mos..
acq. S15)

30% per year (mm
$12. acqg. S15)

30% per year

No limit (after 7/1/83,
S9 75-10-12-14) (mm
S25)

No limit (after 7/1/83.
($12-10-8 <t $300 &
$1000-min. $10)

No limit (after 7/1/83.
15c-13Vic per $10 m
SSOOmir 70c/mo.)

No limit (after 6/30/83.
$7-10-13) (acq. $15)

No limit (after 6/30/83.
$108 @ $500-mm.
$12-10 © 8 mos.)

No limit on rale or
card fee (alter 6/30/83.
Iv2%-1% © $500)
(mm. 70c/mo.)

USURY
LAWS

STATE A\ND
MAXIMUM
RATE

NEVADA
No limit.

NEW
HAMPSHIRE
NO limit.

NEW JERSEY
16%; 30%
criminal usury,
(applies to all
loans and sales)

NEW MEXICO

No limit After
7/1/83, loans
10%: unsecured
loans. 12%: or
3% over FRB
discount rate
and variable rate
for homo
mortgages

NEW YORK

16%; 25%
criminal usury,
(not clear it
applies to regu-
lated loans and
sales)

15
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OTHER CONSUMER LOAN LAWS

KMO CF LAW

Installment
Loan

Revolving Loan
and Credit Card

Second Mort-
gage Loan

Insurance
Premium

Be'k Credit
Card

Bank Consumer
Loon

Bank Crodit
Card

Insurance
Promlum

Uniform Con-
sumer Credit
Codo

Bank Consumor
Loan

Bank Crodit
Card

Insuranco
Premium

PWNOPAL CHARGES

16% or 6% over 6mo. U.S. T-till rate for non-
real estate loans to 55000 or real estate loans
1o $25,000 (510 per loan or $1
min.) (Applies to bsnks and ot

Revolving icons: 1%% _per month to $5000.
1% on remainder. Credit card financing; 1 %%
per month. Applies to banks and others).

(1) 18% per year or 5% over FRB discount

rate on unpakl balances. (2) 181 moa max.
5actuaj closing costs.

maturity. (

$15 plus 12% pe’year add-on

r/i% per month.

10% per year discount; or 18%

per yoar on unpaid balances.

1vj% por month on unpaid balancos,

(mm. JI/mo)

$10 plus 10% por year add-on unpaid (1* por
month on revolving crrdl! bannces i

(Banks and other supervised financial
organizations may chnrgo tho maximum rales
statod on opposite page |

No limit

No limit and default charge

$10 plus 1Vi% per month on unpaid

balancos.

r payment

Fer

s)

LOAN SZE
UMET

525,000

None

S25.000

None

None

10% of
capital and
surplus

10% of
capital and
surplus

Nono

545,000
No limit

Il secured
by real
oatatn

None

SALES FINANCE AND
REVOLVING CREDIT LAWS

UNO GFUW

All Goods
(precomuted
unpaid balance

rate; stepped by
amount financed,
rather than

graduated.)

Revolving Credit

All Goods
(Precomputed
unpaid balance
ratei

Revolving Crodit

All Goods

Revolving Credit

All Goods
(ucco)

Rovolvmg Credit
(uceq

Motor Vohiclo

Other Goods

Revolving Credit

MAXIMUM RATES

24-22-20-18) @
51500. 2000. 3000
émin. $5); 16%

real est secunt}g_
min. for autos; 18-20-
22-29%, based on
age. ($25,000 max.)

1 %%

No limit,
(acg. $15)

No limit,

18% per year on
unpaid balances: or
to $700, 58 plus 50c
per mo. for first 550
and 25 per mo. for
each next fivo $50
(aco. $10)

1vi% (min. Si/mo.

Unpaid balance
rate; 30%

lo 5000, 21% to
$2000, 15% to
$45,000, o(r 21%
por year, (min,
$5-750 @ $75)

21% (min. 50t/mo)

No limit (acg. $15)

No limit (acq
$10-15-25-50 B
$100250-500)

No limit

USURY
LAWS

STATE A\D
MAXIMUM
RATE

NRH

CAROLINA

16% or 6% over
frmo U.S. T+l
rate (by rule) to
525,000 no limit
over $25,000 or
over 510,000 for
first home
mortgages.

NRTH

DAXOTA

5-1% over US.
T-ill rate (by
rule): no limit tor
regulated
lenders or

over 535,000.

HO

8%; no limit
over $100,000;
3% over FRB
discount .ate
lor real estate
mortgages.

45%

ORKtjrf

12% or 5% over
FRB discount
rato. no limit
over 550,000, (or
first home
mortgages, or
for banks and
others.
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CONSUMER FINANCE AND RELATED LOAN LAWS

STATE
A\D
SUPERVISCR

FENNSYLVANA

Secretary of
Banking

RERIORCO
Secretary of
Treasury

RHIEISAD
Director of
Business
Regulation

SOUH
CRAINA
State Board
ol Financial
Ins(?tunons |
an ol
Cons%errpér
Affairs.

SUJH I?ﬂkOTA
. 0

%ﬁtldno and

Finance

MAXIMUM RATE
To $5000; 9Vi%

over $5000.

Prime rate as add-on (by

rue).

Rale on entire balance: 3% on
loans fo S300,21; % on loans
between $300 arid $800 and

2% on larger loans.

Second Mortgage Loan Law:
21% per yoar simple interest.

Supervised Lenders: no limit.
Revolving lending pormittod

No limit. $ min. in certain
% per year 8 mos.
after maturity). Revolving

cases. (10%

crodit permitted.

per vear
discount for 48 months. 6%
for remaining period,
max. fee ol $100 (§1
550 or fraction); 1VAV* per
month for default or defer-
ment. 2% per month (no pre-
comp.) for revolving and in-
stallment loans to $5000.

See rules re installment loans

MAXIMUM
MATURITY

60% mos.
for dis-
count
loans

None

25 mos.
to $1000;
37 mos.

$1000

Nono

25 mos.
fo $480.
36 mos.
to $1600.
No limit
over
$1600

24\a mos.
to $1000;
3HBV> mos.
to $2500,
60Vi Mos.
to $5000.

None over

Suparintandant ot Bonking authorized to tdminlsler ind antorca"

ICSOMP. HAUT
ADON DEFERVENT
DISCOLNT CONVERSON
Discount  Default

and fee Deferment

Add-on Default
Deferment

No

No

Precomp.  Dolault
Deferment
Conversion

No

"ag. Z

REBATE

LOAN SZE
CGA UM

Rueof 7B No  None

Rule of 78

Rule of 78
61 mos,
APR over
61 mos.

Yes S1500

Yes $2500

No  None

Yes  $40000
No limit
If socured
by redl
ostato.

No  $30,000

CREDIT UFE ANO
DISABILITY INSURANCE
WHERE PERMTTED

Life. (Pased on term):
0cH yr.

SL3B-3yrs.

L2205 yrs.
D|sa\bll|%§/rs

g‘gan retro);

13-12 mos.
271-24 mos.
S311-36 mos.

NAIC

Life. 75, Disability.

Life. 50c. Disahility.
M-day retro).
”49-12 mos.
$296-24 mos.
$351-36 mos.
NAIC

Over 100. Life. 60c.
Disability (14-day
retro.).

2z
235 yyrsrs’.



OTHER CONSUMER LOAN LAWS

KMDOFLAW

Bank Consumer
& Revolving
Loan

Second Mortgage
Loan

Installment
Loan

Credit
Card

Loan and

Company

General
Interest Law

Educational
Loan

Gonerel
License

uccC

Restricted
Lender

Insurance
Promlum

Bank Revolvin
Loan and Credit
Card

PANTKU smaros

6% per year discount (max. 10 years and
15day); 1% per month on unpaid balances
for loans; 1% % per month for purchases; or
5% over FRB discount rate.

1.85% for loans over $5000. Revolving credit
permitted. No max. maturity.

9.5% per year addon to 36 months (by rule).

2.17% per month on unpaid balances (17%
per year tor cash advances) (by rule).

(1) 8% per year discount (except 21% on
real estate Ioans?. (2 S for each $50 or
fraction thereof lent (21% per year on un-
paid balancos for real estate loans).

21\b por year. Regulaled by Department of
Business Regulation prtmanly as to
Investments.

21% per year or 9% over U.S. T-0lll Index.
21% per year.
21% per year, Applies to all lenders not

llcenred undnr other lows.

No limit.

To $150: $2.50 per mo. To $1000: add-on of
$20 per $100 por year to $100, $18 to $300,
$11 to $500, $9 to $1000. Fee not ovor 7%

or $28 plus $1 per month. Ovor $1000: $7
addon plus toe not ovor 5% or $200, plus $1
per month.

$15 plus 1% per month addon.

Mo limit.

(it >
$10000 or
first$10.000

of larger
loans

None

None

None

15% of capital
and surplus or
$10,000,
whichevor is
larger.

$10,000
Nono
None

None

$40,000
No limit
If secured
by real
estate.
$7,500

Nono

None

SALES FINANCE AND
REVOLVING CREDIT LAWS

KINO OF LAW
Motor Vehicle

Other Goods

Homt Repairs
Ravotv* tg Credit

All Goods

Revolving Credit
41l Goods

Revolving Credit

Motor Vehicle

Other Goods

Rovolving Credit

Motor Vehicle
Othor Goods
Revolving Credit

MAXIMUM RATES

(Unpaid balance rates)
18-21% per year.
(min. $10)

%ggﬁ (afterfyﬁlai
b per year) (min.
70e/mo. for 6 mos.)

$8 (min. $12)

15=/ (after Y29/
and for gas credit
cards, 17*%) (min.
70c/mo. for 6 mo3)

Motor Vehicles
10-11-12%.
Electric fixtures,
household 12%;
commercial, 10%
household
furniture, 13%.

17%
2% per year
simple

interest (min. $10,
acq. $10)

2% per yoar
simple interest
min. 50t/mo.)

No limit

No limit
(min, S5-S7.50
<a $75)

No limit
(min. 50c/mo)

No limit
No limit

No limit

USURY
LAWS

STATE ANO
MAXIMUM
RATE

FENNSYLVANA
6%. no limit
over $50,000;
variable rate
for home
mortgages.

RERIOR
10% % for
variable home
mortgages,

(by rule)

RHIE

IS AD
21% or 9%
over US
Thill in .

SOUH CAROLNA
Any rate for
first purchase
money home
mortgages by
supervised
lenders or
supervised
financial or-
ganizations.

SUUTH DAOTA
No limit.
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CONSUMER FINANCE AND RELATED LOAN LAWS

STATE
AVD

suramsofl

TONESIEE
Commis
sioner ol
Insurance
and Banking

texa
Corn ner
Credii
Commissioner

MAXIMUM RATE

Industrial Loan Act 7% % per
year discount (max. 18% per
ear on unpaid balances) plus
ee of 4% or 52 to 520. 50c per
55 to 575. and 57.50 for larger
loans, and monthly fee of 5150
to 5300 and 51 for larger loar.s.

Add-on rates: 518 a per
5100 to 5810. 58 to 96750. or
formula rate. Special rates lor
loans to 5270. Revolving credit
permitted.

Consumer Credit Code. Ch. 4:
58 per year add-on or formula
rate. Rovolving credit permitted.

Genenl Itw requires disclosures
simllir to fitguliHon Z.

UM
Commissioner
ol Financial
Institutions

UCCC. 36% per year to 5840,
21% to 15% to $70,000:
or 21%” per year. Revolving
credit permitted.

MAXIMUM
MATURITT

24 mos.

to $300.

36 mos. o
$1000.
Over $1000,
120 mos.

37 mo3.
to 51500,
49 mos. to

63 mos.
over $3000.

None

25 mos.
to $8-10
to $2800.
None
over
$2800

DEFALLT

addon OSERMBTT

DISCOUNT CONVEHSBN REBATE

Discount ~ Default Contract

and fee Rate

Add-on Default Rule of 78
Deferment

Add-on Default Rule of 78
Deferment

C8A

NO

Formula Rite: Set by Commissioner, twice 26-week
U.S. T-bill rite, min. 18% per yeir, mix. Z4K per yeir.

*18%-60 days after end ol 1983 legislative session.

Regulillon Z lu.aled "by riteranee” by Regulillon No. 1 under UCCC.

\ERMONT
Commissioner
ol Banking
and

Insurance

Virginia

Commissioner

?Ige I|3ankin
legat

by Slate

Corporation

Commission)

20

2% 1o 51000, 1% to 53000;
cr1%%.

Second mortgages (part of
usury lav): 18% per yoar (only
ovor S0 (or licenses).

3% to$600, 2 %% to $1800.
1Vi% to $2800. or add-on rate,
521 a year por 5100 to 5600,
$17 to0 $1000, $13 to $2800,
glus 2\b foe. (Rato drops tc

% a yoar 0 monP a after
maturity or after judgement, or
90 days after borrower's death
or bankruptcy.) Ratos and e
Ing set by Commission.

48% mos.

180 mos.
(licensees
only).

21 mos.
to $500

31 mos.
to 51000,
43 mos.

to $1500,
49 mos. to
$2800.

Yes Default Rule of 78
Deferment to 61 mos.;
Conversion APR over

61 mos

No

No

Addon Default Rule of 78
Deferment
Conversion

No

Yes

Yes

LOAM SIZE
UMrr

10% of net
worth

$6750 (by
rule)

None

S70.000
No limit
if secured

by real
estate.

None

52800

CREDIT UFE ANO
OtSABIUNr INSURANCE
WHERE PERMTTED

Life. 75c. Disability
l4day retro).
39-12 mos.

$3.i6-24 mos.
53.6936 mos.

Life. 58c. Disability

oy Dmos)
52.81-24 mos.

5321-36 mos.
NAIC

Llife. 60c. Disability
4—dai etro):.

g220— mos).

5300-24 mos.

53.2836 mos.
NAIC

Life only, 44c-f0c

depending on insur-

alnce volume. Disability
4~da¥ retro).

g237— mos?

$2.84-24 iiio3.

$32036 mos.

NAIC

Life, 55c. Disability
NAIC



OTHER CONSUMER LOAN LAWS

KWD OF LAW

Bank Consumer
Loan

Banks, S& L
Assns. & Credit
Unions

Second Mortgage
Loan

Insurance
Premium

Credit Card

Uniform _
Consumer Credit
Code

1 jtallmont Loan
(part cl usury law)

Revolving Credit
Insurance
Ihemlum

Industrial | Den
Companies

IIf&ank Consumer

oan
(soction of usury
law)

Reviving Loan

Second Mortgage
Loan

Insurance
Premium

PRACPAL CHARGES
6% per year discount (or add-on).

Iendin%ea?encies may make
oans under the Installment Loan Law
and the Home Mortgage Loan Law, and
banks and S & L associations may be
licensed to charge the Consumer
Finance Law rates. These "|-iws' are
ChCOde?E)ters of the 1967 Consumer Credit

)

8% per year add-on or formula rate. (Con-
sumer Finance licensees may operate under
this law)

Maximum rates stated on opposite page.

18% per year to $1500; 12% to $2500, 10%
over S2500; or formula rate.

[Banks, industrial loan corporations and
other supervised financial organizations
may charge the maximum rates stated
on opposite page. Others may charge
21%” per simple Interest for loans
and revoking credit and 50c per month
minimum or annual crodit card lee for
revolving credit.)

(D 24% per yoar to $1000, 12% over $1000:
or 18%. (2 Max. 48% mos., except 8 yrs.
for homo improvements.

I1%—1%% ® $500 plus arnual bank card
ee.

1% % to $500and 1% % on remainder.
(D no limit. () 2% of loan.

No limit; 2% fee.

No limit.

()9% per yea. addon or any rate on

unpaid balances. 2% of loan ($1 min.)

(3 Cost of specified serv> es. (4) No max. rate
over 122 mos.

$15 plus 1% per month.

LOAN SZE
INT

None

None

None

None

$70,000
.0 limit
If secured
by real
estate.

None

$5000
None
20% of capital

and surplus.

