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INTRODUCTION.

Statement of the Problem,

Four parties are involved whenever an automobile is sold on
the instalment plan, They are the manufacturer who produced the
automobile, the dealer who sold it, the purchaser who bought it,
and finally, the finance company that bought the contract thus
supplying the purchaser with the money indirectly to obtain the
car, Therefore, the problems involved in inatalment selling of
automobiles may be examined from at least four points of view,
namely, the point of view of the manufacturer, the point of view
of the dealer, the point of view of the purchaser, or the point
of view of the finance company.

A great deal has been written on the subject of instalment
selling in general, A considerable amount of material is avail -
able on this topic as it applies to the automobile industry, How=
ever, upon exemination, one notes that most of this has been
written from the point of view either of the finance company, or
the manufacturer, or of a composite of both, From the perspective
of both the dealer and the ultimate purchaser, the subject has been
dealt with but slightly,

The problem of this study has developed out of the conditions

mentioned, In this theeis, the methods, praéticea, and the effects of
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instalment selling in the automobile industry will be examined,
Although the subject is studied mainly from the point of view of
the automobile dealer, the true costs the purchaser is obliged
to pay for his instalment credit will be shown, ILikewise the
relation of the automobile finance companies to the subject will
be developed in detail chiefly for comparative purposes. The

connection of the automobile manufacturer to the topic will not

be emphasized,

Plan of the Study:

By way of introduction, a statement of the problem has been
made, A somewhat detailed account of the sources explored and
the references used will follow,

The next part of the study indicates briefly the historical
develqpment of instalment selling in general, the origin of the
automobile finance coupany, the number of finance corpanies now
operating in the United States, and an estimmte of the total
annual instalment debt.

The "technique" of instelment selling as it apnlies to the
automobile industry is the cemntral theme of the next sectiocn.
Various terms on which automobiles are sold to purchasers an the
time-payment plen are discussed. Attention is then given to the
methods used by automobile dealers in discounting the purchasers'

contracts with the automobile finance companies, Relative figures
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are given for contracts discounted according to each method, as
the method is discussed individually, insofar as statistics are
available,

When the cost of instalment buying is next studied, tabdbles
show the amounts and rates charged by finance companies operating
on both "recourse" or "non-recourse™ bases for new car, as well
as used car, contracts, Some cormment i{s made on deceptions often
practiced to obscure the real cost of instalment buying, and a
few relevant conclusions are drawn,

The new car study includes an examination of the various
risks inherent in instalment selling, different kinds of losses
possible, factors operating to restrict the various types of
losses, and the methods used to keep them at a minimum,

The used ear study is divided into two parts. The first
part deals with the kinds of used car contracts the automobile
dealers discount with the finance companies. Types of risks and
their distribution, resulting losses and their incidence constitute
the nucleus of this discussion,

The second part of the used car study is corncerned with the
types of contracts which dealers do not discount, in other words,
those contracts which the dealers themselves hold, The extent
of losses sustained by gjgalers on this paper is compared with

the losses resulting on paper discounted with the finance companies,



Up to this point, evidence which has been accumulating in-
dicates that tie greater share of the risks involved in instal-
ment selling of automobiles is bornr by tlie dealers and not by
the finance companies, To verify this conclusion, a study is
nade of tie losses experienced by automobile finance corpanies
in the past, their experience with losses during tke current
business depression, and some cament is rade on tlieir present
financial status,.

By way of contrast, the rate of fallures occurring samong
automobile dealers during the current depression is indicated.
An examinaticn of their financial status is &lso made,

A sumary of the ccnclusions whick have developed ocut of

the study completes the thesis,

Sources from which this l'aterial was Derived.

But little has been taken for granted as to what the reader
nay or may not know about the technique in current use among
automobile dealers in their relations with the finance companies
and the people vho constitute theii clientele, In discussing
the terms on which automobiles are sold in order tihat the pur=-
chase=-contracts .may be eligible for discount to the finance
coupany, as this is cormon knowledge to every automobile desaler,

it was necessary to draw on personal experience. The writer

has been an automobile dealer in both the new and used car
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fields, with experience extending over the country territory as well
as in small towns and large cities, As nothing has been pudb -
lished on much of the trade-practice which is discussed, personal
experience had to supply the deficiency. This is particularly

true where methods of financing purchasers! contracts are dis-
cussed, Throughout this study, when what is cormon knowledge "in
the trade" is discussed, in the absence of published information,
this was necessarily done.

The data on which the true costs of instalment selling of
automobiles are based was taken from the actual rate-charts in cur-
rent used by representative finance companies, These companies
typify both the "recourse” and the "non-recourse” organizations,
When "Costs of Instalment Buying" are discussed, full information
as to the sources from which the data are taken will be given,

The National Association of Finance Companies maintains its
own statistical organization, Much of the mmterial used in this
study was furnished directly by Milan V. Ayers, "Analyst" of this
association, Many (if not all) of the largest finance companies in
the United States are members of this organization, In his report
of October 20, 1930, Mr. Ayers indicates that while members of the
National Association of Finance Companies "constitute énly

65,5% of the number of companies, they d1d194.8% of the business

e



in 1929.," (1) Obviously statistical studies of instalment
selling based on the experience of these nembers are very valuable,

Additional information was obtained fram magazines, various
books relevant to the subject, newspaper articles, and certain
special bulletins,

The information relative to the part played and risks carried
by the dealers, was obtained fram the sources mentioned above, and
from a personal survey., The survey was carried out among a
representative group of automobile dealers, all of whom are located
in Michigene, This grouw was composed of dealers located in fifteem
small towns of from 1,000 to 5,000 population; four cities of from
5,000 to 20,000; end three cities of from 50,000 to 175,000 in-
habitants., Eastern Michigan was represented by Saginew, Bay City
and various smaller towns north to, and including Alpena. Although
Charlevoix was surveyed, western llichigan was not covered. The
central part of tie state from Petoskey, south to lLansing was can-
vassed.

The purpose of this survey was to secure only data relating
to the used car sales where the dealer had "carried" the notes
himself - in other words = whereAthe dealer had mot sold the pur-

chase~contracts to a finance corpany., The reason was that corplete

(1) Mo V. Ayers - Report to "Members of the National Association
of Finance Companies®™ - October 20, 1930,
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information relating both to new car instalment sales, as well
as to the more expensive used car sales, had already been fure
nished by the National Association of Finance Companies,

The facts desired were not hard to gather., 4n examination
of the "Used-Car Record" which every dealer is required to keep
by the Department of State, Division of Motor Vehicle Registra=
tion, gave much of the desired information., The “Used-Car In-
ventory Control® where it was in use was a valuable source of
information, The accounting systems of the dealers in most
cases aided in obtaining necessary details. Wherever the records
of the dealer would not reveal the facts desired with accuracy,
this dealer was omitted,

Similar data apparently have never formed either the basis
for, nor have they been made a part of, any study of instalment
selling. The information so gathered has bsen tabulated, and

forms an essential part of this study,
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BRIEF HISTORY CF THE DEVILORLIIIT Al/D TWE EXTENT OF
INSTALLZIT SILLIIG IN THE AUTOLIOBILE
II'DUSTRY

"Instalment selling is not new, Furniture ias been sold
that way in this country for over 100 years, and pianos nearly
as long. All encyclopedias, beginning with Chamber's Incyclo-
pedia, about 1750, have been sold on instalments, 'ith the in-
troduction of the lcCormick reaper about 1836, tliere began the
sale of agricultural implements on instalments, which has con=-
tinued to this day. The instalment method was adopted for the
sale of sewing machines, by thes Singer Company, 1856; seventy-
four years agoe. liore recent articles in the list are automo-
biles, washing machines, automatic refrigerators, oil burners,
radios, and domestic stokers.

"It was the demand of the prospective customer for the
priv;lege of buying an automobile on the instalment plan, which
necéssitated the creation of automobile finance corpanies,
Automobile dealers generally did not lhave the capital required
to carry any great number of instalment contracts, and the banks
would not loan tiem the money, Tinance corpanies, therefore,
were formed to fimance these sales, At first the automobile
manufacturers opposed tlie idea of instalment selling. It was

brought about by tiie derand of purchasers and dealers."
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"By 1919, it Lad become evident that ti.e instalment plan
was substantially increasing sales, and General !'otors Corpora-
tion therefore decided to reverse its attitude of opposition
and to foster that method of selling. Teeling that tiere were
not in existence enough companies to heandle the financing of
its sales properly, it decided to establish its owm finance .
company, which it did in that year, 1919. This action deter-
mined the attitude of the entire industry.

"At the present time there are believed to be about 900
finance corpaniss buying automobile paper, and perhaps 200
engaged exclusively in other fields.--=" (1)

Thie common belief that instalment selling is comparatively
new is dispelled by the above statements, The extent of pur-
chascs rade on the time-nayment plan, however, cannot be stated
so definitely. Mr. Ayres estinates the total annual sales of
instalment goods at six billion dollars, of which amount, about
25, is paid down, leaving four and one-half billions of dollars
owing on instalment contracts., Of this sum, he further estimates,
finance companies buy two and one=half billions, the remaining
two billions being financed through banks, individual dealers,

and other sources, (2)

(1) M. Vo Ayers - "Instalment Selling and rederal Reserve Policy"
An Address at the Institute of Public Affairs, University of
Virginia, Cuarlotteville, Virginia, August 6, 1930. Distributed

by the National Association of I"inance Couypanies, 333 North lichigan
Avenue, Chicago, Illinois.

(2) e Vo Ayers =« "A Six Billion Turnover" - Chicago Conmerce
Daily - Septerber 20, 1930.
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To determine what portion of the total instalment debt
hendled by finence caupanies went to finance the purchase of
aut anoblles, a study was made of tle instalrent contracts
handled by 139 companies, Considering the total volume of
these contracts bought during 1929 as 1005, it was discovered
that "automobile retail paper constituted 54.95." (3) If
this figure is representative of tie annual instelrent debt
of four and one-half billions of dollars, it would indicate
that 82,468,500,000,00 represented the amount of the debt
created yesarly by the purclase of automobiles at retail on the
time~payment plan,

The technique used in ti.e creatian of this debt; the means
and rethods by which this sum is made available to the general
public by the automobile finance corpanies through the medium

of the automobile dealers will be treated nexte

(3) National Association of Finance Companies - "Special
Bulletin to Members" - Latod Qetober 20, 1930



INSTALMENT SELLING TERMS AND METHODS OF
FINANCING USED IN THE AUTOOBILE

INDUSTRY.

"Standard Terms” in Current Use,.

Until recently, the methods used by automobile finance com-
panies were matters of individual preference. It soon was dis=
covered that a "hit and miss™ policy was fraught ﬁith danger.
Terms too lenient, such as amall down payments, unusually long
period of time on the balance, or both, were found to be pro-
vocative of defaults on the part of the buyers. In many cases,
losses resulted to the finance companies, snd out of such exper-
iences certain "standard terms™ have been developed, Such terms
are now in common use by the great majority of automobile finance
companies,

The standard terms are the conditions under which an auto-
mobile must be s0ld to render the purchase=contract eligible for
discount with a finaice company. In the case of a new car, the
dealer must secures a minimum down payment (which may consist of
either a used ear or a cash payment) of 33 1/3% of the retail
price, The time limit on the balance must not exceed twelve
months,

To accommodate farmers and other classes of people whose

incomes are not received on regularly recurring pay-days, the
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"Farmers'! Plan™ has been developed. In tiiis case, the minimum
down payment is 405, of the retail price of the automobile, The
remainder may be paid in two equal instelments, one-helf of which
falls due in four months, and the remaining one-helf due in eight
monthse If the purchaser prefers, he nay have this remainder
divided into three equal paymsnts due in three, six and nine
months from the date of purchase,

Stancard terms on used cars are more exactinges A minirmum
down payment of 405 is usuelly required, and a maximum time limit
of twelve months is customarily ellowed an the remainder if the
buyer can meke payments monthly, If his income is not received
in such a way as to make payments monthly feasible, the "Farmers®
Plen" is open to him, Tie "Fariers'! Plan" for the purchase of
used cars is identical in all details with that in use for the

purchase of new cars, as previously mentioned,

If an impr.ession has been created that terms other than stan=-
dard are never acceptable to a finance company, it is false. If
a purchaser desires to pay more than the minimum down peyment re-
quired, or if he wishes less than the maximum time allowable on
the balance, his contract will be the more desirable to the
finance company as a "risk.," Standard terms are stipulations,
wiiich, if violated in favor of leniency only, will render the

contract insligible for di scount,

12,



Financing lethiods; The Recourse Plan.

