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come.

Now, the common law, theoretically provides
for damages for fraud. The reason that this type of
protection is not adequate, and there should be
additional legislation in the consumer credit code
about this, is that the cases are often small, and the
relief inadequaté for'the time and effort involved.

If we are really going to try to attack the consumer
credit ﬁroblem, a vast proportion of the loans are

too small to allow the ordinary fraud remedies to

take place. And, of coufse, I mean they are primarily
loans on commodities; either whethéf made through the
sales finance‘méthdd'or'whether direct cash loans in
order to purchase the commodity.

Now, we need a class C provision in a statute
whereby either the consumer coun;el,or private counsel,
if they get several of thesé cases, can bring them all
at once and be assured that they won't be divided up
all into a bunch of‘sepafate cases. We need other
provisions to ease the procedure for private counsel
to handle these small matters, and among them»is

\ .
addiﬁional attorney fees in consumer fraud cases, just

38

as in tﬁézRegulatory Loan Act, a provision was made
% ’ :

g !
which was hé&lpful and remedial to allow attorney fees
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"in violations of the Regulatory Loan Act.

Fritz

Now, one of the types of fraud that has Béen
mentibned here several times is trade schools; and I
would like to affirm that this type of fraud is quite
prevalent and there is'the Federal Trade Commission
which takes an interest in it, but any government agency
is limited in how much. it can do on a little case or
evén a group ofAlittle cases, because it has the whole
field of regulations to take care of, and it‘has a
limited budget. And, I should like to emphasize, that
private counsel can work with government agencies in
s d '
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provision for this'and reduce the taxpayers expense
in supporting more and more in the government agencies
to take care of the énforcement which could 5e done by
private counsel.

And so, if wé do have this type of remedy
in consideratioﬁiof the little borrowers access to
private counsei, why, I believe that it will help the
enforcement of the laws that we already have and will
be necessary to an adequate enforcement of these
provisions that I hope you wiii put in any consumer
credit code that you enact.

Thank you.




10

11

12

102

Fritz
MR, MISKELL: Is that all?
MR. FRITZ: Yes. '
MR; MISKELL: Thank you, Mr. Fritz. We would

like to ask you a few questions.

13
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2 | BY MR. LINDSEY

3 Q "Mr. Fritz, we have listened to witnesses in

4 San Antonio and Houston before coming here, and we have

5 run into some‘interesting opinions on various facets of

6 consumer lending. One witness in San Antonio, who is

7 an attornmey and a man who has done a great deal of work

8 with the indigent people, made the flat statement that

9 a loan of a hundred dollars or less should be prohibited;
10 that anyone who needed to borréw a hundred dollars or less

11 needed charity and not credit. On the other hand, we

12 had a priest in Houston who has worked with the poor and

13 he rebuttsgthis_yeryﬁstrnnglyfwand4citedganygnumberméd;———;—

14 people who had borrowed from a credit union down there

15 in sums of 20, 25, 30 dollars, and he.feit that these

16 people were entitled to the same dignity that the

17 president of Sanger-Harris is when he goes to the First

18 National Bank to borrow for his inventory for the fall.

19 Do you have an opinion? Do you agree with either or both

20 of these?

21 A Yes, I have an opinion which does not fall

22 intb either category, and that opinion is this:

23 - That in our experience, most of the borrowers

24

who have had a loan of less .than a hundred dollars have

had additional indebtedness at the same time, and their
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1
N 3
2 indebtedness totaled well in excess of a hundred dollars
3 in almost every instance. I made a study of that at one
4 time and in out of over a hundred cases, in only one of
5 them I didn't know of additional indebtedness. This was
6 in instances of where they had loans of less than a
7 hundred dollars..Usually they had a set of these little
8 loans to go with it. Very frequently they are borrowing
9 from one of these companies that specializes in the
10 hundred dollars.and under field and also borrow from
B i | companies that made loans mostly over a hundred dollars.
12 _And; in these‘loans, they would have tWO or three hundred
13 dollars loans.and $50 and $25 loans, all running at the
14 same time.
15 Now, if they were able to put all‘these loans into
16 one, they would not be paying 320 per ceﬁt on any
17 of it. Since the little ones keep recurring more rapidly'
18 and do the most harrassment as a rule, or:they tend to
19 get you where they proliferate their little loans, they
20 proliferate the highest rate of interest, although a.
21 lower rate is available to them for the same amount of
22 money that they are borrowing, and so from a social view-
23 point,-this is on account of ighorance, primérily, on
24 their part-and so from a social viewpoint, it would be

better if we frame the loss so as to encourage them and

help them to borrow
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2 - what they mneed at the 1owest‘fate of interest availmable.
3 For this reason, I do not think that we should frame the
4 loss so as to just.consider how mﬁch aoes it cost the
5 lender to make a $25 loan. He could, if he chose, be
6 making a full portfolio of the loans, and taking care of
7 this borrower's needs whether the.borrower needed $25
Vs or had indebtedness of cover a hundred dollars that should
9 be consolidated, you see. So, I don't think that the
10 cost basis of how to compute rates applies in these
11 small fields where it causes so much damage. In my
12 opinion, the high rates, the exhorbitant rates that allow
13 under a hundred dollars.ceil, @ﬁdch is short for ceiling,y
14 cause more of this type of damage that I have been men-
15 tioning by far than the higher rates that come from the
16 17(a) and the insurance pile-ons and so forth.
17 And, so my answer, then, ﬁould be this: I
18 don't believe they should be outlawed, but I believe that
19 they should be encompassed uhder_the standard type of a
‘20 graduated loan rate structure that applies in all of the
21 states that have what we call uniform small loan laws;
22 that Texas Would'ﬁome somewhere néarer, if it abolished
23 section 17(b) giving special privilege and inducement
24 to people to limit their loans to underma:hunéred4dollars§
25 and to proliferate small loans.
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2 Q A disﬁinguished economist, Dr. Yeager, of the

3 Universiﬁy of4Houston, counseled with us and he said

4 that the cost of lending had three components: one,

5 the rent. Iﬁ'other words, a fair payment for the use

6 of the funds; and; two, the administrative costsj and,

7 three,‘thg cost of the risk involved. Do you consider

8 that a fair statement?

9 A I think that is a pretty good statement.

10 Q Well, do you feel that a lender is entitled
11 to a profit on each loan he makes, orvdo you feel that
12 the borrower who borrows a larger sumvof money should

13 subsidize the borrower of less than a hundred dollars?
14 A There are various ways to have a graduated

15 rate structure without the latter taking place, without
16 the subsidization of the smaller loan by the larger. I
17 do ndt feel, in answer to your first question, that on
18 loans of a hundred dollars and less where they are anti-
19 social, which they ére, wheﬁ they ~equal 320 per cent,
i that the lender should be entitled to a profitrto make
2 anti-social loans any more than we should guarantee by
a5 law that a mnarcotics runner should be guaranteed a profit
23 becaws e he has suchvhigh expensive pay-offs and bribes
24

and things like this. No. I don't think so.

Q If it is anti-social, you feel the loan should
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2 not be made. Is that it?
3 A - No, I;think that there are some instances
4 ‘wheré'the loan can be made and is made by a lender on a
5 full graduated rate schedule, either as an inducement
6 loan, some of them make these smaller loans at the
7 maximum rate as an inducement loan, or as an acéommodation
8 .to someone who othérwise-might go to a loan shark, as it
9 were. :
10 Q Well, I have to confess that I am one of those
11 uneducated people in the field of matheﬁatics, and I
i can look at the Regulatory Loan Act and'I know that the
13 charge for less than a hundred dollars‘is a whole lot
14 of money, but I héven't ever been able to reduce it to
15 320 per cent, but.I accept your statement that it does.
16 A It has been computed by the lending industry,
17 as well as by the credit uﬁions puﬁ out a manual which
18 showé the whole rate structure, and I have one from
19 Mr. Shuck Whé was one of the leading thinkers and helpers
20 of the lending industry, and his shows the same maximim
21 mr;te there.
128 Q When you say on a ''graduated scale', do you
23 mean by that that a sﬁaller loan should have a higher
é4 maximum rate of interest— ‘
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Q ——phan a larger loan and that there might be
several plateaus?
A Yes, but to the extentbﬁhat those plateaus

could be reduced, it would be an aid to disclosure, to
simplicity.of diéclosure, because'theré is a difficulty
‘when you say you have to givé the "conglomorate'" per
cent per annum, if I might use that term.

Q Yes, sir.

A On the graduated rate structure it causes the
lender a little bit more computation, although they tell

me that they have rate charts that they can do it without

14

15

16

17

18

19

20

21

22

23

24

the number of steps is advisable, even though it does
have part of the effect that fou mentioned there of the
bigger borrowers are to some extent helping to pay for
the cost of the smaller ones. I,think‘that generally
“the lenders look at thé total package for a profit making
considerétion. Since some of these :ismaller 1oéns do
lead into larger ones, well, they are often very anxious
to have the total package, even though they may lose a
little bit on the smaller ones.

Q Well, now, we have had several bankers testify
before this group who tell ué that, yes, they make loans

of a hundred dollars and two hundred dollars. They lose
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2 money on each loan, and to that extent they make those

3 1oan§ in fhe public interest,-but when you ask them a few

4 questions, they don't go out and.soiicit that type of

5 loan that.they are losing money on. They will take it.

6 A I don't think—

7 Q —they take it in some instances.

8 i S I don't think it should be solicited, Mr.

9 Lindsey, because I think that. the borrower's actual need
10 and total indebtedness should be considered and the

1 people that are lending in the hundred dollar and under
i 18 field generally have a tremendous advertising and

13 pushing process to try to get peoplé info this category,

14 and that's all that they state on a lot of théir signs
16 and everything, and an ignorant person will think that

16 is all they can get anyway, and then they advertise far

17 small immediate needs,‘andlagrandize any type cf a little

18 thing that they might be able to buy, and so they do

19 increase the number of small loans far beyond tﬁe genuine

20 social need for them.

