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Foreword

I feel unduly honored to be asked to provide a brief foreword to this
volume, placing it in its context within the National Bureau's quality
of credit program as a whole. Its authors, and especially Geoffrey
Moore, have had much more to do with the design of that program
than I, and their study of consumer instalment credit was well under
way before I became director of the program. I played a very small
role in the design and execution of this study;

Nevertheless, it has special importance, and I should like to stress
its contributions. The credit quality program has had several objectives.
It sought first of all to effect improvements in the data relating to
credit quality, which earlier National Bureau studies had shown were
seriously inadequate. Second, it sought to devise methods by which
"quality" could be quantified, so that "credit quality" could be
measured statistically. Third, it sought to analyze the relationships
between changing credit quality and business cycles, and to assess the
significance of the changes that have occurred since World War II.

The several studies that have constituted the credit quality program—
three have been issued and a half-dozen are under way—should be
seen as building blocks designed in combination to work toward these
objectives.' But the present volume deserves special mention for its
contributions to the data and to methods of analyzing them, as well as
because of the importance of the credit sector that it investigates.

The months and indeed years of work the authors devoted to col-
lecting the statistics set forth in their study have in fact resulted in

'The published reports are by Albert M. Wojnilower, The Quality of Bank
Loans: A Study of Bank Examination Records, 1962, Martin H. Seiden, The Qua!-
ity of Trade Credit, 1964, and Thomas R. Atkinson, Trends in Corporate Bond
Quality, 1967. In preparation are reports on corporate direct placements, municipal
bonds, agricultural credit, residential mortgage credit, a statistical compendium
on credit quality, and a summary volume.



xxii Foreword

substantial improvements in instalment credit quality data, both private
and governmental. In their final chapter, the authors urge a program
of still further improvement in the statistics of instalment credit, to
whose potential value their work attests.

This volume develops the concepts of ex ante and ex post credit
quality, first set forth in a pioneering article by Moore in 1956.2 These
concepts provide much of the methodological, framework of the other
credit quality studies. In addition, throughout the volume there are
methodological innovations designed to measure and test changing
credit quality on both a "cross-sectional" and a time-series basis.

Finally, there is the growing importance of instalment credit in the
contemporary American scene. Instalment debt, like household debt
in general, has expanded more rapidly than other major types of debt
over the postwar years. In addition, the ratios between aggregate
consumer instalment debt and debt service, on the one hand, and
aggregate consumer income, on the other, have so risen in the postwar
years as to cause some concern. This concern takes one or both of
two forms. One is lest the household sector become overburdened by
indebtedness, with a consequent weakening of credit performance. A
different, but no less serious, concern is lest the relatively high plateau
that has been reached in recent years in the ratio of consumer debt
service to personal income may mean that the buoyancy contributed
to the economy by the steady rise in instalment credit in the postwar
years can no longer be anticipated.

Moore and Klein draw no definite conclusions regarding these latter
matters. But their work will be of interest to those who wish to form
judgments regarding them.

2 "The Quality of Credit in Booms and Depressions," Journal of Finance, May
1956.

JAMES S. EARLEY
Director, Quality of

Credit Program
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