None

None

None

Nono

SALES FINANCE AND
REVOLVING CREDIT LAWS

WHO OF LAW MAXIMUM RATES
Motor Vehicle None
Other Goods $11.75 (after 7/1/33

$1086@S500&$5000)
(min. S1250, acq. $15)

175« per $10 (after

7/1/83 150) (min.
70c/mo)

$750-10-1250-15-18
or formula rate (min.

$25. acg. $5)

Revolving Credit

Motor Vehicle

$12-108 @ $1350 &
$2700 or formula rate
(min, $12-9-6 @ $75
& $25)

Other Goods

Same as for other
goods plus extra
charges allowed
for second mort-
gage loans.

Home Repairs

15-10c per $10 ®
$1350 or formula rate
(min, 75</mo)

Revolving Credit

All Gooos Urgpai3d65}alance

ucCcC rate: 36% per year

( ) to $340. 21p°/? t)c/Je
$2800, 15% to
$70000 or 21%” per
yoar. (min. $5-750 @
$79)

Revolving Crediit No limit imm,

(Veoo 50c/mo)

Motor Vehicle (ijngajd balance reles)

820% per year

1M-17,% per mo. ®

Other Goods $500 (min. $10)

Revolving Credit 1%-1%% & $500
(min. 50c/mo)

All Goods No limit
(min. $25)

Revolving Credit No limit (min.
S0c/mo)

USURY
LAWS

STATE ANO
MAXIMUM
RATE

TENNESEE
Variable rates
for home
mortgages (over
121 mos.) and
other loans,
(max. 18%)

TEXAS

Formula rate:
max. 28% for
business loans
over $250,000.

UAH
No limit.

VERMONT

12%; any rato
tor first

home
mortgages.

VIRANA

8%. exc-pt first
mortgago loans
and, ovor $5000,
business loans.



CONSUMER FINANCE AND RELATED LOAN LAWS

STATE
AD
SUPERVSCR

WASHINGTON
Supervisor ol
Banking

WESTVRANA
Comi ssioner
an orney
General

WSOONSN
State
Banking
Department

MAXIMUM RATE

2Vi%h to 830 1%% to S1000,

1% to S2500

Industrial Loan Act 10%

per year discount (or APR
equivalent) plus 2% fee (2
per month.
Real estate loans: 25% APR

min. fee) and 50c
over 2 years.

36%
t0 $1500,18% to $1600.

(min.

Discount Loan Law, Sec.
138.09:23% per Sim

le
Interest under $ ,000:215/)0 on

entire balance If $3000 or

moro; or 6% over greater of

6-month or 2- reasul
rates. No Iimmm

10/31/87 for rates or rebates.
Revolving credit permitted.

r year to $500. 24%
Revolving credit permitted
e/m).

Consumer Act requires Reg. Z and other disclosures. No penalties
ellowod Il comply arlth Administration's rules or Interpretations.

WYOMING
Staio.
Examiner

UCCC. 36% rgear to $300,
21% to $1000, 15% over
$1000; or 21% per year.

Rovolving credit 21% por year.

UCCC requires same disclosures as Regulation Z. Granted

FRB exemption.

UNTTL:
STATES

TYPECP CRDT

Hrst homo (and mobile
home) mortgages

Business and
credit over $1,

State Banks, S & L's,
National Banks

ricultural

PRECOVP DEFALLT

MAXIMUM ADMN DEFEHVENT

MATURTY OISCOUNT COWVERION REBATE crA

48/ mos. Precomp.  Default Rule of 78 Yes
Deferment
Conversion

24 mos., Discount  Default Rule of 78  Yes

none for and fee

real estate

secunty.

36Vi mos. Precomp.  Default Rule of 78 Yes
Deferment to 36 mos..
Converion APR over

36 mos.

24% mos.  Precomp.  Default Rule of 78 No

to $700. Deferment t0 48 mos.;

36Vi mos. Conversion PR over

to $3000. 48 mos.

None

over

$3000

25 mos. Yos Default Ruloof 78 No

to $300. Deferment to 61 mos.;

37 mos. Conversion actuarial

to $1000. over 61

Nono mos.

over

$1000.

MAXIMUM RATE

Nona* (applies to banks and othere.)

5% over FRB discount

rate (to 41/83”
1% over FRB discount rate or state rates*

1% over FRB discount rato or state rates

LOAN SIZE
LMt

15% of
Capital and
Surplus.

$1600

None

$25,000
No limit
If secured
by real
estate.

CREDIT UFE AND
DISABILITY INSURANCE
WHERE PERMTTED

Life. 60c. Disability
(14<Jay retrr.c
S2251? <ics.
$300-24 mos.
$380-36 mos.
NAIC

Life. 65¢. Disability
14<iay retro).
65-12 mos.
$3.3524 mos.
$4.0536 mos.

Life. 40c. Disability
14-cfay retro.i.
23-12 mos.

$321-36 mos

Life. 50c (captives 45),
Disability
&1 retro):
22512 mos.
$3.0524 mos.
$3.8538 mos.
NAIC

'subject to stalo preemption until 4/1/83



OTHER CONSUMER LOAN LAWS

KINO Of LAW

Industrial Loan

General Interest

Insuraf.ce
Premium

Installment Loan

Industnal Loan
Company

Second Mortgage
Loan

Revolving Loan

Wisconsin
Consumer Act

In3uranco
Premium

Uniform _
Consumer Crodit
Code

PRINCIPAL CHARGES

1) 10% per discount. (2) 2% ol loan
< minimu'i). (3) 50e per month.

(1) 12% per year simple interest; (2
reasonable charges for expenses and
services incident to making loan— for

...,iS 10 S500 not more than4 % up to
S15 except $4 mm. (Applies to banks and
others.)

S10plus 10% per annum add-on

6% per year discount (max. 15% APR) or
add-on (min. S5-750 & S79). rate allowed for
national banks; or 18% on unpaid balances.
(D) 27% per year to $2,000, 25% to $10,000.
and 18% on remainder; or (2) 6% per year

discount or 21% per year on unpaid balances

to $5000. plus $1 for each $50 or fraction
thereof lent.

(1) 6% per year add-on: or 18% per year on
unpaid balances. (2 Expense charge up to
10% of loan IS150 min

1Vi% per month on unpaid balances (min.
0c/mo)

18% per year on unpaid balances or 6% ovor
6-mo. T-hill rate. No limit from 11/1/84 to
10/31/87. Revolving credit permitted

Same as above, plus $6 on balances from $50
'0 $100 and $10 for balances of S100 or more
No limit from 11/1/84 to 10/31/87

(Banks, industrial loan corporations and othor
supervised financial organizations may
chargo tho maximum ratos stated on opposito

pago.l

LOAN SEE
LMt

2% of capital
and surplus.

None

None

None (Banks 10%
of capital and
surplus)

10% of capita)
and surplus

None

$25,000

$25,000

None

$25,000
No limit
If secured
by real
estate

SALES FINANCE AND
REVOLVING CREDIT LAWS

KINO Of LAW
AH Goods

Revolving Credit

Motor Vehicle

Other Goods

Revolving Credit

Motor Vehicle

Other Goods

Revolving Credit

All Goods

(o)

Rovolvmg Credit

MAXIMUM RATES

6% per year over
6-mo. US. Tl rate
on unpaid balances
175% for 1983)
180 S (mi

b per year. (min.
$1/mo)

Unpaid balance
rates: 18% per year.

Unpaidltéz(;lance
rates: 18% per year,
(min. B-750 ($ $7).

1% (min. 50c/moi

Unpaid balance
rates (precomp)

18% per year or 6%
over 6-mo. T-hill rate
© i limit from 11/1/84
to 10/31/87. (mm $15)

Unpaid balance
rate 18% per vear
Or 6% Over 6-mo
Tl rale No limit
from 11/1/84 to
10/31/87 (min
$5-750 ® $75)

1Vj% or variablo
rato to $25,000 No
limit from 11/1/84 tc
10/31/87 (mm
5k«/fro)

Unpaid balance

rato: 36% por year
to $300, 21% to
S1000, 15% lo
$25,000; or 21% por
yoar. (min $6-750 ut

0

21% por year. (min.
50c/mo)

USURY
LAWS

STATE ANO
maximum

RATE

WASHNGICN
12% or 4% ove-
US. Tl rate,
no limit on
business loans.

VEST VRANA
18% rule):
17j%(%</er U).S.
bond rate for
home
mortgages.

WSOONSN
No limn

WYOMNG

Only UCCC
Supervised Loan
rato for
*‘consumer
rolaled” loans
1o $25,000.
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ANNUAL. PERCENTAGE RATES EQUIVALENT TO VARIOUS VO-OH AND DISCOUNT RATES ON LOANS REPAID
IN EQUAL MONTHLY PAYMENTS OVER DIFFERENT PERIODS

W. N. Neshit. Manager ol Mathematical Services and Rate Analyst
Research Departr. .ent. Household Finance Corporation

Abkon Amd Rereantae Rats Differert Repayment Paods
Ris 6 © B 24 K0 RS 48 e
Pwv Yeer M Ms M Ves Ves. Mos Vs Mes
3% 512 549 561 5.66 5.68 5.68 567 564
4 6.82 7.30 745 7.50 752 751 147 742
5 852 9.10 9.27 9.32 9.33 931 924 9.15
6 1021 1090 1108 1113 1112 11.08 1097 10.85
7 1190 12.68 1287 1291 12.88 1283 1268 1250
8 1359 14.45 1465 14.68 14.63 1455 1435 1413
9 1527 1621 16.42 1643 16.35 1624 1599 1571
10 1694 1797 1817 18.16 18.06 17.92 1760 17.27
n 1862 1972 1991 197 19.74 1957 1919 18.80
12 2029 2146 2164 215? 2141 2120 20.75 2031
13 2195 2319 23.36 23.26 23.05 2281 22.30 21.79
1 2362 2491 25.06 24.92 24.68 24.40 2382 23.25
15 2528 26.62 26.75 26.58 26.30 2598 2532 24.68
16 2693 28.33 2843 28.22 27.89 2753 26.80 26.10
17 2858 30.03 30.10 29.85 2948 29.07 2826 2750
18 3023 3172 3176 31.46 3104 3059 29.70 28.88
19 3188 3340 3341 33.06 32.60 3210 3113 30.24
20 3352 35.07 35.05 34.65 34.14 3360 3254 3158
21 3515 36.74 36.68 36.22 35.66 35.07 3% 32.92
22 36.79 3840 3829 37.79 3717 3654 3532 34.23
23 3842 40.06 39.90 39.34 3867 37.99 36.69 3553
24 40,05 4170 41.50 40.88 40.16 3943 38.05 36.82
Osoourt Amd Prcantap Ratg: Otlerart Repgyrent Rrratis
Ris 6 » 8 74 D K %6 )
Rr Yer Ms Ms Mos Mos Vs Ms Ms Mos
3% 520 5.66 5.87 6.01 6.13 6.23 641 6.59
4 6.96 7.60 792 814 832 850 8.82 9.15
5 874 9.58 1001 1033 1061 10.88 1140 11.96
6 1053 1358 12.15 1259 12.99 1338 1417 1504
7 1233 136* 14.34 14.92 1547 1601 1715 18 45
8 1415 15,68 1658 '7.33 1806 1879 20.39 22.28
9 1590 17.78 18838 1 83 20.76 2173 2391 26.61
10 1783 1991 2124 2212 23.60 24.85 2177 31.58
n 1969 22.08 23.65 25.09 2057 2818 3204 37.39
12 2156 24.28 26.14 2'87 29.70 3173 36.80 4433
13 234C 2652 28.88 30.76 33.00 35.53 4215 52.84
14 2536 2B80 31.30 33.77 36.48 39.63 48.26 63.67
15 271.29 3112 33.99 36.90 40,16 44.06 5531 319
16 2923 3348 36.76 40.16 44.07 48.87 63.63 99.15
17 3118 35.88 3961 4357 48.24 5413 7365 133.09
18 3316 3832 4255 4714 52.69 59.93 86.07 199.98
19 3515 4081 4557 50.87 57.46 68.35 10210 —
20 3715 4334 4869 54.80 62.60 7354 13838 —
21 39.18 4592 5192 38.92 68.15 8167 15580 —
22 4122 4855 55.25 63.27 74.19 90.98 20824 —
23 4328 5123 58.69 87.87 80.79 101.79 31250 —
24 4535 5397 62.25 72.73 88.05 114.58 — —

To convert any annual rato to a monthly rate divide by 12

Tha Annual Percentage Rates above are the samo as tho "Annual PercontaQe Rates™ required by Federal Regulation Z They were computed by tho
actuarial method, which is the same as tho United States Rulo In all ol the above cases because all are repayable in oqual monthly piyments.
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Capital Shortage and Capital Market Efficiency in Alaska.

In attempting to assess the functioning of rural capital markets
in Alaska we looked at a number of different aspects of the problem.
I will list thesefirst, then discuss them in turn:

1. Is there ashortage of physical capital in rural Alaska?

2. Do private financial institutions create ashortage of
capital by discriminating against rural Alaska?

3. Is there acapital shortage in Alaska as a whole due to too
little competition among financial institutions?

4. Has state regulation of financial institutions created a
capital shortage?

5. What effects have state loan programs had on the avail—
ability of capital in Alaska?

Now to look at each of these in turn.

1. Shortage of physical or real capital. |If private financial
institutions have failed to provide enough financing to rural Alaska in
the past, then there will be too little real capital there today. This
would 1imply there would be good, high return investment opportunities
available, to put the needed real capital in place. We reviewed the
limited literature on this subject. Krutilla and Brubaker, two
economists from Resources for the Future, studied this question in 1976
and concluded there were few investment opportunities in interior Alaska.
Similarly, 1in 1979, Olson and Tuck, of the University of Alaska, view—
ing this question in the context of potential investments for Native
Corporation funds, concluded sustained economic growth in rural Alaska
was extremely unlikely. Finally, the experience of the Native Corpora—
tions in trying to locate investment opportunities for the substantial

amounts of funds each year since 1973 suggests such opportunities



may be lacking.

This last inference is somewhat controversial. Some have suggested
investment opportunities exist, but Native Corportions have not found
them for a variety of reasons- preoccupation with problems of internal
organization, lack of business experience, lack of managerial skills,
and so forth. Perhaps this is the case. All we can say at this point
is that we have yet to see any evidence that the supposed-investment
opportunities do exist.

This issue also serves to point out that if investment opportun—
ities do exist, factors other than capital shortage may keep them from
being exploited. In the case of the Native Corporations the capital
was clearly there; 1if good investments were overlooked it was for
other reasons.

This point can be generalized. I was told that someone who heard
our testimony last year said we couldn"t see the trees for the forest.
To him, if there was a river full of fish, and no one catching thenm,
that was a capital shortage. That is much too simple a conclusion.
There may be many other reasons why no one is harvesting those fish.
There may be other lower cost fishing grounds, there may be other
higher paying uses of labor time, there may be no market, there may be
a market but it may be subject to very restrictive price controls, and
so on. We cannot conclude a priori that capital shortage 1is the
problem in every case.

In the same vein, we sometimes hear people complain of a capital
shortage for investing in opportunities they claim will be there when
a market 1is developed or transportation costs fall or some other key

change occurs. Obviously, this is a bit of a confusion. The investment



opportunities are conjectural. The real shortage is of markets or
low cost transport, or something else. Additional financial capital
will not make these problems go away. And if these really are uhe
basic problems, ther making more capital available is probably just
a good way to waste that capital.

We have no trouble compiling a list of factors which may hinder
business activity and investment in rural Alaska: (a) lack of
investment opportunities, 1Ib) land title problems, (c" insurance
difficulties, (d) lack of infrastructure, 1le) inadequate collateral,
If) lack of information and expertise, (g) seasonal nature of business
opportunities, (h) high costs of everything, including capital,

(i) low personal income and wealth in rural Alaska.