21 Q Well, you do feel, then, that the smll loan—

22 that is a hundred dollars or less—should either be made
‘2? on a profitable basis or not made at ail? You don't

24 really feel that somebody elsé ought to subsidize that

25 particﬁlar'borrower? '
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1

2 A Well, you have to answer that from a total

3 péckage and total portfolio viewpoint. I don't think

4 that lenders should be expected to make loans to borrowers
5 where they.lose money on the whole. But I do think that

6 they should not be permitted to say, "I get to:charge

7 this borrower what it cost me to make this little tiny

8 loan of a hundred dollars or-less." The cost of making

9 that loan should not be thg social bésis for determining
10 the maximum rate. I think that the graduated rate

11 structures of the Uniform Small Loan Law, which seldom

12 go above three per cent per month for the first hundred,
13 two of thfee -hundred dollars, has proven to attract

14 very much, a very great flow of funds from small loan

15 lenders. They are clammering to lend in about every

16 state of the union, and they are even lending in the

17 two per cent states, although I dpn't go that low person--
18 ally; so I don't think that they should be encouraged:-f:‘J
19 further by raising the interest rate or by confinuing our
20 present exhorbitant rate in the $100,and‘b616Win¢1d-

21 MR, LINDSEY: Thank you.

22 BY MR, MISKELL

23 Q Mr. Fritz, in the studies I have been working
24 .

on and have people working on in consumer credit, all the

economic statistics seem to indicate that consumer credit




111 -

1 Fritz

2 -is probably one of the most expensive forms of credit

3 to provide to the-public. Do you agree with that

4 conclusibn? v

§ A What I would appreciate is if you would give
6 me anything that you have obtained in the way of a

7 written report on thoée studies. I have been asking

8 for some type of written evidence of the findings and

9 conclusions of the Regulatory Loan Commission. I would
10 appreciate that and I would study thét and I would give
11 you an answer then. '

12 Q Well, Mr. Fritz, w are talking about; we

13 haveAstudies figures. I think there are probably about
14 45 states in the nation that have acts similar to the
15 Regulatory Loan Act. Some of these acts have been on
16 the books 50 years or more. In practically every omne
17 of these states, the Commissionér is required by law to
18 make a repoft to the public— ’

19 A And that is true in Texas, too, is it npt?
20 Q Yes, it is, Mr. Fritz.

21 A Has the Commissioner made.one yet?

22 Q Yes.

23 A Do you have a copy of it?

24 Q 4We haven't made fhe report yet, Mr. Fritz, but

it will be available to the public in the véry near future.
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2 A Thank you.
3 Q | But going back to these other states, Mr.
4 Fritz, these 40 or 45 states that have been making_
5 _.reports for 40 or 5O yeérs,‘some of them,'ali the
‘ 6p reports show that there is a.tremgndbusly high cost to
f; 255 pProviding this type of credit, and I just wondered whether
fj 18   you agreed with‘that’proposition.
3 f5  A Well,‘of course, compared to what? I think
" 10 thati - '
1 Q Now——-
12 A I think that the cost, if you want to compare
13 it, to compare cohsume: credit to an o0il company loan |
14 on an established‘field.or something like that, why, I
15 .think the rate would be higher. If yoﬁ want to compare
16 it to some of the speculative business loans, I don't
17 know whether it woﬁld be or not. It is all a matter of
18 comparison.
19 Q This has gone into an»element\of——l ém’talkingél‘
20 Mr. Fritz, of the statistics. If'you get—and I'm just
21 dealing with the statistical agencies. Let's just say
22 the Federal Reserve Sysﬁem'of the Comptroller of the
23 Currency and “the'State. When you get into the field of
2 banking, you are claséifying loans, either commercial
% loans or inétéllment 1oaﬁs,or consumer credit loans.
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2 You are subdividing those within that group, and all the
3 statistics seem to show in terms of consumer credit that
4 this is much more expensive—
5 A Yes.
6 Q —to provide. 1 am talking about consumer
7 credit is more éxpensive to‘provide to the public than
8 any other form of credit.
9 A Than a commercial loan, for example?
10 Q Than a commercial loan.
1 A Yes. i think that is true.
12 Q Then you agree with that proposition?
13 A “Yes. |
14 Q And then,_witﬁin consumer credit, there are
15 differences in cost of the various types of credit.
16 In other words, some forms of consumer credit are more
17 expensive than other.forms of consumer credit?
18 A For example?
19 Q A homes loans are generally excluded, but I
20 mean, I think when we are'talking about installment
21 credit, it is a form of credit; it is mot a productive
22 form of credit; it is mot a commercial loan, but I would
23 say a cash loan to an individual, or even a home improve-

24

ment loan would be more expensive than the original

mortgage, would it mnot?
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rates that small loans do, should be emcowraged to make

a profit, no, if he insists on just doing that. But I

12 1 Fritz
2 A You mean if it is a second mortgage?
3 Q Yes.
4 A I supposé that since risk is onevof the
5 factors, as we all know, and all that, that the loss
6 ratio may.be siightly higher; would be definitély higher
'7 on second mortgages. Yes. And, therefore, the costs
8 would be greater.
9 Q Right. Now, when you get to the proposition
10 that‘this credit is expensive to provide, do you believe
11 that the credit, even if you take on a poftfolio basis,

- this form of credit ought to be atlatrate, do you believe

13 that the rate should be such ﬁhat the lender, whoever
14 provides the form of credit, can recover these cgstéfdf
15 operations, plus enough money for a fair and reasonable.
16 profit? 4
17 A Yes.
18 Q This is across the board?
i9 A Yes. That is on a total conglomorate picture.
20 I do not think that a fellow that insists upon limiting
21 his loans to a partiéular small loan area or any other
22 area where the costs are too high to be socially desirable
23 and where they cause all the damages that these high
24
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e think that the graduated_rate structure should be such.
3 that a vast number, vast source of funds would be
4 available, that a vast number of lenders 1cduld partic;pjya
5 ~ipate anc could compete.
6 Q - Right. Well, from the statements we have had
7 _>today we do have competition in the field, do we not?
8 A In the field?
9 Q Well, let me run to an act that I am familiar
10 with, which would the Texas Regulatory Loan Act. You |
11 have cited that there ié'a rate of interest dn loans
: 12 of a hundred dollars or less. Now; this is an altermative
» 13 rate section. 1Is this correct?
14 ‘A Yes.
15 Q  In other words,— Well, let's put it to you
16 this way: You ha&e under Section 17(a), you have a
17 basic rate of $19 per hundred.
18 A Uh huh.
19 Q Is that correct.
20 ‘A Yes.
21 Q | All .right. And under section 17(b), then you
22 tufn around and you have a graduated rate which you say‘
23 is 320 per cent. Correét?'
24 A : Yes. That's right. The maximum on a $20

loan—
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2 Q Let me quote a rate. Now, let me give you an
3 exampie and you just see whether I set it out fairly.

4 At'that $19 a.hundred rate under section 17(a) a hundred.
5 dollar loan for six months should cost the borrower

6 || $9.50. Righe?

7 | A Well, I>don7t'know. 1 téke your word for

8 s 6 5

.9 L All fight; vUnder section 17(b), that same

10 loan would cost $34 for six months.

11 A I will take'your word for that.,

12 Q I hope it's right. All right.- Now, as you

13 say, ﬁheré are two costs, $9.50 and4$34.

14 A ,' Yes‘.

15 Q . Therg are 2200 lenders licensed under the

16 Texas'Régulatory'ann Act. Is this correct? A1l 2200
17 lenders have the option under thé law of charging that

18 rate of either $34 or $9.50. |

19 A That's right;

20 Q So, there is competition that the lenders are
21 holding out to the public. Now,'at.some point—and we

22 ha&e raised this at the other hearings—and under the

23 law, under the law, Mr. Fritz, under the Texas‘Regulatory
24

Loan Act, the borrower is not asked to compute that out

as an effective rate of interest. In other words, if he

T IS SIS H A B D HFHAMMLM—_——J
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2 goes out into a lender that wants to make that loan on
3 Section 17(a), he is reguired by law to show him, put
4 it in writing, that‘that loan will cost him $9.50. 1Is
5 .thét right?
6 . A Yes.
7 ‘ Q - And if he goés into 17(b), that loan oﬁerator
8 is required by law to say,'"This loan will cost you
9 $34." |
10 A That's right.
11 Q  Now, do you feel that that is not enough
12 disclosure to give-to a borrower, thaﬁ he doesn't know
13 .tha; it-is in,hi§ intefest? | R
14 A I definitely do'feel:that, yes, and about
15 every borrower I see doesn't héve any idea, actually,
16 after tﬁat kind of a disclosure on a big sheet which—
17 Do you have a copy of the form and everything? There
18 it is. It is often written out big and everything like
19 that, in the cormner, and everjtﬁing. .But even then the
20 borrower is not, one, advised of how much difference
21 there is, if any, in it, because there is frequently a
22 ~difference. in the number of months and the‘size of pay-
23 ‘ment and, actually, in the amoﬁnt,.they vary the amounts.
i , . A :

They don't all just say, "Agree that here is what it is

across the board for a $50 loan and here it is across the
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2 board for a $75; but one of them will have $86.27 for

3 14 months; another will have $50 for three months, and
4 so forth, so the borrower can't tell by looking at it

5 what his rate is.

6 Q ‘.Né, we are talking about.two different

7 transactions. 1 am talking about one thing and you are
8 talking about something’else. I am talking about a

9 hundred dollar loan fdr six months under 17(a) and

10 Section 17(b).

11 - A Oh, well, now I haven't "‘given—

12 Q I am just talking about the one loan, now.

13 We are talking about the borrower; i‘am talking about
14 anybody here in Dallas. '

15 A Yes, I am, too. .I never Have known.

16 Q This is one loan, ngﬁ._ Now, this can change
g off. If a borrower wants to go to oné company and say,
18 "I want to borrow a hundred dollars for six months,” and
19 then goes to another company and he says, "I want to

20 borrow $60 for eight months,” I.agree we will have a

21 different set of figures. What I'm saying is, right

22 now you have a transaction, the borrower is given a full
23 disclosure in dollars and cents and to whaﬁ a hundred
24 dollar loan for six months is going to cost him.

A Yes, but—

D 2R NET LR R B B R pun e
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9 Q Now, wait a minute. Let me finish this
3 question;
g A ' Yes.
5 Q Thé borrower does have the option, then, does
6 he hOt, to make that loan at one place or the other?
7 A All right.  Sooner or later—theoretically,
8 yes. Of course, he always has—but I want to know
9 something. Would you give‘me an example of somebody
10 that is lending under 17(a) and has on his rate chaft
11 and everything there a hundred dollars for six months?
12 a hundred dollar loan for six months, even hundred dollar
13 loan for six months, and there they have it. They are
14 making these-loans regularly. Can you give me an example
15 of that? Maybe some of these gentlemen here have a
16 companybfhat makes a hundred dollar even loan for six

Sy months. I would like to— I mever have encountered

18 that in all of my experience, a nice simple case like

‘ 19 that. They don't give it to them. They don't wantto
20 coméete for price.
21 Q Well, if they change it around—now, we are
22 just taiking about a regulatory loan—
23 A I am, too.
24 Q —let's just hold it around. If they change
25 it around, let's say they give them $98 for seven months,
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2 and the other lender says, "I will give you a hundred

3 dollars for five months." ©Now, if we change theée

4 figures around, we will have a difference here of $9.50

5 and $34. Cdnceivably, we could change these figures .

6 afouhd to $33.13 and reduce that $9.50 to $9.17, or in-~

7 crease it to $9.67,'but the borrower is still going to

8 know there is a difference between $9.33 and $33 or

9 $32, will he not? |

10 A Not if one is at 7 months and one at 5 months.
11 These people are to ignorant to figure that out and

12 the more you go on these figures the more I join them.

13 MR. LINDSEY: That goes back to thé problem of
14 education.. |

15 BY MR, MISKELL

16 Q Well, this comes back to the point of education.
17 A That's right. And this can be done if they

18 will have a per cent per annum rate, and thenm you just

19 say, "This fellow is lending at so much per cent and

20 this fellow is lending at so much per cent," and I don't‘
21 care if you lend $98 or $227, you can get the comparisons.
22 Q In other words, the man can get the comparison
23 if he is told that this loan is going to cost you $9

24 and this loan is =-- I mean the.same thing here. 1In other

words, if I go in and say it's going to cost you $9 and

you go and it's going to cost you $33, he doesn't under-
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2 stand that?
3 A If it were given that way, yes; but when they
4 don't.have to have a rate comparison, then the way they
5 get out of any type of rate computation on lowering those
6 rates, which they dearly love, is by wvarying the amounts
7 and the terms. |
8 Q All right. I can_seevwe have reached a
9 juncture here where—

| 10 A Yes. Well, I appreciate it. I would like

‘ 11 to ask the Regulatory Loan Commissioner for information
12 as to what, how mény lenders in Dallas, for example,

i 18 or in the state of the 17(a) clss afe giving‘a clear-

14 but rate distinction, or how many lenders in the whole
15 state are giving any kind of a ratevdiSClosure; that is
16 a per cent or dollars per hundred, either‘one of a

| 17 disclosﬁre in their advertising so the borrower can
18 figure it out before he goes in there, or making’ s
19 loans even of a hundred even for six months.
20 Q I think, Mr. Fritz, under the regulations
21 promulgated by the Regulatory Loan Commissioner, any
22 lender: that advertises a loan must also advertise the
23 amount ofbeach monthly payment and the number of payments.
24 A Yes.