Having exemined the terms under which a dealer must sell an

automobile to the buyer to have the contract eligible for discount,

it iill now be of interest to see on what basis he may dispose of
this contract to an automobile finance company. There are three
possible methods open to him, Iie may discount it "with recourse"”,
"non-recourse™, or on a "re-purchase" basis, These methods will
be discussed in the order mentioned.

By "recourse" is neant that the dealer must indorse the con-
tract, thus binding himself to pay the balence remaining if the
purchaser defaultse This remeinder includes not only the amount
unpaid on the car itself, but the unpaid portion of tue finance

company charges as well, If the dealer pays this remainder be-

fore it is due, a refund of a small amount is gllowed him -~ usuelly

the rebate is figured at a rate not to exceed 7%

Under the recourse method, the finance company undertakes
all the work of collections, Payments are expected to be made
pronptly when dues If they are not, usually a series of letters
is written to the purchaser and notice of his delinquency is
sent to the dealer, Obviously it is to the dealer's interest
as well to iiave these payments rade. If no response results
from the letters, either a collection-man fram the finance com-
pany contacts personally with the delinquent buyer, or perhaps

the dealer, because of liis liability as indorser of the contract,

13.



14,

makes the visite If this contact does not bring forth fruitful
results, tuen either "repossession" or an "extension" is in
order,

By repossession is meant "taking back" th:e car in accordeauce
witi t.e terms of the sales-contracte The task of repossessing
the automobile is one of the duties of the finance corpany.
After securing possessicn of the car, it is t.rned over to the
dealer, who 1is then liable for the unpaid instalments,

By extension is meant the setting back of the due-date of
the peyments for a consideratiuon of an extra fee « comuonly
amounting to a flat charge of ten dollarse This extmnsion is
not g¢ranted unless the purchaser has made a number of payments
previously so that he has an equity in the car sufficiently
grect to render his subsequent uwefault very costly to him,

From the preceding explanaticn, it cen be seen that the
finance company operating on a recourse basis bears but little
of the risks of the instalment selling process, Tirst, the
purchaser must default; he must prove uncollectable, and then
repossession talkes place. Second, when this Las occurred, the
dealer is liable, Bgfore tlie finance company can suffer a
loss, the dealer also must be unccllectable, Tuird, should
these contingencies all occur, the finance company still holds

a lien on the repossessed car,



The position of safety occupied by the finance corpany
operating on a reccurse plan is reflected in the smaller charge
made for their services. (1) The "carrying charges" paid by
a purchaser when his contract is discounted on a recourse basis,
are considcrably smaeller than would be the case were iiis contract
to be discounted on & non-recourse or re-purchase basis. This
will be evident as further progress is rmde in this study.

Finance companies are well aware of the advantages of having
the dealeré' endorsenents on their "paper", The dealer=indorser
not only acts as an additional security against any loss to them,
but he serves as a rniedium on whom to "dump" the repossessed cars,
One of the common arguments of the recourse coupany is that the
function of fhe finance corpany is not to sell used cars. They
are not set-up to merchandise automobiles. The dealer is « and
they are not disinclined to let him fulfill this function. (2)

Obviously, the experienced dealer is well aware of the risks
he assumes as indorser on recourse contracts. Ilowever, there are
many circumstances which induce him to use such a rethod of dise
countinge Among the 1ore common of such circumstances are:

The automobile manufacturing company under whose contract he

operates may be & unit of a great holding-company that likewise

controls a recourse finance compeny. If so, this manufacturer

(1) See Tables I, II, III, and IV for a comparison of the ¢harces
made by companies operating on a recourse and a non-recourse basis,

(2) E. Re A, Seligman = "The Economics of Instalment Selling"
Vol. I. Pages 305=312 - give a full discussion of this point.

15,



and the finance corpany jointly "expect™ the dealer to use this

particular finance cormany in his discounting operations. A

second reason that is very influential has already been mentioned -

the rate charged thie purchaser is less than companies operating
on a more "risky" (non-recourse) basis charge. This acts as a
"selling=-point" on prospective buyers, Ttill a tiiird reason
lies in the ineligibility of a great many used car contracts to
conform to non-recourse company stipulations, This point will
be discussed in detail next, when the rmtter of non-recourse
financing is examined.

So the dealers, vhile realizing the liabilities they assume
in recourse discounting especially of used car cantracts, never-
theless use this method in the great majority of cases. To just
what extent the recourse method is utilized, is indicated by the
following excerpts

n507 of all companies reporting require indorsements

by the dealer of 100:5 of the used car paper handled.

445 require indorsements on part of their used car

paper, that is to say, 94% of all the reporting come

panies require partiel or full indorsement of used

car papere" (3)

Statistics are not available to show the extent to which new
car contracts are discounted on a recourse basis, These figures

were sought fram the Netlcnal Association of Finance Companies by

letter. The reply stated:

(3) Ce Co Hanch = President of the lMational Association of Finance
Companies = "Safety=-Zone of Automobile Financing" - Special cire
cular to members - undateds,

16,
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"fuch of the statistical data for which you ask

is unavailables You will not be able to obtain

definite figures from us or from any other sources.

They have never been collected." (4)

An opinion would be that a greater portion of tie new car
paper than of the used car paper is discounted on a non-recourse

basis, if for no other reason than that such paper is always

eligible for this type of financinge

(4) Personal letter fram . V. Ayers < Analyst of the Kational
Association of Finance Corpanies, - February 10, 1931,



Financing liethods = The Non=zecourse Plan,

Vhen a finance company purchases an autoriobile cantract
"without recourse" or "non-recourse”, (both terms are used inter-
changeably) tiie coripany assumes ell liabilities which mey arise
thereafter, The dealer is not required to indorse tlie contract.

From that point on, he is corpletely "out of the picture”.

Direct relations exist between the purchaser of the automobile eand
the finance corpany. All collections must be followed=up by finance
cormany representatives, 1in case of default, all collection pro-
ceedings in law rmust proceed from the finance company, and in case
of repossession of the automobile the cealer is under no liability
to pay the outstanding balance., The essential difference lies

here, The finance company must dispose of the repossessed car

and must depend on such sale for the recovery of the outstanding
balance due on the defaulted contract and costs of repossession,

It cannot look to the dealer.

In non-recourse financing, the comreny bears all the risks
of instalment selling. This assumption of liability is clearly
reflected in the rates charged for their services. These rates
tend to reflect the risks involved by the finance cormanies in
both types of paper purchased, being higher for used cers than
for new cars, oSvpecifie illustrations are given for each case

in Tables I, II, 1II and IV,
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This lack of liability on tie part of the deeler niakes tliis
type of financing very desirable to kim., UnfTarturately, the
::andicaps mentioned in tlie »revious discussion of recourse financing
tend to restrict tie volure of non-recourse financing. ZEspecially
tie higher rates charged riake a wide use of this method difficulte
Then too, many of the larger automobile finence corpanies op.rate
entirely with recourse. The General liotors Acceptance Corporaticn
is the best illustration of this.

Unquesticnably the greatest obstructicn to a rore wide-spread
use of non-recocurse nethods, is to be found in the recuirements
which a contract must meet before it is eligible for discount. Tirst,
tle automobile covered by the contract in guesticn must be eitier new
or 1ot more than "turee jears old", if used. In determining "tiree
years", ti:e finance company counts tle current jear as one, last year
as two, and tie year preceding as tiree., So a car wiich was built in
Dece:ber of 1929 is "turee jears o0ld" in Jamary of 19351! An auto=-
rnobile manufactured in 1928 is declured ineligible now (lizy 1931).
The second recuirement is thet the unpald balence must not exceed
the "blue book'" or "red book" appraisszl valuati-n, To apn reciate
tie full significance of t.is, lct us take an example: Suppose
we take a new autonobile tiet sold for one thousand dollars July 1,
1930, ieferring to the "blue book" appraisal list, we find it

valued in liay 1931 at tiiree Lunéred sixty dollarse 'This means that

19,



20,

the dealer will be able to sell the purchase contract covering this
automobile to the finance company on a non-recourse basis only if the
amount to be financed is not in excess of three.hundred and sixty
dollars, In other words, the dealer must take-in this ear, recon=-
dition it and resell it for a figure not to exceed six hundred dollars,
He must obtain the required forty percent down-payment of two hundred
and forty dollars, which leaves a balance of three hundred amd sixty
dollars, DBoth of these books are published quarterly, each subsequent
issue containing lower evaluations than the former with a view of
allowing for added "wear and tear® on the car for the additional time
it has been in use,

The "three years 0ld™ clause eliminates the greater number of
used cars from eligibility for non-recourse financing, The "blue
book or "red book™ evaluation basis further restricts the number of
used car sales that may be so financed. "hen the dealer has assured
himself that a contract meets with the above requirements, he must
then be certain that the purchaser is a desirable credit risk, Be-
fore purchasing any contract, the finance company operating on a
non-recourse basis will check the purchaserts credit thoroughly,
either thru a credit bureau, or by means of a representative who
makes regular visits to their dealer-clientele for the express pur-
pose of purchasing these contracts, In case of any question, the dealer

will be asked to endorse the contract, If he does not do so, it is



rcfused, Once the finance cqQipany accepts ti:e contract, as previouwsly

stated, all liability on tie part of the dealer irr-ediately ceases,

These various requirements and restrictions allow but a relative=-

ly small perceintage of tre entire number of used cars sold to be
financed on a non-recourse basis, Referring to a -revious guotaticn,
it will ve reme:bered that "94)5 of all the revorting corpanies re-
quire partial or full indorsement of used car paper", (5)

In conclusion, ti.is renark seens justified: lion-recourse
financing is so surrounded by requirements and restrictions that
only paper bearing a mininum of risk is accepted by the finence
corpanies, ‘“here there is any factor of potential danger, the
dealer nust endorse the contract. The finance company usually

safeguards itself,

(5) Ce Co Hanch = loce cite

21,



Financing llethods - The Re-Purcinase Plan.

The re-purchase plan is a hybrid which 1as evolved from the
two previcusly discussedes It piovides a mecans of financing the sale
of used cars when the amount of the unpaid bslance is in excess of
the "blue book" or "red book" ap.raisal valuation. Under this plan,
tiae finamnce corpany will glve tiie dealer a cieck for tie amount of
the evaluation, and rot require the dealer's endorserent. Tor the
sum in excess of this, the dealer is given a conditicnal note which
is transferable into money only if, and wien, tiie purchaser has come-
pleted his instelment paymsntse In case of default, the finance
conpany repossesses the car, The dealer ras no liability - but his
conditicnal note in terrs of money is worthless, !He may exercise
the doubtful privilege of turning over the rnote to the finance
conpeny to apply as a part pgyment on the repossessed car (which
will be sold to him or anyomns else for the amount of the unpaid
instalnents plus costs of repossession) but if he does not do this,
his note is a total loss.