We feel that one of these factors, the last one, is of major

importance in any policy discussion of capital shortage. Levels of

per capita income and weaUh in rural Alaska are low, perhaps only

one-third as high as in urban Alaska. This means rural Alaskans
must settle for fewergoods of all sorts - food, shelter, clothing,
luxuries, and credit. Thecure for this problem 1is to increase their

wealth and income, not to give them grants of individual goods. Unfor—
tunately, though, we as a nation have just come through a nearly fifty
year period, starting with the New Deal, during which it has been
fashionable to try to «cure povertywith grants of goods and services,
rather than grants of income. This approach is almost totally dis—
credited among economists, who are nearly unanimous in arguing that
something like a negative income tax should replace current systems of

oublic housing, food stamps, low cost medical care, subsidized credit,



and so forth.

When 1 was teaching in New York City one of my colleagues was a
well known liberal economist, who has in recent years announced himself
a socialist. He and I could argue and disagree on hundreds of economic
issues, but this was one we could not disagree on: if you want to raise
income, give money, not goods and services. If you give money, people
are free to spend it on whatever they like; this will allow them to
maximize their satisfaction as they see it. If you give goods and
services, they are stuck with those particular forms of income, unless
they can find ways to sell or trade them for things they prefer more.

further, in the case of granting subsidized credit, if you give
money you raise personal net worth and thus increase c".e individual®s
borrowing capacity. If you give credit you put the individual into
debt, and further reduce his capacity to borrow.

Thus cur strong recommendation: look carefully at the problem
of rural Alaska; 1if they really come down to problems of wealth and
income, then subsidize people, not capital or credit. The same dollar
amount of subsidy implicit in any state loan program will do more for

people 1if it is given instead as a cash grant.

2. Dc private financial institutions discriminate against rural
Alaska? Many business people and households in rural Alaska feel they
have a more difficult time getting credit than do their urban counter—
part*. They allege the system discriminates against them. We can find
no evidence that this is true. It appears there 1is no discrimination
in deposit interest rates - these are uniform throughout the state.

Loan interest rates also appear to be uniform state-wide. Non-price and



conditions could, of course, be used to discriminate against rural
borrowers, but the small amount of evidence available suggests to us
that such is not the case. What does seem to be the case 1is that low
personal income and wealth, plus the whole host of business problems
listed above, mean that rural borrowers are at a disadvantage when
standard, uniform criteria are applied in judging loan applications -
thus, they get less credit. Finally, the provision of extensive, high
cost, probably low profit, branch bank net works to serve rural Alaska
suggests discrimination in favor of rural Alaska in the form of
subsidized service provision.

We understand some people, though, are suspicious of the branch
banks, and see them as a way to suck deposits out of rural Alaska,
without putting loans back into the community. However, Federal law
prohibits such behavior, and the Federal agencies enforcing the
Community Reinvestment Act of 1977 told us all regulated financial
institutions inAlaska were in compliance with the law as of the time
we were looking at this problem.

What we conclude, then, 1is that there is no rural/urban split
Alaska®"s capital markets. Rather, there is a single, unified, st~
wide capital market. We thus turn our attentionnext to a cons
of factors effecting capital availability and interest rates

state as a whole.

3. Is there too little competition in the State"s financial
markets? Part of the concern about capital shortage in Alaska appears
to stem from the observation that, at least from1968 through the Ilate

1970"s loan interest rates charged by commercial banks were generally



higher than those found elsewhere in the U.S. This 1is seen by some as
evidence that competition in this industry is not strong enough to
drive interest rates down to "normal™ levels. If this irgument is
correct and there is some degree of monopoly power operative in
commercial banking in Alaska, then microeconomic theory predicts out—
put will be restricted in this industry, which translates into a caoi-
tal shortage.

We find, however, that deposit interest rates as well have been
higher in Alaska than in the rest of the country; this cannot be due
to monopoly power. Our explanation for the generally higher structure
of commercial bank 1interest rates is that during the time 1in question
Alaska was a capital short region, due mainly to high loan demand
caused by the pipeline boom, and as such had to import capital from
the rest of the country, paying a premium to cover transactions costs
normally associated with inter-regional capital transfers.

While we do not believe the levels of loan interest rates are
evidence of lack of competition, we also observe that the spread
between deposit and loan interest rates in Alaska has consistently

m
been larger than 1in the rest of the country. This 1is a result which
would be found 1if competition was lacking. We also observe that
Alaska®"s commercial banking industry is more concentrated than in other
states with similar banking laws. Nationally, in states which like
Alaska allow state-wide branching, the two largest banks in the leading
SMSA have about 59% of the business (as measured by deposts); in Alaska

the figure is 74%. On the basis of these observations we suspect there

is too little competition in commercial banking, perhap; leading to



restriction of lending activity and to avoidance of some riskier loans
which would be undertaken in a more competitive environment.

The.cure for too little competition is more competition. Our
suggestions for increasing the amount of competition among Alaska"s
financial institutions will be given at a later point in this testimony.

4 The effects of state regulation. The regulatory picture in
Alaska has been changing recently. Alaskan financial institutions,
along with those in the rest of the country have long been subject to
Federal ceilings on deposit interest rates. These ceilings, which
distort the savings decision and tend to make the financial sector
smaller than it should be, are being phased out over a six year period,
under provisions of the Depository Institutions Deregulation and
Monetary Control Act of 1980. However, until completely eliminated
these ceilings contribute to inefficiencies in financial intermedi—
ation in Alaska, tfs elsewhere.

The same Federal Act imposes un./"orm reserve requirements on all
financial institutions either federally insured or eligible for federal
insurance. As it is phased in,this Federal requirement will override
the reserve requirements Alaska has imposed on its state chartered
banks. Our 1980 position that State reserve requirements are unneces—
sary and unwise remains unchanged. However, the issue of what should
be done with these reserve requirements has been taken out of the
State"s hands by the Federal override.

Until recently, Alaska had had a gross receipts tax on banks.

This also was an unwise tax, which interfered with the efficient

functioning of financial institutions. Removal of that tax improves



the efficiency of the State®s private financial institutions.

There remains, however, a form of state regulation which seriously
distorts Alaska®"s capital markets. This is regulation in the form of
loan interest rate ceilings, generally known as usury laws. Usury
laws substitute loan pricing by government fiat for price determina—
tion in the market place. State usury laws generally are so restric—
tive that they set interest rates below even competitive levels. This
is especially true during times of inflation, such as we have experi—
enced in this country for too many years now. In the typical situation,
the quantity of loans demanded is quite large due to the relatively low
loan interest rate set by law, but the quantity of funds supplied to
financial institutions is low due to Federal deposit interest rate
ceilings. There is thus excess demand- a capital shortage - in the
market place. Commercial banks attempt to subvert usury ceilings
through compensating balance requirements which raise the effective
but not the nominal loan rate. At the same time they and other
financial institutions institute nonprice rationing to deal with the
excess demand. Many factors can serve as the basis for nonprice
rationing, but for our purposes it is perhaps most important to note
that discrimination 1is likely to be in favor of conventional, lovj risk
loans, and against unusual, innovative, or risky investment projects
which come seeking financing. This, of course, works against new
borrowers, aggressive, risk-taking businesses, and firms with new
technologies and new products, among others.

Alaska has several usury laws: the Trade Practices Act that

applies to all financial institutions except small loan licensees,



the Retail Installment Sales Act, and the Small Loan Act. All three
have adverse effects on the functioning of Alasxa"s capital markets,
but the Small Loan Act is by far the most serious. During the period
of our study, 1979-80, the provisions of this Act, combining maturity
size, and interest rate restrictions, essentially limited loans over
$1,000 to a marginal return of only 12%. Since nearly risk-free
money market investments yielded more than that at the time, the Act
destroyed any incentive for L-mall loan licensees to make loans larger
than $1,000. As a result, finance companies do very little business
in Alaska. Nationally they account for about 6.4% of all financial
institution assets, but in Alaska they have only h of 1% of such
assets. This obviously leaves a sizable hole in the structure of
Alaska®"s financial institutions, and effectively eliminates one source
of loans to high risk borrowers.

We have strongly recommended that the state abolish all usury
laws, with priority going to elimination of the current Small Loan Act.
A new Small Loan Act might allow finance companies to offer uninsured
savings and time deposits, which would increase competition between
these institutions and commercial banks, savings and loans, and credit
unions.

5. State loan programs and capital shortage. State loan programs

are instituted to increase the availability of capital at "reasonable"”

interest rates. In general, with small exceptions, they do not have
that effect. Rather, they "crowd 1in" on private institutions and
replace private lending with public lending. This is not just an

assertion. It is a simple implication of economic theory, which has
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long been recognized in the economics and finance literature, and
which 1is supported by statistical as well as theoretical studies.
However, 1 am going to leave to Professor Fry the task of elaborating
on the crowding in effect, and | at this point will leave the conclu—
sion as an assertion.

I ask you to consider what happens in private markets if this
assertion is correct. State loan programs are set up and begin
lending money, usually at below market, subsidized rates. Borrowers
desert private lenders. With less business, private lenders have to
reduce the size of their operations. There are economies of large
scale operation in financial institutions, which implies, conversely,
that there are diseconomies of small scale operations.

Private sector lending becomes more costly, and at more of a
disadvantage 1in competing with state loan programs. Smaller, weaker,
institutions fail, and go out of business or are absorbed by other
institutions. There is less competition than before, with all the
problems that implies. If this line of reasoning is correct, and it
is, then state lean programs threaten the viability, and in the extrenme,
the very existence of private sector financial institutions.

Unfortunately, there are influential people who are not impressed
with this conclusion as it stands, and who would have us believe it
really makes no great difference if government lending replaces private
lending. This 1is wrong. As | shall attempt to show in a few minutes,
political allocat vn of capital is almost inevitably less efficient
than market allocation of capital.

Before we reach that subject, however, it 1is important to note



another specific problem which tends to arise with one type of govern—
ment loan program, namely, loans for business purposes. State business
loan programs generally involve subsidies, almost always in terms of
subsidized, below market interest rates, and often in terms of lenient
credit standards. Naturally, such highly favorable terms attract
many would-be borrowers - usually, far more than the loan programs can
accomodate. Those who run the loan programs must somehow ration their
limited funds. Actual rationing schemes which develop may be very
complex and involve many elements. Usually, however, a key element is
that state loan bureaucrats will attempt to ration loan funds in
accordance with their personal theories of economic development. In
underdeveloped countries this has classically shown up as heavy
subsidization of such things as the steel industry on the naive
theory that economic development implies industrialization, and
industrialization requires steel. Hence, we find high cost, low
productivity, white elephant steel mills in deserts and jungles all
over the world. The variety of bureaucrats®™ economic development
theories and fantasies 1is endless, limited only by their imaginations.

The real danger here is that subsidized credit program rather than
harnessing the energy and productivity of the market system, may
actually destroy it. The destruction will be at the very heart of the
market system, because it will change the very nature of the basic
productive unit of that system - the business firm. It will transform
the profit or value maximizing firm into a subisdy maximizing firm.

The profit maximizing fi:,n tries to produce products that will

sell, tries to hold costs down to increase profits, 1is constantly alert
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for new products, new production methods, new markets- for anything
that will give it an edge. The subsidy maximizing firm, on the other
hand, doesn"t care what it produces, doesn"t care whether it holds
costs down, or whether it uses capital intensive or labor intensive
methods of production. All its energies are devoted to doing whatever
will allow it to qualify for subsidies; it produces what 1is subsidized,
it uses lots of whatever inputs are subsidized most generously, it
locates wherever it can get the most subsidies. It is alert and
aggressive, and looking for opportunity - but opportunity is defined
in terms of anticipating where the government subsidy spigot will next
open up.

The real tragedy, of course, 1is that subsidy maximizing firms do
not provide a viable economic base for a country. They have no real
substance, and when the subsidies stop, they melt away, leaving an
undiversified, weakened economy.

We have come a long way - and we have a long way to go yet. |
would like at this point to summarize, 1in two different ways, what we
have covered so far. First, a simple summary of the capital shortage
question. We find that cap .1 markets in Alaska are .nified - there
is no urban-rural split. These markets appear to work reasonably well,
but do have some specific deficiencies. These deficiencies have
specific cures. There is too little competition is some parts of the
capital markets; more competition should be encouraged. There is too
much regulation of the capital markets; markets should be deregulated.
State loan programs are not a cure for capital market problems.

Rather, they are part of the problem. All state loan programs should

be abolished. The Permanent Fund should not add to the problem by
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etting into the loan business, or by funding other state loan programs.

Now, for a second summary of our conclusions so far. I should like
to put this in terms of two alternative senarios for the future of the
Alaskan economy. One senario projects the effects of the state con—
tinuing with the policies it now follows. The other projects the effects
of making the policy changes we recommend. Up to this point, our
discussion has focused on the efficiency of a single sector of the
economy - the capital markets - and ignored larger issues related to
the state®s oil revenues. At this point, though, it will be useful to
develop the two senarios in the context of twoalternate ways ofinject—
ing state funds into the Alaskan economy. The alternatives to be
considered are cash grants, on the one hand, and state loans, on the
other.

Senario one. The State redistributes some part of the oil revenues
as cash grants to Alaskans. This results in increased disposable income
for Alaskans, which leads to additional spending for personal.consump—
tion and for investment in owner-operated businesses. Although a
considerable amount of this new spending would go for imports, a signi—
ficant amount would remain in the State, stimulating economic activity,
and giving a multiplied increase in income. Jobs would be created to
produce goods and services for which there was a real market demand.

At the same time, increased income would stimulate savings,
leading to increased deposits in the State®"s financial institutions,
and thus to increased lending capacity of those institutions. Finan—
cial institutions would also face increased demand for loans from
expanding businesses, and from consumers wanting to finance consumer

durables and housing purchases. For the full effects on private



capital markets to be generated, however, two additional policy steps
would have to be taken.

First, a new Small Loan Act v/ould have to be passed to fill in
the hole now existing inAlaska"s financial system because the current
Small Loan Act discourages household and industrial finance companies
from operating in the State. A new Small Loan Act should allow the
rapid development of financial institutions providing finance to high
risk projects. The second step would be to remove the other market
imperfections due to current State policy. This would allow the
private capital market to respond vigorously and efficiently to meet
the growing demands of households and businesses. Specifically,

(1) all usury and interest rate ceilings should be removed, so that the
interest rate will be free to serve its main social role as the allo—
cator of capital, and (2) all State loan programs should be abolished
so that market decisions rather than decisions of State bureaucrats
determine who gets capital, where, when, and on what terms. The result
of these actions will be an expansion of the private capital markets,
increased scale (and thus lower per unit cost) for individual financial
institutions, more competition than presently and ultimately the deve—
lopment of a sound, vigorous capital market which will be a key element
in Alaska®"s future development.

In summary, then, Senario One leads to (1) an expansion of the
Alaskan economy, 72) the growth and expansion of those businesses and
industries which meet consumer needs and/or produce goods fOf which
there is an external market, (3) increased income and wealth for
individual Alaskans, enabling them to make equity investments and

borrow larger amounts than previously, and (4) the development and
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strengthening of private capital markets in Alaska.

Scenario Two. The State attempts to use its selective credit
policy Ithe policy of granting loans, often at subsidized ratos, to
selected firms, industries, and individuals) to stimulate the Alaskan
economy. Oil revenues are used to to expand existing State loan
programs and establish new ones. This puts money in the hands of the
favored borrowers and gives an economic stimulus, with a multiplier.

However, the State®"s lending activity crowds in on the private
sector and to a large extent just replaces loans which would have been
made by the private captial market. This offsets and nearly eliminates
the multiplier effect. Further, as the scale of Alaska®"s private
financial sector shrinks, individual institutions become smaller, and
some encounter financial difficulties. The larger established insti—
tutions weather the storm, but smaller and newer institutions are hard
hit, and competition in lending 1is reduced. Per unit costs rise o0s
the average size of institutions falls. This leads to increased charges
and interest rates to borrowers.