Q He must also show in prominent type whether the
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2 payments include insurance or not,
3 A That's right. That's right. And you can't
4 tell from looking at the ads without being a pretty good
5 figurer wheré you can get the better deal and besides
6 that, they are all charging at the maximum with possibly -
7 || one rare exception, which is the only one I have ever
8 heard of. There is no rate competition among them,
9 with the exception that in this field of a hundred
10 dollar loans and under, there actually is a difference,
11 || but they aren't telling even there, although it would
12 || be to the benefit of the 17(a) lenders to give the rate.
13 || It would definitely be to the benefit of banks to state
14 their per cent per annum, but for some reason that T

15 never have been able to find out all the way, they seem to
16 resist agreeing to stating it in per cent ﬁer annum.
17 Q I think we might move on to the next point.
18 You made a statement there, you have talked
19 about competition; Mr, Fritz, and, of course, this is
20 one of the things that the Governor was talking about,
21 competition between financial institutions; and I think
22 this. is one of the points ﬁe have tried to make to the
23 ~various representatives of various industries when we
24 talkAabout competition. -

Now, you made the point -- and I don't know

] ‘ 3 .’ . .
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2 precisely what it was, but you were speaking aé to banks.
3 A‘ I say that they’are charging more than ten :
4‘ pef cent per annum frequently.

5 | Q Well, do you feel this is a bad thing?

6 A. . I do when it is against the law. Yes,_and.I
& think that the more people you have violating the law

8 the more it brings down the whole respect for law in

9 your commﬁnity, and the benefit of any laws that you do
10 enact,

11 Q Then you have made the statement again, that
12 the Regulatory Loan Act was to provide 320 per cent

13 interest in certain cases.

14 A That's right.

15 Q ‘ But yet, when the banks come out and compete
16 in this field at a lower rate, are they mnot trying to
”‘ benefit the public?

18 A Well, I don't know what they are trying to

19 do. I wouldn't try to go into thel? motives, AlL T

20 know is if they are violating the law, then that's bad.
&l Q Are they providing competition to serve the

= public? You were talking about the social needs.

%8 A Here's the way I would rather put it. I would
24

rather put it this way, that I would be in favor of

giving, if necessary, for their being able to make & profit.:
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1
2 in the consumer credit field, I would rather givé.a
3 lawful increase to the bank, accompanied by a full.dis-
4 closure requirement of rate per cent per annum. If
5 we had the package, we would give the banks a highef
6 rate, so they would compete for and be able to make
1 a profit, plus they wuld disclose Qhat their per cent
8 per annum is and éverybody else will have to disclose it.
9 Then we will begin to have the results of rate competitionj;
10 but why give them a raise if they don't add anything
11 that will enable you to have competition?
12 Q Then you are in favor of providing an increaséd
13 . rate of _interest for banks? ‘
14 A Provided. I said, provided that it goes with
15 a good ‘:consumer credit.code that inclﬁdes consumer v
16 protection all the way, specifically and without exceptioen:
17 with rate disclosure in per cent per annum.
18 Q You said you were a member of the advisory
19 committee of the—what group is it.now? The Uniform
20 Credit Code, the National Commissioners on Uniform Léws,
= their project for uniform consumer code. Is that correct?
22 A Thai is: correct.
23 Q = All right. Now—
24 A But I don't speak for them here, either; I

speak as an individual.
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2 Q Well, you are a member of thg AdvisorY‘CommitEnZﬁ
3 A Yes, sir. ‘

4 Q L think‘that is a correct‘statement>of your‘

5 position.

6 A Yes, éir;

7. Q @ The Commissioners have completed the first

8 draft of that code. Is that correct?

9 A They didn't complete,it, but there are some

10 sectioﬁs still blank, but they did have a draft in which
51 they submitted many.sectidns to the National Commissioﬁam;g
12 Q Well, I meanlthe Committee was working onvit |
13 and did submit ﬁhat draft to the meeting of the National
14 Commissioners in Montreal Canada, at the end of July of

15 this year?

16 R Partial draft. That's right.

17 Q - But there'is a draft, partial; éome sections

18 are ommitted?

19 A . Yes.

20 Q Does that draft contain a section where there'
21 is a requirement for disclosure of per'cent per month?

24 A Not per cent per month; per cent per year.

23 There is a section that requires that.

24

e Does it require that, or does it require

disclosure of dollars figures, dollars per year?
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2 A There is another section, on another ﬁype of
3 loan that requires dollars per hundred dollgrs, and
4 then by aniamendment‘per year has been put in that. Now,
5 there are two types of disclosures, there are two types;
6 énd I believe that'will be corrected to where there's
s just one,
8 Q © Well, there are two types of disclosufe?
9 A ‘ Yes. |
10 Q ‘ Per hundred dollars per year and then thefe 88 B
11 per cent?
a4 A .  Yes, but fo: two'differen; types of loans:
13 Q QCould you clarify what Ehe per cent is for?
- 14 A The per cent is for single payment loans and
15 the hundred dollars per year is for installment loans.
16 Q The hundred doilars per year. Now, is that
17 hundred dollérs per year, I mean, here in Téxas, we have
18 the requirement that you have to show dollars per year‘
19 or a pef-cent per year. Is that correct?
20 A Yes. That "or" is what ruins it. Nobody shows
21 per cent.
22 Q Well, but even so, even with the "or", we would
23 be stronger than the national code. Is that correct?
- 24

A Oh, mo. Did you say dollars per year? No.

FROM THE FLOOR: Dollars per hundred.
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2 A I didn't say that. No, I think that we are
3 much weaker than the Consumer Credit Code in its present
4 status. Oh, yes. Then it takes a Lt Bt loiiaors
5 than this type of statement too. The disclosure statement
6 is Section II and it is by far the longest of all of
7 thém.‘ You really have to make sure that you make theﬁ
8 disclose eﬁerything in order to have an effective law.
9 Q Well, let me ask you this, then, Mr. Fritz.
10 unld you be satisfied if we had the Uniform—if the
11 Commissibners are goiﬁg to promulgate that draft, it is
12 still per hundred dollars per year on instaliment loans?
13 " Is that not an expression ofnthe Commissioners' viewpoint,
14 on this? |
15 A That is definitely an improvement over what we
16 now have. A definite improvement.
17 Q  Well, it is different from what you have
18 advocated, though, is it not?
19 A I advocated raﬁe disclosure. I say preferably-
20 the rate disclosure should be in per cent per year.
21 Secondarily, if it can't be in per cent per year, it
22 should at least be in dollars per hundred dollars per yeaﬁ.
23 Now, let me read to you section 19—
24 Q A Mr. Fritz; let me— ‘

A —19-a-7 of the Act, and I will show it says:
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2 It says clearly, Item 7, .. what has to be disclosed:

3 "A statement éhowing the total ..amount

4 in dollars and cents of chafges'contracted.

5 for at the time the loan is made or the

6 percentate.that the total charges bear to

7 the total amount of loan expressed as a nominal

8 rate on the average~outstanding unpaid balance

9 on the princ¢ipal amount of the loan."
.10 It given an altermnative not of hundred ‘dollars
11 per year, but of dollars per hundred pef'year, but

ﬁ the alternative is the statement showing the total

13 amount of dollars and cents‘of charges contracted for.

14 The-total émount, in dollars and éents'of charges

15 contracted for at the time the loan is made. That is
.16 the alternative and that is what they ought to do. They
17 don't give the percentage.

18 Q But. they do give disclosure under the Texas

19 Regulatory Loan Act of the cost of -a loan?

20 A Well, this is seldom considered as disclosﬂrg.
21 They always did this before. The only thing that—~full
22 disclosure means in terﬁs,of rate, so that with one

23 figure, anjbody can compare whether this fellow is

24

clrging more than that fellow and you can't do it with

just dbllars . because they vary the terms and they vary the

B T L IRy o BN - SN S gl - (T A,
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2 amount of the logn and so forth.

3 Q‘ All right, Mr. Fritz.., 1 think we are getting

4 to another juncture, but I would like to ask yoﬁ one

5 last question and in thié regafd;

6 fAs you say, the Commissioners, the draft.

v, submitted by the Commissioners does not contain the

8 " same disclosure that yoﬁ are advocating here today.

9 'A In pért it does..

10 Q For installment loans? ‘
Y A - It contains— For installment loans, I would

12 much rather have that—

13 : Q No.

14 A ;—than none which is what we now have.

15 | Q It does not contain the proposal that you have"
16 . advocated here today?

17 A It is my secondary proposal that I advocated,
18 as an altermative, less ﬁreferred than the first. But

19 it is much better, I do propose, if you are going to

20 pin me down to. that or nothing, will take that rather

21 than Wﬁat we have now. Yes, sir. -

22 Q .Wellj I was just trying to make the observatim.
23 As a member of the Advisory Committee, I presuﬁe that you‘
24 made the same— Your first proposai, yoﬁ submitted that

25 to the Commitfee?
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2 A Yes, the first proposal was submitted;

3 B ALY Pighe, - IH oﬁher words, these National
4 ‘,Committee didn't accept the proposal there? .

5 A Not yet;

6 Q. _ What.if this Committee.doesnft accept it

7 here? "We will be following a pattern. .

8  A No, you wouidn't'because the National Committee:
9 accepted rate disclosure in dollars per hundred dollars
10 per year, and so far you haven't accepted any rate
11 .disclosure, but I hope you do.

12 Q i It is not my business to accept it; it is
13 the business of the Commitﬁee or the Legislature.

14 A JYourJrecommendation couldvbe very powerful
15 in that connection. |
16 Q Mr. Friﬁz, let mé run on to this other point
17 you have made. As you said, I think you have made the
18 sta tement now that banKs are not~ charging more than the
19 legal rate of interest.

20 - Ay 0 U hali,

21 Q In terms of the rates they charge. Now, Mr.
22 Fritz, as we well know, the Constitution does set out
23 that ten per cent is the legal rate of interésg; ten
24 per cent simple interest per annum here in Téxas. ‘Is

that correct?
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1

2 A Unless otherwise fixed by the Legislature in

3 || the Regulatory Act. .

4 Q We are talking about the general class of

5 loans? |

6 A Yes; sir.

1 Q All right. Now, but the law does provide,

8 and numerous decisions of the courts do recognize the
.9 right of the lender toassess additional fees. 1Is that
10 correct?

11 A Some laws, you mean like the banking law?
12 L Well; the banking code permits a fee of one
13 dollar per fifty, does it not? A

14 A It says so thefe.l Yes.

15 Q All right. Now, under decisions of the court;
16 what about legal fees fér investigating a title or

17 other investigatory fees? Have they been accepted by
| 18 the courts as a vaiid charge in connection :with the

19 loans?