This method of automobile financing lias never had any great
popularity among automobile dealers. It will be noted that the
fi:ance company and the dealer jointly carry the risk, Lowever,

he cdealer is advanced only a port of the amount of the contracte
For tiiis amount, the conmrany assumes ti:e liabilitye. 4Above this,

tihe dealer occupies a positicon of so.e risk, OShould the purchaser
Y T



not corplete his pajrents tiie [inance corimany secures the auto-
mobile., Unless tie dealer wishes to purc.asse tie used car, he
has & wortialess piece of paper for his share,

The rates ciarged by finance companies wiere the repurchase
plan is in use are identical with those chargzed on the non-recourse
basis. T.e reason for this is obvious. They assume full liability
for a similar amount - i. e. = the amount of the "book" valuation -
in each casa,

o ficures as to the extent of this method of financing are
available. rrom personal experience with many automobile dozlers
in liichigan, an opinion would be that its use is extremely limited,
Because of this and the impossibility of getting any data on this

scheme of financing, it is given no emphasis in this studye



THE TRUE COST OF IISTAllW™ BUYIIG

The terms on which & dealer must sell his automobiles to Lave the
contracts acceptable to a finance corpany, and the retlhods available to
him in discounting these contracts have been discussed, Casual men-

tion was made of the rates charged for finance coniany services., These

rates will now be examined to determine ti.e answers to these questions:

l'ay the rates charged for loans from finance companies, in
comparison witli custorary bank rates, be called excessive?

VWhat additioral consideration does the purchaser receive when
he pays tie uigier rate Tor Laving :is contract discouunted

on a ron-recourse basis, ti.an i@ would be charged if it were
discounted on a recourse basis?

Are tie buyers of auvtomobiles cosnizant of ti:e true rates
they are obliged to pay for the instalment buying privilege?

To determine tha amount of tie "carrying ciarges" - meaning the
amount the purchaser tas to pay in order to buy on tiie - is rather a
conplex procecure wien a dealer sells an automobile on ti:e instelment
plan. In effect, tiie purcliaser borrows a sum of roney for a certain

lengtis of tine from a finance company witih wiiich to pay tlie dealer for

his purcnase, a.d he pledges the autorobile as security for tlie repayment

of tiie loan, usually on a monthly basis., T.e anow:t the dealer must

charge him for this loan depends on:

Whether the car being purchased is new or used,

The length of tire over which the loan extends,

The a:ount of tie loan,

\hether the contract is to be finarced on a recourse or a
non-recourse basis,.

To bring out the essential points, assume that a Clievrolet
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dealer operating in Flint, Michigan, sells a new car for a price of
$675,00 on the atandard'terms, one-third down, and the balance pay-
able on a monthly basis over a period of 12 months, First, the down-
payment of #225,00 is subtracted, leaving $450,00, Every finance
company demands that the purchaser insure his purchase against fire
and theft, A buyer may want insurance against public liability,
property damage, and collision, The dealer will gladly write into

the contract the charge made for this additional insurance as a part
of the balance to be financed, and thus it will be paid in instalments
just like the amount of the principal due on the car, However, this
additional insurance is optional with the buyer, The fire and theft
insurance is not. In the case at hand, as the dealer handles the
Chevrolet automobile, he will probably discount this contraet with

the General Motors Acceptance Corporation which operates its own in-
surance branch, the General Exchange Insurance Corporation, whose rates
form an integral part of the finance company's rate-chart, On a car
which sells for $675,00, the fire and theft insurance charge will vary
from $4.,00 in small country towns, up to $9.00 for a city like Detroit,
where the risk is considered much greater, For Fling, Michigan, the
charge is $6,00, Adding this to the unpaid balance of $450,00, gives
a total amount of $456,00 to be financed, By referring to the General
Motors Acceptance Corporation's new car rate-chart, the charge on

$456,00 for 12 months is 338,00, The deferred balance is the sum of
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these two amounts, 3456.00 and $38.00 or 34%4,00. This will be paid
in instelnents of 42,00 for the first eleven months, The rea-ainder
of $32,00 will constitute the last payment, (11 x 342,00 = 3462,00,
$3462,00 plus 32,00 = ;494,00)

In all cases, the procedure is the same. If the deeler is sell=
ing a used cer, he first determines the insurance cliarge, adds it to
the unpaid balance, and by referring to ids "Used Car Chart" he
locates the ciarge on the total of these two items for the six, eight,
ten or twelve montiis over wihich the instalments are to be paid. Tihe
total of tiese tiree items; unpaid balance, insurance charge, amd
financing charge is then divided by the number of monti:s over which
the loan is to extend, to secure the aipuit of each payment, The
last payment is often for a lesser amount, as this pgment is made to
equalize the sum of the payments witi the entire amount due.

It will be seen that the d&ealer has four sets of tates, one of
w.ich lie must applye On new cers, he ray use either a recourse or a
non-recourse chart. On used cars, he ngy do likewise - if thie used
car is eligible for non-recourse financinge

Four tables have been canstructed which portray the amount of
the finance corpany charges as well as tie actual percentage tliese
clharges bear to the amow.t borrowed. These show in turn the above
items for:

1 - llew cars sold retail - financed on a recourse basis.

2 = llew cars sold retail « financed on a non-recourse basis.

S = Used curs sold retail = financed on a recairse besise
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4 - Used cars sold retail - financed on a non-recourse basise

On tle rnew car tables, 250,00 end 1,000,00 have been taken
as unpaid balances to sho7 how t..e charges range from a smaller to
a larger amount. 991,00 ias also been used because this figure
represents the avcrage unpaid balance due an new cars purchased
during the year 1929. (1)

On tlhe used car tables, ti.e a ounts of 237,00, w:ich was the
average unpaid balance on used cars purchased for tle same year, (1)
and :500,00 were ciosen arbitrarily to show the range of the charges
as the amount financed increased. On all tables, the charges are
conputed on the basis of 8 months, 10 months, and 12 nonths, for
comparative purposes, Fire and theft insurance has been entirely
onitted from the tables; the reason being to obtain a percentage

rate that would represent "pure" financing costse

(1) National issociation of Finance Companies - "Clart of Composite
Ixperience of Finance Companies and Autoriobile leulers" - covering
tiie years 1925 - 1929 inclusive - sent to rnewbers and others by
special requeste
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RATES CHARGED BY AUTOMOBILE FINANCE COMPANIES,

Table I.

28

New Cars Sold at Retail = Financed on a Recourse Basis,

Time of Actual Amount Charge
Loan in Amount Charged Figured
Months, of the by the in Perw
Loan, Finance centage,
Company.

8 ¢ 250,00 15,00 15.99 %
10 250,00 17,00 14,83
12 250,00 20,00 14,77

8 591,00 34,00 15,33
10 591,00 40,00 14,77
12 591,00 46,00 14,36

8 1,000.,00 53,00 14,13
10 1,000,00 62,00 13.52
12 1,000,00 74,00 13,66

(The data on which this table is figured&e contained in the
*G, M, A. C. Payment Chart for New Cars™ = of October 15,

1928 « in current use at this time - May, 1931,)



Table II,

RATES CHARGED BY AUTOMOBILE FINANCE COMPANIES,

New Cars Sold at Retail - Financed on a Non-Recourse Basis,

Time of Actual Amount Charge
Loan in Amount Charged Figured
Months, of the by the in Per-
Loan, Finance centage,
Company,

8 $ 250,00 28,00 29,86 %
10 250,00 31,00 27.04
12 250,00 32420 23,77

8 591.00 63,60 28,69
10 591,00 7270 26,83
12 591,00 79,00 24.68

8 1,000,00 106,20 28,31
10 1,000,00 121.50 26,50
12 1,000,00 131.00 24,18

(The data on which this table is figuredare contained in the
*je I. Co Automobile Discount Plan « for New Cars Only" -
of the Associated Investment Company, South Bend, Indiana =
in current use at this time = May, 1931,)
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Table III.

RATES CHARGED BY AUTOMOBILE FINANCE COMPANIES.

Used Cars Sold at Retail - Financed on a Recourse Basis,

Time of Actual Amount Charge
Loan in Amount Charged Figured
Months, of the by the in Per-
Loan, Finance centage,
Company.,

8 $ 287,00 28,00 26,02 %
10 287,00 33400 25,08
12 287,00 37.00 23.85

8 500,00 40,00 21.33
10 500.00 48,00 20,94
12 500,00 55,00 20,31

(The data on which this table is figuredare contained in
"G, M, A, C, Payment Chart for Used Cars Only® = of July
15, 1930 = in current use at this time = May 1931,



RATES CHARGED BY AUTQLICBILE FINANCE COMPANIES.

Table IV,

3le

Used Cars Sold at Retail - Financed on a Non-Recourse Basis,

Time of Actual Amount Charge
Loan in Amount Charged Figured
Montha, of the by the in Pere
Loan. Finance centage,
Company,

8 287,00 $ 42.44 39.42 %
10 287,00 48,62 36495
12 287,00 53.20 34422

8 500.00 76.80 40,95
10 500,00 864,50 3773
12 500,00 94,00 34470

(The data on which this table is figuredare contained in the
"A, I. Ce Automobile Discount Plan - for Used Cars Only" of
the Associated Investment Company, South Bend, Indiana - in
current use at this time = May, 1931.)



(1)

2, " " 24,18 - 29,86
3, " LI " 20,31 - 26,02
4, " = n " 34,70 - 39,42 (1)

On Table 1, percentage rate ranges from 13,66 « 15,99

" "

LJ ”

LJ L

Accustomed as people are to thinking of loans in terms of
banks' rates of interest, the rates charged by the finance com=

panies seem very high,

The method used in computing the percentage rates in the tables
is the same as that used by Professor “eligman in his book - "The
Eoonomics of Instalment Selling®™ - Volume 1, page £88,

The first step is to determine what the percentage rate would be
for the amount of the loan on an annual basis, which is obtained
by dividing the amount of the finance company's charge by the
amount of the loam.

Provision must be made for the monthly reduction of the loan by
reason of the instalment payments. "Suppose for instance, that
the note is for two months, In order to obtain the coefficient -
(meaning a number by which the rate discussed in the preceding
paragraph must be multiplied to allow for the monthly reduction) =
it would be necessary to multiply the 12, which represents the
number of months in the year by 2, which represents the 2 months
outstanding, This would then have to be divided by 3, since

one of the payments has already been made at the end of the first
month, and since therefore, one instalment was outstanding one
month and another & months, or both together 3 months, 1In other
words, the coefficient would be arrived at by ascertaining the
following fraction:

12 x 2
1x3" 8.