At the same time, the selective credit policy has two undesirable
effects: (1) subsidized interest rates give commercial borrowers false
signals about the value of capital and so they waste capital, investing
in numerous unsound projects, and (2) due to the selective nature of
the loan programs economic expansion comes 1in the industries which the
State believes should be expanded, rather than in those which pass the
market test of producing output which ronsumers are willing to buy.
Thus, there is no good reason to believe investments made in response
to State policy will stand up over the years and contribute to sustained,

diversified growth of the State"s economy. Since there 1is no increase



in income there is also no increased savings to serve as a pool of
funds for real investment. Further, the Small Loans Act will continue
to discourage household and industrial loan companies from operating
in the State, thus leaving a hole in Alaska"s cafital markets.

In summary, then, Senario Two leads to [l) a lesser expansion of
the Alaskan economy than does Senario One, 12) long term movement of
the economy 1in a questionable direction as expansion responds to the
selective ¢ dit policy rather than to real economic forces of the
market, (3) increased debt for firms and individuals who borrow from
the State, and (4) contraction and weakening of the State's private

capital markets.
Private vs. Public Allocation of Capital.

One of the key predictions of the section just completed is that
state lending will crowd in on private lending, thus tending to substi—
tute government allocation of capital for market allocation. What is
the significance of this? Obviously, to persons of "capitalist”
ideology this is an undesirable change, but to persons of "collectivist”
ideology the change is favorable. We should, though, like to go beyond
ideology, beyond mere definitional characterization of one system as
good, the other as evil. What we need to do is to judge the two
systems in terms of their probable effects on economic efficiency.

It is easiest to begin with the analysis of the marketplace as a
system for allocating capital. This is so because for over two hundred
years now we have had an economic theory of the workings of markets.

In 1776 Adam Smith pointed out in The Wealth of Nations that the

Invisible Hand of competition could harness the selfish actions of
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individuals and produce results for the common good. That insight is

as valid today as it was two hundred years ago. Further, 1in the time
since Adam Smith"s day, economists have greatly refined his basic notion,
developing very specific and rigorous concepts of economic efficiency,
showing in detail that competitive equilibrium will achieve efficiency,
developing concepts of market failure to analyze cases where private
markets will not lead to efficiency, and finally, working out theories
of economic policy to give us a kit of tools to use to correct or reduce
market failure. We thus know a great deal about the operation of indi—

vidual markets and the market system as a whole.

When we apply the basic theory to capital markets we focus on the

institutions known as financial intermediaries. These firms intermed—
iate between savers and investors. Thus, they operate in two markets -
a savings deposit market and a loan-investment market. (Some inter—

mediaries have contractual rather than deposit relations with savers,
e.g., 1dnsurance companies, pension funds.) Intermediation consists of
providing financial services that satisfy demands in both markets.
That 1is, intermediaries provide size intermediation by, for example,
aggregating small deposits and making large loans. They provide
maturity intermediation by taking on short term deposits and making
long term loans. They provide risk intermediation by offering savers
implicit participation in a relatively safe portfolio of loans

and investments which individually may be relatively risky. At the
same time, they reduce transactions and information costs of financial
dealings, and they take advantage of economies of scale and economies
of specialization.

If the markets they operate in are competitive, then competition
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will force them to produce the economically efficient mix of services
(output) and produce each service at its lowest possible cost. Further,
the system of financial intermediaries will produce a system of equali-
brium interest rates, which will serve to allocate capital throughout
the economy, among the competing demanders. These interest rates will
give efficient, accurate signals to capital users, and will guide
capital to its highest, most productive uses. This, then, in outline,
is the case for market allocation of capital.

In the real world, of course, we never achieve perfect institu—
tions. We huve already indicated that Alaska®"s existing capital markets
have imperfections. However, methods of reducing these imperfections
are well known, and can be implemented. The 1980 Depository Institutions
Deregulation Act will improve capital market functioning throughout the
country. State deregulation and termination of state loan programs are
our suggestions for moving Alaska®"s capital markets even closer to the
results of the competitive model.

Let us turn now to the analysis of a system of political alloca—
tion of capital. This is more difficult to analyze because we lack a
complete, detailed, theory of the economics of political systems.
However, there has developed in recent years a field of the economics
of p".blic choice, which provides us with some insight into matters such
as the political allocation of capital.

Under a system of political allocation of capital (e.g. a systenm
of state lean programs and state banks) basic decisions will be made
through majority rule voting, .nar >s, the legislature and, at a later
stage, state bureaucrats, will vote on how much capital the whole

system 1is to have, how much capital shall go to each funding institution,
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how much to various individual demanders, what interest rates to charge,
what terms and conditions to require of borrowers, and so forth.

Public choice economics has shown that majority rule is often
deficient as a decision mechanism on such economic issues. One tech-—
nical problem, which we need not go into here, is that majority rule
decisions taken through a series of pairwise votes may lead to no
unique outcome, no .nique "will of the voters," but instead may vary
with the arbitrary sequence of pairwise votes taken.

Of more practical importance is the problem that simple majority
rule ignores the intensity of the voters preference. This 1is not so in
marketplace "voting", where we each vote the intensity of our preference
by the amount we are willing to pay for particular goods and services.

But in political voting a passionate "no" counts just exactly as much

as and no more than a mild "yes". The real danger in such voting is
that a majority with little at stake can outvote a minority with much
at stake. This means voting can lead to situations where the losers
lose more than the winners gain. In such cases no possible redistri—
bution of winnings could compensate the losers and still leave net
winnings. Voting can, and in the real world frequently does, approve
projects with negative netvalue.

The following simple example will 1illustrate the point. Assume
five voters, A, B, C, D, and E are to vote on a proposal which would
cost $500. The costs are to be shared equally, so each would have to
pay $100 in extra taxes to finance the project if it isapproved.
Assume the benefits to theindividuals,as they themselves assess them

are $105 each for A, B, and C, and $50 each for 0 and E. A, B, and

C have a mild interest in seeing the project undertaken - $5 net value
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to each, and will vote in favor it it. 0 and E are strongly against

the project, since each stands to lose $50, and will vote against it.
The project passes, 3 to 2. The political system has voted in a project
with total benefits of $415, but total costs of $500, for a negative

net value of $85. Or, put more bluntly, the political system has

voted to waste $85 worth of resources.

This example is very realistic and relevant. Real world politi—
cal systems involve more voters, more issues, logrolling, and so forth,
but this sort of outcome is always a possibility. It is not a possi—
bility if the same decision is taken in the marketplace. The dollar
votes of consumers A through E would total $415, cost of production
would be $500, and no profit-seeking firm would willingly produce the
good. This 1is one reason why market decision making on production
of private goods 1is likely to be superior to political decision.

In the previous example all five voters took part in the decision.
Let us. modify tnat assumption by calling on a second insight of public
cncice economics. This 1is the notion of "rational voter ignorance."
That essentially says that information necessary to make good, informed
decisions on all issues, public and private, is costly, and that voter/
consumers will rationally choose to remain ignorant about issues which
they expect to have little impact on them. On other issues where they
have a great deal at stake they will pay the price to inform themselves,
and will perhaps get involved in political activity once they are
informed.

Again, an example will be useful. Assume Legislative Bill A is
very important to one person in a thousand who expects to gc.in $1,000

if the bill passes, but only pay $2 in extra taxes as his share of the



cost. The other 999 persons out of a thousand, let us assume, will

get no benefit; from the bill, but will each have to pay $2 in taxes.
Now assume al® one thousand know it cost them $5 in time and nuisance
to become informed about the effects of any bill. A person who expects
to lose V trivial $2 if the bill passes, will see little if any reason
to incur a cost of $5 to understand the issue more fully. The person
expecting a net benefit of $998, however, will be intensely interested
in this bill, and will inform himself about it, at a cost of $5.

If this person can induce his elected representative to get the
bill passed at a cost to him of less than $993, hewill come out ahead.
In essence, he will be the only one voting on the bill, since the
other 999 citizens will 1ignore the issue. Replicate this situation in
the constituencies of other elected representatives, and you have the
strong possibility of passing a bill which costs $2,000 in taxes for
every $1,000 in benefits generated.

This is the problemof resourcemisallocation due to special

interests in a political systen. Itis especially acute in a fiscal

situation like Alaska®s, where the costto the citizen is not an out-
of-the-pocket cost, but instead the opportunity cost of using already
collected oil revenues. Recognition of this problem has apparently led
to Alaska®™s recent law requiring that interest rate subsidies be open
and above board, rather than hidden. While this is a good law, which
will undoubtedly make it more difficult for special interests to arrange
subsidies, it should be noted that as long as subsidies are tied to
individual prices they will continue to cause resource waste and mis-
allocation.

A third problem with political decisions on economic matters is
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that often they force all cit"zens to consume a standard level of
government output, rather than having the option, as in the market—
place to consume more or less of a good than does the average person.

I would like more national defense, you would like less, but we both
are stuck with the medium amount preferred by the median voter. This
is tolerable in the case of defense, which we know cannot be produced
in the marketplace; we are willing to put up with this imperfection of
government in order to have some defense. It is not tolerable, though,
when we have as an alternative a well functioning market which will

cater to individual tastes.

The state of Alaska now forces all individuals to save about 10%
Bcheir”share of oil revenues, in the form of allocations to the Perma-—
nent Fund. In a few minutes 1 will develop an alternative which would

have allowed individual, market-determination of the savings percentage
Can we have any doubt that there would be variety in individual savings
decisions, rather than the uniformity we see today under political
determination on this issue?

Another major aspect of public decision making is not related to
voting per se, but rather to what happens after the voting, namely,
that responsibility for actual operations 1is turned over to government
bureaucracies. In order to understand what that implies about
economic efficiency we need a theory of behavior and equilibrium
of the bureaucracy, analogous to the theory of the business firm which
we use in the theory of markets. Popular thought offers two theories.
On the one hand, there is the "public servant" theory. This sees

bureaucrats as selfless, hardworking souls, whose only objective is to

of

achieve the public interest, subject to their limited budgets. In this
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theory, bureaucracies, reflecting the motives of the bureaucrats, do
work in the public interest, which includes improving the economic per—
formance of the private sector. At the other extreme is the "evil
bureaucrat™ theory. This sees bureaucrats as only out for their own
good, as parasites on the public purse and predicts bureaucracies will
be expensive and wasteful, and will seldom if ever operate in the

public interest.

The emerging economic theory of bureaucracy takes a more general
view of bureaucrats and bureaucracies. First, it assumes that bureau—
crats, like the rest of us, seek a variety of objectives. The public
interest is probably one of those objectives. However, income and
wealth, power and prestige, security, and other personal objectives are
also sought. The theory notes that achievement of many of these per—
sonal objectives 1is positively correlated with the size of the bureau
which the bureau”at works in. Thus, the bureaucrat will have a
strong incentive to take actions which will increase the size of his
bureau and its budget.

Up to this point, the theory could be applied to both public and
private bureaus. However, the second major building block focuses on
the constraints or limits which the parent system places on the bureau
and its bureaucrats. Here, public and private bureaus part company.
Private business firms seek profits. This gives them a relatively
simple, straightforward yardstick to use in judging their various oper—
ations, divisions, and so forth. Further, the stockholders of corp—
orations can and do withdraw support from firms with poor profit
performance and poor performance of stock®s price. These mechanisms
combine to keep private bureaucrats from straying too far toward

mubstituting their own personal objectives for those of the parent
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organization.

The same 1is not true of public bureaucracies. They are not judged
on simple profitability criteria, but instead are judged in the much
more Tflexible term of the public interest. Also, the ultimate "owners®
of the public bureaucracy - the citizens, the taxpayers - cannot just
consult the stock market page to find out how well their assets are
being managed. In fact, they really have no simple way of monitoring
bureaucratic performance. All in all, public bureaucrats are much
more free than private bureaucrats to use the resources of the organi—
zation for their own ends, rather than for the owners®" ends.

Specific models of public bureaucracies tend to focus on one
aspect of the loose control the public has over its bureaucrats. That
is in cost control. The basic problem here is that funding agencies
and legislative oversight committees tend to find it nearly impossible
to determine what it really costs to produce the output they wart.

The bureaucrats themselves are the only real experts on cost and produc—
tion of their output, and they are highly skilled at concealing that
information. Astute bureaucrats are thus able to inflate their budgets
by claiming necessary costs are higher than they actually are.

Applied to Alaska®"s financial sector, these models suggest that
if Alaska replaces private, profit seeking financial intermediaries
with public bureaucracies, the result will be (a) high cost operations,
which will be difficult to control or correct by political means,

(b) evolution of operational procedures and paperwork requirements
which increase staff and budget size, and place a heavy compliance
burden on private borrowers, (c) evolution of lending policies which

tend to increase the size of the bureau, rather than those that tend
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to maximize the social return from lending.

In very brief summary, without repeating all the individual
points made in this section, it aopears that political allocation
of capital is likely to be far le<s efficient than market allocation.
Neither system can be perfect, but the imperfections of the market
system are slight and fairly controllable, while the imperfections of
the political system are major and i1most inherent - or, at least,
basically uncontrollable in our present state of knowledge about the

economics of public choice.

Alternative Forms of Ownership for Alaska®s Oil Revenues.

In the previous two sections | have come down hard against the
idea of state loan programs. However, | actually have a great deal
of sympathy for the business people and households who are asking for
such programs. Some of these people desoeratelv need business
financing, others v/ould very much like tc have housing finance. It
must be very frustrating to see your needs unmet when your state
government has more money than it knows what to do with - especially
if you believe that in a democracy all assets and property of government
ultimately belong to the governed. In other words, if you believe
that part of that money 1is yours. Under these circumstances it is
quite understandable that people ask their government to at least
lend them some of their own money.

From my perspective, however, their frustration is misplaced.
Instead of being frustrated with interest rates and the availability
of capital, they should be frustrated with the way their ownership of

oil money has been defined. This is the final 1issue | would like to
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explore: the 1issue of the economic implications of alternative ways
of defining the ownership of Alaska®s oil revenues.

Let us look first at the current situation. Alaska®"s citizens
own the oil lands and they own the oil revenues. But, what they have
is common property ownership: the citizens own the oil revenues in
common, as a group, and no individual can single out any part of them
as his private property. In practice though, common property can be
converted to private property through political action. That is
really what is taking place each legislative session; it is what is
taking place here when Permanent Fund trustees decide how to use the
Fund and its earnings.

Elimination of income taxes turns part of the oil revenues into
the private property of those who get to keep the money they would
ordinarily have paid 1in taxes. Appropriations for various state
bureaucracies turn part of the oil revenues into the private property
of bureaucrats, who can use their budgets to advance their careers and
raise their future incomes. Provison of subsidies, hidden or open, to
various groups in the population converts part of the oil revenues
into their private property, and so on.

Obviously, the people who win the most at this game are those who
are politically powerful and politically astute. Also, it should be
obvious that a certain amount of the oil money is dissipated in paying
for the costs of political activity, in bureaucratic waste, and in
production of negative net value projects for special interest. Finally,
the broad outlines of the pattern of use of oil revenues is also clear.
Existing arrangements and political decision making have led to

(1) a large increase in government output relative to private output,
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12) a large increase in government®"s power to try to control the devel —
opment of the private sector through selective credit policies, sub—
sidies and other methods and (3) a large increase in public savings,
through the Permanent Fund, with these resources apparently earmarked
for provision of future government output.

Is this a set of results which best reflects the true preferences
of the citizen-owners of the oil revenues? Are these the results of
an allocative system which is responsive to the real needs and demands
of the citizens? OQur previous discussion of the allocative defic—
iencies of the political-bureaucratic system should make you doubtful
that the answer to either of these questions is yes.

In order to put the current system in perspective, let us com—
pare it with an alternative system which could have been used to
define ownership in Alaska®"s oil revenues, and then to allocate those
revenues. The key to the current system is that individual citizens
own the oil lands through their role as "owners" of the state of Alaska.
The whole system and all its allocative results would have been very
different if individual citizens had owned the oil lands through their
rights as owners of a private corporation. Imagine that the oil
lands had been owned by a private corporation which had as its stock—
holders all Alaskans, and only Alaskans - or whatever group of persons
you want to say has ownership rights under the current system. How
much control over oil wealth would that system have given individual
owners, and what patterns of resource use would we have seen over the
years since discovery of oil?