20 A Well, when you added that "or other investi-
2l gatory fees'", then you expanded. Do you want to limit
2 it to title? That has been in some states accepted,

23 a1 ehink probably would be here, too.

24 Q Right. 1In other words, now, in addition have

the courts rule" that insurance which serves as insurance
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v say, as security for a loan requirement, -=- Let's:say'that
3 a bank makes that individual take out insurance to
4 protect. the security as offered, h#ve the courté accepted
5 that as a valid charge?
6 A. There have.been soﬁe decisions where the
1 facts were not brought out, that this was a device
8 for obtaining a higher_rate on the loan, or higher
9 income on the loan. There have been cases that said
10 it was. There was another case that held, even aside
151 from statute that where ﬁhey chrged us more insurance
12 in order to obtain more money for the loan, and it
13 comes out to be more than the ten pér cent maximum.
14 Q But ‘there are courts that say that you can
15 validly charge for insurance?
16 A You can, yes, if you do it_without violating
17 the other court decisions that say you cannot.
18 Q Well, alllright, Now, in terms, the cpurts
19 have permitted credit inéurance if.a'borrower so desires.
2 Is that correct? |
21 A . This is one of the types of insurance that
22 have been specifically allowed in a certain cass..
23 Rodriguez vs. Youngberg. ‘ .
24 Q Yes.

A Right.
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-9 .Q ~So if terms of the general statement that
3 a bank or any other lending institution conceivably could
4 charge more than ten per cent per annum, but thaf will
5 not necessarily make it—the total charges won't run
6 in excess of ten per cent. Let's put it that way.
7 A Maybe that way you might get it.
8 Q Let's say the total charges might run in
9 excess of ten per cent per.annum; but it still would hot
10 be a usurous 1oan°>
11 A Well, if you'inclﬁde.in those charges credit
- 12 insurance that did not come under any of the numerous
13 cases where credit insurance has beén found to be
‘14 additional interest, the premiums on it additiomnal intaxﬁf?;
15 compensation for the usevof the money lent. ‘
16 Q - In other wo;ds, you can have that.
17 Mr. Fritz., I would like to get back to this
18 one point because it just seems to me to be a contradictory:
19 statemenf. You have spoken, when you talk about section
20 17(b) of the tremendously high cost to the borrower, and
21 you have expressed the viewpoint— I mean, there is a
22 queStion‘that these 1oaﬁs should be outlawed in terms
23 of the interest of society. Would that be a correct
24 statement of your position?

A No., - | _ i . ,b

* i}
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Q Well, then, you believe that you should just
allow thpse loans to continue if you have, if they can
show justification for it, and economic Yust1eicatlon
for the raté of interest?

A Are you talking about a 320 per cent per
year?

Q Well, iet me rephrase it so we can be clear.
In-other words, we have a éituation, and this is the
thing that I can't be clérified in connection with your
statement about banks, that the banks here in Dallas

County are servicing 256,000 customers. They have

_almost $419 million outstanding, and they are providing .

that I would say -- I would hazard a guess =-- ét a lower
effective rate than any consumer finance company, section
17-a or section 17-b. Now, they are providing it at a
lower rate, but yet’ I detected a noteithat you would-=- =t
criticize one segment of»the'fihance industry'for'pro-
viding almost half a billion dollars credit to the people
in Dallas County at a.iOWér rate than they can get it
from another segment of the finance industry?

A No, I am not --.

Q Then you turn around and go to another segment
of the finance industry and‘you.say fhey are doing it wmng;

because they are providing it at a higher rate than another
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2 segment. In effect, what we've got, we've got layers
3 here of rates. We've got all the statistics I have
4 shown, and I don't know the Federal Reserve statistics,
5 statistics of various states, and I think the people
6 who have an acquaintanceship with the finance industry
7 agree that banks usually provide consumer credit at a
8 lower rate than consumer finance companies. All right.
9 This is one thing. Now, consumer finance companies,
10 by tﬁe nature of their higher costs, the type of
11 borrowers their clientelle have to provide the services
12 at a higher rate. Under the present practices, the

: B 17-b borrowers, because they are down with the marginal
14 borrowers and down at the highest énd of the cost end,
15 so to speak, have to charge an entirely different rate.
16 Yet there is a competitive situation that any citizen
17 here in Dallas County can go out and he can walk into
18 a bank, he can walk into possibly two savings and loan
19 associations here, and I think if they had a rate
20 probably'more, but he can go into a bank, he can go into
21 any one of seyeral hundred loan companies or he can go
22 to 17-b and he can shop a:ound and get, if he will shop
23 around, he can get the best service. Now, what is the
24 objection there?

A Well, in the first place, I am not criticizing
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2 the banks for providing credit at a lower rate than some-
3 one‘else. This is what I am for. 1 am for the American
4 free enterprize system of people charging at a lower

5 rate in order to attract customers. I am for that. Now,
6 with regard to competition, unfortunately competition

1 does not take effect until you have prices stated

8 clearly, and in the ordinary shopping a customer can

9 go in and find what the price of this one is and what

10 the price of that is and compare quality. 1In the field
1 of credit, they should be able to go in and be able to

12 tell what the difference ié since the price is varied

13 by the terms if he has a loan and the exact amount of the
14 loan and whether you pay it all equally or pay a larger
15 amount later, or things like this. They should be

16 able to go in there and just get one figure that they

17 can compare, just like a price figure on a commodity.

18 This one figure is either going to be that it is so much
19 per cént per year or it's going to say that it is so

20 much per cent per month, or it's going to be that it is
@ so many dollars per hundred dollars per year, and if you
22 get that one type of figure comparison and then you get
23 the education and training that goes to enable to mummage;a
24 | ‘

the public—and the State should be encouraging the public:

to shop for credit, to get the lower rate—well, then,
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2 you are going to finally have competition in this field.
3 Unfortunately, competition has never come in this field
4 without some type of legislation to encouragé it. This
5 is the type of legislation, this package of it, that
6 would encourage competition in the field.
7 Q Again, I've oﬁly got one observation. As
8 | the Regulatory Loan Commissioner, I think there would be
9 a great number of people in the consumer finance business
10 that would look at those 255000 customers in Dallas
11 County and $420 million and would observe that that
12 seems to be an awful lot of competition for even a place
13 the size of déllas.
14 A Well, it is competition on some of the tran-
15 sactions, but it is not competition obviously on the
16 others, because they can still go on and get a higher
17 rate from a lot of people, either A because those
18 people are not able to get the bank loan in that field,
19 and so it wouldn't be competition for them; or, B,
20 because they aré too igﬁorant. If they could get the loan':
21 they don't know how to compare the bank loan with the
22 other. If the banks would just say, '"Our rates are so
2 much per cent,'" and if the law -required everybody else
24

to say, '""Our rates are so much per cent per year," I

think that then sufely you would get everybody that can
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9 bqrrow from the bank borrowing from the Bank at ajlower

3 rate. |

4 || BY MR. LINDSEY

5 Q In the field of automobile lending, the

6 banks have already been active because they are dealing

7 with a larger size loan which, on a unit basis, the

8 administrative costs is less, and have you observed that
9 the cost of automobile financing has advanced less than
10 any other type of financing because of the broad compe—‘
11 tition between the banks and the finance companies?

12 A I will take that word from yoﬁ, and I think

13 that's a good illustration‘of where; in the new car

14 financing, wherein some states where a study has been made
15 and they do have the figures, such as New York, it has

16 been concluded with the banks and the field and everybody
17 else in the field, you see, the competition in rates

18 has taken effect. This is what we ought to strive for in
19 Texas.

20 Q Then you feel that if the Legislature should
21 decide to authorize savings and loans assbciations and

22 banks to enter the broad spectrum of consumer financing,
23 by permitting these institutions to have a rate similar
24 to the rate authorized under the regulatory loan act,

that this competition would be increased in the smaller
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2 loan field?
3 A I think that would be true.
4 Q Thank you.
5 Q If it.Went with the disclosure provisions'that
6 I have mentioned, you seé.
7 | -Q- Would the same regulations that would be
8 applied to the finance company inforced as against
9 saviﬁgs and loans and banks? 1In other words, open
10 competition, the same type of regulation for everybody
11 and the same rates for everybody, do you think this
12 would be a healthy situation?
13 A . I tell you what I think personally: I think
14 that if you put disclosﬁre in there, you are helping me
15 almost to be in agreement with you. If you include
16 disclosure. Not just the same, because if it is the
17 same as now, no; the banks.will take what they want and
18 need and other people will continué to get all kinds
19 and you Won't'havelratg‘competition.
20 Q Whatever the Legislature should decide to
21 provide with respect to disclosure?
22 A No. Not unless it is rate disclosure. If it
23 is any of those three types of rate disclosure that we
24

have mentioned, my first, second and third choices, yes.

Yes. Any of those three I would think it would be good,

| |
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2 and the banks subject to all the other regulations and the
3 types of consumer protection things that the other
4 witnesses have‘mentioned that I have not repreated,
5 then I would think that it would be healthy to have more
6 capital flowing into it, provided also that you have the
7 edﬁcational provision in the law so that the rate disclsire
8 can be made effective.b Yes. I think generally economcally
9 speaking the greater the source of funds in a certain |
10 .market, the less the market is limited in supply, well,
a1 then if you can control all the other factors that have
12 prevented price competition, Well,'then, ﬁhe more that
13 the price competition is‘going to cdme in and the more
14 you are likely to have a free mgrket.
15 | MR. LINDSEY: Thank you.
16 MR. MISKELL: Thank you, Mr. Fritz.
17 We have been running a little long. You may
18 have missed the nodnday crowd. We have two, and I think
19 possibley three witnesses this afternoon. .Professor
20 Harvey Davis of S,M.U. has also expressed a wish to come
21 || by and ﬁestify; I may be rushing you, but we might be
22 able to finish up early if we take a quick lunch break.
23 Let's say we adjourn to 2:00 and we will try to pick up
2 again and just get our work finished as quickly as we can;
25 I appreciafe jour attention so far.
(Whereupon, at 12:50 p.m. the luncheon recess wastﬂeﬁﬂm
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AFTERNOON SESSION

MR. MISKELL: 1In case some of you are wondering
what happened to Mr. Lindsay, he had to attend an important =
business meeting. That accounts for his absence. 1I'd

like to call Mr. Ducate.:,

MR. Ducateii: My name'is‘Jack Ducatea.c. 1
am hére tovrepresent the Dallés Retail Merchants Associ-
ation.

The things that I have to say will pertain only

to the retail sale of merchandise. -They have nothing to

14

15

16

A8

18

19

20

21

22

23

24

do with banking, financing;‘lendihg of money or anything
of.that nature whatsoever. .

Before I get into what I came to say, I'd
like to make a few comments_oﬁ some points that have been
raiéed earlier.

-’I think it is only reasonable to remember that_
in our era there are people who live on the fringe of
things. Unfortunately this is true, has been true and
probably also always will be true. . If this were not so,
we wouldn't ﬁave such a substantigl investment as we have
down at Huntsville wherein we have to incarcerate those |

who have been caught on the wrong side of the law.
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. other side of the fenée, too, who are just as willing,

DUCATE

Thefe are é'great many who live either just closely
inside or so closely outgide that it is extremely diffi-
cult to puniSh them uhder.our laés and the interpretation
thereof.

Unfortunately there are some people on the

frequently just as eager to take'advantage of business,

W

as it is frequently reported of business, to take advantage:
of them. I could'bring €0 you many many such instances.
I had omne just'in the last 48 hours that might be worth

mentioning.

