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Foreword

EARLY IN THE TWENTIETH CENTURY the form in which finance
charges were to be disclosed became an important part of the dis-
cussions which led to the formulation of the Uniform Small-Loan
Law, first drafted in 1916 by the Russell Sage Foundation. This
period witnessed the development of the modern techniques of in-
stalment selling of durable consumer goods and the growth of the
institutions which today provide a wide variety of credit services
to consumers under quite different systems of computing and quot-
ing finance charges. This study by Wallace P. Mors traces the ori-
gins of the procedures currently in use, in order to show why the
consumer is faced with varying forms of information. The author
goes on to analyze and evaluate the usefulness of this information
to consumer borrowers. -

In drawing up plans for the National Bureau's current study of
consumer credit, of which this report forms a part, the subject of
consumer credit finance charges was given central importance for
several reasons. First, there were no statistical series measuring
changes in the cost of credit, although estimates of the amount of
credit extended, repaid, and outstanding had been developed in
earlier National Bureau studies and later extended by Federal Re-
serve System estimates. Second, there had been recurrent questions
about the amount of consumer credit charges in relation to the
costs of providing credit. It was known. that consumer credit charges
were higher than those in other sectors where the amounts
were larger and the costs consequently lower. But without empiri-
cal measurement of the relation between consumer credit charges
and their component costs, there was little basis for judging whether
charges were excessive or not. Third, little was known about how



xvi Foreword
borrowers reacted to finance charges, and it was believed by many
that lack of knowledge contributed to excessive charges and misuse
of credit. Finally, there was the question of how different methods
of quoting finance charges affected the ways in which borrowers
used consumer credit.

The results of some studies designed to remedy these gaps in
knowledge about finance charges have already appeared as National
Bureau studies, and the remainder are nearing completion. The
preliminary results of my work on automobile finance charges ap-
peared as New-Automobile Finance Rates, 1924—62. Paul F. Smith's
book, Consumer Credit Costs, 1949—59, revealed the relation of
finance charges to component costs for four major types of credit
institutions. Consumer Sensitivity to Finance Rates, by F. Thomas
Juster and myself, showed that some borrowers are sensitive to
changes in the rate of charge for credit, although relatively few
estimate finance rates reasonably well. Finally, Mors's study pro-
vides a thorough analysis of the kinds of finance charge information
given borrowers and its usefulness in helping to make rational
credit decisions.

A major finding about the usefulness of finance charge informa-
tion is that no one method of quoting charges conveys enough in-
formation about credit cost to satisfy all questions involved in
credit decisions. Dollar charges, monthly or annual effective rates,
and monthly payments convey valuable information, but the use-
fulness of each of these methods varies with different borrowing
situations. As a further complication, Mors finds that state legisla-
tion contributes to a still greater diversity in information provided.
He concludes that consumers do not receive easiiy comparable in-
formation from alternative suppliers of. credit.

Mors' unraveling of the complexities in finance charge in-
formation—based on alternative mathematical formulas, legal and
legislative factors, and a wide variety of credit transactions—should
prove invaluable to those who seek to improve their ability to com-
pare credit costs as well as to others who wish to evaluate the varied
legislative proposals designed to expand or simplify the information
given consumer borrowers.
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