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cun tgnore the medifim of television In his
campaign, regardless pf the cost.

But. I wonder, do |we fully recognize the
L ther aspectt of telgvision and the impact
ehnt it makes upon opir minds? If we do not,
«ien I think another finding of the AFL-CIO
brings this Inko focus much more
“urply than the fineftuner of our TV sets.
1hiis poll reveals that 4770 of the union
mbership looks to  television for their
t reliable polltichl information. To he
more spectfic, by far |the highest percentage
~- ~hem rely on Wailer Cronkite. What I'm
airend inds means s that by a mere inflection
+¢ his deep bharitone folce, or by a lifting of
piv well-known bughy eyebrows, Cronkite
micht weil change tije vote of thousands of
people around the cpuntry,

I do not in any way|qucstion Mr, Cronkite's
sincerity or his objdetivity as a television
news nian, But with fthe vast power that he
obviously holds over|the nationwide televi-
sion audience, I hopg that he never becomes
100 unhappy with my candidate.

This business of {Yelevision news extends
far beyond the commjentators. This {s a time
when wars are covcrrd on the scene aimost
instantanceously, And when parents are see-
ing thelr sons shot oy the screen hefore their
very eyes, This {5 a [time when a television
newsman would ignpre a thousand people
met in good fnith for n good cause to cover
two plckets with long halr and long beards
who are protesting sqmething. This {5 n time
when the deeds of the Ralph Bunches are
being ignoretd for cgverage of the misdeeds
of the Rap Browns,

I think I can say
solute certainty that
the men responsible

It is going to he uj
change fast to comj
new developments,

And I also can say] with absolute certainty
that nelther Lyndoh Johnson nor Hubert
Humphrey. nor Johi] Balley, is going to ride
a politieal dinosaur jo defeat in 1968.

I think that one §f the highest prioritics
we have {s going tq be glven to finding o
more lucld method of contrasting both
achievements and gdals of Democrats versus
Republicans.,

I cannot beleve,| for example, that the
great populace of thiis country s opposed to
progress. Yet it is u‘x%to us to devlse interest-

tonight with near ab-
the news judgments of
is not golng to change,
to us to change and to
ensate for these many

ing and imaginary wWrys to tell the American
voters the true storf of Republlcan opposi-
tion to virtually alll progress. And no more
dramatic examplc of Republican oppositlon
could be found thgqn In the sad events of
recent weeks. 1

Much of the attey
been focused  on

tion and publicity have
he rat control bill, a
measure establishinf a $40 million Federnl
grant program to aid localitles {n controlling
and exterminating mts.

And where do mpst of the estimated 90
million rats lve? I the slums and ghettos
of our cltles.

When this blll capie before your Congress
in the House of Representatives, 148 out of
160 Republicans rqeorded cast thelr votes
agalnst {t. Four daks later, the Natlonal Re-
publean Coordinayyng Committee issued o
statement blaming| the Administration for
the riots.

In all this long gtatement of charges and
accusations, there fwas not one word sup-
gesting remedlies fdr the citles. The closest
they came was {n ths statement:

“The root causes|of discontent are of lmn-
mediate and contifuing concern to us all.”

Let me tell you Just how concerned they
Eave been: In a sanpling of 396 House roll
cull votes on urban|affairs, taken from votes
from between 1955 hnd May of 1967, Repub-
licans voted unfavdrably 59.97.. of the time.

The Republicans swere especially concerried
thuring the 89th Cgngress.

Ninety-six percemt of the House Repub-
Heans voted to kil the Department of
Housing,

Ninety-seven percen
nibus Housing Bill.
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All of this leads up| to one possibility that
{s becoming more apd more evident cvery
day: That Barry’s bof. Ronald Reagan, may

well end up as the

[OP nomince.

But If we Democrags will mount n united,

enthuslastlc effort.

am positive that we

can defeat any tickdt put together by the

Republican Party.

We have the great] Democratle leadershlip

team of President L

ndon B. Johnson and

Vice President Hubeft H. Humphrey., Over

24901

and over again they|have earned the trust the
American people plpced In them in 1964,

I am also positiyje that this trust wlill be
renewed when the fvoters go to the polls in
1968 and we will{have another smashing
Democratic victorylin November 1968.

Thank you.

CONSUMER WRITER SIDNEY MAR-
GOLIUS TRACES THE FORBID-
DING JOURNEY OF THE HAPLESS
CONSUMER THROUGH TIIE
JUNGLE PATHWAYS OF CON-
SUMER CREDIT

Mr. PRYOR. Mr. Speaker, T ask unani-
mous consent that the gentlewoman from
Missouri [ Mrs. SurLivan] may extend her
remarks at this point in the Recorp and
include extrancous matter.

The SPEAKER pro tempore. Is there
objcction to the request of the gentleman
from Arkansas?

There was no objection.

Mrs. SULLIVAN, Mr, Speaker, Mr.
Sidney Margolius is best known to Mem-
bers of Congress through his weekly col-
umns on consumer cconomics published
in the prize-winning newspaper of the
Machinists Union, and also appearing
in many other lahor publications and
consumer periodicals. He has served as
a mcmber of the President’s Consumer
Advisory Council, and is ong of the out-
standing experts in the United States on
the bread-and-butter issues of consumer
budgeting and finance.

From his broad knowledge in this ficld
and his extensive correspondence with
the people who read his columns and
look to him for advice and guidance, he
brought to the hearings of the Subcom-
mittee on Consumer Affairs of the House
Committee on Banking and Currency a
wealth of information on the subject of
consumer credit—Its uses and abusecs.

Should we han garnishment as a de-
vice for unscrupulous merchants in col-
lecting dehts which never should have
heen contracted for in the first place—
for credit extended to people who can
repay only at the expense of seizure of
most or all of their weekly pay check?
Mr. Margolius made a very good case
before our subcommittee for enactment
of the antigarnishment provision of
H.R. 11601, the Consumer Credit Protec-
tion Act.

Do consumers, particularly the poor,
often become chmeshed in credit deals
they do not understand and find them-
sclves hopelessly entrapped in situations
from which they cannot escape? Mr.
Margolius told us about numerous such
cases.

CREDIT NECESSARY AND DESIRABLF DUT
BE REGULATED FAIRLY

Mr. Speaker, consumer credit is an
essential and soclally desirable cconomic
tool in this country. It has made possible
a vast expansion in purchasing power
and thus in employment and in family
comfort. The automobile industry would
never have grown to its fantastic size in
this country if some imaginative dealer
long ago had not figured out a method
under which the purchaser could pay
while enjoying the use of the automo-
bile. Few Americans could have pur-
chased ears or homes if the purchase had
to be paid for in ecash, )

Bul it {5 because the consumer credit

SHOULD
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Industry is now so vast and so important
in our day-to-day life that we must m~ke
sure it operates for the benefit of the
public and not as a form of victimiza-
tion of the public. Mr. Margolius dis-
cussed these factors in his testimony
before us on credit disclosure and con-
sumer credit regulation, as called for in
my bill, H.R. 11601, and I recommend a
reading of his statement, as follows:

STATEMENT BY SIONEY Marcorivs oN H.R,
11601, THE CoNSUMER CREDIT PROTECTION
AcTt, BEFORE THE SUBCOMMITE:Z ON CON-
SUMER AFFAIRS OF THE COMMITTEE ON
BANKING AND CURRENCY, AUGUST 14, 1967

My name is Sldney Margolius. I reside at
7+ Davis Road, Port Washington, New York.
I am a writer specializing in consumer cco-
nomlc problems. In addition to books, pam-
phlets and maggzine articles, I write a syn-
dicated consumer column published by 1056
trade-union, consumer co-op, credit-union
and other newspapers with a combined circu-
lation of 1+ million. T have devoted myself
solely to reporting on consurner cconomic
problems for over 30 ycars,

In the light of this experience, I would say
to this committee that family money lnsses
arising from high-pressure credit selling to-
day have become a serfous natlonal prohlem,
damaging not only the families themselves,
but causing & diversion of family resources
that 18 helping to frustrate vital family and
national goals such as advanced educatlon,
better housing and the anti-poverty program.

Never before have there been so mnany
pressures on the public to buy on Install-
ments and to horrow money; never before
have so many famllies used credit so exten-
sively; never have they paid as high rates for
it, and never have they been subjected to as
many dcceptiol's stemming from obsolete
state credit laws which originally were de-
signed to protect scllers and lenders, not buy-
ers, and which some unscrupulous sellers
have learned to wuse for outright deceptlon.

For this reason, HR. 11601, the proposed
Consumer Credit Protection Act has signifi-
cance beyond cven the urgent nced to glve
consumers honest and reasonably accurate
information about Installment and loan
terms. This Is n perceptive, intelligent, prac-
tleal, publlc-spirited bill in the best na-
tlonal interest. Your sub-committee is to be
congratulated for drafting and offering this
bill which is as patriotic and practical nas it
is humane. This bill as {1 now stands would
henefit Amerlea’s families, help our natlonal
and local economtes in a munber of ways,
and ald reputable businessmen.