14

15

~ 16

17
18
19
- 20
21
.22
23

24

‘co-signed for him frequently on small loans from time to

. A young couple was_referred to me thro%gh the
National Foundationvfor ConsumerACredit because they were
seeking some advice in handling.their indebtedness.
This young couple'had been marfied a year and a half.
Thej have an income take home pay of $700 a month. They
have outstanding debts of.over‘$7,000 on installment
obligations and contractual paymenﬁs'of about $550 out
of the $700. 1In addition to these, they have a 90 day
note at one of our local banks. This is an open note due
the 12th bf Oqtober. I asked the young man how he got

this loan. He said well, previously his father had

time which he had repaid. ‘Therefore, the bank had a goo&l

J .
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=3 |
2 paying»expérience with him, . i asked him further if -
3 he told the bank at this.timé that he hdd thes inswllment: -
4 obligations, énd-hié answer was a very embarrassed,'No."
5 ‘Now, ﬁhere are fringe operators who do and will
6 take advantage of people. They Wiil take advantage of
7 . the law. They will :fakéadvantage of anything that
.é they can possibly take advantage of. I am not here to
9 speak on their behalf at all. If there were someway tol
10 legislate these pedple out of business, no one would
11 aﬁpreciate it more than your reputable retail'merchant.
12 I would 1ike to remind you that in speaking of retailing
13 we seldoﬁ ever‘think of the ﬁagnitude of the business
14 as a whole. Unfortunately it,is not.a close knit group
15 as are many of the other phases of our industry. It is
16 'composed of many large merchants, but many many many
i more‘in th¢ medium to small and even extra small categoryi
18 fhis is almost the last fromtier of the way of life that
19 || most oflus have a love for wherein a man has a right to
20 go in business and run his business to suit himself, serve:
21 whom he pleases, make a‘profit if he canj; if he can't
22 suffer the loss all by himself. The gross national
23 product of this country preponderantly winds up into a
24

~retail transaction display along the line.

There was mention made of the harrassment of
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2 people, of improper repossession, of illegal entry and
3 things of these kind..,These:are violations of the
4 criminal code; If we canft .- .enforce the criminal code
5 in this area, then_I.think there is sqméthing wrong either
6 with the code itself or with our method of enforcing it. -
1 A question was raised about the question of
8 debt counseling I have been very very interested in this
9 subject a long long time. I have been instrumental in
10 getting debt counseling established in some cities.
11 This is not a commercial agency.. I do mnot
12 believe in them. Some of them are perfectly bonified,
13 operated by reputablg people! Some of them have been
B‘ invaded by less than reputable people and i as result
15 the professional debt counéeling as a whole has received
16 a rather poor reputation. This would be a debt counseling
17 service supported by the consumer finance industryvof
18 thevindustry of the city of Dallas, functioning at mo
19 cost to the customer at all.
20 The subject was raised aBout education, and
2l the matter of financing. I concur wholeheartedly in
22 eferything that has been said. I have had the privilege
23 of looking into both the materia; Béing used and the peoplel =
24 | ‘

attempting to use this material. I would say there is

‘a tremendous weakness in this area, in our educational
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system starting at someplace below the college level.
It's got to come someday. When this will be, I don't know.

Ltd like to take issue with one statement that
was made earlier today. The people can more readily
recognize the difference between 16 and 18 per cent than
between 16 and 18 dollars. Frankly, gentlemen, the
retail industry cannot éccept thié premise, . I:thiﬁkjyouﬁ
know that Senator Douglas from Illinois had for many
years promoted a bill in the Congréss. He has had éxperts
from every area of our «country and to this day there is

not a mathematician who has been able to decipher a

reasonable way in which this can be‘expressed in a retail

14
15
16
17
18
19

20

21

22

23

24

credit transaction. I'm not refefringvsbleiy to revolving
charge as was admitted eariier. In the retail industry
it is quite common for a customef to buy an item such as
a waéhing machine, subsequéntly buy a dryer, maybe
eventually an iromer and as they buy such, they like to
have these consolidated into one account so they have
one paymenﬁ. Obviously simple interest could be stated.
'Thefe‘is no question about it.r'On the second one, the
third one, the third one on down the line obviously it
loses its identity completely. Furthermore, I do not
and I cannot quité understand how anybody proposes to a

proposition based on the fact that péople can understand
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percentage better than they can dbllars.
| 'Now, a retail merchant is in business for onlj
one purpose and that is to sell merchandisg. That is his
sole reason for being. Where the customer gets the money
with Which tb pay for this merchandise is of no conse-
quence to your reputéble retail merchants. He can have

it in his pocket, he can draw it out of his bank, he can

write a check for it, he can take it out of his savings

account, out of his piggy bank if he wishes. He can go too
the bank and borrow it, he can go to the loan company and
borrow it, he can arrange to have it financed through

a Sales finance ("nmpany' Tbﬁ retail merchants Sixn?l"
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of the goods. It came into being many years ago, as an

do not care. The retail merchant is in business to sell
merchandise and this is his sole purpose for being.

Credit to the retail merchant is subjunctive to the sale

aid in the sale of merchandise; When this company in the
growth of its economy came to the point where more and
more people had an assuréd moﬁthly income and a desire
for better living conditions, they were in a position

to where they could buy now and pa& later, and this

is exactly what the ﬁhole Premisé~iscabout.. This is=aa
true fact. It is anfaétuai'fagtstit‘is“thé basis of the

entire economy of this country; that there have been

some mishandlings in this area is unfortunate, but
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nevertheless, these are restricted as was evidenced
by the questions,which you yourself asked Mr. Miskell,
thisbmorning, and the number of instances wherein the
retail merchants have beenlguilty of malpractice is
extremely small. Generally limited only to those who 1
would consider in the fringe area.

The qw stion of rates was raised. I would
remind you of only one very small thing in this area.
There are seyeral concefns in this country who pubiish
catalogs. %Offhand,‘I think of Wards, Spiegels;

Western Auto, J. C. Pennys, Sears-Roebuck and Compa ny ,

I don't know‘hoWAman¥_gaLalQgs_Lhesegpenplegpuhlish______
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but it is in excess of 25 million. This I do know. I

do know that each one of those cataloges* spells out very
clearly "and very distinctly the rates that a customer
will pay for a piece of merchandise bought on credit as
compared to a piece of merchandise bought on cash. Now,
there are only something like 40 odd ﬁillion families

in this country. With 25 miilion catalogs orlmore in
circulation, these are, I would say} rather generally
available and certainly cannot be considered as any effort
whatsoever not to let peoplelknow what it costs them to
use credit.

In that area, I would like to say that in my '’
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il
2 judgment the knowledgeable retailer attempts to tie theA
3 cost of his credit operations as best he can to the rate
4 of charge which he is ﬁaking to th; customer. Obﬁiously
5 this is noﬁ a cost accounting accomplishment down tovthe
6 Nth degree, but nevertheless, this ié the purpose of the
1 whole thing,;with the thought in mind that the customer
8 who uses credit will pay for it and the customer who
9 uses cash will pay no part of it.
10 In the last severalryears, there has been the
11 development of a new kind of retail account called
i 12 .generally revolving charge. It_has other names, flexible}
L 13° option, this, that. It is a derivation or a combination
14 -ér a consolidation of the 30 day charge account 4that
15 was prevelant in this country for many years and the
16 installment account upon which peoﬁle generally bought
17 refrigerators, washing machines and things of this mnature;
18 Truely this was not an inventilon of the retail
19 merchant. Truly, this type of account has come into
20 its popularity because of the.demand of the people.
21 Actually the demand of the peoplel ‘Thefe has been some
22 abuse of it, too, I'm sure, on behalf of both the customer
23 and perhaps in the case of some merchants. The intent
24 of the account is to make it easier for. the customer to
25

buy his day-to-day needs without all the fuss, muss and
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in which I have some faith, also, because to deny them -

the fight‘to intervene during the fact is taking away £ rom:

]

1 DUCATE

2 bother of créating a new installment Sales contract on

3 ‘each transaction and pay for theée'by the month if he

4 so chooses or pay for them in full if he so choosés énd

5 ~he pays the cost of the crediﬁ only if he uses the cost

6 of the credit.

7 Now, there are three basic segments in the

|

8 consumer credit field: thé retail sales, the loan of mmgyé,

9 and the consumér——and the sales finance compaﬁy. ObViomslij
10 the retail merchant in many instances is not in a position
1 to handle his !own accounts receivable. Some are, some

12 afe not. Moét are not. He has two choices. He can eithercr
13 take these receivables and go to his han‘k, pledge them

14 as collateral to his bank and secure advances against

15 them. This is very true in many many cases, or he can

16 arrange with one or more saies finance companies so that

17 as a contract originates in his - -store this contract can
18 be subsequently sold to or perhaps even discounted to the|
19 sales finance company. This is the purpose which they

20 serve. Generally they are in the picturé aftér the fact.
2l This is the way they planned to operate, this is the

22 way it should be operated, although I won't také your tine g,
23 there are some afguments on the other side of the fence



150

a statement of the fact do not sign this until you read-it'.:

P

1 DUCATE
2 the smaller merchant the advice and counsel of experts
3 that are available to him at no cost.
4 I'd like to mention just very briefly the
5 statutes regarding the sale of merchandise at retail
6 which are in effect in other states. There are 40 odd
1 states that have laws regulating sales. I have no inten-
8 tion to speak abbut them.
9 There ére approximately 30 states that have
10 laws regulating the sale of other goods as it is ﬁxqqamlyiy~
11 called. A bill of this type was introduced in the
12 State Legislature last session,. It was passed in the Howe 2
13 by a substanﬁial majority. Unfortuna;elyiit died on the
414 calander in the Senate. This was a good piece of legis-
15 iature., It is based upon the sale principals that
16 most law is based upon,, resident and experience.
i7 Gathering from the laws of the other states and their
18 experience with those laws.
19 I'd like to mention that this would cure several:
20 of the ills that was ment ioned heré this morning. It
21 requires a contract in writing. It specifically‘states
22 that the type must be in 8 point type that can be read.
23 Iﬁ contains the most forcible notice that we can think of
24 just above the customer's signature in 10 point bold type
25 | | ‘
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2 Be sure it doesn;t cdntain any blank spaces. You are
3 "entitled to a copy. The law specifically makes these
4 things mandatory. The contract'muét be in writing.
5 There cannot be any blank spaces. It must be signed by
6 bokl parties, both parties must have a copy. It
1 contains many other factors. I shall not dwell on those.
8 Services were mentioned this morning. Services®
9 .are included. The car repair that was mentioned earlier,
10 this would be includéd. It is covered in the statute.
11 Trade schools at this minute-axe not. 7In'ihcg
12 gentlemen, this is the first time in 10 years of legis-
13 lative experience on this particular subject that I have
14 ever heard the subject mentioned. Obviously it could be
15 included and based on what I heard here this morning, I
16 - think, undoubtedly should be included.
17 This law, this law does mnot relieve the
18 seller of any of his liability to the buyer when a contract::
19 is sold to a saies finance company. Now, this also was
20 mentioned this morning. This is not true, If this were
21 4ﬁhe law of the state of Texas right now as it ié the law
22 of roughly 30 other states. ,1
s This places a‘serious penalty on any violation i
24

of a predescribed charge for delinquency. This was men-

tioned earlier this morning, or in delinquency charges thatu:




12

152

1 'DUCATE
2 were just added infinitum uﬁtil such time the original
3 concept has been wholly 1ost'in the original Charges.
4 It makes it pléin mandatory a customer can be given a
5 || receipt for payment by cash. :Obviously if 'made by check or
6 money order he doesn't need a receipt. - It prevents baloon-:
1 notes. ‘
8 It prescribes a method of albcation of paymentsc
9 where going back to my example the dryer was combined
10 with the original purchase of the washing machine, so. that: -
11 the seller cannot'hang on to an original item for years
12 ‘and years and years on end. Not only does it prescribe
13 ~this, it gives ﬁhe customer the'privilege of designating,
14 under certain circumstances, where he wants the money to
15 apply.
16 The statement was made earlier, and I think
17 most of thése were made in comnection with interest and
18 I'm not talking about interest, that everybody charges
19 the maximum rate. And, gentlemen, this just plain
20 isn't true in the case of the retail merchant as: it
2l relates to the laws igovérning the installment séles
22 of goods. To the best of my knowledge, to the
23 best of my knowledge, no major retailer in the entire
24 United States is going to do this. None of the—to
o5 |

the. best of my knowledge they will not do it, and there is
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person and another set of rates for another person when

DUCATE
a real good reason. We recognize that in the igdustry
there are some people who deai with what I consider low
income, high hazéxd risks who have to charge a slightly
higher rate becaﬁse of thev risk involved. Most of
your major retailers do not choose to deal with these
people and if they did, then they would have to charge

everybody because you can't have one set of rates for one

do business today.