Prior to the discovery of oil, stock in this land owning corpor—

ation would have had some (perhaps low) market price. As soon as oil



was discovered, the market would have bid up the price of the stock.
This would have immediately given individual Alaskans an increase in
net worth. With each new discovery and each higher estimate of the
size of the oil pool and each increase in the world price of oil, the
market would have bid the stock price even higher. Thus, all the
favorable events we have seen over recent years would have increased
the net worth of Alaskans.

Individuals would have been free to sell the stock at any time,
or hold it as they saw fit. Presumably the corporation would have
periodically increased dividends, thus increasing the cash flow to
those Alaskans who continued to hold stock. Also note there
would have been no need for stockholders to remain in the state Iin
order to receive their increases 1in wealth. This 1is 1in sharp contrast
to the current systenm. Finally, ownership rights would have been clear-
cut and legally erforcable, and there would have been no need to engage
in political activity to either secure the rights or to protect them
from encrochment by special interests and bureaucrats. Tn sum, indivi—
dual Alaskans would have had far more personal control over theii share
of the oil wealth if it had been private property than in the current
case where it is common property until converted to private property
through political decisions.

The patterns of resource use flowing from individual control of
oil revenues would also have been quite different ti.”n those we have
seen under the current system. First, there would have been a great
increase in demand for market produced goods and services, racher than
the current increase in government output. Second, increased market

demand would have stimulated private investment and economic expansion
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in response to market forces, rather than expansion in response to
government subsidies. Third, there would have been an increase in
private savings, rather than in public savings. This would have
increased deposits in local financial institutions. Fourth, increased
investment demand would have meant increased loan demand; 1increased
deposits would have meant increased loan capability; 1local financial
institutions would have grown and achieved economies of scale and
increased competition, rather than the opposite effect we see now
due to crowding in by state loan programs. Fifth, there would have
been some increased demand for public goods and services, as people
would also want to cjnsume more of these as their incomes rise, and
there would have been some normal increase in state revenues through
the income tax.

But an extraordinary rate of growth of government spending would
have been unlikely, since to achieve that the political system would
have had to pry the money out of the hands of the citizens, rather
than spending it before they can get their hands on it, as 1is now the
case. Finally, it seems very unlikely that there would have been any—
thing at all like the Permanent Fund. The long run savings percentage
in this country is less than 10% out of personal disposable income.
Additional private savings out of increased private income due to oil
revenue would have approximated this long run figure. It is almost
inconceivable that voters would have approved an additional 25% public
savings out of gross oil income, on top of their normal savings. The
Permanent Fund may make a certain amount of sense to citizens in the
context of current arrangments, where it is a means of removing a

portion of wealth from the fate that awaits it in the imperfect, waste-
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political system. But it would make very little sense in the context
of the alternative system, where individuals would have direct personal
control of their own oil incomes.

We have now compared the effects of two alternative ownership
systems for Alaska®"s oil wealth. It has been shown that the current

system of common property ownership has a number of serious deficiencies:

- it does not give individuals effective control over
their shares of the wealth;

- it has no inherent tendency to produce economic effi—
ciency. Rather, majority rule voting and bureaucratic
administration have strong tendencies to misallocate
resources and to dissipate the wealth;

- the misallocative effects of the current system are not
limited to government production and output--they also
spread to the private sector, reducing the efficiency
of capital markets, and setting subsidized interest

rates which make capital look less scarce than it really
is, thus distorting production decisions throughout the

economy;

A private property rights system, incontrast, would perform much
better on all these counts. Can there be any question which system
Alaskans would choose if given a second chance?

IT the current system is so flawed, why 1is it in use? Has it
some great merits we have overlooked? Is this system needed because
it is more democratic than the alternatives? Are there other high
minded justifications for the system?

As far as | can tell, none of these things has anything to do with
the existence of the system. The system exists by accident. It was
historical accident which put the oil lands in the hands of the state
of Alaska. It was historical accident in the form of custom and tradi—

tion which led to a common property definition of ownership of the

wealth from those lands.
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Now, as a result of these accidents, economic affairs run back—
wards in Alaska. The normal pattern in our society is that income 1is
generated in the private sector, then some portion is taxed away to run
the public sector. In one sense this is true in Alaska as well, since
the oil revenue comes from taxes on the oil industry. But from the
point of view of the individual citizen it looks as if part of his
income 1is now materializing 1in the public sector, from which point
some small portion may be passed on to him, if he is lucky.

Is there any reason why Alaskans should continue to allow the
game to be played this v/ay? Does the present system have any legi—
timacy at all? These are questions an outsider probably should not
ask, ana certainly should not answer. I do hope, though, you in

Alaska will ask and answer them for yourselves.



RETAIL REVOLVING CREDIT
STATES WITHOUT STATUTORILY IMPOSED RATE CEILINGS

States which prior to 1980 did not impose ceilings:
1. Kentucky e o

2. New Hampshire

3. Oregon

States which removed ceilings in 1980:

4. Arizona

5. New York

States which removed ceilings in 1931:

6. Delaware

7. 1llinois

8. Montana

9. Nevada

10. New Jersey

11. New Mexico

12. 0Ohio

13. Utah

14. Wisconsin (effective 1984)
States which have removed ceilings in 1982:

15. South Carolina

16. South Dakota

17. Virginia (effective April 1, 1983)
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JL Ca PgiijjtY Col

States With Rates_Over 18%

Kentucky

New York (D) (S) 6'30'83
Arizona (D)

New Hampshire

Oregon (D)

Alabama S) Extended to June 1983
California (S) 10'1'82
Kansas (S) 7'1'82
Mississippi (S) 6'30'82
Nebraska

South Carolina (S) 7'30'82
South Dakota (S) 7'1'83

Delaware D)

Georgia

ldaho

Montana () (S) 7'1'83
New Jersey ()]

New Mexico ()] (S) 7-1-83
Texas

Utah ()

Wyoming

Oklahoma

Michigan

Il1linois D

Nevada (D)

Colorado

Ohio (D) (S) 1'1'85
Wisconsin
d = Deregulation

S = Sunset andldate of expiration
‘Floating Rate Until ].984 and then Deregulation
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11.

J,

C, Penney Co,

States With Rates At 18%

Connecticut

Washington

West Virginia

Virginia

Maine

Vermont

Alaska

Florida

Hawai i

Indiana

lowa

States WIth Rates Below 18%

Pennsylvania (15%)

Arkansas

(10%-Constitutional

12,

13,

1A,

15,

16,

17,

18,

19,

20,

21,

12/17/81

Louislta
Maryland
Massachusetts
Missouri

North Carolina
North Dakota
Rhode Island

Tennessee

Minnesota (16%-18%)

District of Columbia

Limit Set in the year

1876
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During the 1981 lggislative sessions, retail cardgrates
were a focus of attention in twenty five (25) states,

Here
ISA breakdown of the activity by states:

Id States Deregui ated (Eliminated All Ceilings)

Delaware New Jersey

Illinois New Mexico

Ohio Oregon
Montana Utah

Nevada -

- Wisconsin (1.984)

8~ IAXE.S__ INCREASED "~ETA.IX _CrE.DIJ_OARD_RAIE S 0 VEJL.18%

Alabama (21%) ldaho (21%)

California (19,2%) Oklahoma (21%)
Colorado (21%)

Georgia (21%)

Texas (24%) variable
Wyoming (21%)

7 States Took Miscellaneous Action on_Credjt Card Rates

Washington (18%) Missouri-(j8%-eliminated break rate at $500)

Connecticut (18%) West Virginia

(18%-etliminated br*ak rate at $750)
Minnesota (16%-18%) Massachjsetts

(18%-eliminated break rate at $500)

District 0of Comumbia (18%-eliminated break rate at $500)
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THE MacNEIL/LEHRER REPORT  ~ Ale Date: October 5. 1981
Usury Ceilings

ROBERT MacNEIL: Good evening. Several major banks lowered their prime lending
rate half a point today to 19%, an interest rate expected to become the standard for business
loans acrass the country. At the same time, the White House urged the Federal Reserve
Board to ease its tight money policies slightly. Deputy Press Secretary Larry Speakes said
the administration still supported the Fed's policy of monetary restraint; it merely wanted a
rollback of recent actions which had increased restraint on the money supply. On Capitol
Hill concern over tight money and the high interest rates is surfacing in another way:
proposed legislation to do away with state usury laws, or legal limits on interest rales.
Bankers, retailers and finance companies backed the effort, claiming that low interest
levels art stifling credit. Removing the ceilings, they say, will cause more credit to flow.
Consumer groups and some state officials say that argument is false, and oppose the
legislation on the ground that it will legalize loan-sharking. Tonight, should Washington
take the cap off state interest rates? Jim? +-

JIM LEHRER: Robin, usury is defined as the loaning of money at an unconscionable or
exorbitant rate of interest. There arc 44 states with various laws prohibiting its practice.
But there's no uniformity to them, either in the types of loans they cover, or when the rate
becomes unconscionable or exorbitant, and thus illegal. At one extreme is Arkansas which
has a cap on bank consumer loans at 10%. At the other extreme is South Carolina, where -
the cap is 24%. The others have ceilings somewhere in between. Congressman John J.
LaFalce, Democrat of New York, wants all ceilings, all caps, in all states eliminated, and
he's the sponsor of legislation in the House that would do just that. Congressman, why
should state interest rate ceilings be eliminated?.

Rra. JOHN LA FALCE: Well, 1think there are a number of reasons. First of all, | think
that thiocorv mic forces that are at work determining the market in* ~ *— —
natfoaw-'br fntematiorut! ffi *c6pc and beAr yktuilty no relation— w

ac /. the state laws that are on the books now are really relics of ages tongj
usury rates were set at a time when we had interest rates of perhaps 2%, and you might
have a usury law prohibiting interest bring charged above 12%. But because of the present
volatility of our interest rates, those usury laws have, in effect, prevented the availability of
credit. So, if you live in a state with a restrictive usury law, you simply cant get credit.
Your down payment for a car costing S7.000 would have to be $7,000. Your down
payment for a home costing $100,000 would have to be $100,000. And so, really, what—

LEHRER: And that in fact is the case in states where they have usury laws?

Rep. LA FALCE: In fact thr is the case in a great many states where they have such
restrictive usury laws. In the state of New York, for example, it was impossible until 1980

to obtain a residential mortgage wlien the market tales were about 20%. and you had a
restrictive rate of around 12%. The iuue is >stwhat t>e interest rate should be. The market |
Will determine that. The isstte is whether or not credit will beavailable ro the eonsiymer -
who wants to make a purchase.

LEHRER: Well, what if you take the laws off? Lets assume dial your bill is enacted into-
law, signed by the President and titc whole tiling.. Wouldn't that mean that interest rates _ , .
would just skj xrkct for retail—

Rep. LA FALCE: No, ecause we have a classic free matket competition here in the
United States. There arc untold numbers of lending institutions. And | think that die free
market would have its chance to work, and would work. Would there be a few number of



abuses? That could well be the case. There would be very, very Tew. however, in my
judgment. There are abuses now that are going unprosecuted bet of lack of proof, but
the point is. the problem that [audio |0Stl of small businesses going out of business, drying
up the real estate market prior to the time thai the federal government did preempt the
usury ceilings on residential mortgages. The good to be accomplished would offset what-
ever potential harm might exist by perhaps a thousandfold.

LEHRER: Congressman, let me ask you this. Let's say the people of Arkansas  they
have 10% interest rates — that the people of Arkansas wanta 10% interest rate, and if they
want to pay the S7.000. or whatever it takes to live within that law. why should the federal
government say. ""Hey. no. You've got to charge more than that?"

Rep. LA FALCE: Well, I think we have a federal problem on our hands. | would
preserve, however, the right of the individual states to exercise their sovereignty by
permitting them a three-year time period to reinstate that usury law if that would be their
desire. So they would have the right to effectively veto the federal preemption.

LEHRER: But three years later?

Rep. LA FALCE: No. Within, that three-year, period of time. They could do it im-
mediately.

LEHRER: | see. Thank you. Robin?

MacNEIL: A number pCstatcs have recently raised or abolished their interest rate ceilings.

One of them is Texas. ™ 1the experience has caused one congressman from Texas to
oppose the LrhaicC bill? Heis freshman Democrat Bill. Patman, also a member of the-
Banking Committee, the committee chaired for many years by his father, Wright Patman.

Congressman, why do you oppose the bill?

Rep. BILL PATMAN: | think this is an important state right that should be maincaired.
We ought to let the states decide for themselves just what should be done about this
particular issue. And | dontbelieve that the take-out provision is adequate, that Congress-
man L ”Falce mentioned. "

MacNEIL: What docs that mean’, the "‘take-out provision'

Rep. PATMAN: Where a state could exempt itself from this particular lifting of the usury
ceiling. Because it would have to do so before April the 1st of 1983, or in that area. Wc
don't even meet in Texas in the legislature again until January of 1983, in regular session.

MacNEIL: What happened in the Texas experience recently, partially abolishing the
interest rate ceiling, that has caused you such anxiety?

Rep. PATMAN: Well, | think it's regrettable that the Texas legislature did act to raise the
interest rate ceiling, but that was its option, acting with what it assumed to be the will of
the people behind it. That same legislature may in the future decide that it wants to lower
that rate, and passage of this bill after the take-out provision is gone will not permit it to do
so. | think it's important to realize that tite market rate of interest rate — of interest — is
not set for the small consumer loans..We in Texas have a super high rate, of up to 109%.
and even beyond that, on loans of 5100 and under. *Wc'rc one cf only five states in Jhe
entire United States that authorized such abuses of the consumer. And if we pass this bill of
the Congressman's and wc don't have some exemption of a state from that particular type
of loan, then youl have, that same type of abuse prevalent throughout the United States.

MacNEIL: Give me an example of the kind of abuse you Ye talking about.

Rep. PATMAN: Well, a 5100 loan for six months would lie chargeable — cash loan —
would have charges on it amounting to 109%. The lenders in Texas of those particular



loans actually flip them, or renew'them every couple of months, and then charge a
non-rcfundable acquisition charge that raises the effective yield, in some instances that we
noticed when | was in the Texas Senate, to up to 149%.

MacNEIL: Mr. LaFalce says that his bill is necessary because credit has dried up in states
where the usury laws keep the interest rate below a ceiling that is below current market
rates. And so people just can’t get credit.

Rep. PATMAN: Thats a common argument of the loan companies and the finance
companies. | Ve followed this issue for many of the years in which | served in the Texas
Senate, and these finance companies will go from stale to state now, and seek tojack up
the rates. And then they’ll go around to the other stales that have not increased their rales,
and say, “You e out of line." We kept those rates low in Texas, or at least lower than
some of these other states, for al least 12yean. And all that time, these finance companies
were promising that they would go out of. business X ./c didnt suddenly increase their
rates. They made huge profits. In fact, one loan .ompany, we found by examining the
records in Massachusetts, regarded Texas as its 11th most profitable stale out of some 38 or
so in which it opr ated, even though wc kept our rates al whal they called a low level.

MacNEIL: Well, do you argue, then, Congressman, thai the interest rate ceilings are not
preventing the availability of credit?

MacNEIL: well, thank you. Jim?

LEHRER: Among those pushing for federal elimination of stale usury ceilings are small

businesses which depend on consumer credit. This includes the retail furniture business..
and people like Mel Kusin of Texarkana. Texas. Mr. Kusin owns litree furniture stores,

two in Texas, one next door in Arkansas. He's also on the board of the National Home

Furnishings Association, his business’ trade organization, and was to testify this week at
hearings on the usury law issue — hearings that have now been postponed, you discovered

ono: you got to Washington a\vhile ago, right?

MEL KUSIN: Right.
LEHRER: Okay. Mr. Kusin, inyour Texas stores, what interest rate do you charge now?

Mr. KUSIN: Presently we're charging 24%. That the new limit allowed by the state of
Texas under the new legislation.

LEHRER: I see. Now, what do you charge across the— across the street in Arkansas?
Mr. KUSIN: Well, our other store is 32 miles a>ay in Hope, Arkansas. We charge 10%.

LEHRER: Well, now, wliat's the difference in nms of what people buy, and the success '
of titesc stores?