This Lill would ecspeeially benefit small
businessmen who now must cope with hard-
driving compectition on one hand from na-
tional chuains and mail-order houvses whn
are inexorably pushing their extensive credlt
plans, and on the other hand, from fringe
sellers who divert o surprlsing volume of
sales from scrupluous business through de-
ceptive credit-selling imethods. Scrupulous
businessmen shoutld welcome this bill, Some
leading businessmen themselves have sald
credit reforms are needed. Any scrupulous
business spokesman who fights this Dbill is
fronting—elther unwittinegly or short-sight-
cdiv—for the disreputable fringe scilers.

It has become Increasingly diflieult for
small buasinessmen to compete wlith the
chains and mall-order sellers who peg thelr
cashh prices low, but then drive to get buyers
to use thelr eredit plans on which they make
an additional profit,

The damage to conswmners themselves Is
creater than many of us may realize. To a
large extent—and this may seem a little
streng to swallow: at first—consumer cxplol-
tution has replaced labor explottation as the
real problenn of our times, We would not per-
nit the things to bhe done to people as
workers that we allew to be done to them as
consumers,

CONGRESSIONAL RECORD — HOUSE

Consider this Incldent that happened to
onc working woman. A salesman knocked on
her door and showed her a set of stainless
steel tablewere at a price of $65. He sald she
didn't have to decide immediately, but after
dellvery could take a few days to declde
whether to keep it. When the tahlewuare
arrived, the woman signed whut was de-
scribed as n recetpt’, But on closer inspection
the set did not appear to be the same quality
she had been shown. She wrote the scller
to take it back. The only answer was a de-
mand for payment,

The “reccipt” turned out to be an install-
ment contract. The woman went to the Legal
Aid - Society, which wns wilbng to intercede.
Butt her employer’s personnel office called her
in and told her that a garnishee had been
filed for 120, including finance charges and
legal costs, and that the employer would not
tolerate garnishees, To keep her job she had
to settle with the seller, She settled for 875
for a sct of tableware which another retailer
subsequently estimated was worth $15. This
woman earns just &G0 a week. So she really
had worked one week without pay because of
the 260 siie hedd overpald for the tableware.

If an emplover had forced her to work
a week without payv, we would all ery: “This
{s peonage”, Congressmen woutld not toler-
ate lnhor peonage. But In many cases today
we have substituted consumer peonage for
labor peonage.

This Is not an solated
sands of such incldents
across the country, often invelving much
larger amounts. Some families even are
forced Into bankruptey or on welfare be-
cause they are snared hy deceptlve sellers
who use the cocrelve levers provided by most
state laws to set thelr traps.,

As Is well known, there are more consumer
bankruptcles today, thun In the blg depres-
sion of the 1930's. Such personal bankrupt-
cles have increased every year for the past
14 years: In fact hawve jumiped 240 pcr cent
In thie past ten years,

But even more widespread, though better
hidden from public awareness, ts the num-
ber of people whose wages are attached or
garnisheed because of debts, Several million
wage-ecarners a year sufler such garnishees.
Vartous citics such as Chicago, Washington,
Eirmingham, Detroit, Akron, Portland (Ore-
gon), and others, have reported anywhere
from 12,000 to 100,000 garnishees a year ¢ach,

Often the debts for which these workers
are garnlsheed were incurred through de-
ceptive sel'ing tactics ns evidenced both by
examination of speclflc cases and because
a high percentage of garnishees are filed each
year by the same sellers and finance com-
panies in various cities.

Even when famities do not reach the bank-
ruptey or garnishment stage, the habftual
Installment buying induiged in by about
half of all families, causes a steady crosion
of fumily Income.

In the ten yvears from the mld-1950's to the
60's. the country's populatlon increased 18
per cent and disposa.ia income rose 59
per cent, But Installm . . debts jumped 130
per cent. Not only ate American families
buying more goods on reredit, including small
ftems traditionally bought for cash, but they
are paving hich finance rates and taking
longer to pay. A family that usually carrles
$2000 of Installment debts very llkely pays
in the nelghborhood of 8300 a year {n finance
charges, or o total of about 83000 over {ts
major buying vears, This famlly, if it is carry-
ing a $16.000-$17.000 mortgage on Its home
at 6 per cent for 30 years, will pay an addl-
tional $20,000 just in interest fees on the
mortgage. Altogether a typleal wape-rarner
today works four or five vears of his life
Just to pay interest fees on installment debts
and mortgages,

I want to address myself particularly to two
sectlons of the hill—the Inclusion of revolving
credit In the requirement thot truc annual

example, Thou-
occur each week
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{nterest rutes be disclosed, and the probaghts
tion on garnishment of wages.,

There is real danger In omitting revolving
credit frem coverage, It is true thuat revolve
Ing credit represents only 5 per cent of all
consumer credit. But it is the fastest-groswing
kind,

Sears Rocebuck, one of the earller aned
most active promoters of revolving credit,
now does approximittely as much business on
revolving credit as on the traditonal instail-
ment contracts. Sears now sclls almost €4 bil.
llon worth of good on credit (about 53 per
cent of all its sales). About 40 per cent is tur
"soft goods™ like clothing and domestic tex-
tiles which families traditionally bought tor
cash, but now often buy on revolving credit,

Splegel’s, a muail-order house owned hy
Beneficial Finance Company, actually does
00 per cent of its husiness on vartous types
of credit plans incltuding revolving cred::.

Ton, even though the Senate bill provides
some safegunrds against converslon of in-
stallment accounts to revolving accounts,
more retailers are expected to shift over 1o
revolving credit if they don‘t have to tell the
true interest rates. The president of one ros
tidl furniture merchandising group already
hns advised his stores to set up revolving
plang in view of the passare of truth-in.
lending laws In several states, and the pro-
posed federal law,

Some of America’s largest merchandisers
and manufacturers in ctfect have berome
combination stores and finance companies,
including many who until o few years ugo
sold very little on credit,

Scars, Montgomery Ward, Penncys (tra-
ditfonally a cuash store nnd the last Jarge
holdout from credlt), W, ‘I Grant, City
Stores, Alden’s, Gamble-Skopino, and other
large chains and catalog houses, now all own
thelr owrn {Inance compunies.

In reverse, some loan compnanies have been
buying eontrol of chalhs of stores which
gencerate credit accounts for themn, Benelicinl
Finance Co. now ownsg Western Auto Supply
Stores as well as Splegel's, Houschold Fi-
nance Company now owns the White Stores,
Coast-to-Coast Stores, Ben Franklin stores
and the Colby Furniture stores in lllinols-—
a total of over 4,500 stores,

Most o1 thesce large retadlers now are pros
moting revolving credit  especially  hard.
Montgomery Ward, for ecxomple, devotes
more than twice n8 much space in its catalog
to its revolving credit plan than to Its three
traditional {nstallment plang put together,
I have no breakdown on the proportion of
its cred!t business Ward now does throupgh
revolving credit, but Ward now makes 47
per cent of all {ts sales on credit even thouch
it wns a relatively late starter in pushing
revolving credit, Even n variety choin like W,
T. Grant which has broadened into a junior
departinent store type of operation now dnes
25 per cent of it business on credit, espe-
cinally pushing a type of revolving .credit
called coupon hooks tor smuall purchuses, The
true annuil rate on coupon books—which
you spend llke cash in the store-—ean amount
to as much as 31 per cent sor the smualler
denominations.

You alimost have to specify that you don’t
want to usc a fee-charging revolving credit
account when you seck to open an ordinary
charge account these davs, One alert womnn
told a New York department store credit
clerk, "I want to pay my bills montbhly, I
don’t want a revelving charge account.” The
clerk responded, “It's a good thing vou told
me. becnuse we automratieally put yotr on
revolving credit uniess you ask for a regular
charge nccount.”

In another case, » woman bought a /9
hedspread from one of the large mail-order
houses. When the bill arrived 1t gave her
a chofce of paying the 89 in 20 days or
paying 1t on revolving credit—35 now and
$+ next month. . » i

An Altron famlily who had made purchasces
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of a number of small items on a revolving
credit account from Alden's found them-
<eves behind in payments because of a work
rtthack. One day a letter arrived from the
muil-order house warning that they would
nuve to go to the man's employer. While the
{amily was worrying because they knew that
the employer fires for a garnishee, in the next
mnil another letter arrived from the saine
retailer urging them to make more pur-
chases on thelr revolving credit account.

Now I would like to mention just a few
incidents to show the effect of this heavy
promotion of revolving credit on American
families.

A college-educated Atlanta housewife wrote
me: “As we added up the interest we paid
Jast year we found we were paying 18 per
cent, and had been persuaded into extended
payments by phrases in the catalog like ‘No
lump sum interest charge, only a small 114
per cent a month service charge with each
payvment.””

A Portland mother of 26, who has threc
little girls, wrote that she has gone back to
work to help pay off accumulated debts of
$4721. Her husband's take-home pay is $420
a month. They have 20 debts, including ob-
ligations to six department stores.

A Haverhill, Massachusetts couple with
only $300 a month income obligated them-
selves for monthly payments of $224 for bank
notes and a revolving charge account, bank
Joans, plus accumulated bills for oil, insur-
ance and other needs. “The creditors are get-
ting hard to handle,” the wife wrote me.
“I am ready to jump in the river if I don't
find a solution soon.”