Utilizing the same method for each successive period, we arrive
at the following scale of coefficients:

8 MONthS @ @ =« @ = = = = « 2,666

10 L] - - o e o o o= 2.181
lz L4 - o o * o o o o - 1.846
or

(TET 3458789 0T 1 " 10

By using this coefficient therefore, the discrepancy between the

percentage rate per annum and the true cost will be apparente™ (2)

The mﬁthematiea used in the tables have been checked

2 -E, K, A, Seligman -"Economics of Instalment Selling"- Vol, I, P. 288,
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A seccnd couclusion seens warranted: Purchasers are cften
charged a higher rate, in considerati n for wiichi they get nothing
they wowld not receive if the,y were to pay the lower rates

To prove this assertion, refer to table III. lote that a
purchaser borrows 500,00 for 12 ronths, for which le pays charges
amiounting to 555,00 or 20.31% 1ow refer to table IV and observe
that the same loan, for the sarie pericd of time costs him 384400

or 34,705, In each case, the consideraticn received is identicale

In one case, the dealer las discou:ted the contract on & non-recourse

basis, while in tihe other, Le las discounted it on a reccourse basise

This neans nothing to tie nurchaseres Iie is not aware of what basis
has been used in discou:ting his contract., Vet e ias becn claiged

an additicnal 39,00, or in terris of percent = 144397,

Speaking before tiie Second Annual Automotive Financing Conference

in Clicago, ilovember 186 - 17, 1925, C. C. Ilanch, Cencral lLanager of the

Ilational Associaticn of Finance Cori:anies called attention to tliis
obvious injustice to purcliasers,

"I kuow that there is a diffcrence of opinion on the subject
of endorserent or non-endorsenent of cantructs, but notwithe
standing t.is, there is a principle involved. THegerdless

of wiether the dealer does or does not endorse tiie paper is
of no consequence as far as the retalil custorer is concerned.
Tinance corpanies sihould 1ot employ

With use of actuarial intercst tables.
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tvo sets of rates that the user must pay for the same service." (3)

The rate-charts used to illustrate the costs of instalment
credit are in current use in Michigan today - proving that this
practice has not been corrected up to the present time,

In view of the more costly method of borrowing from automo-
bile finance companies, why do not purchasers mecure loans from
banks? Seligman, who made a detziled study of the economics of
instalment selling states two major reasons. (4) In many cases,
the buyer has nothing to offer the bank as security on which to
obtain a loan, A second reason is that the purchaser is usually
unaware of the rate he is actually charged by the finance company,

When a dealer or a salesman is asked the rate it costs to
borrow on the'time-payment plan, "he has three well-known methods
he resorts to:

1l - He computes the rate of charge without allowing for
the monthly reduction of the principal,

2 - He figures the rate on the entire selling price of
the car without allowing for the down payment,

3 = Or he makes no allowance if the contract runs for
less than a full year." (5)

Finance companies often aid in such deceptions. On the rate-
chart of one of the largest automobile finance companies in the

United States, are these words: "Multiply unpaid balance by 73%

3 - C. C., Hanch =« loc, cite, page 16,
4 - E, R, A, Seligman - ope ¢ite., Vol, I, pare 292,
5 - Ibid., page 228,



to obtain the clharge.” (6) In nmo case is the chiarge as shown
by the above tables less than 137,

"In the attempt to make tieir rates comvare fevorably with
bank interest, a number of finance corpanies have resorted to the
plan of stating tneir rates in the form of an interest, but in a
way that does not reveal the 'true rata! " (7)

Thie prirary concern of the dealer and the selesman is in
making sales, Obviously, neither cf them will jeopardize a sale
by saying to a buyer: "Tiie rate we must clarge you is only 355."
A deception is necessary., Another writer on tiis subject infers
that the buyer seldom if ever krows the true rate of the clarges
he pays. (8)

In sumarizing this discussion, it seems the following points

deserve mention:

First, tle real cost of instalment buying, at least
viewed from bank loan standards, is very Ligh,

Second, the emount the buyer pgys variles for the

identical cmsideration he receives, depending on
whether his purchase=-contract is discounted on a

recourse or a non-recourse basis - a matter over

which e has no control.

Third, the purchaser of an automobile on instalment
credit is usually deceived as to the true rate of
interest charge he is obliged to pay.

(6) General llotors Acceptance Corporatiom's Rate Clart for liew
Cars - October 15, 1928,

(7) E. R. A. Seligman - op. cit., page 292,

(8) Ralph Borsodi - "The Distribution Age." - page 171,
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In this, and the preceding parts of the study, the technique
employed in the selling and financing processes, and the costs
paid by the purchasers who exercised the instalment buying privie
lege have been discussed. The next part of the study deals with the

instalment sale of new cars; the part following that with used cars,



a7

NI CARS: RISCKS ASSULLD AT LCUSES IIICURRED

This discussion will be confined to the subject of instalment
selling as it effects new cars only to determine just what risks
are involved in the time-sale of new cars, wio assume these risks,
what losses result end to whom these losses accrue,

To determine what risks might result from the time-sale of a
new car, tie actﬁal situation must be borne in mind, Tie purc.iaser
who has bought the new car has a paid-in equity equal to at least
33 1/3,5 of tne retail price. Tue finance company that holds the
contract, has the remaining equity of 66 2/35., In addition, it also
holds a lien on the car, wiicii is legally enforceable immediately
upon the buyer's default,

Kow, what night lLiapnen to the antomobile, to endanger their
clain? Zxperience has slown six potential happenings wiich nay
a&ffect either the autoriobile or the purciaser and thus endanger
the claeim of tke finance coi:pany either wholly or partly, as the
case may be, Tliey are listed as follows:

Case 1 - T:e autoriobile ray catch on fire.

Case 2 = It may be stolen and not recovered.

Case 3 - The purchaser nay "skip®™ - leave the

locality and rot be found.

Case 4 - The autoriobile may be confiscated for
violation of law.,

Case 5 = Tiue automobile may be "wrecked" thus
rendering it less valuable or even
wholly wortiilesse

Case 6 - Tie purci.aser may be unable to meet tis
payments, and thus necessitate repossession.



Both recourse and non-recourse corpenies assume losses resulting
from the continéencies :zentioned in Cases 1 to 5 inclusive, If the
conpany operates on a non-recourse vasis, it also assunes the risk in-
volved in Case 6. If the contract has been discounted with a recourse
compeny, the dealer is liable in tiis cases

Cases 1 and 2 above reguire no discussion. As previousl; pointed
out, every car sold on the instalment plan is covered by fire and
theft insurance paid for by the purchaser. This insurance covers the
car up to 80% of its valuation for one year - (the time during which
tae instalment debt is being liquidated) - and tiie loss-payable clause
runs to tie finance comhany. 7T:iie finance commeny thus protects itself
against any loss siould either of these contingencies occur,

In Case Y, where tie purclazser "skips™ witi an automobile, which
carries an unpaid balance, the finance corrany vuiat olds the lien
suffers tle losse. Kowever, in practice t..1s celdom occurs. A llichigan
statute 1skes ti.is a criminal offense, (1, c.d 1any of tie states of
the union liave enacted sinilar laws. (Z):This legislation ects as a
deterrent toward such renovals o Hroperiy urder mortgege. Then too,
in the case of :iew car paper discounted to a non-recourse finance
company, the credit investicstion of tiie purciaser by tiie corpany is
quite exhaustive, "Properly orcenized finance cornanies cause &

lengthy and careful investigation to be made of every applicant. He

signs a purchaser's statement, attesting to tie permanency of his

(1) Charles ii. Fulvey = "Uriform Counditional Sales Law" - Cormercial
Law - Appendix B -~ Page 593.

(2) Ibid., Page 589.
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occupation, the amiount of his monthly income, the number of his
dependents, his past credit record, the moral hazard, the auount
paid in cash and belance due to show the proper ecuity in tke
collaterale The gpplicent must first rrove ..is right © owner-
ship before the sele is espproved." (%) In eddition, tie names
and addresses of several of the buyver's relations and erployers
are a part of tiis credit statement, as are the addresses for
several years past of the nurchaser himself., So in order to
"skip" with the automobile, t:e purchaser must do so in such a
manner as to block attempts at tracing him throuvgh these many
sources, If Le has been habitually moving around the country,
his contract is ineligible for non-recourse disccurtinge, If he
has not, then leav;ng for an unknown destination with the auto=-
mobile amounts to making of hinself an exile tLerealter,

it is impossible to estimate just what deterrent effects the
foregoing Lave toward preventing these illegal removals of 1ortgaged
propertye. The fact rerains that the total number of "skips" con-
stitute a minor:item. 1o records of tihem were kept until 1928, but
in thet year the total number involved in eacz ore tihicusand ccntracts
financed amounted to cnly 4.7. in 1929, skips per tlousand contracts

puwrchased increased to 5.2. (<) It is impossible to say wiat part

(3) He Lo Braham, = "Consurers' Credit in America and Its Relation
to Present and Xuture Prosperity" - an address before Institute of
Public Affairs, Tniversity of Virginia. (undated)

(4) Latioral issociation of Finance Companies, 333 Iorth llichigan
Avenue, Chicugo, Illinois., "Composite Zxperience of IT'inance
Companies and Lealers" - covering tie years 1920-1929 inclusive.



of these nwibers were new cers. llevertheless, it would be a very
small items Losses accruing from this source, in comparison with
the total amcunt of the new car contracts financed, are bound to be
small,

Losses resulting from Case 4, confiscation, are of a minor
nature., The law of liicligan provides that the party holding a
mortgage on personal property is protected from confiscation, if a
copy of this rortgzge has been duly filed with the proper authority.
(5) 1In this state, the proper authority is tie clerk of the city,
village, or tomship where tie purchaser resides. Purchase con-
tracts contain as a part thereof a "filing copy" of the mortgage
vhich the dealer is obliged to recorde The finance company as
nortgagee mentioned in the purchase contract may, and does, secure
possession of automobiles confiscated by govermmental agencies for
various violations of law, In all cases of confiscation, therefore,
where the mortgage has been filed, losses sustained are obviously

(5) Personal conference with Lr., Thrun at ilichigan State College,
Zast Lensing, Liichigan, liay 6, 1931,

(6) In the "Composite Ixperience of Finance Companies and Dealers"
published by the liational Association of Finance Ccmpanies, Cl:icago,
Illinois, previously referred to, no mention is rmde of any losses
fran this cause,



The preceding cases deelt with toltoal loss of the automobiles
Case 5, !mown in the trade vernacular as "collision losses" never
result in a complete loss, £ven though it ray be irpossible to
rebuild the new car, still it Lhas considerable value to a dealer
who may sell it piece-meal through his "Parts lCepartnent”.

A great number of collisions result in comperatively minor
daiages, which may be readily repaired either in the repair shop
of the automobile deeler, or by some specialist. “‘here these
collisions occur, tie oﬁner invariably lLas tie car repaired, and
thus the finance company and the dealer are in no way Qffected.

In the event of serious wrecks, tie situation is samewhat
differente If the purchaser is prudent, he Las saw form of in-
surance coversge. invariably the dealer, or at least soue cof Lis
salesmen are egents for an insurance company. 'J:e purchaser, who
is susceptible to the instalrent buying habit, may have any kind
of an automobile insurance policy written into his camtract., If
the dealer is not successful in making the sale, certainly insurance
salesrien are not lacking who may be more fortunate., IHowever, even
they may be unsuccessful, Tien, if this purciascr's car is seriously
deme\zed, e must have the repair work done, and pay tie bill, Cr
if it is not feasible to iave it rebuilt, then he is legally
ovligated to make uis instalment pajyments just tie same, This is
rather hard to do. It is lLiuman nature to dislike to say for a

thing from which we are not receiving tl.e services or value con-



teriplated wien it was purchased. 'n case this buyer atterpts to
avoid payment, if tiiere is any liklihood of collecting, the finance
eonpany will enter suit for :is contractual breacia. In those casés
wiere tley cannot, or do not collect, tien the "wreck™ will be
disposed of to tine higliest bidder, and tie firace company stands
the resulting losse

l.otice ..owever, tie "lines of defense" wiiich must be disposed
of belore a loss accrues to0 tie tinance co.panye. 1lst - The car
riust be caiaced seriously or comnletely wmrecliede 2néd - There rust
be no collision insurance covering ite 3rd = The purchaser rust
default in lis payments, and even then tiie finance company ilias the
law on its side. 4th = le nmust nrove uncollecteble - wi.ich is
quite wililiely or he would not ..ave becn a good risi in the originel

sale, If &ll these ccutingencies oceur, tile fiiance conjpany wiether

o erating on either a reco rse or non-vecourse basis, must acsumne the

lcsse

Yowaever, in the ebsence of any figures to »rove tiie point, it
seens & logical assumvtion thit all of these continsencies would
seldom occur, If this assunption is accepted, then it folloiis that
losses mentioned in case 5 do not constitute a serious item. Tue
fact that all finance companies rerardless of their recourse or
non-reccurse status, accept liabilities resulting under the "Tiree

C's" as tle trade termss it - nicaning losses resulting from
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Collision, Conversion (Skips) or Confiscation - is in itself
indicetive of small lcssese

A study of Case 6, repossession, olfers sorething
more definite on wiich to worke Too well known studies have

been made, which follows



TABLE V.
IET CAR [IPUSSESSIOLS = = = = = = =

(Repossessions reported by dealers
representing all eutomobiles of
Gencral liotors manufacture,)

L4,

Year Percent of
Total Number
Sold.
A R I 0765
19022 = = = = = c e e e e m c e e c e e e m e ... -- = e 33
1923 = - c et c c st e c c e mc e c e e c .- ...~ «84
1924 = = 0 0 = e e m e e e m . - e e ce ... --a- 1.25
19026 = = = = = = - (Covers first half of year only) - = -,98
TABLL VI.
(Repossessions reported by finance
corpanies, handling contracts
represanting all rekes of new
cars,)
Year Percent of
Total Iiumber
Sold.
1825 = = = = = I I I R R - - - - =l7}
1956 = =~ = = == = == === U iU - == =21

Data for Tab

le Vo from - E. Re A, Seligman, "Zconomics of Instelment
Selling" - Page 437 - Vol, II.
Datd for Table VI. from Iatimnal Association of Finance Companies,
"Composite Lxperience of Finance Companies and Tezlers".