Mr. KUSIN: Well, theres an unbelievable difference.-and it getting mote and more-
pain.ul all the time. In the state of Arkansas, retail furniture prices are normally about 11%
higher than those in surrounding states of Texas, and. I-believe, Oklahoma.

LEHRER: Soyou e getting it anyhow? You just have toraise (lie price of the furniture? Is
that it?



Mr. KUSIN: 11l explain lo you. Wc pay— we arc lucky to pay approximately prime bank
interest in our area, which is about 20%. In Arkansas, with the 10% state limitation, the
store has to make up the difference itself. Anybody in the furniture business in Arkansas
today who deals in credit sales has to supplement the sale itself, or else raise the jjmce on it.

LEHRER: But the people in Arkansas are still buying furniture,. | guess, and doing all
these other things. How docs it work?

aftrthet w e
I, And what the stie limit b/Now. our-

position is this on the money available*for something like furniture or automobiles or that.
We e in the business of providing our customers with furniture. We e not in the business
of credit. We handle the credit more as a convenience, a necessary convenience.”If a state
could set the rate at which a business borrows money, then it would be fine to set the rate at
which it loans the money. But we have, as businessmen, lo go by a federal existing loan
rate, which would be the bank prime rate. But yet, within states, we are limited by the state
law. So unless a furniture store can supplement the difference, it just won't work. And this
b why we feel that it should— the interest rate should follow the level of the market.

LEHRER: In other words, what you e saying is that if you could borrow the money
yourself in Arkansas, say, for 8% or 9% or even 10%. then you wouldn mind using—
mind giving people credit at 10%.

Mr. KUSIN: Exactly. —

LEHRER: | see. What would be the effect of Congressman LaFalce's bill — if it. in fact.
was enacted into law — on your particular business — or the small businessman generally.
that deals in consumer credit?

Mr. KUSIN: Letssay in Arkansas we could then again go to the loaning agencies, which

would be banks or large firms — national firms that sell such financing. They would take

all of the so-called contracts that a furniture store or any other retailer has if they had the

difference lo work between. If the— if the new law were to be passed that would allow!"
float-up on the interest to rfjnarket pries, then we wouldn'|— we would no longer be in the

credit business in the furniture business. Wc would be selling furniture, as we should be.

U
LEHRER: | see. You do not shore Congressman Patman's fear that this thing will be
abused, and could lead to some serious abuses in terms of the amount of— the exorbitant
rate of interest that could eventually be charged?

tkr. KUSIN: No, we don't think so*
itself b a very competitive business!

lit. Today in states like Arkansas, when f.tmiture dealers have to withdraw from the
market because they can't support it anymore with those high interest rates, the consumer *
b the one who really suffers, either through high prices, or through the, really, the almost
lack of availability within a market place of furniture.

LEHRER: 1 see. Thank you, Mr. Kusin. Robin?

MacNEIL: A number of consumer organizations, led by tin
+ AptericJt. oppose the usury legislation. Another witness who WasIn Washington to |
IftJanSra Reid Alexander, superintendent of the Maine Bureau of Consumer Credit
Protection, a state agency. Ms. Alexander, why do you oppose these bills? Lshould say.



there is also a bill in the Senate, correct?

BARBARA R. ALEXANDER: There is. Many state rcgulatpra and people associated
with the state agencies that control consumer credit around the country oppose these bills
because our stale I/ws are the product of a very delicate balancing between the decision as
to what interest rate should be mandated, and what consumer protections should be
garnered in retun for high interest rates. Consumer prortections are Imxed to high rates in
most states. They ccrtainly'are in Malng. |f Congress enacts these bills, we will find that
many important consumer protections, that our stale legislatures thought were crucial in
the regulation of credit, will be destroyed.

MacNEIL: | Jti* what?

Ms. ALEXANDER: well" for tbeprivifege of higher rates in.many nates, we regulate

substantive contract terms, and limit late fees, attorneys” fees, closing costs, default

charges. We require a rebate of interest when a consumer prepays a contract early. Wc

prohibit prepayment penalties. We limit the amount that the creditor can increase a con-

tract when the consumer has troubles and comes in to refinance that contract. All of those

Eroge;:tions are gone when we enact'HR-2501, which is sponsored by Congressman
aFalce.

MacNEIL: what do you say toadealer like Mr. Kusin in the retail business, who said that
if you dontallow the interest rates to rise to the market levd that dealers are going tohave
to get it another way, simply by putting supplemental prices on their product?

Ms. ALEXANDER: It interesting that we find ourselves talking about Arkansas in this
program. They arc the state that is used to push this bill — and has been used to push bills
like this for some

Ms. ALEXANDER: Generally 18%, with higher rates allowed for smaller transactions.

MacNEIL: And what efTeet is that having on consumer credit — on the availability of
consumer credit? . .

pe ' ol
Ms. ALEXANDER: I think that most credit is available in Maine at the maximum rates
right now, and | think the

rate of increase for 1980
— all of 1980— of only 1%.

MacNEIL: You mean, credit availability— credit isgrowing faster this year than it was
last year?

Ms. ALEXANDER: That's correct, sir.
MacNEIL: Even with the high interest rates?

Ms. ALEXANDER: And that's because most all states have made changes in their interest
rate ceilings. Seven to 10 states have totally deregulated interest rates, except for a
criminal usury statute that prevent loan-sharking, bills and legislation which would also be
totally obliterated by HR-7501. Every time we increase rates nationally 1% in this country,
we're costing consumers S3 billion. That's money that doesn't go into economic growth



and development or capital expenditures to expand our economy. That's money that goes
into retiring debt service, which is really not what | think Congress should be about at the
present time.

MacNEIL: Well, thank you. Jim?
LEHRER: Congressman?

Rep. LA FALCE: Yes, let me make a number of points. First of all. | think that everyone
here, and probably everyone in Washington, is against high interest rates, and we want to
do all that we possibly can to bring those interest rates down. Secondly, | think there is
true—

LEHRER: Yeah, but to her point. Her point, basically, is that it high interest rates —
period — that are causing people not lo buy cars and furniture from Mr. Kusin, and all the
usury laws dont have a thing in the world to do with it.

Rep. LA FALCE: well, it’s true that high interest rates arc causing that, and | have been
criticizing high interest rates and calling for actions to cope with high interest rates. But it
is also true that regardless of the high interest rales we have right now, if the market
interest rales are, say, double the usury ceiling, you Ye going to have a total closure of the
window on credit. And that has happened historically, and that still is happening now for
individuals who do bclieye that they can afford the going interest rates.

LEHRER: Do you agree with that. Congressman Patman?

Rep. PATMAN: No, | certainly dont. The market does not set the small loan rates. The
small loan rates are set up to the maximum that the lender can charge. Now, | dont know
what's going to happen when this happens — when wc pass this bill, if it passes. Mel
mentioned going up to 24%, Obviously he did that as soon as he had the opportunity.

LEHRER: What was it before ft was— you said that it’s now, in Texas law— 24% is what
youre now allowed. What was it before the law?

Mr. KUSIN: Eighteen.

LEHRER: Eighteen. So you went up 6% overnight?

Mr. KUSIN: Yes. Well, we do financing throughGeneral Electric Credit Corporation and

the banks and the— everybody in the state followed the law-as it allowed. It eased the
pinch, but not completely. Now, that's an interesting thing, because we still— when we
sell our accounts receivable through financing companies, we still have to paya discount.
With that 24%—
LEHRER: Let inc make sure wc explain what that means. You— somebody walks into
your furniture st me, they buy furniture, you give them credit. You take that paper and then
you sell it to a finance company. All right, now, what do you sell it to them? Now, if you
charged the customer 24%, what tlo you sell it to the finance company for?

Mr. KUSIN: Today in Texas | believe the approximate discount that the store has to pay,—
the store has to pay — is about4%. ... -- -

Rep. LA FALCE: So that store is either going to take a loss or it's going to pass dm
difference on to the customer in some camoflagcd way, rather.thandirccLT rather than
openly. Another point— -

Rep. PATMAN: But the point is, though, that these loan companies always charge the
maximum, whether its31W%, as it is under the Uniform Consumer Credit Code in some
states, or some— or a higher amount, often 45%. It's gotten grossly out of proportion.

— 6 —
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LEHRER: Ms. Alexander, let me ask you. If\ﬁlto)u— if the usury law in Maine suddenly
went away tomorrow— it’s now 18%. right?

Ms. ALEXANDER: Generally, yes.

LEHRER: What do you think, if the market were allowed to work its magic, where do you
think it would go? -

Ms. ALEXANDER: | don’t know what it would do in Maine, but wc know somethin**

a little bit about

LEHRER: Well, what’s the market in— Yeah, go ahead.

Ms. ALEXANDER: | wasn’t characterizing the increase. You asked what happened. That
is what happened.

LEHRER: Right.

LEHRER: Make sure we understand, now. Arizona was a sate that had a usury law, hada
cap. removed it — deregulated — and that’s what you’re— what about that. Congress-
man?

Rep. LA FALCE: Well, first of ah, she’s complaining about a 30% interest rate, whereas
the state of Maine, for small loans, has a 30% usury ceiling. | have no doubt that an
individual could always point to a specific’instancc — a specific example — and say here is
an example of abuse. But | can also point to 99% of the cases where | think the classic
competition that exists within our free market would work, and I could also point out
literally hundreds of thousands of small businesses that have failed, in large part due to
restrictive usuty laws that are on the books. 0o

Ms. ALEXANDER: I don’t know where the Congressman’s getting those statistics. Ten
thousand small businesses close every year, and it doesn’t have anything to do with interest
rates they’re able to charge consumers. It has to do with rates that are imposed on them by
banks so that they can operate. It’s the prime rate of 19%. 20% and 21% we were talking
about before. But let me get back to— the issue here is not whether or not 1can sit heie and
defend any one stale's scheme of things. The point is that the sate of Maine has a scheme;
it’s very happy with that scheme. It’s reviewed every year in our legislature. It forms a
delicate balance between credit availability, which we want to have available, generally”,
and consumer protections. And if the legislature and the people in the state of Maine have
decided that that approach which we have is the one for Maine. 1question whether it’s
proper for Congress to step in and erase that balance without really .understanding the
impact of it.

Rep. LA FALCE: If | could address myself to that issue, first of all. a great many state



legislators in states that have the restrictive usury ceilings, have said. “ We Itope Congress
will bail us out because this is a tough political issue. You can't sell it back home. You do
the dirty work.” Secondly, we do give the states the right to revoke the federal pre-
emption. Third, the Congress has the power, and | think the obligation, to act to effectuate
the interstate commerce laws. If this isn't interstate commerce. | don't know what is. In a
great many instances, the Congress has already preempted usury ceilings. We've done it
for business loans; we’ve done it for agricultural Joans: we've done it for residential loans,
etc. In preempting usury ceilings on those type of loans, and permitting credit, therefore,
to flow to those type of loans, wc have engaged in credit allocation, and we've denied that
type of credit, therefore, to the consumer and to the small businesses.  ----------- ~

LEHRER; Congressman Patman?

Rep. FATMAIN? It’s ".gal for the Congress to do this; but it is wrong; We should never
have preempted the uates’ rights— the stales’ right to operate in these other areas, end |
really believe that we're going to be getting in this— in legalizing loan-sharking through-
out the United States by passing thls bill. That will be—

LEHRER: How docs it legalize Ioan -sharking?

Rep. PATMAN: Well, loan-sharking is the charging of a rate that is illegal. Right now, or
at least when | left the legislature, loaning money over 18% in certain transactions was
loan-sharking. ILoaning money at 25%, in the other states, was loan-shaxking. E > we're
going to be taking off the lid entirely, and nothing will be loan- -sharking. We'U be Ilke
legalizing burglaries, and permitting them and licensing them. —  *"*

LEHRER; But if you have the market rale up a! 20%. how could that be loan-sharking/1
mean if ill's costing that much as a result of the economy, and the prime rate is at 20%— -

Rep. PATMAN!: Well; the amount that’s charged fluctuates from state to state, pechaps.
It’s something tliat every stale legislature car examine carefully. Sure, it’s a tough issue.
But the people ought to have a right to talk to folks on the local level aboutthese matters.

LEHRER: Wc just have a few seconds. Speaking of the local level, back to you, Mr.
Kusin. Do you think that the people in Arkansas do not have— should not have the right to
do what tliey wint to do in their state, right?

Mr. KUSIN: I bdieve they should certainly Itavc the right, but the merchants from whom
they buy tlie goods cannot operate under a system where they have to supplement by fully
10% whal the interest is.

LEHRER;: Thank you. Rohin?

MacNEIL; Yes, that’s the end of our time this evening. Thank you all for joining us in
Washington. Good night, Jim.

LEHRER: Good night, Robin.

MacNEIL: Thai's all for tonight. We will be back tomorrow night. I'm Robert MacNc |.
Good night.

Transcript produocd b Journal Graphics. Inc.. New Yori.'N.Y, —
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USURY LAW

FACT SHEET

WHAT IS USURY?
Usury is a law which limit; the rate of i teres: a lender can charge consumers for borrowing money.

HOW DO MISSOURI BANKS COMPARE IN THE LOAM MARKETPLACE WITH BANKS IN
UNREGULATED STATES?

Missouri b?r\k; ipnH cinrihramly less to consumers than banks in unregulated states. As a matter of
fact, banks in Missout * lend about 20 percent less to consumers than banks in those unregulated states.
There are 15 states wnich h3ve eliminated loan rate ceilings.

HOW MANY DIFFERENT USURY CEILINGS ARE THERE IN MISSOURI?

We have 22 usury ceilings in Missouri which affect the consumer. They include:

1) Small Loan Act — Installment lending

2) Second Mortgage Act — Second mortgages or, homes

3) Retail Credit Sales Act - Retailer financing

4) Motcr Vehicle Time Sales Act — Financing by car dealers

5) General Usury — Regulates anything that does not fit into the above four categories

IF THE USURY LAW CEILINGS ARE TOO RESTRICTIVE. WHAT WILL HAPPEN?

1) Some consumers will find it more difficult or impossible to secure financing.

2) Lenders wiii ¢o encouraged to find um jyulated aieas to fincuce. For e/.arnple, most banks will
loan money to business because business loans are unregulated by rate.

WHO BENEFITS FROM THF. USURY LIMIT?

The well-to-do consumers, those with high incomes and a long rcord of credit worthiness are financed.
People with lower incomes are not financed and arc,”subsequently, hurt by low usury limits.

DOES THE USURY CEILING HAVE AN EFFECT ON THE PRIDE OF GOODS?

It sure does. If the cost of money a retailer borrows is higher than the interest he can charge customers
who finance through him, then the retailer has to increase the price of goods.



IF THE USURY LAW IS DEREGULATED, WHAT WOULD KEEP INTEREST RATES FROM GOING
THROUGH THE HOOF?

First of all, the lenders will be in a competitive situation, Financial institutions want to loan money
and will use innovative approaches to get the consumer's business.

Secondly, the rates of interest keep pace with inflation and the general cost of money. If the cost of
money to the bank goes up, so will the interest rate charged to the consumer. Likewise, if the rate
declines, so will the rate banks charge.

There are no national ceilings on home loans, yet Missouri's interest rates remain below the national
average. That says something for competition among thousands of Missouri lenders.

WHY iS IT IMPORTANT TO DERF.GULATE MISSOURI'S USURY LAW OR ELIMINATE IT
ALTOGETHER?

It is important to raise the limit on usury or abolish the lav." altogether because it restricts a lender's
ability to loan money to high credit risk consumers.

The banking marketplace should be competitive. For example, a price ceiling is not set on retail goods,
yet the marketplace sets competitive prices on those goods. The same should apply to lenders.

There are over 1200 bank locations. 370 savings and loan branches, thousands of retail outlets,

38 mortgage banking companies, 90 agricultural credit cooperatives, and a number of federally
subsidised loan programs.

WHAT DO LENDERS DO WHEN THE USURY CEILING-) LIMIT THEIR. ABILITY TO LOAN MONEY?

