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Preface

THE National Bureau of Economic Research inaugurated in
1938 a broad program of research in finance, under grants
from the Association of Reserve City Bankers and the Rocke-
feller Foundation. The initial project of this program has
been a comprehensive investigation of the instalment financ-
ing of consumers. The present study of commercial banks
as agencies of consumer instalment credit is one of a series
dealing with the important financial institutions which par-
ticipate in consumer instalment financing. The series also
includes studies covering personal finance companies, sales
finance companies, industrial banking companies, and gov-
ernment agencies in the field (Federal Housing Administra-
tion and Electric Home and Farm Authority).

The consumer instalment financing investigation of which
these institutional studies are a part comprises in addition a
survey of the legal aspects of this type of credit operation;
a study dealing with consumer instalment credit and economic
fluctuations, which treats the underlying economic implica-
tions of the subject, and two special statistical studies, one
presenting measures of the volume of consumer instalment
credit, the other picturing statistically the pattern of con-
sumer debt by income groups and thus outlining its broader
social and economic significance.

In increasing numbers commercial banks have come to
engage in consumer instalment credit activities. Their par-
ticipation is both direct and indirect. When direct, it takes
the form of personal lending and the financing of consumer

ix
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purchases on instalment terms, principally through personal
loan departments. Indirectly, it takes the form of loans to
sales finance companies, personal finance companies, indus-
trial banking companies and credit unions.

The preparation of a comprehensive study in this rela-
tively untouched field has necessitated many personal inter-
views with bank officers in charge of personal loan depart-
ments and of lending to consumer financing agencies. It has
required also an extensive circulation of questionnaires, a
large volume of correspondence and an examination of pub-
lished materials and reports.

The principal body of quantitative data for the present
study was derived from a series of five questionnaires ad-
dressed to banks throughout the country. The first, a simple
inquiry (Exhibit I, Appendix A) as to whether the bank
operated a personal loan department, was sent with the co-
operation of the Federal Deposit Insurance Corporation to
all banks in the United States. Nearly 6,000 replies were
received, of which approximately 1,750 indicated the opera-
tion of such departments. These questionnaire returns were
then checked with the lists of personal loan departments
prepared by the Russell Sage Foundation and the Consumer
Credit Institute of America, Inc., and with special lists made
available by several state banking departments, to yield a final
list of 2,200 banks reported to be engaged in personal lending
on a departmental basis.

Two questionnaires covering consumer instalment credit
activities were then sent to the banks reported to have per-.
sonal loan departments. One of these two questionnaires
(Exhibit II, Appendix A), requesting information in detail,
was sent to 274 selected banks whose personal loan depart-
ments had been functioning, presumably, for several years,
and the other (Exhibit III, Appendix A) was sent to the
remaining 1,926 banks. Replies indicating the existence of
personal loans departments were received from 215 of the
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274 banks in the first group and from 853 of the 1,926 banks
in the second. In addition, data on 154 banks also operating
departments were obtained indirectly from various state
banking departments, from the Russell Sage Foundation and
from the Consumer Credit Institute of America, Inc. Out of
the 2,200 banks, 657 did not reply to either questionnaire
and 321 reported that they were not operating personal loan
departments. If the 657 banks which failed to report were
divided between those with and those without personal loan
departments in the same proportions as were the 1,543 banks
on which data were received, the total number of individual
banks operating such departments during the period of our
survey, September 1938 to August 1939, would approximate
1,750. We have adopted a figure of 1,500, however, as a con-
servative estimate of the' total number of departments. On
the basis of the latter estimate, it may be assumed that the
maximum questionnaire coverage obtained in the present
study was about four-fifths of the individual banks engaged
in. departmentalized personal lending activities.

To cover the activities of banks in financing retail instal-
ment sales, that is, in acquiring sales finance paper, a special
questionnaire (Exhibit IV, Appendix A) was sent to 1,175
banks, of which 712 did not reply and 198 stated they could
not furnish information. Of the banks indicating participa-
tion in this type of consumer financing, some did not operate
personal loan departments and others did; in general sales
financing activities were conducted through such depart-
ments.

A final questionnaire (Exhibit V, Appendix A) was de-
signed to treat the activities of commercial banks in financing
such consumer credit agencies as sales finance companies,
personal finance companies, industrial banking companies
and credit unions. Questionnaires on this phase of the sub-
ject were circulated among 550 large banks thought to be
engaged in such financing; of these 271 did not reply and 74
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indicated they did not make loans to these agencies or could
not supply the information requested. Supplementary infor-
mation on the bank borrowing of sales finance companies
was obtained from 48 leading companies.

Finally, a selected group of banks was asked to supply spe-
cial tabulations on the operations of their personal loan de-
partments. In particular, a number of banks provided us
with a sample of schedules (Exhibit VI, Appendix B) cover-
ing pertinent information from loan application blanks in
their personal loan files—data which enabled us to make
an intensive experimental analysis of risk factors in personal
lending.

In a study of this character we are necessarily under great
obligation to many banks and other firms that have co-
operated by responding to our questionnaires and providing
us with materials. We take pleasure in acknowledging this
indebtedness, for without the generous assistance we have
received this study would be much less comprehensive and
adequate. Many bank officers have given freely of their time,
sharing with us the technical knowledge they have gained
through years of banking experience.

We are deeply indebted also to the banking departments
of several states. These departments cooperated by answering
numerous letters concerning the consumer instalment activi-
ties of banks under their supervision, and by responding to
a special inquiry dealing with the legal status of consumer
lending operations of banks incorporated under state law.
The department of banking of New York state graciously
made available income and expense data on personal loan de-
partments of banks under its supervision which are licensed
under state law to operate such departments.
• This study has taken final form only as a result of Dr.

Chapman's careful planning of questionnaire schedules, his
patient and diligent efforts to obtain the maximum number
of replies, and his painstaking analysis and tabulation of
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returns. The necessity of establishing and maintaining close
contacts with bank officers engaged in consumer instalment
financing, of consulting frequently with public officials of
federal and state bank supervisory agencies, and of super-
vising a questionnaire survey, made his task particularly
arduous. Because of the scope of the study, various members
of the financial research staff have been called upon to make
special contributions.

Raymond J. Saulnier assisted in much of the original inter-
view work and in the preparation of questionnaires. In addi-
tion, he assumed charge of assembling and analyzing the data
in Chapter 4 on bank methods and experience in the exten-
sion of consumer credit, prepared the analysis of customer
charges in bank personal lending contained in Chapter 6,
and collaborated in the final revision of the text.

Sidney S. Alexander was in charge of much of the ques-
tionnaire tabulation, and prepared the preliminary study of
customer charges for Chapter 6. He also made the initial study
of the income, expenses and profits of bank personal loan
departments, based almost entirely on data covering New
York state banks, which is presented in Chapter 7.

Isabel L. Davis assisted in preparing texts of Chapter 2,
dealing with the legal status of commercial bank activities in
consumer instalment financing, and of the Summary Survey.

David Durand made the study of personal loan borrowers,
contained in Chapter 3, and also prepared the ingenious
analysis of factors affecting credit risk in personal lending,
based on an original sample of schedules drawn from the
loan applications of customers of bank personal loan depart-
ments, presented in Chapter 5.

The editing of the first draft was done by Elizabeth Todd,
and the final editing for publication by Bettina Sinclair.

RALPH A. YOUNG, Director,
Financial Research Program

May 1940
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