From these tables, two observations are in order: First,
she nunber of new cars repossessed in any one year as not con=-
stituted as much as tiiree percent. Second, the trend of re=-
possession is apparently upvarde A tiird inference thet new
car repossessions are less in case of General liotors cars than
others is hardly warranted as the data do not cover carresponding
years.*

Table VII. has been constructed based on actual practice
which will throw some light on the situaticn. In this case,

a down payment has been used of 35.6,5, which is not out of line

with actuality.

*7.ese studies do not reveal the losses res:lting from repossessions.
In a letter to tie writer, dated rFebruary 10, 1931, llilen V, Ayers,
analyst of the llational Association of Finence Companies, states:

"You will not be able to obtain definite fi;ures on repossessions
either from us or from any other concern. They have never been
collecteds."
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TABLE VII.
TLLUSTATIZG PURCIZ.CER'S IDCRILASIIG ELUITY AS
HIS IIISTAIL I DEBT IS LIQUIDAT.D
(An autoriobile of medium price

is taxen for illustrative pur=-
poses only.)

Cash price of tke automobile is ~1,5C0400

Finance charces (including I'ire

and Theft Insurance) are 84400
Totel Tirme Price is 1,584.00
Down payment (25.6;5) is 564,00
Leaving a Teferred Balance of 1,020.00
To be paid in 12 instalments of 85,00
At the Purchaser's Percent Leaving an
end of: paid-in of total unpaid
equity is: he zas balance of:
paid in is:
lst liose $ 649,00 20435 935,00
2 " 734400 46.3 850,00
3 " 819,00 5l67 765,00
4 " 904,00 5644 680,00
5 " 989,00 6244 595 400
6 " 1,074.,00 6949 510,00
" 1,159.00 7342 425,00
8 " 1,244.00 78¢5 340,00
g " 1,329.,00 8369 255,00
10 "~ 1,414.00 8943 170,00
1 " 1,499,00 94,6 85,00
iz » 1,584,400 100, «00




47,

In the retail automobile trade, the customary practice is
to derreciate a new car 409 for the first ;ear of its life. In
other words, assuming ordinary "wear =nd tear" of usage, a car
which ceme out the year previous is given an evaluation by
deeler of approxizzately 605 of its new car price. The "blue
book" is coustructed on this basis,

By referring to teble VII, it will be obscrved that by
the tiie the purchaser has lhad iLis car in excess of one month
it is 40, paid fore It is now cleer wi.y the finance company
operating on a non-recourse basis, or tle dealer wien he dis-
counts on a recourse basis, suffers no loss throuzh the re-
possession of new cars. The purchaser has paid for a full
year's ordinary depreciaticn in the first month of his owner-
shipe The automobile can be resold usually at a figure greater
than 605 of its original selling price.

The points made in this discussion rey be swrarized as
follows: There are six potential saurces of loss in selling rew
cars on the time-payment plan: TFire, tlheft, conversiom, con=-
fiscation, collision, and repossession, All finance cor::anies
bear the risks of losses from fire and theft, sActuelly such losses
are kept at & minirmum to both finance compeny and dealer by re-
quiring fire and tieft insurance in every new=-car controcte

Losses from conversion, confiscation and col_ision are



assumed by tie finance companies regaerdless of viether they
operate on a recourse or a non-recourse basis., Laws declaring
conversion a criminal offense, and an exhaustive "purclaser's
staterent" apparently act in such a wgy as to :ave caused
losses resulting from ':slzippim" to be almost a negligible item.
Great care is taken to insure against losses by confiscation,
wnich seldor: occur in tie cese of .iew cars., Eefore a finance
company is required to vear a loss as a result of a collision,
the car nust ve seriously demaged, there nust Le a total lack
cf any kind of colliision insurance, the purcieser must default

in ris payments, end he muct prove wicollectable, ‘hen a new

car is repossessed, neither dealer nor finance co.pany is compelled

to stand a loss. «n this case, the pwchaser is the loser,

in conclusion, it z.ppears thet the risks incident to selling
new cars on tie instalment plan are of a minor nzture, the re-
sulting losses constituce a small fraction of tiie total volw:e of
new car paper financed, and viork no severe handship on either

the dealer or the finance corpany.
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USED CARS = A:

TYPES OF USED CAR CONTRACTS DEALERS BELL TO FINANCE COIPANIES =

RISKS ASSUMED BY EACH « LOSSES INCURRED.

The registration figure for 1930 of-the automobiles in the
United States given out by the National Automobile Chamber of Com-
merce totaled 26,718,000, All of these are used cars! Included
in this figure are all different makes, and body types, representing
all the different stages of “wear and tear.,® The dealer, as they
come to him through the channels of trade, finds that each one pre-
sents its problems, Here is one that will warrant a complete overe
haul; thia one would not repay such an additional outlay and so must
be "touched up™ just enough so it will sell; this battered 0ld wreck
is only fit to-junk. Each one presents a problem of financing in
the same manner.

If a used ear is "three year o0ld™ or less, and can be sold to
a good eredit risk on a basis to conform with "blue book™ value, the
contract will be acceptable on a non-recourse basis, If the used
ear is "three year old"™ or less but the purchaser is not an acceptable
risk to a non-recourse company, or if the unpaid balance is in excess
of the "blue book™ appraisal, this car must be financed on a recourse
plan, Or, if the ear is over the three ycar limit, but a valuable

automobile nevertheless, it is only eligible for recourse financing,



There are a great many cars that are not included in either of
the classes mentioned, yet are always a part of the dealer's used car
stock, These are the cheaper automobiles ranging from the "junker®
up to what has been termed in the preceding paragraph és the "valuable,”
Just where should the line be drawn between the "cheap™ and the
"valuable® classes? The answer is important. Obvicusly a "che=p”
used car 1s eligible only for financing on a recourse basis, if it
is wise to discount a contract on such an automobile atall,

It will be remembered that when an automobile is repossessed, if
it has been financed on the recourse plan, the desler-endorser is liable
not only for the u paid balance on the car itself, but for the unpaid
portion of the "carrying charges™ as well, A dealer dislikes to re-
possess a used car at any time. When he is compelled to pay not only
the balance due on the car, but also for the charges equivalent to
those shown on Table III, it proves expensive to the dealer, After a
few experiences in which this has happened, he safeguards himself by
discounting only his safest paper. This is the paper secured by a
down payment of at least forty percent, sold to "good risks? and on
cars that are unlikely to produce dissatisfaction to buyers because
of mechanical defects. If the dealer adheres to this policy, he is
minimizing his losses from repossession of financed cars, and he
avoids paying the high carrying charges.

So it is only on the more "valuable® types of used cars that a

dealer is likely to discount the contracts. ‘hat he does with his
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paper covering cars of the "cheaper" kinds will be clear from the
following example, In this case, a dealer has 80ld a used car at a

price of $140,00:

Used car selling price ¢ 140,00

Charge for fire and theft insurance 4,00

Financing charge 20,00 .
Total time price $164,00
Down payment (40%) 56,00

Deferred balance 108,00 164,00

Payments: $20,00 per month for 5 months,
8400 for the sixth month,

The buyer in this case is actually borrowing $88.00 from
the finance company to be repaid on the instalment plan over a
period of six months, In other words, if the purchaser had this
$88.,00 in addition to the $56,.,00 which he paid down, he would save
the $20,00 earryiqg charge,

Just what does the percent paid by the purchaser for his loan?
On a principal of $88,00 on which $20,00 is charged, it equals 22,72%
on an annual basis, For a period of six months, it is equivalent
to 45,44%. Now allowing for the monthly reduction due to payments,
the true charge is 77,88%% (1)

Obviously no prudent dealer will endorse such a contract as
this, The potential dangers are too many, A car which sells for
only $140,00 is apt to give "grief" resulting in a defaulting buyer

because of its many functional weaknesses, Second, a purchaser

(1) = The method used to compute this rate is given in detail
in the footnote on page 32,



who buys a car of this type, and price elass, is quite likely to be
of limited purchasing power, possibly of less steady income, with a
small (if any) bank account in reserve against a sudden emergency.

A possible third danger lies iﬂ the fact, that on the basis of his
down payment, the buyer may hold off making his first monthly payment
and drive the car for a second month, Thus he secures use of the
automobile for a period of about eight weeks, which is equivalent to

a modest rental of $7.00 per week on the basis of hié original invest-
ment of $56,00, Then, if anything goes'wrong with his vehicle (which
isn't altogether unlikely) rather than pay the $40.00 now due by

reason of his delinquency, then he is certain to welcome repossession,

A fourth danger, perhaps, is that the purchaser may, after the excitement

of the sale is over, figure out the rate he has been charged for his
instalment loan and decide he has made a .questionable bargain,

The dealer is familiar with all of these dangers, In the face
of this knowledge, and from his past unpleasant experiences, there
is only one thing left for him to do with contracts of this kind: That
ia;to ecarry them himself, So every automobile dealer is a "miniature
finance companye"

The survey among the fifty dealers of Michigan was aimed to deter=
mine this point: To what extent do automobile dealers hold their owm
paper, and with what resulti? While the results of the survey form
the basis for the next section of this study, nevertheless, the followe

ing table is of interest at this time,
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Table VIII.

Extent to which Michigan dealers "earry™ their own

automobile contracts,

(Based on the practice of fifty dealers

studied,)
Retail price Number dealers Number dealers
of used car, who hold this who discount
paper, this paper,

Up to $ 100,00 50 0

100 « 150,00 50 0

150 « 200,00 46 4

200 « 250,00 17 33

250 « 300,00 2 48

The table indicates considerable uniformity among dealers in' hold=
ing their own paper covering used cars selling for $200,00 or less, In
the case of the two dealers who held the paper on cars selling up to
$300,00, it was found that these dealers®' businesses were well capital-
ized, and that they earry all their own paper,

From the table, there appears to be two sets of data which should
be considered, Now the dividing line between the "cheap" and the
"valuable” used cars can be drawn, In class I, are the ;cheaper' used
cars selling for $200,00 or less, contracts for which are largely
carried by dealers themselves, Cla;s II represents contracts covering
the more "valuable” used cars sold at prices rangingf rom $200,00 up,
which are in the main discounted with the various automobile finance

companies, The contracts included in class I will be considered in



the next part of our study; only paper embodied in class II is dis-
cussed here,

As in the case of new cars, there are six occurrences in which
loss might result: Fire, theft, conversion, confiscation, collision
or repossession,

Protection against fire and theft is secured through the usual
insurance stipulation, , The dealer and the finanece company incur
no loss should either of these contingencies arise, Both the re-
course and the non-recourse finance company assume responsibility for
lossess resulting from the “three C's.® These losses seldom occur,
The same causes that were effective in preventing such losses in the
ease of new cars are also operative here,

*The essential point in the credit risks ascribable to instale
ment selling is connected with repossessions and the used-car problem,”
(8) This is but logical, It has been shown that conversions or
ngkips® occur only four or five times out of a thousand cases, (3)
Repossessions occur every day. The following quotation indicates
that the real crux of instalment selling lies in this matter of
repossessions, and it also indicates that the party who assumes the
repossession-risk assumes th; real risk of the instalment plan,

"When asked as to the causes of the dealers®' failures that
were responsible for the losses (to'the beanks resulting from loans

extended to dealers who became insolvent) the great majority of the

(2) = Be R, A, Seligman - op. cit., page 305.