"you are doing business at the pace that the retail’mercharts. :

1I'd like to remind you of two things in closing. .
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doesn't have to file a lawsuit. - He has the right of

This law which we would like to see passed provides a
point of appeal, so that the customer who feels he has

been wronged doesn't have to hire a lawyer. He

appeal to the attorney general by the mere investment of
a five cent post card, if he chooses to go this route.

Last and far from least, these laws have been

in effect étartingfback,ﬁi;bélie%é,fin Ohié'neérly'*

twenty years ago. 1 can speak of my own personal knowledge

in four of our own mid-western states where I have been
most active, Missouri, Kansas, Nebraska, and Colorado.

Since the time that the 1laws regarding and governing

installment sales of merchandise was adopted in. thosa sates -«

by
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=14 2 they have had not one single case of violation brought

3 ta the attention of the:officials of the state and when
4 I use that Qord, i include everybody: the attormney gene::a.i":>
5§ ||+ the courts, the better business burééu; the Chamber of ‘
6 Commerce.
7 : ' Thank you. -
8 MR. MISKELL: .Thénk you. May I ask you a
9 few questions, please? v | |
10 v 'MR. IUDUCATE: Surely.
1 BY MR. MISKELL.
12A ) Q Do you have any idea how many.here in
13 Dallas County would have established credits in retail
14 establishments? |

15 Ty . Retail establishmenté?
16 | Q 1» Yes. .

Ry : A - In total?
18 .Q There would‘béran over-lap. Probably would
& be more than a hundred. 4
20 A Let me make a calculation if Iimay. 4There is
2l ' something over a million people in the Eounty, This wouid

2 ’be'roughly 40,000 families. I Wwould say somewhere—
SR Q '400,000.
& A . 400,000 families. ‘I Woﬁld“say that 90 péf

% cent or ﬁore excluding perhaps_only a segment of those
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which have been called'indigeht, and I'm not sure I
understand that anybody ever truly gave me a definition
of what an indigent is. 1In my owﬁ crédit experience I
have seen families that I thought'wefe indigents that
truly they weren't indigents at_aii becéuse they were
getting along a little better than some people I didn't
think wére indigents. May I say another word, sir. I
~don't want to take yduf timé, but I feel very deeply‘
about.some of these things. o
The credit fraternities as a_whole; in the

last 20 years,.has come to be a reél profession, and I

think today your major merchants have truly professional
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people heading up their credit departments.
Nobody in their right mind is going to approve g
credit transaction that they don't think they can collect
"If they did, they wouldn't be there. It was my privilege|
to superviée for the last 20 odd years, and I have seen.
some of our people méke some mistakes in judgment, and
this I can'forgive, but, to just‘fruly give away merchan-
dise, if we are going to do this, we are a wholeJlot
better off to do it thrdugﬂ our charitable channels. "It
makes a;bétter deduction as we all know. I.would say.ﬂwre

are relatively few families in Dallas who do not have estab-

lished credit of some kind in- some place. 1In geherél,.two,
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-16 2 thirds of the merchandise that moves at retail is sold

3 on credit of one kind or another. Ivhad ah.interesting.

4 experience that‘You‘might enjoy, just.a few minutes ago.
i Are there any.ladies in the room? ‘

6 I was over to the men's room and if you have

1 been over there,_tﬁey have a very talkative gent who

8 hands you a towel and wipes off your shoes. When Ilwalkedt
=9 in, he hapbened to have his bill fold open .and I told him,|
10 I made some offhand remark about thié. I said, '""That

1 looks aﬁful fat. It must be full of money." He said,

12 "No, it'é tall ol billeg? 1 said;'"Wéll, you ought

13 not to keep your bills in there becéuse it looks pretty
14 fat and somebddy will knock you in ‘the head for it."

15‘ He said, "No, sir. I have got aécéunts at this store

16 that store and all, I have got the finestcxedtiﬁmﬁhﬂaafaﬁq
17 Now, he is on social security, supplementihg it by handﬁéﬂ
18 it out ﬁowéls in a washroom. This, gentlemen, in my

19 judgment is entitled to credit because he takes care of

20 his credit. Obviously he is not abusing it in any way,

21 sﬁapéfaéhion or form. The average sale in a retéil store,,
e this méy be of interest'to‘some of you. The average sale
23 in a retail store is much under a hundred déllars. The

24 .

average account that you are talking about is well under

$200 on installment accounts and in the mneighborhood of
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2 a hundred dollars on a revolving charge account. You are
8 || not talkiné about the $6,000 figure that I beilieve you

4 | |used éarlier in one connection.

5 'Q - Mr. Ducate, has anybody in the retail sales

6 business, retaiiing, figured, do you'have figures, that

7 say what the average family—-Let}s take a young man 21, or
-8 22 out of school; he has just been married and he has

9 started ub a family. How much will that family spend in

’.10 retail over a lifetime?

11 A Sir, I don't know. I didn't expect you to ask
12 that.. I don't know whether I can aig it ﬁp from some

13 |{place or not. Is Mr. Williams.hgre?‘ Pete, check me on

14 || this figure. 1Isn't it soﬁething like $200 plus a year.

15 'MR. WILLIAMS: That sounds right.

16 A If this boy is 20 years old, he is just married
17 | | he expects to live to be 70. He's got 50 years to live.
18 if it runs somewhere I would say, Mr, Miskell, it's very
19 ||close in the area of two to three hundred dollars a year,
20 ||in the average retail store. .I'm excluding food markets
21 ||and things of this kind, you undgrstahd. |

22 Q Yes.:'So, you are talking about 50 times $300,
23 leﬂé say, or $ 150,000. |

24 .

A I'll take one of those zeros off. If I were the

federal government, I'd add one.

Q $15,000. 1I'd just like to make the observation,. |

4.———_J
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I think this might be considered a self policing facet
of your consumer credit in retailing, is it not. If a
man 1is going t§ do.ébout 15, you can reasonably expect
many to do-$15,000'worth of business with you over his»
lifetime. 1If you abﬁse him by harrassment or mistreat
him in ﬁerms of state and radar conditions of anything;
you are going to lose that customer to a competitor,
aren't you?

A I'm certain you are;'and;I;d like to develop

that just.a’ point. further 1if:I:could., Keep.this in . mind, I

said earlier and I'll repeat again the retail merchant
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is in business to sell goods. Thiévis his only purpose
for being. If we could solve the riddle of why the man
who owes us ahd can't pay us will go to our competitors
and pay cash, we'd be real happy. If he is'going‘to g0
some plgce and pay cash, we wish he'd come to us and pay
cash, if he can't get credit any more. Obviously, many
of the items that the average merchant sells today the
customer has to buy some place. Shoes, socks, underwear,
toothpaste, all of this sort of thing he has to‘get
some place. We'd like to keep him as a customer on a
cash basis'even if we can't collect what he.owes us.
Unfortunately we don't get the opportunity very often.

‘Thank you very much.
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1 MR. MISKELL: I'd like to call Mr. Jck Mitchell,” ',
g=19..2 Secretary of Dallas Teachers Credit Association.
.3
¢ MR. JACK MITCHELL, SECRETARY,
DALLAS TEACHERS CREDIT ASSOCIATION
5
6 was called as a witness and testified as follows:
1 MR. MITCHELL: _Mr. Chéirman, members of the
8 Commission holding tﬂese hearings and those of us in
9 attendance here, first of all, I would like to commend
10 you, Mr. Chairman and members of this Commission for the
ikl investigative étudy that the governorzénd president of
12 the‘finance commission has instituted in this area in
"i3 the way of gathering inf&rmation sd that good will come
14 out of it and service to people will be accomplished in
15 rthis particular area. '
| 16 My name is Jack A, Mitchell. I am a resident
‘ 17 of Dallas County, Dallas, Texas. For 20 years I have
18 Been the Secretafy Treasurer of the Dallas Teachers
19 Credit ﬁnion. Currently we have approximately 20,000
20 members of school employees of this county. I'm a former
21 school teacher and I would say.that I'm also a director
22 of the Texas Credit Union League.
23 But, Mr. Chairman, I am here as a citizen of
24 Dallas County, the county in which you are holding these
25

hearings today and what I say is as a common’ citizen. df
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MITCHELL
this county and has no relationéhip per se to my job
or ény office that I hold except for the feelings that my
Wofk has enaBled me to form some'opinions on some of the
things that were discussed here today, and I reveal them
for»your considerationbin the work that you are in as a
study. 1In my'connection and my experience of the past
20 years; I have found it increasingly that there is a
pressﬁre for the people especially from 20 to 40 years of
age to buy, to buy everything that they can and in a
good many cases with a dollar down and a dollar when you
catch me. 1In addition,; Mr. Chairman, there's this area

that I think we should all be concerned with, and that is
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'my general persomnal feeling that the knowledge on interest

the area that wﬁen these folks are getting out of college
now days, in the area of 20 years of age, there is a
pent-up demand to buy refrigerators, to buy warious
things, automobiles, furnishings for housing and so forth.
And in this connection, i Woluld say that in the work that

I am.in, we have had opportunity to observe people and

deal with people who write an "X" for their name to colleg
and university presidents and super:’mtendehtsand';p::ofession'-"i

al employees and M.D.'s and Ph.D!s in this county. 1It's

rates of this wvast group of cross-section of people is

very limited whetherlithey:be Ph.D or M.D. or ome who doesn't
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write his name. It's my personal opinion that their

knowledge of buying a home is very limited. They do not

know the papers that they sign. It's my personal opinion

that in transacting automobile titles, there's very little:

information.along that line by the consumers and individuals

at hand.
Consequently,'I'm speaking in behalf of a

citizen of this County,in'the public interest of the

people of this county and the State that they, too, should

be concerned.:As . men we think of all of our wvarious

that I think there should be deep consideration given to
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a full andacomplete;disélosufeaoﬁ any:rates, _:whether  they
be;aidoilar émount or,whethet“;héy be: stipulated by a

per cent amount: Whatever they be thaﬁ they be disclosed
to the individual 80" they can compare, When they educate
people that they can compete with one organization or
another, let's try to give them information that they

can compete on so‘tﬁat they can all be of the same mind.