Ceilings have encouraged lenders to use such credit rationing devices as higher down payments, shorter
maturities, end higher fees for related non-credit services which increase the effective interest rate.
They have curtailed the amount of credit available to lower income and higher risk borrowers, harming
primarily those individuals whom the ceilings are intended to benefit.

HAS THE MISSOURI LEGISLATURE EVER INCREASED THE USURY CEILING?

Yes. Each time the cost of money rises, the Legislature has been asked to raise the usury ceiling. The
last time, 1979, raised the general usury coiling from a fixed 10 percent lo a quarterly floating rate
lied to long-term government bonds.

MISSOURI BANKERS ASSOCIATION
F O. Box 596
JEFFERSON CITY, MISSOURI 65102
314/636-8151
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COMPOSITE of key indicators of future
economic activity rose in February to
14S.3% of the 1% average from a revised
146.2% In January, the Commerce Depart-
ment reports. (See story on page 31

John Waters', films
Have Low Budgets,
Large Leading L ady

‘Master of Bad Taste' Repels
Critics but Reaps Profit™
Rooting for Captain Hook

Trish Ham.
Staff Repartt ro/ Tiik Wall Stiiket Journal

“One of tht most vile, stupid and repul-
sive films ever made" said Variety, the
show-ousinrs bible, in Its 1974 review of
John Watt.s% "Pink Flamingos."

To Mr. Waters, the film's screenwriter
and director, that was praise of <c highest
order. After all, he was tellir" the story of
two families contesting for the title of *The
Filthiest People Ailve."” What's more, the
nature of Variety's superlatives doubtless
helped the Cim to become a staple on col-
lege campuses and at midnight movie
bouses. "Pink Flamingos™ may not have
p_IaKed well In Peoria, but today It Is In its
eighth year At the same Los Angeles the-
ater.  4J
I*r Mr.-Waters'* five other feature-length
aporirs-**Moodo Trasbo.' ""Multiple Man!-
aca**eF'tnale Trouble. * "Desperate Uv-

"IVtfyrstrr'-tuve been variously
aukd  depraved, violent and sacrile-
gious. “lyiiink thrvre trash." s_lqzs critic
Rex Reed of the Waters oruirr. They have
no redeeming social value whatsoever. They
represent the final Insult to sane and ration-
al soclefy-the ultimate nose thumb."

Thatheydb; and,therein lies their ap-
peal tola steadll\IX growing audience. For If
the JG4\Vvirrdld Mr,, Waters Is still unknowp
tomost y.S. moviegoers, his films are none-
theless profitable—something of a feat Inan
Industry plagued by expensive duds. For ex-
aarople, "Polyester,” his most recent movie,
cost J30Q0M0 to make and, since Its 1981 re-
lease. has fﬁrossed more than $ million at.
the box office

The Yo*”. id the Jaded

JL j SJans~ who tend to be young,
rebellious and, some would say, “a bit
aded-regard him as America's Indisputa-
ble master of bad (aste. To Mr. Waters, that
js as u should be. as long as they also find

be repulsed at &E"gm&e'lﬂéaéé%aﬂ

Qut B funny. | m all for it~ their ams

Il-le 5 rz]alsohall fF‘or sets ﬂlxat are delig%a—
ately. although affectionately, tacky (**
Aiely. altouan effsctionately, tacky (
Home" aligns and

leopard-sldn  wallpa-

perl; plot lines that

are tenuous; and

characters that are

for the moat part un-

attractive. If not

downright  moteso-,.—.

His leading lady is

nearIY alwav. play.ij

hv 1liVIin. a m

Business Bulletin

A Special Background Report
On Trends in Indush/
And Finance

DIVIDEND GROWTH v probably slow
more before turning up.

Corporations” dividend outlays will rise
less than 7% this year. Merrill Lynch's chief
economist predicts; a rise of under 4% is
seen by a Data Resources economist. Last
year, according to the Commerce Depart-
ment. the recession cut the growth in divi-
dend outlays to 8%. from 12% In 198l By
Standard & Pc "s count, only 1590 compa-
nies-36% fewer than in 198l-increased
their dividend rates last year; but 573 com-
panles-90% more than In 1981-reduced or
rmilted payments.

Although the recession is believed aver,
economists e most companies to rein In
dividend growth so that financial reserves
can recover from rrcent profit declines.
""Companies will want to Improve their bal-
ance sheets says Morris Cohen, an eco-
nomic consultant in Hackensack, N.J.
Standard & Poor's says the portion of corpo-
rate eahings paid out as dividends has
soared to about 55%. from 43% a year ngo.
Many corporate managers will aim to re-
duce that ratio well below 50% again, ana-
lysts suggest.

The strength of the stock market pos-
sibly removes one rationale for increas-
ing dividends: to lift stock prices.

« »

PLEASURE TRAVFL this spring will be
stronger (han last year.

Bookings are 20% to 30% ahead of a year
ngo for All Seasons Travel, Charlotte, N.C.
South Dayton (Olilol Travel Agency says
business is up 10%. And Terry Beaty, owner
of Regency Travel in Memphis, says busi-
ness Is "staggeringly booming-we can
hardly take It all." Consumer parsimony ap-
pears to be waning as the economy
strengthens. Says an American Express
travel-agency executive In New York: “'Peo-

le seem to feel now that a vacation is no
onger a luxury-It's a necessity."

The robust U.S. dol'ar prompts more peo-
ple to travel abroad. Mexico, whose peso is
especially weak, altracts the most bookings
at Liberty Travel In *I”"v York. “Everyone
thinks the country . on sale,” a Liberty
marketer says. Wor.d Travel Center, Cleve-
land. reportS strong bookings for travel In
the South Pacific and China. Bookings for
Europe-especially France. - Italy and
Greece-rtse at JB's World. New York.

. * * * w p s"
- UANK-TO-B iNK NETWORKS spring up
to Link automated tellers,

Plus System Inc., Denver,—-will connect
the banking machines of 35 Institutions
throughout the U.S.. including Bank of
America in California and Chase Manhattan
Bank in New York. The em expects to
start up In May with 10000 machines; plas-
tic cards Issued by each member bank will
activate every member's machines. Clrrhus
System, Chicago, founded by 13 banks,
started up in January when a Detroit bank's
customer used a cash machine in Chula
Vista, Calif. At least seven such nationwide
networks of automated rellers are in opera-
tion or pending, says the Electronic Funus
Transfer Association.

Access to various Institutions' machines
makes banking much easier for travelers.
Such access "is what customers want-It en-
hances the value of the ca'd,” says an offi-
cer of First American Bank. Kalamazoo,
Mich. Thus, the bank has joined a regional
network called Magic Line, which connects
1300 machines in Michigan and itself be-
longs to Natlonet, a national network.

m, Ef'wtually. all banking machines
might te accessible to every customer,
os telephone bootns already arc.

- * % "y$-7-r;.VvEC

Being BEARISH proves fatal for the
Exchange Insiders Rppdh o
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Handling Money

Some Unlikely Places
BenefitFrom the Boom
In Financial Services

Sioux Falls'Becomes a Center
For Credit Cards: Banks
Head for Delaware Cities

New York City Fights Back

By Randal1l Smith

StaffReporterof The Wau. Stutrr Journal

SIOUX FALLS, S.D.-This windblown
prairie city (population 8L0001 is 1376 miles
from New York. 53 miles from Chicago and
1,785 miles from Los Angeles. The middle of
nowhere, some might think. But all of a sud-
den It has become a banking eentei of sorts,
and a lot of local people's lives have
changed as a result

Melissa May. whose husbanl attends di-
vinity school here, was hard pul to find tem-
porary jobs as a waitress or saes clerk at
the minimum wage of $335 an hiur. Then a
year ago she began work at Citibank N.A.%
new credit-card operations center here,
fielding toll-free telephone Inquiries from
MasteriCard holders all over the country.
She got a raise last fall and now makes
more than $ an hour, plus health Insurance
and other benefits. *"The word arouno Is that
this is a good place to work." she says.

Greg Hanson, 21 also is working at a Job
he never dreamed existed a few years ago.
His two brothers are employed at the local
John-Morrell & Co. meat-packing plant, one
of Lite nation’ largest slaughterhouses and
still the city's largest employer, with 2800
Jobs. But Morrell has done little hiring since
Greg got out of high school a few years ago.
For a while, he worked repairing trucks but
had been laid off before he started working
at Citibank In August 1981 At first, he oper-
ated machines that Insert bills and promo-
tional fliers into 200000 envelopes dally. He
has since been promoted to the post of clerk
in charge of the vault containing blank, unis-
sued credit cards.

Providing Jobs  v.> r

More than 40% of the employees at the
credit-card center were unemplcg/ed before
they came to work at the long, slab-shaped
modernistic building on the Qutskirts of
town, near a truck stop and a mobile-home
dealership. There are currently about 800
full-timers on the Job, and Citibank oventu-.
ally plans to have a work force of 1,500

Sioux Falls Is prospering as a result. Its
December unemployment rate was 5.4%, the
sixth lowest In nation among 221 metro-
politan areas over 50000 population, and
Mayor Rick Knobe thinks the rate would
have been two or three percentage points
higher without the Citibank operation. John
Belmore, manager of the local Dayton's de-
ﬁartment store, attributes two years of

ealthy'sales Increases to the bank's pres-
ence. /-

What's happening In Sioux Falls has been
happening here and there all over the eco-
nomic landscape as the nation financial
services companies have reached out to hire
more people to help with their burgeoning
money-handling and paper-work ‘chores.

"Hnancial-services ~ employment  has
been among the fastest-growing of all U.S.
industries and continues to be an extraordi-
narily dynamic sector.” says irving Leve-
son, director of economic studies at the Hud-
son Institute, a Westchester. N.Y., think
tank. kh- ? * -

More Bankers Than Steelworkers
|Frorn'l973 to 1982 according to'the L'u-
reau'‘of Labor Statistics, the number ot Jobs
In_finance,s Insurance. and real estate rose
32% to 54 million, while 10bs In iner.il wot—



handling Money: Some Unlikely Places Benefit
?rom the Continuing Boom In Financial Services -

Cdniinued From First Page

my ot Citibank, said it plans to buy a
nail bank in another South Dakota town,
apid City. By using a new state law allow-
g state-chartered banks to sell Insurance,
di apparently aims to skirt a federal law
irring national banks from the Insurance
iSiness.

Wherever it's possible, te” emerging fi-
tnclal supermarkets such as Citibank,
errill Lynch, BankAmerlca Corp. and
merican Express Co. are targeting low-
& Sun Belt areas for future growih. much

industrial companies did decades ago
Yen they moved from the Northeast to the
mih. They seek places where labor, land,
ectricily and taxes are cheap. And they
un some of the older cities in the East and
e Midwest where unions, high imemploy-
nt and crumbling old roads and bridges
¢ the threat of higher tax costs later
L n
Advances In telecommunications have d-
wed clerical operations to be movea a-
ost anywhere. When American Express
mcH] tu move its traveler's check opera-
ins out of New York, It screened several
'es for cost advantages before- finally

oosing Salt Lake City. The other finalists:
.n Antonio and Austin, Texas; Little Rock,

k.: Nashville and Memphis. Tenn,, and
1cksonvllle. Fla.

Citicorp actually owns Its own satellite
[-mmunlcntions system with four earth-re-
| 'il\lligg stations (Including one here at Sioux

ills).

Jnlons have had little success organizing
Je growing army of financial-service work-

s "It the last frontier, and wc aren't do-
g toowell," says AFL-CIO spokesman Rex

irdesty. He observes that most of the

allable Jabs wouldn't be too attractive as
placement Jas for lald off production-line
irkers anyway. Clerks in financial ser-
es typically earn between $10400 and $18-
1a year, while comparable production-line
iges average $22,000 for auio workers. $3-

i for steelworkers and $21,000 In tracking,

r. Hardesty says..

Sioux Falls attracted Citibank during a

A dispute between bankers and New York

ate over the 12% New York Interest-rate

ding. South Dakota Gov. William Janklow

t his slate legislature to remove most In

rest-rate ceilings entirely, and then It In-

ted the New York-based bank Into the
ite. New York later lifted Its ceiling, but
then It was too ‘ate.

The operation moved here from Hunting-
li. N.Y., a New Ycrk City suburb. Although

higher-level people were relocated here

m Huntington, many of the belter Jos

also been won by local people, Includ-
Mayor Knobe's wife. Beverly. Kamie
|;rd, wife of a local Judge, supervises about
customer-service agents. Robert Mazur,

‘e president of transaction services, came
[)m the Federal Reserve Bank In Omaha,

b. There he ran check processing; at Citl-

nk he Q?e|S the checks to the Fed and paid

quickly as possible-usually within 36
urs. This Is a vital part of a business
lere a day's "float" on five million charge

S nura

TRAVEL-STUDY

* OPEN TO ALL ADULTS

accounts means thousands of dollars In in-
terest.

Delaware won 1,800 new bank jobs by not
only abolishing Interest ceilings but also of-
fering a sliding-scaJe tax on bank profits
thafstarts at 8.7% for profits up to $0 mil-
lion and drops to 2,7% for profits over $0
million. Among the dozen new bank offices
that were opened In Wilmington as a result
are those of New York's five biggest bank-
ing institutions. Thanks partly to such
moves, state development director Nathan
Hayward IlI notes that employment grew
2.6% In Delaware in 1982 while falling 1.6%
nationally. The state's unemployment rate,
now 8.7%, sank below the national average
last year for the first time since 1973

In'New York City, the growth of all types CaTPU

of financial services has helped resuscitate
the local economy since its brash with disas-
ter in 19/ when the city was suffering from
a mass exodus both of major—comfpany head-
quarters and factories. Now the fear is that
(inancial-service jobs, particularly clerical
"back-office” functions, aiso eventually will
flee the high-cost urban environment to the
suburbs and beyond. C

Foreign Banks Arrive s *x

So far, though, while some of the major
Institutions  have dispatched back-office
work to nearby Long Island and New Jer-
sey, total bank employment Is still rising In
the city. It Increased 29% In the years 1977-
82 while total emBonment rose only 5% and
manufacturing jobs declined 15%. In 1982
Jobs in financial services there exceeded

jobs in manufacturing for the first time.

Scores of out-of-town and foreign banks have
taken space In Manhattan, in anticipation of
deregulated interstate banking and to tap
the Eurodollar market In ihe new Interna-
tional banking zone that was set up last
year.

Banks occupy about 15% of all Manhat-
tan office space, up from abcut 10/ as re-
cently as 1979 estimates Stephen Siegel,
president of the office leasing firm of Cush-
man & Wakefield Inc. Institutions that have
completed, or are planning moves Into new
or expanded quarters Include Manufacturers
Hanover Corp., Chemical New York Corp.,
JP. Morgan & Co.. Republic New York
Corp.,, Irvinﬁ Bank Corp., EankAmerica,
Continental lllinois Corp., Mellon National
Corp.. National Westminster Bank and
Lloyds Bank. ""The New York market would
be seriously overbuilt without the financial
institutions,” says Mr. Siegel.

In addition, Investment-banker Goldman,
Sachs & Co. and Continental Corp.. an Insur-
ance company, are finishing separate $100
million-plus headquarters in lower Manhat-
tan. and American Express is planning what
may be the *.%a)most expensive building
ever at about million.

Nevertheless, iJanlel Costello, who left
American Express a year ago to head Bank-
America's real-estate department, believes
that, aside from political and social Issues,
when It comes to costs. "It's cheaper to lo-
cate back rooms outside cities."” He is al-
ready setting up a $100 million operations

1: m 'v-Vt
formm business

tg ffg ~ g pleasure ~°

OUHHINU

-QOld San Francisco
- charm at entirely
out-of-date prices.

rott..oup

center for the bank at Concord, Calif., about

an hour's drive from BankAmerica's head-

quarters city of San Francisco.