(3) - National Association of Finance Companies - 333 N, Michigan 4ve.,
Chicago, Ill., - "Chart of Composite Experience of Finance Com-
panies and Automobile dealers" = paze le
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bankers gave as the chief explanation of failures, the sad experiences
of the dealers with reposs;ssions and too large allowances on used
cars,” (4) The questionnaire from which this information was derived
was sent to 4,500 banks in cities of various sizes and in every state
of the Unione

In the remainder of this discussion, the extent of repossessions
resulting from used car contracts discounted to finance companies
will be examined; secondly, the amount of loss sustained on used
cars repossessed; and finally, for how many of these used cars, the
finance companies assumed the losses resulting;and how many were turned
over to the dealers so that the losses would accrue to them by reason
of their endorsements,

Table IX.

USED CAR REPOSSESSIONS - (6)

(When contracts have been discounted with finance companies - In
percentage of total number of used car contracts purchased,)

Year Where down payment Where down pay-
was 40% - (Standard ment was 35%
terms,) ) or less,

1925 3. % 6.2 %

1928 4,3 8.8

1927 5.2 6.9

1928 5.3 ’ 10,9

1929 5e3 9.0

(4) E. R, A. Seligman « op, cit, pages 301-302,
(6) National Association o Finance Companies - op, cit. page l.
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From this table, two observations are in order: Where the stanw
dard down payment of 40% has been made, repossessions have increased every
year over this period with the exception of 1929, during which year they
remained the same, Secondly, where the down payment was only 35% or
less, repossessions increased considerably, The exact amount of this

increase over the standard terms, would be as follows:

Table X.

Percentage of increase in used car repossessions where
down payment was 35% or less over percentage of repos-
sessions where 404 had been paid downe

1925 showed an increase of 105% over standard terms,

1926 » L * 101%* = "
1927 = " n L] 31% » " "
1928 = " " " 93% » " ]
1929 * " n " 70% " n L]

Unfortunately, an average loss per used car repossessed has
never been obtained, (6) The two detailed studies made of this sub-
ject have figures on the losses accruing to new and used cars jointly,
but a separate average loss for each has not been secured, Both
Professor Seligman (7) working with data furnished him by the General
Motors Acceptance Corporation, and ¢, C. Eanch (8) General Manager
of the National Association of Finance Compenies, have calculated the

loss per repossessed ear to be $50,00 for the year 1925,

(6) See page 17.
(7) E. R, A, Seligman - op. cit., page 304,
(8) C. C, Hanch = op. cit., page 2,
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It has already been shown that losses on new cars repossessed
were a negligible item, so it follows that almost the entire loss
per car repossessed is the result of used car operations, Both of
these studies were based on operations over the year 1925, Milan
V. Ayers, the official statistician of the National hssociation of
Finance Companies accepts the same figure for the year 1925, and

offers the following in addition: (9)

Table XI,

loss Per Car RQPOB.QSSQd.o.o..ooo.

1926 $65.00
1927 43.00
1928 56,00
1929 60,00

This establishes an idea at least of the loss per repossessed
ear, It 1s of interest to find out the proportionate shares borne
by the finance companies and the dealers, <The table below will be
helpful: (10)

Table oXII.

June 30 June 30
1929, 1930,

Value of repossessed e¢ars in
finance company possessiONeececse..§ 172,000.00 $§ 297,000,00

Value of cars repossessed for
dealers with dealers' liability
to finance OOEPQDYoooooooocoooooo.’l.314,000000 *8’382’000000

(9) Chase Nat'l, Bank Bulletin ="Instalment Credit Experience®
August, 1930,
(10) National Association of Finance Cos.- op. cit., pace 1.






It is regrettable that these amounts are not separated into
new and used cars, They do indicate however, one important thing:
That on June 30, 1929, repossessed cars valued at $1,486,000,00
were on hand, Of this amount, the finance companies would collect
from their dealer-clientele by reason of dealers' endorsements, a to-
tal or $1,314,000,00, or 87% of the total worth of their repossessed
cars, On June 30, 1930, the total value of all repossessed cars
was $2,679,000,00 of which amount $2,382,000,00 or 87,54 was charge-
able back to the dealers,

In a concluding summari of this discussion, the following points

seem to deserve mention:

1 =« Dealers discount with the finance companies only the paper
covering the more "valuable®” used cars, which our survey
indicate to be used cars selling for $200.00 up, The
greater likelihood of repossession and the high ecarrying
charges the dealers would be required to pay in addition
to the unpaid balance on the car itself make it unyise
to discount contracts on cars of the “cheaper® class =

selling for $200.,00 or less,

2 « On contracts discounted to the finance companies, the come

panies assume risks of conversion, confiscation and collision,

Losses from these causes do not occur often. In relation to
total value of used cars financed, they would amount to a
very small percentage,

3 -« The great source of loss in the sale of used cars is re =
possession, It has already been shown that 94% of the
finance companies reporting to the National 4ssociation of
Finance Companies "“require partial, or full endorsement of
used car papere® (l1) The fact that 874 of all re-
possessed cars were charged back to the dealers by reason
of dealers®' endorsements, prove the quotation correcte (12)

4 - This conclusion follows: As repossession is the chief cause
of loss in the instalment sale of used cars, then as the
dealers assume 87% of the repossessions, and the finance

(11) C, C. Hanch - op. eit., page 4.
(12) See table XII.



companies only 13%, it seems that by far the greater share of

the risks and resulting losses incident to the instalment sale

of used cars is borne by the automobile dealers - not by the
finance eompanies,

The facts on which these conclusions are based apply only to
eontracts discounted., It was shown that repossessions tend to in-
crease greatly when a down payment of less than 40% is made, (13)
The next discussion deals with paper held by the dealers - not dis-

counted - where there are no standard terms or fixed down payments

to which they must conform,

(13) - See table X,
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In tie preceding secti n of t.is puper, it was seen tuat
tiere were two classes of naper resulting fro.. selling used cars
on it:.e iustulient pian. -n one tyuve, were includcd contracts
secured by .sed automobiles selliig for 200,00 and nrore. It
was {-und tiaat suca contracts were usually discounited to the
various finaice co:panies. 7T.e otler type cf parer, secw'ed By
sutomobiles sellirs Tor 200,00 or less, was cervied by thc
dealers tlcmsclves. To appreciaste tlie nw.ture of this paper, it
nighLt be well to exanine the security beliind it

Iet us take as an exanple an autormobile timt will sell for
a price of from ;150,00 to 200,00. Pcople a0 are n the rarket
for a car of tiis price usually expect a "barcain". The exper-
ienced dealer endeavors to cater to such desires. aturzlly he
camct afford to recondition it by way of new pistens, bearings,
and tlhe nore expensive work, as ie cannot raise ti:e urice
sufficiently to cover t.ese extra costs. l.e will probobly ":imp"
it to tuke o:t =he cents, ;ive it a cheap "paint-job", lave one of
his meclhianics do such -ork as is necesser;y to naxe tle car salasble,
then possibly set-back tie specdometer, and tie result is a bargain!
It will look "like new", s art readily, and its "lknocks™ will Ve in-

audible to ti.e laynsn.
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llow let us exeznine e car tiiat will bring to the dealer a sum
iof from 75,00 to 2130.00. This siould be arther bargain. Very
little will be spent in getting it into salzble condition. It
will be was.ed, polished, and top-dressed, Tie cer will present
a pleasing appearance to the uncritical eye,

Autoriobiles tiat sell from £25.00 to 375,00 are known in the
trade as "jumlrers™, '‘Le rcason for this term is because a dealer,
if e lias tiie space available to store it, ray sell it out by
"parts" and dispose of the remaincer to the "junk-man", In this
way, he ofdinarily will secure as nuch for it as thougi he vould
sell it retail, If e decides to sell it retail, then the tires
rust be kept inflated, and it must stcrt. It might bte washed -
and ..ere is anothier bargain,

Cars such as these constitute the security of the paper
carried by tie dealers. The class of people who buy cars of tiis
kind are the dealers' "risks".

Contracts of this kind Lave never been considered in previous
studies of instelment selling in the automobile business. Yet cars
of the types discussed ere are inveriably sold on the instalment

lan, Therefore tiese contracts should not be ignored in any study

of instaliment selling,
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A survey had to be rzde to obtain the .ecessary data. (1)
The territory included in tie s rvey, the sowrces from which
raterial was secured, the pwposes in mind when securing the
irTormetion :ave alr-ady becn rentioneds. (2)

T..e present discussicn is divided into two marts. In
the first, ratters such as the down peyments required, tine
over which the pzyments extend, and the types of buyers who
constitute the automobile cealers?! market, are consicered.
In tie second ndart of the discussion tre results of the survey

are examined,

(1) T.e president of the saginaw Zinancing Corporation was
interviewed, Ile tl.ought thie informati-n desired night be
obtained from the llational Asscciaticn of Iinance Companies,

333 liorit .ichigan Avenue, Chicego, Illinois, Upon ing:iry,

the statistician of tiie llational associatimm of Tirance Companies
stated tict such data have never been collected, so a persornal
survey vas necessarIy.

(2) See "Sources fror: waich the rateriel was taken".
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As to the amount of the cown-payment required, casider-
eble variation existed amonz the dealers. 1In every case, the dealer
adnitted that "ne got @ll he could", but under the wressure of
competiticn, he was loathe to lose a sale. The general policy
seened to be that on cars retailing from 130,00 and up, the
dealers tried to get one-third down, but in very few ccses would
they turn down thie sale if a payment of 255 dowvn was offered.
With cars sellins form .'25.00 up to 130,00, no general policy
seeried to predomirates It seemed to be purely an individual
matter, with a few dealers holding-out for from ae-fourth
to one-third down, and other dealers wio would take as little
as 10,00, if they thoughkt the risk fairly safe. Local com-
petition and the volurie of used cars on hand apparently determmine
the policy enployed in selling the checper types of used cears,
With those more expensive, the practice of ti.e finance corpany
with its standard terns seers to influence the dealers' policye

The time for wuich tiiese contracts run was also varisble,
The gencral policy with ti.e more exnensive cars in this study,
was to allow a maximum tine of twelve months, but to require a
minimum monthaly payment of 320,00. Less than this arcunt, the
dealers seem to think, was to put an automobile "into circula-
tion" for less than a rental figure, and therefore, encourage

default if the car should prove unsatisfactory. Thus a car with
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a deferred balance of 120,00 would have to be paid for in six
months., It can be seen that few used cars of tiis kind would
allow a ti, e for the peyments to extend twelve montlise

With the cheaper cars, the tire allovmnce is extremely
variable., Usually the dealer ascertains the tire when the pur-
chaser receives his income. If Le is a factory worker and re=
celves iis wages twice ver month, his payment falls at those
times. Cften, where he is paid weekly, Lis contract is written
calling for payments accordingly. DPealers' expcrience have
taugnt thera tliet restriction of time on car payrents insures
aceinst delinquency and default.

Although there are purchasers of "strong buying power®
who buy cars suci as tiose concerned in this discussion,
dealers ceneraily sgreed that the people wio comprise the
buyers of such automobilies are those of the "lower buying
power", day-laborers, young men often under twenty-one, those

whom we generally conceive to be "the poorer risks",.



TABLE XIII
1930
IPERIICE OF FIFTY LIC:.IGAN DIATELRS STUDIED 1I7 SILLIIG USZED CARS BY
TIE TISTALLENT LIBETICD.

(Pertains Only to —ales for '/hich Dealers Carried llotes.)

