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Washington’s Changing Economy

Consumer Should Also

By Philip S. Brown

THE head of one of the larg-
est consumer financing

firms in the country once ad-
mitted to the writer that he had

never bought
anything on in-
stallment cred-
it. “There are
cheaper ways
of borrowing”
was his com-
ment. And so
there are.

A person
who can easily
borrow from a
bank, on his
personal note
or by putting up collateral,’
need pay only 5 or 6 per cent
a year for a few thousand:
dollars needed to buy a car,
or a boat or furniture. He
can avoid the cost of not pay-
ing cash—all the bookkeeping
and overhead that account for:
60 to 70 per cent of the ex-
penses of most finance com-
panies. With cash he can buy
where he pleases. If he buys.
a car, he is not obligated to.
insure through a particular
dealer or finance company
and may do better through
his own agent.

On the other hand, a per-
son who has liltle net worth
and needs a cheap car, or a
small loan to meet pressing
hills, often has to take credit
where he can get it. He is a
poorer risk and an old-model
car is not very good security.
}g{x)‘thermore. a small loan is
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ensive to process. It cosis
Y0 or so to interview an ap-
plicant, inquire about his cred-,
it, set up a loan account and!
make collections over a year
or so.
But these borrowers are not |
typical of the tens of thous-;o . 164 o¢ yariation from one'though their manner may on

ands of area residents who . ;
horrow cach year to buy cars, store to another, and from one occasion suggest this.
TV seis, furniture and eloth-:bank to another, for credit’ A person who borrows, or

ing, or who simply buy “on’on the same terms. buys “on time” is entitled to
time.” . know whether there are any

. ) Advice From a Lender |, tya charges and whether or
Shopping for Credit “One with good credit stand- not he will get a rebate if he

Most people have to agree ing is stupid to put himself in: decides to pay off his indebt-
to repay on an mstallment '3 ¢lass with poor credit risks”; edness ahead of schedule.
basis if they 'ban.o“; '1or lcoélly-is the comment of one lender. Sales Credit Easier
t'?i‘;l ucrggice‘smt'l‘h]cc;y c];;x:’csh(m: Yet this is what often happens.! Dales Lrec It Lasiex

0 ‘ The writer knows of one big, A personal loan from a bank

around for short-term credit,| 1 ) r
or they can even postpone in-jused-car dealer (not in Wash- is usually less expensive than

curring debt if they think ,“‘°§i11gton) whose repossessions| buying “on time,” but often
servicing charges ave too high..p Uy, .on running about 40'a bank loan takes more time
Apparently many people doiper cent of sales—yet the com- to arrange and it may involve

ither. T have only the: . . s : :
ey e ol L andimg (hs Geslergeestr sty of o0’ i
costing them. This is reflect-|paper is not losing money.| ancial position.

ed itn advelrtisucmcgts W‘f‘)‘g‘ Why? Because the financing] At a department store, a
mention only the down Pa¥-j.pa).00s (including insurance); customer can go along for
ment, or state only the mm)th:!m,e high enough to allow fOl'xyears on a revolving credit
1y payment without n1011t10n|u]is This finance company . |

ing the number of months re-[ . lates on the principle that| Dasis, without ever reapply-
quired to complete p?ymogit{!evm.y risk has its price. When|ing for credit. No Washing-
Sometimes the cost Odc"e.m}the repossession rate on its; ton bank offers any such cred:
is ho?elessfly] em‘_‘t‘.“f it‘:c{lf {paper in any area falls much it arrangement.

the price g t ]edgii\l/(é‘f oots/ibelow 10 per cent, it realizes| Also, it's easier—and often
with a trade-in, y ».that it is being too strict and;more convenient—to accept