For the many young families who are led
into serious overindebtedness, the effect often
is.n sense of despair and a shattering loss of
self-confidence.

“Panic accompanies the writing of every
check,” the wife of a Lansing, Michigan,
school teacher wrote me. “After two and a
half years of marriage and two babies, we
are paving 20 percent of our income on our
debts. But what happens when the house
needs repalr, the transmission in your car
collapses and your child is hospitalized—all
in one month?"

A young wife in Phoenix with two small
children, still in her early twentles locks
forward only to a llfetime of debt: “It has
finally hit us hard enough so that we have
to face the fact that no matter what, we will
never get out of debt.”

She and her husband married right out
of high school. They were active and con-
fident consumers. They bought so much on
credit that she ended up going to work as
a secretary, for a finance company, appro-
priately enough. “With my working, we
declded we could get out of debt easily. But
due to always seelng things we wanted, and
wlth our ‘good’ credit, we got in deeper. With
the second baby I lost my job. Now my hus-
band iIs working only part time. We are con-
stantly hounded by blll collectors.”

Now there are additional pressures to buy
on revolving credit through the bank credit-
card plans being promoted extensively. Ob-
viously, excusing revolving credit from dis-
closing the true annual interest rate would
leave a very large loophole.

Of course young families will still buy on
credlt, ahd some will overbuy. But at least
the Atlanta housewife and others would know
beforehand what annual interest rate they
will have to pay, and decide whether it is
better to leave funds in a bank earning
4 or 5 percent while they pay a presumed
18 percent for revolving credit; whether it
is preferable to pay 18 percent for a credit
card plan when they could take out a per-
sonal loan from the same bank for a true
annunal 10 or 12 percent, or put more down,
or pay moderate balances immediately, or use
cash to buy small items instead of coupons
“which you spend like cash,”—almost like
play money.

Many excuses are being advanced for seek-
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Ing exemptlon of revolving credit. Some of
these seem to be a little academic. There
would be nothing wrong with stating that
there are free days and variations in billing
as long as the seller comjlies with the re-
quirement to state that when he does start
charging for the credit, the rate is 13, per
cent a month or approzimately 18 per cent a
year. The seller would be uable to make it
clear that {f the buyer pays up In one month,
for example, there {s no charge.

The bill as written provides for reasonable
tolerances and also perinits the proposed
administering agency to make adjustments
and exceptions for any class of transactions
if the ageney finds this necessary to secure
compliance. If a revolving credit seiler main-
tains that his charge of 114 per cent a month
is actually lower in terms of simple annual
interest, because of his method of calculat-
tng these charges, then as I read this bill—he
can muake a showing of why his annual rate
differs (if 12 x 134 actually can differ from
18) and what tcolerances, adjustments and
exceptions may be fair and reasonable.

After the seller states the required for-
mvula he still has the right to make a rea-
sonable and accurate explanation of why one
plan may have advantages over another even
though bhoth charge the same periodic rate.

Another useful addition in the House bill
is the inclusion of debts on which the fi-
nance charge is $10 or less. Otherwise not
only many of the high-rate “payday loans,”
but such fees as an extra charge if you
arrange to pay part of your auto insurance
later, would not be covered. The insurance
company would not have (o tell you that
a charge of $2 of repaying, say, $40 three
months later, is really the equivalent of a
true annual interest rate of 20 per cent.

Another danger is that the practice of
loan companies in some areas, of making
several small loans rather than one loan,
will spread. Selma Cash Paty, a Chattanooga
lawyer reported a $39 loan renewed 18
times. The borrower got a ‘total of 3413 and
repaid $653 including 863.88 in “investiga-
tion fees.”

With regard t. the proposed ban on gar-
nishments, this ban would do more to
eliminate many of the credit deceptions now
used on working people than any other
action Congress or the indivlidual states
might take. There are a number of poten-
tial tools of deception written into most
state laws which high-pressure sellers use.
These include the rlght to reposszss and also
get a deficlency jludgment; the confession
of judgment note which waives any de-
fenses the buyer may have and the "‘holder
in due course' provision which absolves the
finance company or bank of any respon-
sibility for the seller's lack of performance
or even outright verbal misrepresentation,
even though the finance company may be
perfectly aware of what Is going on.

But the garnlshment is the lever of final
coercion that makes most of these other
tools of deception work. Often an unscru-
pulous seller does not even have to get a gar-
nishee. He can merely threaten it and the
viectim often is frightened into paylng even
an unfair bill for fear of job loss. Often even
the actual threat is not necessary when the
victim knows that hiis employer flres for a
garnishee, or at best condones only two or
three.

Here 1s the kind of awful Incldent that
has been repeated actually hundreds of
thousands of tlmes in recent years in re-
ferral selllng schemes, food freezer plans,
carpet selllng schemes, overpriced home im-
provement jobs, fake correspondence schools
and so on, with no way to stop these schemes
as long as the garnishee law exists. A woman
in Kansas City, Mo., wrote me:

“A salesman came to my house with a
camera. The setup was like this. You pay $20
for the camera and that is all you have to
pay. Then you send the company customers
and the camera is supposed to be yours. I sent
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the company over 20 customers and recelved
camera because I signed thé paper. I have
a witness that I told the man if there was
any more money involved I could not take
the camera. These people sold the papers to
a filnance company. They have come four
times to the company where I work, to gar-
nishee my wages. I sent the camera back
because I told them I could not afford to
pay such a price—over $400.

“The company has the camera but they
say I still have to pay. I have talked to
three lawyers and I get no help. They say
I still have to pay. So far I have lost four
days work over this matter, with all kinds
of trouble at work, I am a woman of 50 with
a 12-year-old child to support. I need the
little bit I make for living expenses.”

This woman I8 caught like a mouse In a
trap. The trap is the state credit laws—
stacked on the-side of the seller and the
finance company.

She has no place to turn. She went, not
only to the lawyers, but to the Better Busi-
ness Bureau and the Legal Ald. “No onhe scems
to be able to help me,” she says.

Many times working people return partly
paid for goods in the belief that this will
square off the debt, or because the machine
does not work, or because they really did not
save money on food by having a freezer. They
found they still have to pay the whole bill
though they no
Sometimes people sighed contracts for les-
sons or gymnasium courses, and even though
a health reason may require them to drop
out, even though the gym or judo club
closed up, they still had to pay for all the
lessons plus the finance charge. The things
that go on are really incredlble. Florence
Rice, a New York antipoverty worker, tells
about a woman who bought a TV set. It
turned out to be for DC current. She had AC
in her apartment. The seller refused to take
it back. She threw it out. The seller simply
threatened to get a garnishee. The woman
now Is paying off a totaj of $516, at $7 a
week, even though she has nothing to show
for it. Can you beijeve consumer peonage?

Another woman bought a watch priced for
$59. When she fell behind in payments she
was garnished for $113 including finance
charges and legal fees. Anothier jeweler valued
the watch at 819. Is it any wonder that in
riots in Detroit and other cities, rioters also
destroyed installment records in local credit
stores?

One can say that these people should be
more careful, and should buy from reputable
merchants. Without doubt such buyers are
innocent and trusting. But the question be-
fore this country today, is whether we should
permit laws that enable unscrupulous sellers
to take advantage of innocence and trust.

It is noticeable that the states with the
toughest garishment laws have the highest
bankruptcy rates including Callfornia, Ohio,
Virginia, Michigan and Minnesota. Colorado,
with much less population had about 4300
bankruptcies and wage-earner plans in one
recent year, compared to only about 1000 in
Texas and Pennsylvania which do not permit
garnlshees. Virginia, with
than Florlda which does not permit gar-
nishees, has elght times as many bank-
ruptcies. Ohlo, with about the same popula-
tion as Texas, has about 50 times the bank-
ruptcies.

Certain installment dealers and finance
companles in various cities alone producé
hundreds of garnishees. A study reported by
Dr. Milton Huber, of the University of Wis-
consin, found that in Milwaukee County, of
6744 garnishees in one year, 805 of them werce
by one finance and loan company; 783 were
by one credit clothing and jewelry store;
640 came from one furniture and appliance
store.

Jasper Rowland, Manager of the Akron
Better Business reports: “We have two retail
establishments and two used-car dealers who
entice poor credlt rlsks into further debts

no credit. Now they say I mgust pay for the .-
P

longer have the goods.,

less population .
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and then use the garnlshee roule to enforce
therr collections.”

In one recent year just one Akron rectaller
filed 1500 garnishments. This and another
store accounted for almost 20 per cent of
all garnishments In Akron.

In Detroit, where 52,000 garnlshments were
dled in 1965, Jerry Dale reported in the
United Auto Workers Selidarity, that the top
filers included five le.wling small-loan chalns
and a group of large credit clothiers, credit
jewelers, furniture and television stores.

The New York City Labor Commissioner
in 1966 said that some installment sellers
deiiberately run thelr businesses on the basts
of getting garnishes if a Duyer mi:ses just
one paynient.

If businecssmen are against government
intervention {n thelr affairs, and In dealings
between buyer and scller, then they should
absolutely ngree to citminate garnlsbents.
For garnishments are state intervention in
fts most drastic and naked form. This Is gov-
cernment intervention on behailf of the seller
and lender to compel a debtor virtually forc-
ibly, to pa, deht, without his agrecment,
often without even a [air trinl by court,
wlthout usually a genuine examination of
the scller's claims.

