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Appendix G: Some Evidence on the Effect
of Credit Terms on Credit Volume

As noted in Chapter 1, the long-run upward trend in the volume of
instalment credit extended in the United States has gone hand in hand
with a general easing of credit terms, notably longer maturities and
lower down payments. Over the short-run, also, there is evidence that
an easing or tightening of terms has a corresponding effect on credit
volume. Indeed, competitive practices suggest’that an easing of terms
is one of the important means available to lenders to achieve an increase
in volume or prevent a decline. The federal government has used the
credit terms instrument as a way of restricting the availability of credit.
Insofar as changes in terms are associated with changes in credit
quality, a connection between credit quality and quantity can be
traced.

Some evidence on the relationship between credit terms and volume
is provided by our local area data (Table G-1). Charts G-1 and G-2
show that areas in which the proportion of new-auto contracts with
low down payments or long maturities increased the most also ex-
perienced the largest increases in the number of contracts during
1953-56. This is particularly clear when all the observations plotted
are considered together, but it is also true to a degree in each of the
three year-to-year periods taken separately. In 1954-55, when terms
eased most rapidly, volume increased most rapidly. In 1953-54 and
1955-56, when terms eased less rapidly or tightened in a few areas,
volume declined or rose only slightly.

It is interesting to note the indications in the data that without any
easing of terms during this period, credit volume would have declined.
This is clearly suggested by the data for 1955-56, but can also be in-
ferred from the slope of the scatters in 1953-54 and 1954-55. That is
to say, if a line through these points were extended to the left through
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CHART G-1

Year-to-Year Change in Down Payments and Volume of New-
Automobile Contracts, Twelve Metropolitan Areas, 1953-56
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Source: Table G-1.

the zero line on the horizontal scale (no change in down payments or
maturities), it would cut the vertical axis below its zero point, indicat-
ing a decline in volume. This impression from the chart is confirmed
by the regression analysis summarized in Table G-2, since the con-
stant term in these regressions is negative in three cases out of four.

The regression analysis also attempts to take account of the possibility
that changes in maturities and down payments each have an effect on
credit volume. The coefficients of both variables are statistically sig-
nificant in most of the regression equations, indicating that down pay-
ments and maturities each independently have an influence on credit
volume.
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CHART G-2

Year-to-Year Change in Maturities and Volume of New-Auto-
mobile Contracts, Twelve Metropolitan Areas, 195356
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TABLE G-2

Regression Analysis of Credit Volume on Credit Terms, 1953—56

© 195354 1954-55 1955-56(2Q) 1953--56 (2Q)
No. of
observations 12 12 12 36
Regression
coefficients®
a 1.13(1.13) 3.79(1.41) .10(.40) 3.23(!72)
b .29(.63) ~.45(.69) . 1.18 (.34) .95(.34)
c -19.33(13.21) 15.75(18.09) -18.88(2.95) -30.25(6.14)
T values for
a 1.00 » 2.69(S) .25 4.50(9)
b .46 ~.66 3.43(S) 2.75(S)
c -1.46 .87 -6.39(S) -4.93(S)
Multiple corr.
coeff. .36 70(S) T7(S) .82(S)
Simple corr.
coeff.
D and N .34 .68.(S) .25 T7(S)
M and N .19 .26 LT7(S) .68(S)
M and D .15 .58(S) .26 .60(S)

Source: Table G-1.
Note: Standard errors of regression coefficients are shown in
parentheses.

2The regression equation is N = aD + bM + ¢ where

N: year-to-year percentage change in number of new-automobile
contracts.

D: year-to-year change in percentage of contracts with down pay-
ment less than 33 per cent.

M. year-to-year change in per cent of contracts with maturity
twenty-five months or longer.

S: significant at .05 level.