Suburban Campuses

Other companies, such as Merrill Lynch
and Prudential, are trying to decentralize
their computer operations-(rom one bi
mainframe to smaller machines In sever
"regional operations centers" abound the
country, closer to branch offices. Merrill
Lynch, which has a mammoth Manhattan
mainframe, in the future will have most ““of
our growth outside Manhattan,” according
to Joseph Grano, the investment firm's
branch service manager. Merrill Lynch is
also preparing to move 1000 people to a
S-style executive training center in
Princeton, N.J.,, and Citibank has built a
conference center In Westchester County,
north of New York City.

"You can talk about bucolic environ-
ments. but cows can't work the computers,”
protests Kenneth Upper, New York Citys
new deputy mayor for finance and economic
development. Nevertheless, Mr. Upper, who
was formerly an official of (he Wall Street
firm of Salomon Brothers, believes that the
city's major financial-service firms face
critical location decisions in the next five
years and that New York, must somehow
"anchor both the headquarters and back
offices of these firms.
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ance Society of the U.S. to build a new Man-
hattan headquarters, the city recently “vol-
untarily identified" some ""archaic" state in-
surance rules and Is lobbying state officials
to change them, Mr. Upper says. He adds
that groups from banking and securities
firms, as well as Insurance companies, are
planning to draw up their own wish lists "'of
those matters which would make New York
continue to be the financial capital of the
world."

Partially offsetting the steady rise in fi-
nanclal-services employment has been the
wave of mergers of major insurance compa-
nies and the financial problems of the sav-
ings banks and savmgs-and-loan institutions
that have resulted in hundreds of forced con-
solidations in recent years. The melding of
the two Insurance titans Connecticut Gen-
eral Corpl and INA Corp. frto Cigna Corp.
alone has triggered 2000 layoffs

Moreover. Mr. Leveson of the Hudson In-
stitute says the big drop in the current infla-
tion rate threatens some of the industry’'s
future growth, and he predicts that growth
will slow. There are signs that automation
and the new pressures of deregulation have
already had some effect on bank employ-
ment.

However, Norman Robertson, chief econ-
omist at Mellon Bank in Pittsburgh, sees
even greater gains in the future for the fi-
nancial services industry with the formation
of more financial supermarkets, as deregu-
lation Increasingly blurs the barriers be-
tween banking, securities trading, real es-
tate and other businesses.

Already, American Telephone & Tele-
graph Co,, free to compete more widely un-
der its divestiture of regional companies. Is

ide Equitable Life Assur- building a slock-and-bond operation near

SfIViV;..-,
oIV m
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Jacksonville, Fla., ostensibly to serve its
shareholders and those of seven regional
holding companies that will be spun off.
AT&T wont confirm or deny it. but bankers
in New York see the five-building campus-
like facility as possible future competition
for the stock-transfer services that the
banks now provide to non-AT&T compa-
nies.

Mellon Bank's Mr. Robertson notes that
even some of the smokestack industrial
firms are diversifying into financial ser-
vices-including American Can Co., Armco
Inc., Deere & Co. and National Steel Corp.
"l don't think we're near ti.; saturation
point yet™ he says,

Ford Holders to Vote
On Profit Sharing Plan

BpaWall Street Journal staffReporter

DETROIT-Ford Motor Co. will ask its
shareholders to approve a prolit-sharing
plan for white-collar employees who aren't
eligible under the company's executive bo-
nus olan. _ _

In proxy material for the meeting,
scheduled for May 12 Ford said the plan is
similar to the one adopted for blue-collar
emﬁloyees under the contract it negotiated
with the United Auto Workers union last
year. The auto maker said that, as of Dec.
3L it had 52129 employees who would qual-
ify to participate In the new profit-sharing

lan.

P "This follows our usual V\Eractice of pass-
ing on benefits to our wnite-collar work
force that we have promised to hourly em-
ployees,”, a Ford spokesman said.

THE WALL STREET JOURNAL
Thursday, March 31, 1983

Canada Budget Speech
s Slated for April 19

Bpa Wall Street Journal.staffReporter

OTTAWA-The Canadian government <
a date of April 19 for its formal budge
speech,.the minister of finance, Marc L:
londe, said yesterday.

Canadian budget speeches generally coi
tain a wide range of taxation and expend
ture measures, as well as forecasts of t
nation's expected economic performanc
Their contents remain a carefully guardt
secret until the speech is given.

Many of the tax measures take effecffr
mediately under executive authority. Parli
raentary approval of the measures Is aimo
certain, because Prime Minister Pierre Tr
deau's party holds a majority of the seats
Parliament.

Mr. Lalonde said his budget meayun
will be designed "to strengthen the recovo;
that Is taking place.” His first preoccup
lion, he said, will be the creation of Jas |
private industry, which he said must be "t
pump primer* of economic recovery.

Mr. Lalonde's remarks appear to susta
his repeated rejection of calls for major gf
emment Job-creation programs. Howevi
iie indicated that the stimulative bud{

measures will widen a budgetary deficit ¢
rently estimated at 130 billion (Canadia
for the year ending March 31,1984. The dr
clt for the fiscal year ending today is a
mated at S27.2 billion.
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MEMORANDUM State of Alaska

TO; Legislative Budget Review Committee a*** April i; 1983

Office of the Governor )
-V FiLENO: __ :

"s THRU: Richard A. Lyon, Commissioner
Department of Commerce & Economic TCLEPHONENO;

Development
FwsM:  Willis F, Kirkpatrick* subject: summary/HB 246
Division of Banking & Deregulation of (Loan)
e. Interest Rates .-
Viiii> « V(%0 *AVILF Vv > VR
Recommendation e e e e eaaeeee e aaaaaan L.
It Is recommended that the Administration endorse the bill. If passed

HB 246 would effectively do away with any State limitation on the
Interest rates charged on loans. This recommendation Is based partly
upon the following. .. ... .. ... .... e s

1. Inflation and high Interest rate squeezes the lender and the
borrower in the supply of credit. Ho lender can lend money out "~
at a rate below his cost of the monies to lend.

2. There is little or no evidence of abuse in financial institutions*
policies as money ts consistently lent out tower than usury rates.

.3* Ceiling rates too low can dry up credit. This was noted In the
mpearly 1970"s when the Legislature failed to set u“ury fate therefore

limitinghqusing I0§q§$¢o the State ypte of 8%. . iypo

Rates should be determlned. byrh,v"?

"*fa. cost of money to I e n d - tfH i-tiftytndy f 1 (S §
b* risk involved In lending
Ncompetition® (supply & demand). 7, 1V
|

In 1900 as the prime rate grew past 20X, 42 states lifted or eliminated
their usury ceilings. Thirteen states have essentially eliminated
altogether tho interest rates that banks can charge on consumer loans,
j~have not bean able to, at this time, Ildentify apy state that has ; s
repealed its usury provisions taking any action on consumer abuse to
reinstate;them;-r?;i5S : A n " &
The Administrations of both South Dakota and Delaware have removed the
usury rates from their statutes in order to aliow out-of-state banks to
in talking to Delaware
on March 31, 1983, they report no abuse or problems since their, repeal
~of usury. in 1982*. Since the. repeal they.have picked up five-banks Jrom
fork, two. banks from Pennsylvania and four banks from. Naryland.

Z00JAJ3.V TO'TB)
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Uieless profluble-(otnething of a feat Irmven
Iddnstry Iglagued by expensive duds. For ex-
ample. «Polyester.* his most recent movie,
cost $300,000 to make and, since its 1Bl re-
lease. has grossed more than $2 million at
the box office. ? -u.

The Young and the Jaded

+ Mr. Waters fans-who tend to be young,
rebellious and. some would say, a hit
Jaded-regard him as America's Indisputa-
ble master of bad taste. To Mr. Waters, that
is as it should be. as long as they also find
him amusing. "'l want people to laugh and
be repulsed at the same time." he says. “If
you can make somebody getting their arms
cut off funny. I'm all for It

He is also all for sets that are deliber-
ately. although affectionately, tacky (“'‘God
Bless Our Mobile
Home” signs and
leopard-skin - wallpa-
per); plot lines
are tortuous. and
characters that are
for the most part un-
attractive.  If  not
downright  grotesque. 1

!

His leading lady is'mst <«

nearly always played , JfL

by Divine, a 300-,;jA

pound man In drag. /fjij. fIfll
Kraa

""Everlything Is re- M e
versed In my nov-
les,”" Mr. Waters says. "'Good Is bad, ugly is

beauty. Everything is backwards, so youte
Ed%g: but you're laughing with an
ge.”

It Is a style of cinematic humor without
Imitators-fortunately, some say-ami one
that defies categorizing. Robert Shaye, the
president of New Line Cinema Corp.. the
New York company that distributes Mr. Wa-
ters films, explains It this w; « "It% not
quite black humor, but lough humor. It%
gritty. Funny, but scary."

Ailth all that, Mr. Waters says he Is aim-
ing to make movies that, while still celebrat-
ing his sense of the absurd, appeal to what
might be called normal people. It looks as if
he might be succeeding. "Polyester won
him his first positive reviews in mainstream
publications; Newsweek, (or example,
called the 'ilm "a rancidly hilarious slice of
American." As a result, the movie has
drawn audiences that hadnt seen previous
Waters films. It Is Just now opening In Eu-
(r:?a%? and Asia and going Into U.S. homes via

e.

Ultimate Soap Opera

"Polyester” celebrates everythin? Mr.
Waters finds fascinating In American life. It
Is the ultimate soap opera, where every sub-
urban nightmare comes true: the daughter
pregnant by a punk, the son wiped out on
drugs and getting llls kicks by stomping on
women's feet, the hush.nd a cheat and a
pomographer whose business brings pickets
to the family home. In the midst of that, the
long-suffering wife, played by the humun-
gous Divine, falls in love with every
woman's dreamboat, a character played by
Tab Hunter. The action Is enhanced by
"Odorama™ cards, which viewers are In-
structed to scratch and sniff at various
points during the film; suffice It to say that
the olfactory sensations aren | entirely plea-
surable.

Small wonder that Mr. Waters fans fre-
quently ask him two questions: Do you have
parents? And do you live in a house just like
a normal person? His answer to both is

. >»> .

In fact. Mr. Waters is “In many wavs ex-

Please Turn lo Page 15. Column |

yaxem uic,, EH:nv*?r"win conncci
the banking machines of 35 Institutions
throughout the U.S, Including Bank of
America in California and Chase Manhattan
Bank in New York. The em expects to
start up in May with 10000 machines: plas-
tic cards Issued by each member bank will
activate every member's machines. Cirrhus
System, Chicago, founded by 13 banks,
started up in January when a Detroit bank’s
customer used a cash machine in Chula
Vista. Calif. At least seven such nationwide
networks of automated tellers are in opera-
tion or pending, says the Electronic Funds
Transfer Association.

Access to various Institutions' machines
makes banking much easier for travelers.
Such access "is what customers want-It en-
hances the value of the card,” says an offi-
cer of First American Bank. Kalamazoo.
Mich. Thus, the bank has Joined a regional
network called Magic Line, which connects
1300 machines in Michigan and Itself be-
longs to Nationet, a national network.

Eventually, all banking machines
might be accessible la every customer,
as telephone booths already are.

# L
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BEING BEARISH proves fatal for the
Exchange Insiders Report, a stock-market
newsletter published In Pinohurst, N.C.
"You cant afford to miss a bull market. . .
and that, unfortunately, | vhat | did,” says
Dudley Bohlen, the cdito  aiding the publi-
cation after a 65% drop i. circulation.

THREE-DIMENSIONAL copies are pos-
sible on a Minolta copier being tested in
Europe. The machine reproduces Braille
writing and ralsed-rellef maps, Minolta
says.

PERSONAL-COMPUTER USERS spend
SN on average, on initial purchases of soft-
ware, or programming, Frost & Sullivan
market researchers say The average outlay
for additional software purchased during the
first year of computer ownership: $139

0 L3

OPERATING RATES begin to recover
for many manufacturers.

LTV's steel plants now run at about 65%
of capacity, up from 41% In Hie 19 fourth
quarter. Campbell Soup’ operating rale, at
akKiut 70%, Is up from HX eight months
ago. Preway Inc., a Wisconsin maker of
fireplaces, operates at 68% of capacity, up
from 48% a year ago. The latest (February!
Federal Reserve Board measure of capacity
utilization for U.S. manufacturing Is 68.3%,
up from 67.4% Inst November. (Three years
ago. well before the latest recession, the
rate was 87.2%.I

Higher operating rales put companies on
track toward renewed or Improved profit,
but not necessarily soon. Gifford-Hlll, a
Dallas cement producer, expects "a lot
more gravy on the profits side” at cement
plants If operating rates reach 80% or more:
but the rates, despite recent Improvement,
are still only in 70%-to-73% range.

Hiring gicks up as plants use more
capacity. Preway, far one, has restored
nearly WO of the 300 jobs it pared in the
recession.

BRIEFS: It's the thought that counts:
Tappan’s Quaker Maid db'lsion In Leesport,
Pa.. Issues a two-page news release on Its
plans to give "over $32500 worth of grocer-
les” to an Atlanta center for the elderly....
A remote-controlled robot will stand in for
New Jersey's governor at a ground breaking
ceremony in Princeton April 14

-Jeffrey A. Tanneniuum

— *

Oux'Kaiis is prospering- as a result. Its
December unemploym®nt rate was 5.4%, the
sixth lowest In the nation among 221 metro-

politan areas over 50000 population, and

.Mayor RJck Knobe thinks the rate would

have been two or three percentage points
higher without the Citibank operation. John
Belmore, manager of the local Dayton's de-
artment store, attributes two years of
ealthy sales increases to the banks Fres—
ence. / | ft I
What % happening In Sioux Falls nas been
happening here and there all over the eco-
nomic landscape as the nation's financial
services companies have reached out to hire
more people to help with their burgeoning
money-handling and paper-work chores.
"Financial-servites ~ employment  has
been among the fastest-growing of all US.
Industries and continues to be an extraordi-
narily dynamic sector.” says Irving Leve-
son, director of economic studies at the Hud-
ionk Institute, ,\'i Westchester. N.Y., think
ank.

More Bankers Than Steelworkers

From 1973 to 1982 according to the R~
reau’bf Libor Statistics, the number of Jobs
In finance, Insurance and real estate rose
32% to 54 million, while Jabs in metal work-
ing, autos and textiles were declining 38% to
24 million. During this span, Jabs In banking
and credit have enjoyed the strongest
growth, surging 40% to 22 million.

While the growth of (lie service sector as
a whole has been well publicized, the expan-
sion of financial services has been greater
than many people realize because it has
come gradually. For example, since the end
of World War 1l, the number of branch
banks lias Increased from 4,000 to more than
13000 In the same period, according to Fed-
eral Reserve figures, the net acquisition of
financial assets by US. households has
soared from SI26 billion a year to $26 bil-
lion. Inflation alone would account for less
than one-fourth ot that Increase.

With real Incomes rising year after year,
many American families for the first time
discovered they had a nest egg to conserve
and manage. The arrival of double-dlgll In-
flation In the 1976 quickly made the tradi-
tional 4% and 5% Interest rates on savings
Inadequate, and much of this hoarded
money began to move toward Institutions
that offered Innovative, inflation-sensitive
products such as money funds and Invest-
ment-oriented Insurance.

The flnnnclal-services boom has s'-ved
to shelter major money-market cllles Jor,i
the full Impact of the recession that has
been felt so harshly by such smokestack cit-
ies as Youngstown, Gary and Detroit.
Throughout the recession, for example. New
York City has been In He midst of a record-
breaking office-building spree, and in Con-
necticut, Hartford's Insurance offices are
spilling over Into such nearby towns as En-
field, Middletown and Simsbury.
Delaware Lures Bankers

Some financial work Is bein? farmed out
to much more out-of-the-way places. In Co-
lumbus, Ohio, Banc One Corp., which pro-
cesses transactions for New York-based
Merrill Lynch & Co's Cash Management
Accounts, has Loitered the local economy
with hundreds of new jobs. And Wilmington,
Del,, lias won a dozen small offices of big
out-of-state banks since Delaware reduced
its taxes on banks. Several slates now are
aggressively changing their state laws to at-
tract financial-services firms, while the big-
ger cities are battling back to keep what
they have.

Just this week. Citicorp, the parent com-
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