There just {s no nced at all for garnizh-
ments, from any point of view—that of legit-
Imate business as well as consumers. Sellers
and lenders in the few states which do not
permlit garnishiees do not suffer any greater
losses than those In others. Garnishees are
not permitted In Texas. I have a letter on
file from the Fort Worth Credit Bureau stat-
ting that Texas merchants have no greater
credit losses than those elsewhere,

Nor does the credit business really suffer,
Berkeley Municipal Judge George Brunn
points out that the ratio of installment
credit to total sales varies 1llttle nmong hard-
garnishee law Callfornir, Colorado and Ala-
bama; mild-lnw New York. and no-garnishee
Texas, Florlda ancd North Carolina,

H.R. 11601, the consumer credit protec-
tlon bill your subcommittee has produced,
is the real bill of rights for consumers, and
equally of benelit to buslness and the natlion
itself. Its passage would he the first real step
yect taken toward ellminating some. of the
worst and most unneccessary evils that have
plagued American families In modern times.

LOOPHOLES IN “TRUTH IN LEND-
ING” DESCRIBED BY ROBERT J.
KLEIN, ECONOMICS EDITOR OF
CONSUMERS UNION MAGAZINE,
CONSUMER REPORTS

Mr. PRYOR. Mr. Speaker, I ask unani-
mous consent that the gendlevwoman from
Missouri {Mrs. SULLIVAN ! may extend her
remarks at this poin. in the Recorp and
Include extrancous matter.

The SPEAKER pro tempore. Is there
objection to the reqriest of the gentleman
from Arkansas?

There was 110 objection.

Mrs. SULLIVAN. Mr. Speaker, Con-
sumer Reports magazine, published by
Consumers Union of U.S., Inc., Mount
Vernon, N.Y., has becen waging for many
vears an active and effective battle on
behalf of the right of consumers to know
the full and accurate cost of credit, par-
ticularly since the Honorable Paul H.
Douglas introduced the first truth-in-
lending bill in the Senate of the United
States 7 years ago. Consequently, the
Subcommittee on Consumer Affairs was
most anxious to hear the testimony of
the cconoemics editor of that publication,
Mr. Robert J. Klein, as a witness on H.R.
11601, the Consumer Credit Protection
Act, and on related bills dealing with the
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disclosure of credit costs or the regula-
tion of credit transactions.

Consumer Reports, in its latest issue,
has an extensive article on the Senate-
passed truth-in-lending bill, 8. 5, which
discusses the gaps in that bill as they
relate to department store revolving
charges and to the exemption from an-
nual rate disclosure nf transactions in
which the credit cha- - is less than $10.
Mr. Klein, in his te; mony bhefore us,
elaborated on these points and provided
us with a substantial amount of addi-
tional information and material which I
know will be of great interest to ecvery
Member of Congress who has been weizgh-
ing: the arguments pro and con on the
type of consumer credit and credit dis-
closure law we should pass.

His statement, on August 14, follows:
STaTEMENT BY RoveErtT J. KLEIN, ECONOMICS

EpiTor or CONSUMER REPORTS, AT THE HEAR-

INGS BEroRrnk 1L Housk oOr REPRESENTA-

TIVES SUBCOMMITTEE ON CONSUMER AFFAIRS

oN 8. 5 AND H.IR. 11601, BiLLs GENERACLY

ExTiTLED “TRUTII-IN-LENDING"

My nmme §s Robert J. Kieln, I am cco-
nomics editor of Consumer Reports, o
monthly publicntion of Consumers Union of
the U.S.. Inc., located at 256 Washington
Street, Mount Vernon, New York., Consumers
Union is n nonprotit membership organiza-
tion chartered in 1936 under the laws of the
State of New York for the purpose of pro-
viding information und counsel Lo consumers
about goods and services and about the man-
agement of family expenditures. The finan-
cial support of the organlzation comes from
its more than one milllon members, sub-
scribers and newsstand buyers of its publi-
cations. Consumers Union accepts no support
from anty conunerclal organlzation. Consumer
Reports carries no advertlsing.

In addition to testing and reporting test
results on products Consumer Reports pro-
vides Information on other aspects of the
consumers’ problems, Nearly every :ssue con-
talns artieles on economic matters as they
affeet the market place, and legislative and
other governmental developnients which con-
sumers ought to know about for thelr own
protection and welfare,

Consumers Union's close attention to the
current obstacles to rational use of credlt
date hack to 1957, when the late Mildred Edle
Brady, an eminent member of our stafl, wrote
the first of several ploneering articles on the
subject. It was CU's judgment then, as 1t 18
now, that full disclosure of Interest costs
held out by far the hest promise for stabill~
zntion of the national economy, which, then
as now, suflered crratic growth partly be-
cause of the use of Installment credit to hypo
sales in periods of surplus inventories. For
example, In several recent years the con-
sumer debt has expanded most steeply in the
late months of the auto model year, July
through September, as dealers frantieally at-
tempted to dispose of thelr heavlly floor
planned new car quotas. The sales tactics are
familtar—slashing of the quoted prices, with
the dealer's profit retrieved through high
credit charges concealed in easy (so-called)
monthly paymecnts,

Mrs. Brady reported on the fatlure of Fed-
eral consunier credit controls under Reguia-
tion W during the Korean conflict. There
were simply too many ingenjous ways of
concealing credit in other costs. Let the mar-
ket have a chance to work, she sald. Glve the
consumer the information ¢ needs in order
to borrow rationally, and he will help the
credlit economy to regulate itself.

The readers of Consumer Reports are
not n typlcal cross-section of consumers. By
their very interest in our publication, they
show a specinl Interest In managing thelr
income wiscly and a consclousness of the
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dificulties involved. They are, as you miprht
fmagine, better ecducated and better paud
than the average Amerlcan. It's no &urprise,
either, that they rely on the installment ptan
less frequently and less heavily than most
consumers do.

Yet they do use credit. Response to our
Annual Questionnaire for 1965 showed thut
25, of the respondents were paying ofl auto-
mobile loans. Most noteworthy to these pro-
ceedings, 587. of our uesttonnuire respond-
ents In 1965 used 30-day charge accounts ahid
297 used revolving credit charge accounts,
A steady stream of letters to the editor recited
complaints against these accounts, indlicating
giimmerings of awareness that the scrvicc
charges are not as small as the buyer was led
to think, Scveral such letters have been ap-
pended to this testimony. They reveal a state
of serious confuslon—serious for the credit
merchant and serious for a consumer-ori-
ented economy, If this elite group of con-
sumers is confused, we would think the vast
majority arc hopelessly confused,

Senate passage of the Truth-in-Lending
Bill last month represented n 92-10-0 vote
of confidence in the abllity of consumers to
shop wisely for credit when given the essen-
tlnl facts. Those facts concern the true price
of moncy, whether borrowed directly from
a lending institution or indirectly throunsh
the purchase of poods and services on the
installment plan,

Except in the realm of consumer credit,
the price of money Is everywhere expressed
as an annual interest rate—the percentace
of principal the borrower must pay for a
year's use of someone else’'s money. Truth-in-
Lending legislation would simply give con-
sumers the same Information that has always
formed the bhasts for nonconsumer borrowtny,
For the first time In the history of this buy-
now-pay-later cconomy, eonsurners would he
able to make accurate price comparisons in
shopping for most types of credit, The one
majnr exception—and it could eastly become
a gaping hole In the dike-~Is revolving credit.

Fortunately, the Hotuse of Representntives
still has an opportunity to repalr the leak.
H.R. 11601 alrcady gacs part of the way
toward requiring the typeof annunl rate
cdisclosure that would most help consumers
to compnre revolving credit costs with those
of credit from other sources, Sertous problems
would nevertheless continue to confront the
consumer, in hils attempt to compare the
costs of competing revolving credit con-
tracts, As you know, charge accounts have
long been a promotional tool of competing
department stores and malil-order houses.
The contest for revolving credit busincss has
recently been much intensified by the large-
scale promotion of bank revolving credit
cards and revolving credit checking account
schemes. Later in this testimony. we will
attempt to show that accurate cost comparl-
sons among the varlous, often-competing, re-
volving cred!t plans will require more infor-
mation than merely the equivalent anntual
rate derived from a stated monthly or other
periodic rate.

It is a great virtue of H.R. 11601 that |t
opens fresh avenues of approach to problems
of Installment-credit users scarcely touched
on in the six vears of Senate hearings and
debate. Highly praiseworthy, for Instance.
are the bill's proposed remedles for the con-
sumer who faces high-handed collection and
repotgsession methods; 1t s time to ralsc
serious questions about the workings of legn
mills grinding out judgments, repossessions,
garnishments and wage nasslgnments, for
which state, county and local taxpayer must
foot the administrative bill.