Retail I'umber Actual Percent Losses Ilot paid Totel Percent
Price 3Sold. Repos- of Total from for and Te- of To-
sessions. sold. Other 1ot ile- faults. tal
Causes. possessed. Sold.
$200=-
250 905 111 12.26 6 0 117 12,93
150=-
200 2360 357 154,13 24 0 381 16414
75=-
150 3043 464 15.22 60 52 576 18,93
25=
75 2220 366 166,05 26 158 550 24,12
8588 1298 15,12 1167 210 1624 18,91

i* "Losses from Other Causes" included losses suifered as a result
of confiscation, conversion or serious collisicn of the automobile,
as well as losses because of fire or theft, frim all of which the
dealer suffers a complete losse In tiie cases listed, the dealers
did not secure repossession of the automobile, ror were they paid
thie balance rerminiug due on theme
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TABIE XIV.
1929
LPIRLIACE OF TIFTY LICIIGAT DLAIIRS STUDIED 1IN JZILING USLD CARS 3Y
To LS TUALLISNT LE7HOD,.

(Pertains Cnly to Jsles Vhere Lealers Carried lotes.)

Retail I'waber Actual Percent Losses Not Paid Total Percent
Price sold. ilepos- of Total from for and De- of To=
sessions. sold. Cther liot Te- faults. tal
Causes. possessed, Sold.
8200~
250 1106 109 9.855 5 0 114 10,31
150=-
200 2812 421 14,94 14 5 440 15,65
75«
150 3581 583 16.28 31 68 682 19,05
25=
75 2564 330 12,87 38 171 539 21,03

10063 1443 14,34 88 244 1775 17,63



CAXPLRIZICE CF TIrTY

(Pertains Cnly to Zales for wiiich Lealers Carried

ilotes.)

TABLE XV

1928

THCHIGAT DIATIRS

FoaT Tom
By T 1B

SO M
STUDE

TATIZIT 1Z5TTCD

674

8D IIT S:=LLIIG TUSIED CARS

Ketail iurber Actual Percent Losses Ilot Paid Total Percent
Frice 3So0ld Repos- of Totel fron for and Te= of To=-
sessions. Sold. Oti.er 1ot Xe- faults tal
Causes. possessed 50ld.
22C0-
250. 781 70 8496 3 0 73 9435
150=-
200 1892 236 12447 11 0 247 13,05
75
150 2623 405 15444 liot #
Avail, 42 447 17,04
25-
75 1876 244 13,00 "o 108 302 18,77
772 955 13.32 14 130 1119 15.59

# Thne lack of fi:ures would not raterially affect the finel

coriputationse



The colum licaded "Losses frorm Otler Causes", in the tables
nay need saue elaboration although explained in a foot-uote.
Previously in tiiis peper, it was fourd tiat tiere were six
possible sources of loss; fire, tieft, conversion, canfiscation,
collision, and repossession. (3) In the case of contracts to te
discounted, fire and theft insurance were oblicatory on the part
of the buyer, e did not lLave to vgy cash for it, or even iucrease
his down-payment to secure it. 1t was written into the contract,
and paid for cn tie instalment plane. In the case ol ti.ese cheap
used cars, however, the purcliaser would have to pay cash for such
insurance. 1Ip addition, the cost of insurance for a used car in
many cases is just as high as it would be on a new one, if it
is purciased from insurance corpanies not conrected with an auto-
nobile finance companye. The result of these factors is: These
chcap cars are aimost never insured, &£nd the result of t.is is,
the element of canger to the deale is increased,

Conversion and confiscation losses vill require no discussicn.
Ti.e same causes that operate to prevent them thot have hitherto
been discussed, work in the same ranner here, in the case of
collision, nhowever, there are additional dangers. Llamage to a cleap used
car usually costs as mucii to repair as it would cost to repair a new one,

S0 in the case of a collision, the car will be discarded more readily.

(3) Discussed in the "NewCar" Studye
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A second fector that increases the danger element to the dealer is
thet fewer cheeap used ccrs carry collision insureance. The cost
of this insurance is too nish relative to tie investrient in the
care A possible tnird elcment of risk lies in the fact that if
the car is wrecked and the purchaser refuses to rake further pay-
nents, quite often e is not "strong" enough financially to warrant
the necessary lavesuit. 'Tacse "danger-factors" are jointly included
in tie column of "losses from Cther Causes".

The next column hcaded "liot Paid for and liot .lepossessed”

reguires some explenation, Illany tires a cheap used car is partly

paid for a:d tlie vurci.aser defaults. The cer rey not be worth the

work to re-habilituve iv, and incurring the necessary costs of
re-selling it. Lealers often leave tuese "juni:ers" on the .ands
of tie defaulted buyers in thie hope that at some future tire they
riay collect through legal or other meanse. This is & very cormon
practice as thie tables denote.

A study of the tables indicates tiiat in 1928, the totel de-
Taults amounted to 19.59,5 of the total cars solde This percentage
increased in 1929 to 17.635 and in 1930 to 18,9155 The increase
of defaults for 1929 over 1928 was only 2,04, while the increase
for 1930 over 1928 was 3,325, ilien ve recall thet the current
depression in business began in the surrer of 1929, one would
naturally look for a greater increase than these :igures SlioWe

The probzbly explenaticn of the situation lies in the added
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caution exercised on the part of both tiie buyers and the dealers
during tne "hard" tinres.

Interesting results are roted from & conparison with the
repossessions experienced wiere used car paper was discounted to

tihe finance co. panies:

TABLE XVI

Year Repossessions experienced Total Defaults
on Contracts sold to on Dealer-teld
Finance Companies (In % of Paper (In % to
tosal number sold.) * total nuiber
used cars sold.)
1928 5¢35 154595
1929 543 17,637

In 1928, the ratio of defaults‘on dealer-held paper to total
repossessions on paper disccunted was 2.9 to 1. In 1929, this-ratio
creased to 3.4 to 1, Tiere is no way of knowing what £he average
loss per used car was, but where from 15 1/25 to almost 19} of a

dealer's paper "back-fires" the total loss to him must be consider-

This concludes a rathef detailed discussion of instalment
selling as it is practiced in the automobile business. “lien the
financing of new car contracts was exumined it was siown thet
losses could not result from repossession, as the purcl.asers?

equity in the cer after he had rade his first payment was slightly

* See Table IX - Page 53

in-
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greater tian the value of the cer until it was one year old.

Tze orly losses tlhat could occur weuld be t.e result cf conver-
sion, confiscation or collision, and varicus factors were pointed
out tiat tended to keep tiicse down to a small amount.

“hen tue financing of used cer pazper with the discount conpanies
wvas exantined, it was found that tle only losses of & sericus nature,
esulted from repossession. I'i;'ures were introduced to prove that

87,5 of the cars repossessed on this paper were charged back to the
dealers, Tie finance corpanies assuned tie losses resulting fran

the renaining 13 e

An exanination of the paper lLeld by the dealers siowed thet
Trom 15 1/2,5 to almost 195 of these sales resulted in defaults.
All tiese facts seem to justify ti.s conclusion: Tie risks of
instalment seclling Zn the automobile business are carried largely
by the dealers and not by ti:e fineance companies.s If tils cone-
clusion is correct, one would expect to find that tie losses ex-
perienced by the finance corranies ‘n tie past tave been smell,
With a veiw of justifyring tiis conclusion, ti.e nast experience
and the present status of wvarious autaicbile finance companies

will be ccnsidered,
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LOSSES IZPIEnIinCED IY TIIAICE COIPANIES I THE PACT -
EPrRIBICE DURITG TTE TRIUSIIT AlD PAST
DIPRUGSTUTS = TIE "3 FuTY" OF FLUCE

COILPAIY PAPIR,

It reiains to be seen if the past experience of finance com=-
panies will justify this staterent: TLe rislks assuied and losses
incurred in tie instcluient sale of autoriobiles are borne aliost
entirely by the dealers and ot by the finance companies, One
piece of evidence is to be found in thie following:

"Let us look at the result of Generasl Lotors Acceptance Cor-
poration's operations over the past seven years, TIuring the years
1922, 1923, and 1924, it purchased ccnsunierst® obligations aggrezating
$278,223,000,00, All of these have been paid except $238,073,00,
representing bad debt losses. This is under 1/2 of 1%, It is true
that these cover three years of prosperity, but few banks loaning
money for prociucers' credit can point to as good a loss record for

the same periode —===--= ——

"From its inception in 1919 to Cctober 1, 1926ee..¢if we estirmate
possible losses on obligaticns not yet fully ratured at :375,000,00
(which is estimated in line with our experience to date) we have total

bad debts of 31,492,706,00 on a voluie of purchases of 3819,203,000.00

which is less than 1/5 of lj." (1)

(1) John J. Raskob = "The Development of Instalment Purchasing.”
Proceedings of the Academy of Politicel Science of ilew Yorks
Vol, 12 (1927) Iice 2



Inasmuch as the Cencral l'otors Acceptance Corporation does now,
and always lLas purchased contracts on a recowrse basis amly, its dealer
clientele Las consistently stood between it and losses. Only through
bankruptcy of its clientele can this finance cormpany suffer any coa-

siderable loss,

A second point wiiich appears to prove the contenticn that but a
small fraction of tlie risks and losses of instalment selling is borne
by the finance co..panies follows:

"Confidential figures from one of tihe large finance companies
shown to 'The Business ileek' denonstrate that the porportion of ine
vestment in repossessions to total outstandings which ran between

15 and 1 1/25 in 1926 and 1927, has kept near to 1/4% during 1929
and 1930, and on !ay 31, 1930 was 2/10 of 1} =

"The rore prosperous the times, the nore careless becomes the
extension of credit, according to all statistical reports. In bad
tirzes both seller and buyer becaie rnore cautious by thelr commitments.”
(2) Tie following excerpt seeiis to prove the stat auent conclusively,
There figures siould waurrant attention beczuse they represent the com-
posite expverience of rany of the largest fiiance ca:panies operating
in the United States, arong which are such copanies as: The Central
Acceptance Corporation, the Long Island Bankers! Corporeticn, Gencral

lotors Acceptance Corporation, tire llotors* Acceptance Corporation,

(2) - "Inatalment Plan Stimulates Sales, Steadies 1930 Business"
The Business Teek. July 30, 1930
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Northern Illinois Finance Corporation, Commercial Credit Company,
Union Acceptance Company, Marion Finance Company, Industrial Accep-
tance Corporation, Automobile Banking Corporation, and many others,

*An extensive survey completed during 1924 showed a loss ratio
of slightly less than 1/5 of 1% on aggregated new and used car papeTeese
It should be borne in mind that this survey does not show the loss
sustained by the dealers,

"Early in 1925 another survey was made to show the loss ratio on used car
paper, both with and without endorsement by the dealer. This survey
showed a loss ratio of a little less than 1/6 of 1% on uséd car paper
with guaranty and a loss ratio of a little less than 3/4 of 1% on used
car paper without guaranty. In this survey, 95% of the paper was with
guaranty and 5% of the paper was without guaranty.® (3)

From such assertions as these as to the exceedingly small losses
the automobile finance companies have suffered in the past, and in
the absence of any data published to the contrary, it appears that
the conelusion stated is justified,

Two questions that are often asked, and are of unusual interest
at this time when the country is in an economic depression are: How
do finance companies "stand-up" under the depression-phase of the
business o¢ycle, and how safe is the paper in the hands of the finance
companies? The remainder of this study will be devoted to a discussion

of these questions,

(3) C. C, Hanch - op. cit., page 2,
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Instalment selling has been criticized often as a potential
source of danger during a time of depression., It is obviously true
that if unemployment exists, purchasers will be obliged to ¥let their
cars go backe" The survey indicates that repossessions increased
during the depression years of 1929 and 1930, This is likewlse true
of the experience of the finance companies., But that it has not
proven serious to them is evident,

"Our members are nearly all finance companies dealing in autoe-
mobilé paper. They do not tell us that repossessions are very bade.
They say that they are above normal, but not at allalarming, in some
industrial cities where there has been a large amount of unemploy=
ment, and that elsewhere they are no more than usual," (4)