‘ As an illustrétipn, when I receive in my

maii, and when I read on a billboard, for éxample, members
of this group; the Study Comﬁittee,'"Come'iﬁ.;.we finance
an automobile at five per cent", we know that thils is

either = : one of two things. Whoever wrote that sign
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doesn't know what he is talking about in interest rates

- or else they are trying to deceive and mislead the con-

sumer. With the current rate at‘six per cent and curxently
business loans going at 7 per cent up in the thousands
and hundred thousand dollars, this is no way, in my
opinion, to advertise to people. That we should state
that our rate is either so much or such-'a per cent or
dollar amount but have a law that would state this so
people could observe it.

In addition, I think we might consider, and

this hasn't been'brought out in these hearings, the
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tremendous area of credit card experience, that the
gentlemen ﬁreceeding here has menﬁioned that‘people

buy and they do buy-—and I've seen the'gaunﬁlet, members
of this Study Committee, from the'individual who owes a
$10 debt to the juﬁiof executive of a large national
chain right here in this city who's wife is a school
teacher, both of theﬁ aré workingr--he's in training in
an executive positiénr—because of their pressure and
because of their own personal mistakes,_would come along
and obligate themselves to as high as $600 in monthly
installments. Now, we are all gui 1ty in thi$ area.
Everybody that's in the consumer area, Whén we invite-

these people to come in and obligate themselves in this




G NI LY o ml

pr 1 Mitchell
2 area; and then they have an addition to the family and
3 the income drops half and there the individual comes in
4 and tears in their eyes and-they expect somebody to hail
5 them out. &
6 Whether we believe it or not, we are just<kahng,g
7 with an area where people don't exactly come out clean
8 with all of what they do owe when they make applications
9 for credit.nowadays. Whether it's to a'bank or a
10 credit union or savings and loan or anybody else or
11 small loan company. They don't, a lot of times, tell
12 all of this. And, they are encouraged to buy and they
13 - are. encouraged to go into these ‘:'various areas.
| 14 I would suggest that-in &our consideration
’ 15 that you also bring in the idea the credit card use,
16 because when we bring out the vafious credit cardé that
17 are coming along and the wvarious areas and the solici-
18 tations to come in and buy and buy, I think we have many
19 areas where peoplebneed tremendous education..
20 I'm not here to discuss the rates of various
21 || lenders. One can always tell the other fellow how to
22 run his business, and I think we all should take cognizapée
23 of that. I wouldn't presume to.telltanybody about ;heir‘
24 own rates. They've got to work those out. In some areas

- it costs more to do business than in others. But, gentle-
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like to ask you some questions.

MR. MITCHELL: Surely.

g  >Mitche11
2 men, I would suggest that in your consideration that you
3 take into deep concern the area of full disclosure of
4 rates, whether’they be either one, a dollar amount, or .
5 'secondly, whether they be a per cent of the unpaid balance, .
6 In my opinion,vthe various business organizations, the,
1 for example, chains and so forth, that have their rewlving::
8 credit at one and a half per cent per month or tfue 18
9 per cent, we all know.thése rates. I think they are coming ;
10 clean with the public, whether we think it's highcnfﬂeﬁef%@r
AH we think it's low. When they state that, I think of no
12 clearer rate than a pervcent of the unpaid balance. If a
13 man has an outstanding balance of a'hundred dollars and
14 he points off two places, that'é.one per cent and half
15 of that, that's a dollar and ahalf and he knows that's .18
16 per cent per year. I commend those who state it that way .
17 In the retail induétry.we buy -a suit of clothes here in
18 town and that's the rate they put out.
19 I believe it costs them that much to do businesss
20 in those small améunts._
2l - Thank you. I hope from this will come areas”
22 of puﬁlic service to the people;
4 MR. MISKELL: Mr. Mitchell, could we—we'd
24
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causes it, let me start at home. I think perhaps in our

29 1 Mitchell
2 BY MR, MISKELL .
B Q I think you have made a point that is ~interesting:’ -
4 here. . We have heard these remarks as to disclosure so
5 to speak, as a poiﬁt made that this would be the end .
6 ﬁresult,‘but now, your credit union, for example, your
7 teachers Credif Union is a -non-—~prc‘>fit voluntary coopemtive'.:vg
8 organization.. Is this correct?
9 A That is.
‘ 10 Q In other words, there is mno profit motive‘in.ﬁ§.
i ; 11 You are mot working for profit.' It is owned'by the
12 members. 1Is this correct?
13 Ab Let me put it this way, Mr. Chairman. We
14 make a profit. Yes, sir. Let{s be straight forward.
15 ‘But it goes backvto the memberéhip. 'it's a closed
16 corporation.
17‘ Q Goes back to the members. But thé point that
‘ 18 was interesting to me was this teachers. You have
19 members of your credit union association that do get over
20 loaded in debt. True or mnot?
21 A I think that's typical. Yes, sir.
22 Q Have you been able to find out.why that is?
23  What causes that?
24 A Mr. Chairman, just to specifically say what
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many cases, we have over and over, do you realize this onc¢

2

-

1 Mitchell
2 case we are too easy. I think the other lenders would
3 say they are too easy. I think the department stores
4 would say they are too easy. I think that all of us
5 togéther who get this young executive and his wife so,
6 || much in;deBt, we are all teol lenient with -them. Then,
7 on the other hand thefé is the pressure to buy éverything
8 now, ﬁheir pent up demand and from this the ignofance of
9 the people themselves.
10 Q We raised this‘point of ignorénce in the Houston >
11 area, and we have been talking about the pdor and the
12 disgdvantage of what you will, low income groups, but I
13 can be— I can say it as a politician, we can say people
14 are unsophisitcated in terms}of economic knowledge; or k
15 we can be frank and say there is an ignorance in regard'4
16. to economic matters. It doesn't exténd,only to the poor|
17 or to the drop outs or to a pefson who is digging a ditch
18 Is that not correct?
m' A In my personal opinion; and I'm stating this
20 as a citizen, from my work experience, i_say that whether
21 ‘they are the man Who,signé his name with the X or whether
22 it's a Mustang or the Mercedes Bend Peqplé, there's a
23 general lack of knowledge on cdnsumer inforﬁation; A
i24 tremendous‘amount. On contracts, you ask>a-persoﬁ'in
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7 I8 % ¢ | | : Mitchell
' 2 and a half per cent is 18 pervcent. No. And seem tol

3 care less, to be honeét about it. But, I hold this out

4 that this is an illuétratién. -I thiﬁk it's fair, but

5 people whether they are a Ph.D or whether they are M;D.,
6 when you get ' to talking.about add-on rates and discount
7 rates, and various rates of this nature, you lose them

8 real fast.

9 .Q deon't.know whether you were present here.
10 this morning.

11 A Yes, sir.

12 Q I would like, before I go into this point,

TSR | AILd_likeAtQ_ﬁrﬁface it. When you make loans to a.

14 person,'that person has to be a member of a credit union?
15 . A . That is true. S

16 Q  In other words, I N OV e A
17 group? |
18 A It's aclosed corporation.

19 _ Q Closed‘corporation. Now, this morning, in the
20 remarks, I raised the question whether any complaints.

2l in regard‘to credit unions. I might say, this is the

22 first time we have ever heard anybody say yes in regard
23 tb having a complaint on credif unions in'dur hearings.
2 But it would seem to me— I wonder about that, about

% || education. I mean about even disclosure can be the answer
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1 .Mitchell
2 to'everything} If you hear a person is a member of the
3 closed corporation and in effect if he is complaining
4 about the rate he is having to -pay, he is really tréns-
5 ferring from one pocket to the other pocket, isn't he?
6A A : Essentiaily, yes.
7 Q So if is ‘an-indication he.has a lack oflunwlﬁ#ﬁlif
8 A ‘ In the case here this morning, Mr. Chairman,
9 I think‘the 1Ady specifically, she ~'said that yes, they

© 10 hathad sbmé Complaints,A I'm not trying to interpret

11 hef‘épehch,ibut I think the same question would be asked
12 ébout banks,‘savingsland loans, the small loan regulatory
13 people,'you just'have a ceftainnpopﬁlation. They are

_fMA going ﬁo misunderStand the rateé.-_Frankly, we have a

15 good rate, a very gbod rate'aﬁd_as.youand soﬁe of the
m , group well know. Any ‘kind of a rate, the people are

-N going'to'misuﬁderstand them. I think the complaints are
18 rather minimum.- |

19 Q 0f course, everybody believes the rate they pay
20 1is the rate that is toovhigh.

21 A Yes, sir.

22 Q I think they understand ;hat much about conamﬁr: 
23 credit.

24 A They are kind of like taxes.

Q By the way, I'd like to ask this, on behalf of




1 Mitchell
2 membgrs of organizations who are not present, Mr. Bain
3 and he is a banker from Stockdale, but he raised the ques+
4 tion at this-pgint, and you have touched on it here again,
5 téo, that many timespéople are not givhu;éorrect credit
6 information to you when they make loan applications. Are
7 you finding this is the common phenomenohf |
8 A 'v Increasingly.
9 Q ; Do you know of anything_that can be done,
10 .> Mr. Bain would like to pass a statute to make it an offence::
11 to give false ihformation. I don't know whether we can
12 go that far, I don't know whether the Committee will
13 decide ‘to-recommend it, but it indicates there is something:
14 needed to.be done along thoSevlines.
15 A l_Mr. Chairman, this is kind of like sin. We
16 ‘are not going to eradicate it; I think it is an area of
17 the-times; and.I Bring up the morals,‘of the people
18 that we are iiving with today, plus the fact— As I
19 mentioned there in my'personal opinion, the age group
20 from 20 to 40, we are getting ready to really see some-
21 thing in the cfedit field in the cbming years, and I
22 think they need consumer information. I think frankly
23 that all of usg, they need some—there is some public
24

interest involved in this area.

Q Where can they get this consumer education?

[
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1 Mitchell
2 Where do you think they ought to get it?
3 A Frankly, it should be taught, I think we'd all
4 égrée through the schools, beginning through elementary
g and high schooi. I -have been a high school teacher, But
6~ you find a citizen fight now who knows how to pass title
7 to an aufomobile. They are few and raré between. Hdw
8 to pass title to a house.' Just seemingly it doesn't get
9 over until people get into it and they begin to use it
0 || then-they begin to find out about it.
11 MR, MISKELL: Thank you very much, Mr. Mitchell.
12 || We appreciate your coming Here. .
13 , MR. MITCHELL Thank you and the Committee.
i4 MR, MISKELL; I'd like to call Mr. Harvey‘L;
15 Davis, S. M. U., Chairman, Committeé'to'Prevent Unreason-
16 able Interest Rates. ‘
1 | '
18 MR, HARVEY L. DAVIS
19 was called as a witness and testified as follows:
20 MR, DAVIS: Mz, Commissioner,‘my‘name is Harvey
21 || L. Davis. I am appearing here as Chairman of the Committee
22 || to prevent Unfeasonable Interest Rates. And, I'll have
23 to first start out by saying, so far this Committee
24 hasn't‘been very successful, in its objective;

But I was very happy that Govexrnor Connally
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Davis

charged this Commission as he did, and I think it might
be a good idea at this time to look back at just what he

éhafged the Committee with: and so I am going to read

the words of Govorﬁer Connally:

"There is an imperative mneed for an

extensive consumer credit legislation for

the State of Texas. This code should encom-

pass all phases. of consumer finance operations
in our state. It should provide an adequate

interest rate.,”

This is the only word I'd change. I would

15

16

17

18

19

20

21

22

23

24

say it should provide reasonable interest rates.