Some excellent studies have been made Into
the social 1118 and the rank Inequitles visited
especialiy on the underprivileged consumer
by these collection methods. I would call the
committee’s attention especially to a report
to the Mayor of Chicago, the Hon. Richard
J. Daley, by Jerome Schur, special assistant
10 Chlef Judge Boyle for Consumer Credit.
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The report released on December 15, 1066,
examines confession of Judgment complaints
fled in the Municipal Division of the Circult
Court of Cook County during two weeks in
June 1966, The study uncovered interest
rates for used cars as high as 2837:., Finance
charges on money advanced to pay insurance
premiiums ranged up to 9747, Tne premiums
themsgelves were found to be as high as $794
for 12 months’ aceident, credit life and health
coverace. The stuady found that the courts
Lad routinely processed judements based on
improperiy drawn, fhacomplete or otherwise
illegal eredit contracets.

I Mr. Schur's report is not vet o part of
vour record, it should be. albeit that record
1x already rich with ewvtdeince. I refer espe-
cially to the 1965 IHearings of the Subcom-
nmittee on Domestic Finance into service-
men's credit problems. Oune outgrowth of
(hiese hearings was the Department of De-
fense directives on standuards of fairness and
full disclosuire of ¢redit terms offered to mem-
bBers of the Armed Forces, The directives
reoreseint o very biy step toward a Truth-in-
Lentting Bill, House Banking and Curreney
Subcomniitices are thus performing indis-
pensable work toward the achlevement of
truth and equity in lending.

THE ECONOAIC GOALS

The strengths and weaknesses of the bill
as it shapes up thus far con be properly un-
derstood only in terms of the purposes un-
derlying it. Behind the progress of the
Truth-in-Lending Bill is a vital need for
marketing tools to help stabilize a most tur=
Inilent sector of thie national economy.

Total short-term consumer dehbt has been
growing at a furious pace. In the past 15
vears, it has quadrupled to o present level of
around $£95 billlon, About &75 billion 1s in-
stallment debt. on which repayments last
vear were $73 hillion. By comparison, totiul
personal income has only a little more than
doubled in the same 15 years, and now stands
at about €505 billion, after taxes. Plain arith-
metic thus says that abont every seventh
dollar in the average pay envelope is spent
before it's earned.

And plain arlthmetic undersintes the earse.
You must add interest charges of about $12.5
billion per year. You must also take into
account that only about half of the nation's
wnge earners have short-term installment
debts. Installment debt alone. plus its in-
terest, is generally estimated as laying prior
claim to one dollar of e¢very four in an
arcrage debior’s pay,

Some observers of the economy fear that,
with so large a part of future income com-
mitted {n advance, any <erious rise in unera-
ployinent or drop in wages would snowhill
into a major recession. For many pecople
would have all they could do to make their
payments: they would be in no position to
increase their debts, and their cash buying
power would be harshly curtailed, Neverthe-
less, the present lonhg-termm cconomic boom
has been stimulated by the huge and ex-
panding wave of consumer credit. It is there-
fore understandable that nobody in the Gov-
ernment hes come out asajnst the fast-
growing eonsumner instaiiment debt as such.

It's the turbulent fluctuations in credit
expansions that cause official concern. Like
Robert Louis Stevensom's little shiadow, ihe
rate of increase in consumer credit some-
times shoots up taller Ilke an India-rubber
hall, and sometinies gets so little that tliere's
none of it at all, The pattern of sharp rises
and falls over the past 15 vears is shown in
the accompanylng graph. It traces three
pericds of extracrdinary credit growth, After
the first two peaks, in 1955 and 1959, the
rate of borrowing fecll to around the break-
cven point, where, over a year's time, the
total of new borrowing very neirly equaled
the total of repayviments.

Do purchasing intentions normally fluctu-
ate so wildly? Or does some outside force
radically change them?
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Looking bhaeck from the vantage point of
the recession year 1858, CU saw signs of the
Iencier’'s hand at work. “Seven militon high-
priced autos were moved out of dealers’ in-
ventories [in 1955]) in one of the biggest sales
hlitzes of all time,”” we noted, “and some 60«
or better of those cars were sold on the cufl,
MMoreover, once of the tools of the blitz was an
extension of installlment contracts to 36
months. Other scllers, competing with antos
for their share of the consumer dollars, also
offered terms of nothing down and 36 months
to pay tor rupgs, turniture, ete.”

The chiel symptom of recession is a slack-
cuing of economic growtli. Thus, in 10588
hiere was no hnerease in the Gross Nitjonal
Product. Credit expansion hit another new
high in 1959, followed Dby almost no credit
expansion in 1961, Again, the trough on the
graph was accompanied by a sharp tapering
oIl of economic growth, To put it mildly,
more orderly use of credit might have o less
unsettiing effect on the general cconomy.

The Truth-in-1 ending Bills make mo bones
about it. Their :irst-mentioned purpose is
“economic stabilization.” Underlying full dis-
closure of credit costs is 4 two-part theory to
which CU has long subscribed. Tirst, dis-
closure of true annual interest rates will
make people more sensitive to the liigh price
they pay for most installment loans, When
800 CU miembers reported a few vears ago to
the National Bureauw of Economic Rescarch
on recent credit deals (“Consumier Sensitivity
to Finance Rates: an Empirical and Analyti-
cal Investigation™ by F. Thomas Juster and
tobert PP Bhay, NBER, 1864), only a minority
of them said they had any idea of the inter-
est rate they had paid, Within that niinority,
the average rate they thought they had paid
was about 8. The rate they had actually
paid averaged about 2377,

The second part of the theorv holds thut
people who are conseious of the price of
credit will shop, compare and buy that credit
at as low a rate as they ean find, Again, the
data ohtained from CU members accorcs with
the theory. Those who were able to report
the true rate of interest on their loans paid
an average, for loans of under 3500, of nbhout
127, . Those who had no tdea of the rate paid
a startling average of about -37%. .

In its report on the Truth-in-Lending Bill,
ihe Senate Banking and Currency Conunit-
tee took cognizance of that and other evi-
dence. The Secuate's vote of confidence In the
consumer savs, in so many words, “Here is
the information you need. Now don’t make
waves,”

=

SPECIAL TREATMENT FOR REVOLVING CREDIT

The Scnate bill falls short, however, of rc-
quiring all the information consumers will
need if they are to compare credit costs,

At Senate hearings last spring, a number
of opponents of the bill concentrated their
fire on onc provigion in particular. They
sought to knock out any requirement for an-
nual raie disclosure on revolving credit
charge accounts, And they largely succeeded.
Under the Seirate bill, revolving credit as ap-
plicd 1o most deportment store aceounts and
most of the new wave of revoliving bani
credit cards would continue to be Liubeled. as
it usually is now, with a deceptively low
monthly percentage figure.

Revolving credit is one kKind of ¢onsunier
credit most people are familiar with, whether
or not they make a practice of buying on
time. People who buy at all regularly {n most
department stores or from blg mail order
Nhouses usuially open charge accounts, It's
convenient to pay the bl once a month, and,
besides, there's usually no credit charge if
you pay the bill within 30 days. Every cus-
tomer, whether he pays cash over the counter
or says charge 1t, fools Lie costs of 30-day
credit as part of the overhcad bnilt ints the
price of the goods.

Of course, most stores olfer it chinice of piy-
Ing In full or making a payment of, usually
1075 per montih, It's wiiat's called o "lLine of
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credit" or an ‘“‘open-end"” credit account:

LEach new purchase 18 ndded to the bill, and
1075 of the total balance at the end of cach

billing peried is all you have to pay ad in-

finitum—all, that is, except for a “small”

monthiy secrvice charge. Many states set o

service charge celling of 114 % per month,

and stores almost invarlably charge the max-

imum, A rate of 1% % a month cquals an an-

nunal interest of 145 times 12, or 187,

‘The balance due on the nation's charge
accounts has been running at $10.5 billion,
About $3.5 billfon I3 revolving credit. That's
not much next to the total installment credit
outstanding, But it is probably not an ac-
curate figure at present, and {t certainly
won't be an accurate one in the future, be-
cause it omits, among other things, the re-
volving credit schemes now being heavily
nierchandised by banks. Until last year, bank~
revolving credlt was probubly not a major
factor, although it has been on the scene at
least siuce 1950. But in only the past year
or two, according to the TFederal Reserve
Board, the number of banks issulng credit
cards or operating open-end credit plans
reached 627, plus several hundred local hanks
acting as agents for large city banks' ~rodit
plans.

“The enthusiasm with which the sup-
posedly conservative banking profession has
greeted this relatively new consumer service
{s unparalleled in the pages of modcrn hank-
ing liistory,” the American Bankers Assncia-
tion wis told by a Chicago banker. And e
cxplained why: “We are beginning with this
first step to recapture a larger share of the
crodit business which heretofore coneeivably
could have fallen Into nonbanking hiands by
defanlt.”

The bank credit eard, unlike the depart-
meni store card, can be used to charge pur-
chiages at many different stores—as many
as can be recruited by the spensoring bank.
It is the poor man's version of the Americen
Fxapress or Diners® Club card. As The Wall
Street Journal has reported, “Bank cards
are issued largely io Iower-iixcome consum--
ers. . .." .