To determine the safety of finance ecompany paper during a de~
pression, a careful study was made of a strike in the anthracite
regions of Pennsylvania which occurred there from September 1, 1935
to February 14, 1926 which approximated depression-times, It was
found that "Dealers and finance companies were forced to take losses
higher than in normal times™ (5) but not sufficiently alarming to dis-
rupt confidence in the instalment method of merchandising, This same
conclusion has been drawn as a result of finance company experience
of the past:

"In 1924 we had a very decided recession of business, Factory

(4)
May 28, 1930,

(5) Wilbur C, Plummer - "Social and Economic Consequences of Buying

on the Instalment Plan," University of Pennsylvania (1927) page 49,

M. V. Ayers « "1930 No Test of Instalment Selling" - The Business “eek,
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output decreased nearly 15%, unemployment was a national problem;
and yet the partial-payment financing of $4,270,000,000,00 of
goods gave us no orsdit problem in 1924, (8)

"It 1s generally assumed that practically all the finance companies
doing business now have come into existence since the depression of
1921, but the facts are otherwise, In a recent study made by the
National Association of Finance Companies, data were secured in re-
gard to 302 companies doing business at the close of 1928, Of these,
64 companies began business prior to the end of 1920, These 64 com-~
panies at the end of 1928 had 78% of the total number of employees
of the entire 302 companies, Inasnuch as all the large companies are
included in the returns, it appears probable that more than three-
fourths of the finance company business in 1928 was done py the

.cqmpanies which had operated during the big depression of 1921,
"It is unfortunate that no figures are available relative
to finance company failures during the depression period; we know
only that these 64 companies passed through it without failure, and
that inquiry has brought to light no evidence that any failed.." (7)
A popular economist writes as follows: "It was a common pre=-
diyetion of those who questioned the wisdom of extended retail ine-
stalment purchasing that the first real test of depreésion would

see a breakdown of that system, with purchasers unable to keep

(6) - Glen. Griswold - "Partial Payment Plan of Financing 4 pears
Funddmentally Sound." Chicggo Journal of Commerce, Jan. 9, 1930,

(7) - M. V, Ayers - "Instalment Selling and Industrial Recession"
The Journal of Commerce, New York., #pril 21, 1930,
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up their payments on motor cars, radio sets, washing machines and
other household appliances, But this nation-wide check on credits
shows that while people have been buying between -$4,000,000,000;
and $5,000,000,000 worth of instalment goocds for the year, and
some $15,000,000,000 worth of goods on open-credit, the average
loss from bad debts on instalment sales has been only le2%eeses" (8)

Milan V. Ayers, the mouthpiece of the National Association of
Finance Companies, sees no cause for concern during the present
business depression, "Instead of waiting with anxiety the outcome
of the 'severe test of instalment selling' we, who are in close
touch with the system have been harboring a feeling of regret that
the ordeal is so slight that it will probably be claimed hereafter
that 4t really proved nothing after alle™ (9)

To date, even during this depression, automobile finance com=
panies show a favorable profit, ®Only 91 companies reported the
amount of their profits. These included the larger companies, so
thet although they constitute only 65,5 of the number of companies
reporting, they did 94.8% of the business, The net profits of
these 91 companies for the year amounted to £33,674,563.00 which
is 1.2%% of their volume and 11.04% of their capital end surnluse," (10)

A conservative conlusion appears logical: Finance company paper
is safe, finance companies' profits continued during the first year
of the depression at least, and automobile finance companies seldom

fail.

(8) = Irving Fisher f“Instalment Payments Kept Upe"™ Detroit
Free Press, December 1, 1930,

(9) = M. V. Ayers = 1930 No Test of Instalment Selling"
The Business Week, Chicago, Ill. = Mey 28, 1930,

(10)= "Operations of Finance Companies in 19290" « National
Association of Finance Companies, Bulletin sent to



PRSI STATUS CF AUTCIICBIIE DILLITR3

"The year 1929 was the record vear to date for both automobile
production and automobile sales. It would naturally seem to follow
that it must lave been & year of maximun prosperity for all elerents
of the industry. Tnfortunately, it was note It was a year of
competitive warfare between tlie factories, in which the dealers
bore the brunt of the fighting and suffered rost of the casualities,
Tre great output was made possible largely by forced sales, TLe
cealers vere driven by their factory commanders to mnake szles
regardless of cost, clilefly by the expedient of naking over-
allowences on trade-insSeees.e.s.e.Cealers geﬁefally ended the year
with small profits or none, and with excescive stocks on lhand of
both new and used cars, the latter held at tiie inventory value in
excess of their possible selling priceceeecec....” (1)

Trne vriter (Chevrolet dealer at that tire) rererbers well the
mernocable "Gold “ush Campaign" of 1929, Chevrolet factory representa-
tives, sales-proiwticn men, and managers constantly pished the dealers
for nore sales and larger quwtase. lanagers of distribution sent new
cars withh or without orders for then: to the dealers. The entire
country was déivided by zones into "battle-fronts". Chevrolet dealers

in each "sector™ were aligned ageinst eaci: other as "enemies", Tie
avove mentioned factory men were "lieutenants", %aptains", and the

higher ranking officers. DI»2lers weiv furced on penalty of losing
& D 124

(1) 1. V. Avers - "Bunks Financed 34€8,000,000 in iutomobile Instelment
Financing Paper in 1930" - Tiie arerican Banker - Auzust 26, 1930,



Their centracts to take cars far in excess of their ability to

sell tiem wisely. Trey were forced to "take in" used cars at prices
in excess of tieir resale value, Tle slogen was "ilore Sales for
Chevrolet;" the goal "One I[iliion and One- uarter for 19290!"

‘lien the "war" was over, and tze "Gold Rush" had passed into
history, several dealers were on the wey to baikruptcy and all
possessed too neny used cars with wiiich to fact the winter., Cne
gold rush victim naively remarked: "The Gold Rush is over, T:e
factory got the gold - vwie got tie iron!" (o0ld used cars.) Fe
closed out that winter,

This experience of dealers going out of busiless was not
peculiar to 1929 or to idc.igane. "Tliere las hever been any
systematic collection of statistics on dealerst' fnilures, and conse-
grently, it is very difficult to form any definite conclusions as to
the increase in dealer mortality during recent iontise Tie Chilton
Class Journal Coupeny, publishers of automotive trade magazines, re-

port that in the first six months of 1930, 3,844 automobile dealers

were dropped from their rmilins list because of ¢oing out of businesse
This list contained 52,588 narmes of autorniobile dealers at the
beginning of the year. Thus 7.2 discontinued during the six

ronths period, or at the rate of 14.4% annually.......". (2). ‘hen one
bears in mind that the annual failwe rate of &ll businesses, as come

piled by tie “radstreet Comeny is nearly alweys less than 17, this

(2) 1. V. Ayers, "Banks I'inanced 348,000,000 in Automobile Instalment
Financing Paper in 1930." Arerican Banker - August 28, 1930,
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nortality, even though ell are not Tfallures, is cerizinly
alarm.nge

in an &rticle published in a current regazine in !‘ay of
1930, (3) a writer in close touch with the automobile business,
strongly intiriates that the autormobile dealers of the United
States were banlrupt at that tiniel Their assets consisted of
open credit accounts for repair work, custorers instelment notes
for used-cars sold, and a stock of used cars, automobile narts,
an assortrient of rach.ines, evuipment, tools, and sore real estates
At a glance, one can see tiese assets are largely frozen! On the
other hand, dealers must pay cash for their new cars beiore
Gelivery to tiem; parts must be paid for by the 10th of tiie month
following or their credit connecticn at the factory immediately
ceases! And every contrict sold to finance companies (with & few
excepticns sold on a non-reccurse basis) requires tihe dealer's
endorsement on wiich e is contingently liable. Almost every new
car sold means a.other used car, little if any cash, and when this

used car is sold, another note-receivable, and usually still another

clieaper used car!

The most convincing argument for the insecure status of the
automobile dezler came during & personal interview from the Seles

lianager of the Chevrolet lLiotor Company hinself. (4). Zvery Chevrolet

(3) Jemes Dalton - "What Shall e Do with Tsed Cars?" llotor I'agazine
lay 1930.

(4) J. D. licleod, Sales lianager, Cievrolet liotcr Company, -lint,
lichigan,.
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dealer is re uired under lis contract to turn in a ronthly profit
and loss statement, and a statauent of financial condition to the
Chevrolet lotor Corppanye A copy of tiis statement is in the hands
of the sales manager. 4in a personal interview, he frinkly told the
writer in answer to a guesticn, that Caevrolet deulers in the Ztate
of licl.igan made no money in 19308 In certein instances, dealers
were fortunate. Generally over the state tiey "did well if they
broke even", "_specially in tiie larger cities dealers suffered
considerable losses dwring the year.”

Personal interviews with vice-presidentsof two banks in one of

liichipant®s larger cities brought out t.e same information. Foth of

these Lanks iad lines of credit extended to local dGealers. 3oth
banzers frankly stated tiat they dare not czll in the loans - as
Toreclosure proceedings would merely put "the bank in the cutomo-
bile business", In t.e city of Lansing alone, 505 of tie Clevrolet
dualers iave clo.ed out as a result of recent operations., And
Clhevrolet cealers iave been selling far rore autonoviles then the

"average dealer" during the current as well as past years,

8l.
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CONCLUSIONS,.

The following conclusions have developed out of the preceding
study:

Automobile finance companies operating on a recourse basis
can suffer no substantial loss on a contract which they have pur-
chased until the purchaser of the automobile has defaulted snd
proven uncollectable; the dealer is then liable and he must like=-
wise default and prove uncollectable., The car repossessed, to which
they hold a valid claim, must sell for ean amount less than the finance
company's unpaid balance against it. All of these contingencies
seldom occur,

Automobile finance companies operating on a non-recourse
basis surround themselves with so many requirements and restrictions
thet only paper bearing a minimum element of risk may be discounted
with them, Otherwise, this type of company will also demand the
dealer's endorsement,

The part of the study dealing with the "True Cost of Instal=
ment Buying" reveals the high cost the buyer must pay for his
instalment eredit, It was pointed out that he pay considerably
more for the same consideration if his contract is discounted

recourse basis, than would be the case were it discounted on
a recourse basis, The matter of how his contract is discounted
is of no value whatever to him, It was also found that the buyers
were usually deceived as to the true rate they are obliged to pay

for their consumers' credit.
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The llew Car Study developed thie informati.n that losses incurred
by either the finance co nanies or the dealers by reason of the
instalment sale of new cars are almost negligible,

Used Car Study - A - revecaled that the great sowce of loss in
the sale of used cars, contracts for w..ich lad been discounted with
finance conpanies, was repossessicn. 947 of tne contracts discounted
to finance used car sales are endorsed by autoriobile dealers and 87
of ti:e used cars repossessed by finance coipanies are charged back
against the dealers by reason of tlieir endorsements. T..erefore, it
appears that the risks and resulting losses incident to tlhe instalment
sale of used cars arc borne by the automobile dealers - not by the
finance companiese.

Used Car Ztudy - B = indicated that the defaults on contracts
ineligible for discount to finaluce coipanies, and consequently held
by the dealers, were from about three to tiree and one-half times
greater, than defaults on the contracts disccunted, This further
substantiates the conclusion that the risks of instalment selling
are borne by automobile dealsrs and not finance cormanies,

An examination of tle present status, and rast experience
of tihe finance comanies leads to the conclusion that {inance com-
pany paper is safe, even during depression times; the profits of
autorobile finance cormanies during the year of 1929 were very
gratifying; and tiat failures arong tliese coirpanies curing and

since the depression of 1920 have been notably few,



Automobile dealers during 1929 ended tiie year with small
profits or none at all. Xstimated figures on rortality among
autorobile dealers over the United States for 1930 are placed
at about 145,

A general conclusion emerging from the study as a whole

seers inevitabley The profits derived from the instalment

selling process adhere to the finance corpanies; the risks and

losses are borne b, the dealers,

Finise
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