"Free and fair competition between
financial institutions and industries, and
effective regulations. Under such a code,

the people of our State would be assured of

low, competitive interest rates and protections

from possible abuse. 1In addition, the finance
institutions and the industries of éur’State
would be assured of adéquate £ates and the
right to competition. . Such a code will bring
establishment and progreés to this most
important segment of our industryl:

Now, that is one of the best systems I've

ever
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‘rates. So, he emphasizes that. And, therefore, I think

" one of the emphasis of the Study should be on competitive

Davis
read, and I'd like to point out on two occasions he
uses the word, "competitive'" and then he also uses the

word— No, "cbmpetition" and "competitive'" interest

interest rates.
Now from what knowledge I have, I think it is

accurate to say that there is no competition in interest

rates within the small loan industry in the respect of
the rates that have been set. The rates that are chargal.

are the maximum. There is no competition. No one has

14
1
16
17
18
19
20
21
22

23

24

.that we are talking about is for the. consumer to know what

ever seen an advertisement by a tlnénce company to the -
effect'that.they are offefing 1owér interéSt rates than
any of their competitors..

Now, how do you get competition? _Eve:ybody
wants competition;  We all agree“oﬁ that.poﬁlt. Now,
how do you get it? You get it by the knowledge of
those in the activity looking around and getting the

best deal, and the oniy way that’cén be done in the area

he is looking for at the time he goes into the consumer
finanéing, And, the oniy way that can be done is to
state it in terms of iﬁterest.i That is what we are

talking about. Interest rates. There is no other way
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that people as a whole are going to be able to shop

for credit without knbwing what interest they are paying.
Now, I'm not up- here to rebut:anybody who spoke:

befofé, I doﬁ't intend to do that. But, in order to

say what I have to, I have to make.a few remarks of

wha; I heard.

The géntleman from the retail industry, in
essence is, his whole talk was they didn't:need regulation.
they didn't have any problems. k

Well, the Governor— I guess it was the

Govornor—at 1east~in the list of those that were under

14
15
16
17
18
19
20
21
22
23

24

might have with respect to.the people whojuse their

. - - S - - ¥
e—the retail establishments, and I don‘'t

profess to know very much about the problems that they

consumer. fingncing but I‘do know that the interest rates
that they are charging now'ﬁnder'the revolving credit pkmﬁ
is 18 per cent‘and I think all'of them chafge'that. That¥ s
my information. And, of'céurse, that rate is illegal
under the laW of Texas. So, that ié one problém that_a
comprehensive code should look at,

‘So, that is the main point.I think that I
would like to make up here: that is that this code that
you are going to make récommendations ébout, should carry

out the mandate—well I won't call it a mandate
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Davis
of Governor Connally, the statement of Governor

Connally, in seeing that we really get reasonable competi:

tive interest rates, and I'don‘t think it is an impossi-
bility D it. It is done much better in almost all
t he othgr states thaﬁ it is being done here so far.
I believe that our mathematicians are capable, despite
what was séid earlier of ‘drawing up adequate information
to show us interest rateslthat being charged to the
consumer.

I have a friend who is a doctor in mathemétiai'

and he tells me he can do it,'and I believe there are

lots of others who can, too.

14
15
16
17
18
19
20
21
22
23

24

Now, another thing that the code should provide
for, and that is as between the ipdustfy competitors,
the treatment should be the same as far asmaxﬂﬁmm;%ﬂkﬁédéff
Now, I say there may be differeﬁt.interést allowed for
some people, banks, credit unidns and consumer finance
operators of small loan operators. There may be good
reasons within the industry themselves_ﬁo have different
rates. But, there is mo good reason to have a difference
in ratés, such as we haVe now, in the small loan industry|
Aﬁd,'of courSé, I take the position that in this new code

there should not be such a'thing as our present Article

17(b) of the Code.
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I don't believe from the information that I
know. about that there is any reason for it. Without
going into all the arguments and statements yoﬁ have
heard before, I just want to make that point agéin.

The third pbint I want to make is about the
tie-in sale of credit life and disability insurancé..‘Ih
the first place, I think these tie-in sales are in
violatiqn of our present Federal and Anti-trust laws,
and that in itself is a very bad thing. But also, the
way it is used by the 1oan,ihdustry and by the consumer

financing, it is merely an additiomal interest charge.

i
[
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Now
AR

T
Wy —&

amall for eredit life insurance, if that is whatthe
lender wants, I think he should.be able to get it, but
I don't believe there is any  case in the history of
loans where a: credit insurance policy in a small loan
situation was sold by any one .but the 1endef, and the
reason he sold it is for additional interest charges.
Now, we have had the rates lowéred to some
extent, but they_afe still too high and they are still
additional to the interest charges being paid.
Something like a requirement if there is going
to be credit interest insurance writers a lot more infor;"

. . . ; R i
mation about it and something like group credit insurance

which can be written profitably by the insufanée company
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at a much.lower rate, at such a low rate that some of
the money loan companies who really want to compete on
their intefest would absorb the credit interest charge.
That would be an awfully good thing to put in their
advertisement. "We'll‘pay for your group credit life
policy." It seems to me that some of the loan companles
and consumer flnance companies could well take some
business away from their competitors just by doing that '
little thing, and I would suspect that ‘they would make -
more profit than the way they are doing it now.

The only other thing that I would like to talk

about is, of course, the problem of how do vou get the |
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~to say just how the education should be done, I think it

consumer to where he is able to really shop for credit?
Well, part of what I have‘already saidiwould help some;
But it seems to me that there needs to be a definite
state effort for this, and this could come under your
Department or whatever Department is set. p for the
administration of this code. It would eliminaté many of
the proBlems that the code is designed, or should be |

designed to eliminate. But very definitely without trying

should be done and a very likely by the state in. ‘order ito
to effectuate the purposes of the Code.

Thank you.




1 Davis
2 MR. MISKELL{ Thank you Professor.
3 I would like to phrgse soﬁe observations to
4 you. |
5 BY MR, MISKELL
6 Q I am quite frankly, you might say, a bit per-
7 plexed. Mr. Ducate rebresented the retail profession,
8 and I'm perplexed because I don't wish to rebut your
9, statement, but I think at the time of his discussion—
10 || . it's a quwe stion of interpretation— I know this has.
11 happened—but he was up hére-speaking of the 1égisf,:iv;
12 lation introduced iﬁ the last session sponsored by the
13 retail merchants here in the btate,lénd hie spoke of

14 many bf the provisions: 1In other words, disclosuré

15 cdpy’of the contract to be completed, to be given to the
16 borrowér;.the right of the borrower to—

17 A —Well, I say I'm not trying to rebut: him,
18 Mr. Commissioner, and T don't think anything he said

19 needs defending. .I‘ﬁ not criticising.

20 Q The point is made and I think it ought to show
21 in the record. Either I misunderstood him or I misunder- |
22 stéod the point waé made that he was opposed to legis-
23 lation.
24 A Let's make ﬁhe record clear on that, then.

25 ‘

. I didn't say he was opposed to regulation. The whole
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9 ~tenor of his talk was that his group didn't need

3 _regulation, that there were no‘problems.
4 Q Well, there again, you see I don't
5 follow it if he said that they didn't need regudation,
6 because he had spoken about regulation that he had
7 sponsored, and .indicated that they felt that they needed
8 some regulation.
9 A Maybe we won't agree with how far they went.
10 ‘Well, then, we can get down to some of these things,

ﬁ yes. I'm sure they sponsored something like pefmissive
12 regulatiOns'to let them do what they wanted. Of course,
13 that type of regulation is fine with those who have it
14 regulated as they want to be regulated. That's per-

15 miséivg'regulation...vl am talking about real regula-

16 tions, regulatofy regulations.

ek Q - We come to one other observation and I imagine
18 people and I don't know about rebuttal, but you have-

19 raised the question of competitive_interest rates and 1
20 think.I need to make about three observations. I just

21 pulled out a little booklet and there are 12 states -

22 that have regulatory loan ceilings of $1,500 or more,

23 and of those 12 states, well, there would be 13, really,
24 including Texas, and I think that number may have |

changed with some other states, but out of 'the 12 listed
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g Texas has a iower rate than 10. There are only 2 states
3 that have a lcwer‘ra;e than Téxas.. At a thousand
4 dollar level, there are about 19 states in-that class
5 and f6r~regulated_1oans, Texas has the lowest rate of all
6 19, So, it seéms to me when we get to the pbint—— You
7 made thejobservation the rates are too high or they could
8 be lower, I would like to carry the next point, on
9 what is_that based?
10 . A Mr. Commissioner,'I'll furnish figures Where
1 ‘they are the highest.
m‘ Q At a thousand dollars or at $15007?
13- A Yes. Including all the tie—in's. T'11
14 furnish figures on that if‘you want the figures.
15 .vMRo MISKELL: I'm sure the Committee would be
16 glad to have thém. |
17 A_v I came up here to state what I think ought
18 to be in the mnew code. I didn't come up to debate .the
19 present law for information or to be a target for what
20 observations you might have for the present law. I
21 thoughf you wanted sbmething about what I thought should
22 be in the new code.
23 Q :We did and we appreciate your giving us these
24

thoughts, Professor., I'm sure the Committee would

like very much to have your observations on the total
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rates on fhe Texas Regulatory Loan Act because I'm’
sure they would want to look into the act to provide
a competitivebsyStem of consumer credit here in the State
in response to the Governor's mandate to the Committee.

I'm sure we appreciate your coming by, and,
as I said befP re, I was perplexed. As _you say, the
purpose.of the hearing is to take testimony from any
citizen who is inte rested, but I think it is the
purpose of any Committee that is hearing testimony on

any problem that is of interest to say 10 or 11 million

citizens to make sure that there is a balanced record

14

15

16

17

18

19

20

21
22

23

24

in terms of that testimony, so that if per chance the
record is unbalanced or is distorted or even for some
reason does not accurately reflect the situation that a
transcript of the testiﬁony, which is presented to the
Governor and to the public at large and to the Legis-

lature, would only magnify the distortion.

A I hope ;you are not saying that I have distorted: .

any record, Commissioner.

Q I didn’t imply that at all.

A That isn't what your—
Q That s the only reason I entered the ohmrwtlon.;

As I said, I was perplexed as to how to do it because I

dldn-t want to appear to be rebutting you.
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you would like to file, and I'll point out our next hearing

Davis
A I'm.glad. The record will show whether you

are rebutting me. Also, the record will speak for
itself., Every word is being taken down.

MR. MISKELL: Thank you very much Professor
Davis,.

Are there any other witnesses who would like
to appear at the hearing?

Here again I would like to remark that the
record, written 'record will be held open, and we would

welcome any written transcript of testimony which any of
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will be held in Austin, the middlte of October, and we

do appreciate the appearance of all of you, and we appre-
ciate the fact that many of you have come and listened to
the testimony. We hope that it has helped you. I can
speak for the Committee when I say it will help them in
their deliberations. Thank you very much,

(Whereupon the hearing was adjourned.)
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