A number of AMidwest banks, operating
Joiutly, “mailed mounds of credlt cards un-
solicited to each other's customers and
former customers, some 4 million families in
all,” the Journal said. C. A. Agemian, cxecu-
tive vice president of the Chase Manhattan
Bank, told why in a recent speech:

“If you want to get cardholders, your card
has to have value. The cardholder necds
stores to use it at. If you want to attract
merchants, you have to be able to show or
promise them a healthy looking number of
cardholding shoppers. What comes lirst, the
chicken or the egg? To choke off competition,
you must flood the market with cards. Everv-
body gets cards froin every bank he doces or
does not do business with, People who may
have a capacity to repay %500 may have re-
ceived cards from various hanks that could
permit them to charge up to $300C or 340001!"

Were tlie {inal Truth-in-Lending law to
exempt bank, department siore and rnail-
order charge seeounts from annual rale dis-
closure, it would guite obvious'y withlhiold
fropl tae consmmer an jmpoertant ool he
nceds to shop wisely for credit. Yet the Scii-
ate hill exempts those accounts, in most in-
$1aNCoE,

If the exemption is allowed to stond, only
the monthly rate will be discloscd on most
revolving credit deals. To compare the price
of revolving credit with that of other fors
of credit you would have to convert the
menthty rate to an annual rate by multiply-
ing it by 12. Many pcople don’t know that,
however, and they mlght assunie that a 10,70
service charge s lower than, say, the 1277
annuel  rate generally charged by credit
unions, There is thus some likelihood that
the exemption would help accelerate the
growth of revelving credit,

To esciape annual rate disclosure for re-
volving credit, merchants and bankers used
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a shrewrd argunmient on the Senate subzom-
m'ttee considering ‘“Truth-<in-Lending and
veu will doubtless hear it repeated. A charge
account customer, they said, often gets the
use of their meney at 1159, for more than
one m-nti. Someone who buys somuerthing
cuortly after his monthly bill has been made
one, for instance, would have as long as 59.
arvs of free thne before incurring a service
canree. beeausge he would not receive his
n:sxt hill, with the new iiem posted on it,
for v'n to 20 davs and vould have 30 addi-
tional days ofter that to pay it, Therefore,
tne argument goos, a 1157, service charge
does nnt neccurttely translate s 187, per
annum and is usunlly iower.

The argument has a zute premise: Up to
59 days of credit time nre availuble interest-
free. but only on condition that the bill is
paid in full on the 39th day. If you don't pay
in full, time runs backwurd to the date of
purchase.

Well, maybe an accountant can really make
the calendar run in reverse. But one name
for that sort of magic is account juggling.

The only reason for mentionlng it here
fs (hat there are many different sets of rules
for juzgling revolving eredit. Different stores
use different rules, and they are not just
playing games. A revolving charge account
can cost considerably more at one store or
bank than another, though both seem to be
charginpg 187, annual {nterest.

Professor Richard L. D. Morse of Kansas
State University has illustrated the situation
dramatically In a recent pamphlet (see Ap-
pendix A). He demonstrates six different re-
volving credit billing systems, all of them
examples of systems in use, and he showed
how service charges can run more than twice
as high in some stores as in others.

The drafters of the Senate Truth-in-Lend-
ing B!l recognized this obhstacle to credit
price comparisons. Thelr solution s to require
each revolving credit contract and monthly
statement to explain {ts billlng system. The
Federal Reserve Board whichh will have to
write the necessary regulations, has its work
cut out. Here are cxcerpts from the contract
applications of threce mall-order houses ex-
plaining thelir billing systems:

Sears, Roebuck and Co.: "an amount of
time price differential computed at 1159, of
balance at the beginuing of each monthly
billlng period until the full amount of all
purchases and time price differential thereon
arc paid in full.”

Montgomery wWard: “a tlme prlce differ-
ential or scrvice charge of 1147 per month
on the opening monthly balance of any
account on amounts up to $500 and 1¢; per
month on amounts in excess of $500."

J. C. Penney Co.: “a time price differen-
tial (‘servlce charge’) computed by applying
the rate of 114, to the unpaid balance of
thie cash sale priee and any unpald service
charge on each of any monthly billing dates
(pursuant to your then current billing sched-
ute) commencing with the second monthly
billing date following the date of purchase

Professor Morse, being an expert on such
things, was able to show that a certain six-
month series of transactions costing 8228
in service charves at Pennevs conld cost §2.74
at Searz or Wards and upwards of €5 at some
other stores, Most people wouldn't get the
message right away, A number of them, in-
cluding a prolessor of economics and o pro-
fessor of philozophy, have written -to CU
within the past vear or so. One person wrote:
“I hate to admit after many vears of using
my Sears account that I was never aware of
paving such a high rate of interest.”

One of the main areas of confusion plagu-
ine consumers has to do with the amount
of his balaince due to which the revolving
credit service charge rate is being applied.
The following letter from o Consumer Re-
ports reader cloquently expresses the confu-
s{on, which in this {nstance led to an unfalr
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but nonetheless understandable presump-
tion of nunethleal treatment:

“I have recently bheen the victim of un-
ethical practices and I think vour other read-
ers might appreciate a - rning in your
magazine,

“As you know, Sears, Roebuck & Company
charges an announced rate of 1157, interest
a month on the unpald balance. I discovered
recently that the credit department in our
Ioeal store was only applying a portion or the
money I paid them and giving me credit for
the balanee. For exarmple (and this is exactly
what they did to me), I had an unpaid bal-
ance of 880.00 and made o payment of $50.00.
This Ieft me a balance of £30.00—the interest
on which should have been 454, When T got
my monthly stotement, however, I found my
serviee charze was 3 times as murch as it
should have bern,

“When I complained to the credit manager,
he first Hed to mc and then explained that
he had done me the service of crediting my
account with only $10.00 of thc amount
I had paid, The balance was applied as credit
that T could use later., This unethical prae-
tice meant in my case that thoy were, in
effert, charging me an Interest rate of over
57 amonther 60 a year.

"I have noticed that other chain stores
(like W. T, Grant) will do thls if they can get
away with tt. I certainly hope you will find
some way of drawing this dishonest policy
to the attention of your readers.

“BowLING GrEEN, Ky.

“R. N.”

A number of similar letters are appended
to this testimony. They keep coming in quite
regularly, and in our opinion they should be
o cause for concern both to the retail com-
munity and to this subcommittee.

The polnt, of course, Is that hardly anyone
can fathom the billilng methods of revolving
charge accounts. Help is nceded, and the
need will become more and more pressing
as banks and stores, spurred on by the avail-
abllity of computerized billing systems, con-
tend for revolving credit business. H.R. 11601
would put revolving credit back under full-
disclosure provisions. With slight amending,
it could assign the Federal Reserve Board to
tackle the billing problem.

We recognize that it would be no simple
problem in rules making. But it must be
solved. J. C. Penney, now claims, in a suit
ainied against the Massachusetts rate dis-
closure law, that “Desplte the diference in
actual finance charge rates charged by the
PlaintlT [Penncys| and certain of its major
competltors, all are required to state the
identical ‘simple interest per annum rate.
The Plaintiff therehy suffers substantinl (n-
jury to its business by reason of the ials-
leading and distorted rate which results from
the use of the statutory formuln, the state-
ment of which misleads Plaintifl's customers
and prevents them from being informed as
to the substantial savings to be gained by
Plaintiff's regular charge account plan.”

It would scem to be in Penney’s best in-
terest os well as Its customers’ to have some
simple yardstick for pricing the revolving
credit at competing stores and banks. Con-
suimers Union Is convinced that a satisfae-
tory way can be lfound to solve the problem.
Several come to mind: a single standardized
billlng syvstein for all revolving credit ac-
counts would be one approach, though cer-
tainly not the most desirable from the stand-
point of innovation. Another appreoach might
be n thorough statlstleal analysis of the
various billing methods, with an eve to es-
tablishing their relative cost to the bor-
rower. Perhaps the most logical avenue of
attack, however, would be to view the matter
the same way any well-managed retail busl-
nees must already be viewlng it—in terms
of its vieid. Testimony by retall executives
at the Senate hearings leaves no doubt that
they know approximatelv how mueh of their
chnrge account volume consists of purchases
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on revolving credlt. To that volume fiev
can apply an annual rate to project their
gross service charge revenues. If, as appears
to be the case, the actual cost of revolvineg
credit varies significantly from store to stere,
then there must be diffcrent rates of vicld,
Each store preswinably has a fair idea of its
own vleld, and probhably shares with others
in the trade a good uncderstanding of b
various billing methods would affect that
vield.

May I quote an excerpt from the “Tin.
ancia]l Rate Translater and Gnuide to Legal
Installment Sales Rutes,” published hy the
Financial Publishing Company of Bastos: for
their use by the credit industry:

“Traditionully the return on
vested is
the funds actuaily in uce. For monthly nuw-
ment loans the inlerest rate per month is
1712 of the annual interest rnte, In these
tahles we shall call this annual interest rate
tho actuarial rate . . . The actuarial rote
exyresses the true return on investment.”

Gentlemen, we submit that the consunier
shopping for revolving credit, or ony kind
of credit. should be allowed to share the
Iznowledge belonging to those doing the
lending. As so often is true, the consumer
is the only participant in the transaction
who is deprived of full Information, He very

maney in-

badly needs that information. One unwise-.

deni, after all, means lttle to a business
conducting transactions by the thousands.
But one unwise credit deal can bhe-ruinous
to the individual across the counter.