Q\:‘iinsurance. . passing up too many deals ,the financing arrangement
~some people will shop forithat might be profitable. H suggested by the auto or ap

days and wecks, comparing! A conscientious person with" ptiance dealer, or furniture
prices at various auto deal-good credit standing would beistore, where one has decided
ers or appliance stores. Tl]cnlfoolish to finance his car to buy. Instecad of asking for
they will buy “on time” with-/{hrough such a firm if he has;credit, one is offered credit.
out knowing exactly whalitg pay the same charges thati] Some banks may not loan
credit is costing them. Yel|others do who are not greatly!quite as much, or stretch the
the potential savings in financ- concerned about meeting their| payments over as long a period
ing costs from shopping about;payments promptly and who. as auto and appliance dcal-
may be in some instances, al-'may at any time let their carsiers will when their profit
most as great as in the price, e~ repossessed if they are, margins justify greater len
of the commodity itsellf. Thejpinched or feel that their'iency. Also, most banks will
interest charge is often aequity isn’t enough to make it not finance a car that is more
major cost. On a new Fordworth-while to keep paying. |than three years old. (Some
or Chevie, it is likely to l'uni “There’s no reason for not: will allow the buyer to pledge
about $400. Ihiring money as cheaply as'an old-model car as seccurity

There is great variation injone possibly can”. This re- for a person loan and this may
the cost of consumer credit— quires putting onesclf in albe advantageous in that the
more even than is indicated class with _good credit risks.  buyer is spared the necessity
by the accompanying table.!And this, in turn, may take: of costly collision insurance.)
One large store in Washing- some initiative. [ _However, a bank can some-
ton charges only 6 per cenl;: Any .embarassment one mayl times provide welcome advice.,
a few charge over 20 per cent. have In asking a bank or'as well as cheaper credit. For
‘Automobile loans vary from-finance company about the;example, if one has not al-
74 to 12 or 15 per cent on availability and precise cost: ready consulted one of the
new cars and much more on of credit is not justified. Lend- published guides to new and
used cars. Generally, the more ers are in business to lend.used car prices, a banker can
lenient the terms, the more ex- moncy at a profit. There's no look up for him the factory
pensive the credit. But, there:charity or favor involved,. invoice price of a new car, or

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.

——

the average wholesale price
of a particular model of used
car.

Cost of Personal Loans

Most Washington banks
make small personal loans at
a 6 pen cent discount. If a
borrower signs a note for $600
to be repaid at the rate of
$50 a month, the bhank with-
holds $36 for itself and gives
the borrower $564. This is
equivalent to an interest
charge of a little more than
11 per cent on the unpaid bal-
ance. But in order not to vio-
late the District’s 1940 statu-
tory prohibition against an|
interest rate of 8 per cent on|
contractual loans, the monthly:
payments are called deposits!
and assigned to the bank for
the period of the loan. When
sufficient deposits are accumu-
lated, they are used to retire
the loan in a lump sum or,
if the borrower wishes, he can
use other funds to pay the
loan, retain his deposits and
receive interest thereon.

Most of us find it difficult
to understand the all-impor-
tant legal dislinction between
this type of loan and a
straight installment loan. Dut
all Distriect banks, except
Riggs, take advantage of this
'legal procedure (essentially
that of the old Morris Plan
Banks), so that the 8 per cent
simple interest limitation is
not an effective restriction.

But even at 11 per cent,
most small short-term loans
are not profitable, since it
costs $15 to $20 to set them
iup and send out payment
notices. Consequently, some
banks frankly discourage small
loans. Others make them free-
|ly to customers and non-cus-
.tomers alike, with the thought
jthat small borrowers may be
big borrowers some day and
that such borrowers will be
“encouraged to use other bank.
ing services.

Other Lenders

For those who are cligible,
credit unions provide small
loans at rates comparable with
those of commercial banis
and far below those of the
small loan companies. At the
close of 1956, District credit
lunions alone had over 178,000
members and $38 million of
loans outstanding.

Nevertheless, there is still

! plenty of business for the
ismall loan companies that op-
erate in the Maryland and
Virginia suburbs. The cash
‘they provide is sometimes ur-
‘gently needed to prevent re-
_possession, or to tide a family
‘over a period of sickness.
“Some = of these borrowers
~would probably be turned
‘down by banks, even though
‘the loss ratio of small loan
fcompanies as a whole is sur-
Jprisingly low—less than 1 per
“ecent of the amount loaned.
' Other patrons of small loan
i'companies “just don’t like the
»lidoa of going to a bank.”
i Actually the charges of
..these finance f{irms on very
."small short-term loans are not
i out of line with the costs of
“making such loans, and they
. are certainly moderate com-
. pared with the charges cox-
~acted by illegal loan sharks,
_in the early 1900's, before the
‘adoption of the Uniform
"Small Loan Laws, beginning
in 1911.
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