Plainly, if the present Congress does not
set the Federal Rescerve Board to work con
the problem of differentiating amount actuat
revolving credit rates, you will be leaving
unfinished business for some future Con-
gress—busliness that needs attending to right
away.

CLOSING OTHER LOOPHOLLS

Consumers Union is especially pleased to
sec that H.R. 11601 closes other loopholics
left in the Senate bill as it treats rate dis-
closure. We will mention here a few of the
failings of S. 5.

First mortgages on houses are exempt
from dlsclosure regulations. It is true that
mortgage interest is already statcd as a
true annual rate. But certain fees are usually
left out of the rate rlcture—such as mort-
gage placement and appraisal fees, credit re-
port fees and points, or discounts, paid by
the purchaser. According to recent figures
from the Federal Home Loan Bank Board,
Just the placement fees and polnts on con-
ventional new-home mortgages are now
averaging almost 17 of the amount of the
toan. In effect, the interest rate i. higher
than it looks. It should be fully disclosed.
H.R. 11601 only partly remedies the situa-
tion. In our opinion, it should count ap-
praisal fees and ¢ -edit reports as part of thie
finance charge on a mortgage.

Premiums for credit life insurance would
not be considered as finance charges or in-
cluded in the annual interest rate. Yct many
lenders and credi: merchants require you
to buy insurance for their protcetion. Untess
the option to buy is the borrower's, credit
life insurance premiums should be counted
as part of the interest rate. ITR. 11601 does
the joh.

Insurance coemmissions earned by used
car denlers when they sell an accident policy
as part of the credit package on a car sale
would not be counted in the interest rate.
Some dcalers have close ties with insurance
agencles and pad the price of car finanhcing
with overpriced premiums. If accident in-
surance is part of n car deal, the dealer's taie
should be included in the intcrest rate.
H.R. 11601 does not inctude it.

There is no regulation of credit advertis-
ing. Famillar and phony slogans like “low
bank rates” and “no moncy down—easy
monthly payvments” would continue to gull
the wunwary. Massachusetts law requires

stated as annual interest rate on” d
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credit merchants to post the true annual
interest rate in any advertisement making
reference to credit terms. Federal law should
follow suit. H.R. 11601 does the job qulte
admirably.

If the finance charge is $10 or less, the
Jender doesn’t have to disclose his annual
inzerest rate, Example: A vacuum cleaner
soesman knocks on the door withh an offer
¢¢ an $80 machine for 810 down and 12
monthly payments of $6.65. The payments
total £89.80. The finance charge is $3.80 for
%70 for one-year installment credit. The well-
concealed true annual interest is 257
Truth-in-Lendlng should apply to small
deals us well as big ones, H.R. 11601 does the

ch.
! The Senate bill would not gn Into effect
until July 1, 1969, There Is no reason, accord-
ing to testimony at the Senate hearings, why
the effective date could not be set much
sooner after enactment. H.IR. 11601's effective
date of Julv 1, 1268 seems quite rensonahle
far most provisions of the i1l

Credit sellers could judge thelr rate dis-
closure by statlng 1t as dollars per hundred
ratlier than as a percentage until January
1, 1972, H.IR, 11601 dlspenses with such non-
sense as this.

Confidence in the consumer will he re-
warded best If he is given a good yardstick,
if a’l credit sellers must adhere to its stand-
ard of measurement, and If the standard is
invoke as soon ar possible. This recuires a
Federal Truth-in-Lending Bill without holes.

APPENDIX A
REVOLVING CREDIT BILLING SYSTEMS

Service charges on revolving credit ac-
counts vary wldely from store to store and
from hank to hank, even though the stated
tnterest rate is usually the same. The ex-
planatlon for thls apparent contradiction is
fairly shinple. The service charge is the prod-
uct of the balance due times the monthly
interest rate, But different department stores,
mail-order houses and credit-card banks
have different methods of determining the
part of yotir monthly bulance aguinst which
a service charge 1s assessed.

A recent survey conducted by Rlchard L.
D. Morse, professor of family economics at
Knnsas State University* make two things
quite clear. Flrst, it is next to impossible
to tell which revolving credit account offers
the hest deal, “Methods of figuring service
charges were too complex not only for the
local management to understand und relay
to customers who wanted to know how It
would work in practice, but for natlonal
[store chain] offices to interpret in terms of
an annual percentage rate of service charge,”
Professor Morse wrote.

Second, store-to-store differences in credit
costs can be quite significant. The Morse
survey isolated six bllling methods, each ar-
riving at a different total of servlce charges
for o given serles of hypothetlcal transac-
tlons. The customer began with a clean
slate—no Dalance due—on the first of the
year. He thien did business with the store as
follows:

Relurns

Purchases Payments
January. .oaeeaol. 2 .
February . Y $0
Kateh . iineaeanans 94 80
Apnl_ . . 10 19
May. i 10 10
June _oLiiaaall. 10 10

Ilcre, from lowest to highest, is thc total
of service charges, at 1157 per month, de-
pending on which of the six billing methods
is applied:

*“Truth in Lending,” the Councll on Con-
sumer Information, 15 Gwynn Hall, Univer-
sity of Missouri, Columbia, Mo, 65201,

Mecethod: oOption to pay in full within 30
days of the billing date without incurring
any service charge. Interest rate is applied
to the previous month's closing balance, less
any paynient and refurns. ‘Total service
charge—%2.28.

Method: Same as preceding except re-
turns are not credited before the intcrest
rate 1s applicd. Total service charge—8$2.43.

Mcthod: Same as preceding except neither
returns nor a payment is credited before in-
terest rate is applied, unless the total of re-
turns and payment equals or is hilgher than
the previous month’s closing balance, Total
service charge—$2.74.

Method: Same as preceding except returns
are ncver credited to the previous month’s
closing balance. Total servlce charge-—-34.16.

Method: No 30-day option to pay In full
without incurring a service charge. Interest
rate is applied to the previous montl’s clos-
inpg balance. Total service charpe—&4.47.

Method: Same as preceding, excent inter-
est rate is applied te the balance at the end
of the current month, Total service charge- —
$5.44,

Althoupgh typienl, the six billing methods
by no meuans exhaust the possibilitles. And all
variations., with the possible exceptlon of
return credits, are open to bhank revolving
credit plans, Obviously, you can’t make the
most economic use of a charge account un-
less  vou understand its  billing system
theroughly, But, os Professor Morse found,
the essentinl facts ecannot readily be ob-
tained.

ArreExmix B

‘The following s a selection of letters writ-
ten to Consumers Unton by readers in 1066
and 1967, all complalning about revolving
credit hilltng methods.

Reading your magazine has made us in-
creasingly aware of deceptive practicrs such
ns the one mentioned in the following letter.
Nacv's,

Customer Relations,
Herald Square, New York, NV,

Drar Sin: Your letier of 12167 confirmed
the faet that your service charge of 1147
per month s applied to ftems at thelr inltlal
billing. This in fact means that, on the inltial
billing. customers having o C-T Lype account
are actually paying up to 457 per month
service charge depending on the date they
charge items in relation to your bllling date.

I cun onty assume that some loophole in
New Yorkx law permits this scemingly
usurfous practice as thls is not truve of any
of the several extended payment plan ac-
counts whilch I hold in New Jersey, e.g. Scars,
Bambergers, Chase. All the other accounts
charge a 112 % per month service charge on
the unpaid balance from the previous billing,

Accordingly, I am herewith returning my
Macy's charge plate together with a check
for $57.87 to cover the balance due o5n my
account. Please close my account immedi-
ately, I realize that this misunderstanding is
most likely my own fault as I should have
read the fine print more carcfully, However,
I wonder how many of your C-T account
customers realize the true amount of service
charge they are payving. Let the buyer be-
ware!

Susnr, N.J.

P, G.

In your May |1967]| issue a reader brought
to your attentlon confusing statements is-
sued by Sears Roebuck & Co. in rcg'nrds to
interest charges.

I was recentiy surprised to learn that the
Sears method of charging interest on 30-day
or revolving accounts is not what it appears
to be. Most customers and most Sears em-
ployees, including those in the credit depart-
ment, assume that the method used by Sears
is the same as that used by other depart-
ment stores and by oil company credlt card
systems., This s not true. Sears does not
charge 1!, per month on the unpatd bai-
ance. It charges interest on the total amount
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of. the previous billtng, regardless of the size
of paynient made, exclusive of a fuil pay-
ment.

As an example: a purchase of $100 is made
and a bllling is sent to the customer. The
customer then pays $50. The next billing
shows a $50 balance due plus $1.50 (1'% .
X $100) service charge, not $0.75 (114 % x $50)
as one would expect. Thus, it is Lhooretlc'lll,
possible for a customer to pay the full $100
and then receive a billing with a balance of
$0.00 but an interest charge of $1.50, Fortu-
nately, Sears does not go that far in this un-
scrupulous practice.

I hate to admit that after many yvears of
using my Sears account I was never aware
that I was paying such a high rate of in-
terest. How many of your readers are aware
of this?

NonrwaLk, CaALiF,

W, L.

‘Ta add more fuel to your truth in lo'hdinf_: -

campaign, it may be of Intevest to your
readers that even such an otherwise repu-
tablc store as Sears may charge intevest rates
as high as 72 percent per annum. Sears basic
rate of interest on a revolving charge is 18
per cenl per annum (1157, per month) but
it is based on the end of month halance. If
a customer bought a $200 ltem on January
23 and was billed for this on January 30,
and he paid $100 on the same day, he would
pay 114 per cent on 3200 or $3, the cquiv-
nlent of 72 per cent simple interest per
annum,

If this is what reputable stores are charg-
ing, what are the less reputable doing?

Drrrsunrci, Pa,

. T.

Enclosed is a copy of my lette Lo Klein's
Departiment Store requesting that they close
nmy account and staling the reason therefore.
I am confident that Klein's will not give me
muzht trouble over this, but It occurred to
me Lthul thousands of customers accept these
charges withiout realizing the true interest,
especlally if the “minlmum” service charge
is applied where the time payment plan is
aclually belng used.

(The enclosed letter follows:)

PRESIDENT,
S. Klein on the Square .
Stamjord, Conn,

Sme: The enclosed statement reflects a bal-
ance which is comprised entirely of service
charges. Since I pay my entire purchase in-
volces due on the 15th day of every month,
1 do not pay or honor service charges, Un-
fortunately, I am qulte busy and I must
select one m~nthly remitting date for all ac-
counts {this is the 15th.). If your organizn-
tion finds it convenient to choose the 15th,
or 17th, as a billing date that is your con-
cern. However, I will not honor erroncous
service cliarges arising from this practlece.

The enclosed statement contains a service
charge of $0.50 on a balance of $4.25, all of
whilch consists of previous erronecous serv-
fce charges. This comes to intrrest annual of
141.77; charged on prior interest. This
usurious practice of Klein's (s by far the
worst I have encountered in all my experi-
ence with department stores, discount stores,
credit cards, cte. You are competing suc-
cessfully with the loan sharks if this type of
item is generally collectable in your ex-
perience.

I am destroying my charge card. Please
close my account and I refuse to be respon-
sible for any charges after the above dnte,
(End of enclosed Jetter.)

Another practice that I have notlced, ls‘

that some stores wili compute the service
charge on the entire balance carrted forward
from the previous month, even though they
may have entered a credit for a substantlal
payment. Thus charges are made on the
amount remitted which obviously should
not be included in the time halance,
PnILADELPHIA, PA,
S5.W.

]

TR
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I had a revealing experience with the Sears
Roebuck credit system recently. It involved
the purchase of two chairs on January 12th,
and the monthly statement on the 18th that
lListed them accurately at 8175, We were tem-
porartiy short, so I figured that a check for
$100 would leave only 875 which at 1157 for
& month would cost me about $1.13. So on
Iebruary 2nd we malled a check for 8100.
Imagine our surprise when the statement ar-
rived on February 18th. It showed a balance
owed of $75 which was correct. and a service
charge for $2.63!

Inquiries at the local store established
that the charge was figured on the previous
month’s balance, that s '3 on $175. I
protested that the initial $100 haa heen paid
well within the 30-day limit for cash-charge
conditions Lat the only response was that

the system  was set up on the previousy
month's balance. T finaliy reached one of-
ficial whn read a rosulation to the celffect

that since this was my first experience with
their system. .they would refund the fee
charged on the 8100 that I had padd, but they
cottld not be this generous the next time.

After reaching the hierarchy in the Chi-
cngo office, I established that my first pay-
ment was unusually large and tnus the sys-
tem shpped and charged me what scemed too
much. They would be glad to adjust this,
and if cver this cccurred again, just call, T
was left with the impression titat if we had
paid just 320, they would bhave assessed me
for 1';7¢ of 8175 and I would not have no-
ticed the difference, in the February billing.

Upon reading the fine print in the catalog.
it is clear that Sears does indeed charge 113 ‘7
on the previous month's billing without ad-
Justing for what was paid by the customer
on that statement, The baiance, however, on
the next statement reflects what is truly
owed-—not the basis for caleulating the serv-
fce charge. It appears that Spars actually
does much hetter than 1!',70 on service
charges. Had we not complained, we would
have paid 3'; 7 for 875 for a month.

By contrast Penney's catalog says 1577 of
the unpaid balance. Is Sears openly conduct-
Ing a deception ahcut their true service
charge percentag®, or is this just called sharp
business? After doing our buying there for
30 years, we are not so sure about our Sears
charge card. Have you any comments on this
nnusual way to o business?

MOUNT PROSPECT, ILL.

R.L.

Although aware of the exerbitant interest
rates charged by departmoent stores, I pur-
chased a new house and nec2e about $1,500
worth of odds and ends to make it Htvable,
I compared the Interest rates of severd! com-
panles and noted the followlng in a ward's
catalog: “I will pay . .. charge of 11,7
rer month on the opening monthly balance
of my account on amnunts up to $£300 and
337 per month on amounts In excess of
§500.”" This made sense—much like the all-
cleetric home does—the rates decrease as
inereased use is made of the serviee, I as-
sumed that the cost of carrying an account
was absarbed In the higher rate for the first
2500 and then reasonably expected the lower
interest as an cxpression of their lower costs,
‘Thus, T plnced nll $1500 in purchases with
Ward's rather than secking to divide the
purchases among several stores,

When the bill came I found that I was
charzed Interest at the full 1'% 7., Upon
Ingquiry., T was told that the fipures in the
catalng pertain only to people who live in
Missourl. I insisted that their catalogs (which
arrived via matls unsollefted at my home)
tnduced me to make the Indleated purchases,
Their reply was that when I first made a
cataiog order I was handed 2 small card to
sien which had different interest figures on
1onemely that T would pay 1157 of the
mpaid badance regardless of how high it
went,

Letters to Ward's are rewarded by con-
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descending letters which refuse to even con-
sider the possihility of <sleading. In re-
cent months I purch: -« another $2500
worth of merchandise, nothing to be sure
from Ward's.

Hoving long been a reader of Consumer
Reports 1 should not have permitted myself
1o be trapped nto these higzh interests. But,
I had assumed my Investigation of the rates
as printed on the back of the contracts ot-
tached to the catalog was adeguate. Ap-
parently not.

EnnoND. O,

G ML

I would like to call your attention to what
appears to be usury practiced by Mont-
gomery Wird in their billing svstem. This
company n~dds interest at the rate of 11,70
per month to the unpald balance existing at
the besiniming of n bllling period without
dedieting payments made during the billing
pericd. In effect they arce charging interest
on moncy which has alrecady been paid on the
aceount during the billing period and prior
to the hilling date. Why don't they calculate
inierest on the Lalance remaining on e
account at the end of the billing date?

As an exampie, the following is my bill
dat>d 5 23-67,

T.ast month's balance__ .. __. __. . $157.82

Service charge added 2.37
Payments and creditz 118. 82
New badance o oo .o ... ... 41. 37

The 211882 was paid on the acconnt dur-
ing the biliing period yet interest is still
charged to it. The actual interest rate
charged on this bill is almost 6« per month
calculated on the bhalance remaining at the
end of the month.

I have already written Montgomery Ward
regarding this practice but, as expected, 1
have received no reply, T am sure that Mont-
gomery Ward would be among the first to
state  that government controls are not
necded in this area, but I would advise them
to institute fair practices prior to such a
stntement,

ANN ARBOR, MIiCH.

R. AL

Have any of the readers cxpertenced Sears
Roebuck's latest trick to increase their carry-
ing charge?—Simple—just don't bother to
post credlts to your account until after the
billing date. In this way they can collect
your money and charge you interest on it
also. It must be very prevalent as I caught it
3 timics In 1 year on my account. Necciless Lo
say {t’s now closed.

GLENVIEW, ILL,

w. s.

Why don’t you mention the deceptive bill-
Ing practices currently used by such large
comipanies as Sears. Not only can’t you read
their statements (unless you look VERY
closely) but they add their ‘‘carrving
charges” whether or not the bill is paid in
30 days!

I have already returned one credit card
from a local chain (Valu-Mart) because they
added carrying  charges upon  carryving
charges, and I no longer shop at their local
outlet,

Currently (due tue a change In billlng prac-
tice from local to Los Angeles) I am fighting
the same battle with Sears. At present I
“owe"” them $1.28 in carrylng charges over
the past two months although I pald the
bills within 10 davs of recelving them. Al-
though I have wrilten two letters, with a
third to go out with thls mall, I have vet to
sce the courtesy of an answer. I may miss the
convenience ol shopping by phone, but Senrs
will probably get their credit card back too!
The convenlencee is the only reason why. 1
have a card anyway.

Incidentally, I do nat have a Monigomery
Ward credit card. Their latest practice s to
add carryving charges inuncdiately. There is
anocther loeat entirt that charges you for the
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dnbious “pleasure,” before you even’ huy, of

having their credit car

!

Maybe I'm naive, but have 30 day churge
accounts gone out of stvle? I mayv become a

cashh customer comple
writing cheecks! I just
T'EDCRAL WAY, \WWASH,

tely, and forget abeout
dontt ke being teres,

M.

BORDEIRS WITH
CENTURY Or

DUT A WALL—A
FRIENDSHIP
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